
Proper Planning And Procedures Vital
For Third Party Administrator (TPA) Audits

Background

by Patrick C. Ball, CIA and Bart S. Miller

If an organization is providing medical benefits for more than
250 lives, it is usually more financially beneficial for the organiza-
tion to be self funded. In the United States it is estimated that at
least 70% of organizations participate to some extent in self funded
healthcare coverage. Although many organizations share the cost
of self funding with employees either via plan design or co-pay-
ments, for the average mid to large size organization, the cost of
medical coverage represents a significant line item on the tinan-
cial statement.

Many organizations utilize the services of a Third Party Ad-
ministrator (TPA) to administer their medi-
cal claims. These services include, but are
not limited to, maintaining eligibility
records, claims and payment processing,
utilization review, and negotiations with
insurers who provide stop loss coverage.
In the TPA industry, 98% accuracy for both
dollar and claim accuracy is considered ex-
cellent. Another way to interpret this sta-
tistic is that a 2% error rate is considered
acceptable by TPAs.  To put this in per-
spective, if your organization’s medical
costs are $1 ,OOO,OOO  per year, which is not
unusual for a mid size company with 2,000
covered lives, the annual acceptable error
rate is $20,000. It is because of this large,
sometimes uncontrolled expenditure, that
an audit of an organization’s paid claims
should be performed on a regular basis.

Following extensive re-
search, we developed a
strategic plan that in-
eluded  our objectives.
We then met with TPA
management and re-
viewed the strategic
plan.. .open communica-
tion with TPA manage-
ment from the very be-
ginning was critical.

Planning

tions personnel, that must be in place. The TPA was not a direct
competitor or an affiliate of our TPA, therefore we placed a lot of
reliance on the information obtained.

Following the extensive research described above, we devel-
oped a strategic plan that included our objectives and expecta-
tions, questions regarding TPA information, prior audit results,
the TPA’s expectations, technology issues, identification of critical
claim personnel, and a general timeline. We then met with TPA
management and reviewed the strategic plan. We felt that for the
audit to be successful, open communication with TPA manage-
ment from the very beginning was critical.

To perform the audit effectively and effi-
ciently, we recognized the need to use a Com-
puter Assisted Auditing Tool (CAAT). The
CAAT allowed us to generate targeted reports
based on 100% of the paid claims population.
Following the meeting with the TPA’s man-
agement, we arranged for the electronic files
of the claims, employee, and dependent infor-
mation to be compressed, downloaded to a dis-
kette, and forwarded to us. To obtain the file,
we contacted the Manager of the MIS depart-
ment and arranged for all of the fields in the
database for the time period we were review-
ing to be obtained electronically. We also re-
quested a copy of the file format and field de&
nitions thus enabling us to properly navigate
through the massive amount of data we re-
ceived.

Internal Control/Process Documentation

While we were waiting for the files, we identified the major
As with any new audit, an adequate amount of time should be

allocated to planning. This will ensure a proper understanding of
the process and result in a more effective and efficient audit.

Prior to beginning any planning activities, the following docu-
ments should be obtained from the Human Resources Department,
a copy of the Summary Plan Description, Plan Supervisor k Re-
sponsibilities, and if applicable, the Performance Agreement.
Review these documents to ensure they contain a “Right to Audit”
the TPA clause. If not, an audit may be prohibited. This clause
should then be negotiated into the next contract when renewed.

If your documents do contain a “Right to Audit” the TPA
clause, the next endeavor is to research the topic as much as pos-
sible. The auditor should obtain books and articles on the subject,
interview auditors that have performed such audits, attend semi-
nars, or hire consultants to assist with the planning of the audit.
During the planning stages of our audit we were able to contact
another TPA via the connections of our healthcare consultant. We
arranged for an onsite visit and spent a few hours reviewing spe-
cific internal controls. from the uerspective  of the TPA’s opera-

operational areas within the TPA, documented the processes for
each operation, identified major internal control points, performed
a risk analysis of the various operations, determined the potential
exposure of each, and devised appropriate tests where necessary.
The following is a listing of the major operational areas identified
within the TPA and the major internal controls within each.

I% Mail Processing
Mail processing includes receiving and distributing all incom-

ing mail and mailing all outgoing mail, including payments.
The first internal control to note is the date stamping of all

incoming mail. This control is important for tracking when all
mail was received to ensure timely processing of claims. This
information is valuable when reviewing timely processing param-
eters of the Performance Agreement.

Secondly, the separation between correspondence for prior
unpaid claims and new claims. This control is important to en-
sure timely processing of open claims and preventing claims from
being paid twice.
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+ Utilization Review
Utilization review is the function by which trained medical

professionals the TPA has on staff monitor the treatment of a pa-
tient to ensure unnecessary procedures and tests are not performed.

The first internal control to note is to ensure the monitoring
of a patient’s condition is proactively occurring on an ongoing
basis. This is the service for which your organization is paying. If
the medical professionals on staff are not regularly following up
with the provider and communicating with the attending physi-
cian, the likelihood of an erroneous or fraudulent charge being
paid is increased.

Secondly, ensure the review team is qualified. The team of
medical professionals assembled by the TPA should be appropri-
ately qualified. These professionals include Registered Nurses,
Licensed Practical Nurses, and in some cases Physicians, either on
staff or in a consulting role.

> Eligibility Determination
To ensure the patient is eligible for benefits, the system should

contain three basic internal controls.
First, the system is maintained to ensure all additions, changes,

and terminations are posted accurately and timely. If an employee
has been terminated from the organization and the TPA does not
remove them from the system, or if a change in the plan param-
eters has occurred, the potential exists for over payments and un-
der payments to occur.

Second, the system ensures the patient is eligible. To prop-
erly administer the benefits in accordance with the parameters of
the plan, the system should flag all ineligible patients.

Third, the system checks for potential Coordination of Ben-
efits (COB). COB is the process by which the primary insurance
is determined when multiple insurance plans are involved. (e.g.
both parents have insurance, there are standard rules that deter-
mine which parent’s insurance covers the children as primary cov-
erage. In the case of an automobile accident, was another insured
driver at fault.)

I% Claim Processing
To ensure claims are processed accurately and timely, four

essential internal controls should be present.
First, determine the claims are processed in the order in which

they were received. For all claims to be processed timely, a first
in, first out approach should be in place.

Second, the claim processors are assigned a dollar processing
limitation. Based on their experience and title, the dollar limit
should make sense when reviewed.

Third, ensure a supervisory review and approval is required
prior to final processing for all transactions over the claim
processor’s threshold. All claims over the processor’s threshold
should be reviewed and approved by a supervisor.

Fourth, ensure an automated audit trail of all transactions ex-
ists. If any discrepancies are noted, the audit trail will assist the
TPA or the auditor in research.

> Payment Processing
The money being utilized to fund all of the payments gener-

ated by the TPA is your organization’s, Therefore the following
four internal controls are essential.

are not improperly written, access to the checks should be restricted
to only those persons absolutely required to have access. Claims
processors should be strictly prohibited from accessing the check

supply.
Second, if the required funding is over the contractual fund-

ing maximum, the TPA requires your organization’s Human Re-
sources Department to be notified, and to review and approve the
funding prior to processing. The TPA should only have authority
to a pre-specified amount to draft funds from your organization’s
account.

Third, stale checks are proactively researched. The funds that
are being tied up by a check being outstanding for a long period of
time are your organization’s.

Fourth, ensure the proper reconciliation of the funding re-
ports by your organization’s Human Resource personnel is occur-
ring on a regular basis. A proactive review by your organization
will help to reduce losses due to errors or fraudulent activities.

+ Quality Assurance
Quality Assurance (QA) is the internal, independent auditing

function of the TPA. The QA function audits the quality of the
claims processed. In many smaller TPAs, no Internal Audit (IA)
function exists. If this is the case, the review of the various func-
tions and their related controls by your IA Department or reliance
on a SAS 70, becomes more critical. In larger TPAs, an IA func-
tion does exist with a focus on internal controls.

The first internal control to note is to ensure the function is
independent. Just like IA, the QA function must be independent
of the TPA’s  operations. If the function is not independent, or
existent, the quality of the TPA claims processing is probably not
being monitored on a regular basis.

The second internal control to note is the sampling techniques
being utilized. The objective is to ensure the claims processor is
not selecting the claims to be reviewed. Selection should utilize
random sampling or an appropriate statistical sampling technique.

The third internal control to note is the function should be
reporting to senior management. Quality Assurance results should
be reported in a timely manner to senior operating management,
and the customer, if they so desire.

* Information Systems Security
Information systems security is of paramount importance when

dealing with the highly confidential medical information being
maintained by the TPA.

The first internal control to review is whether proper access
controls over the system are in place. The systems must be pass-
word protected with unique user ids and passwords. Also, verify
the system has a time out feature or, if a screen saver, the screen
saver is password protected.

The second internal control to review is to verify the physical
security of the building adequately protects the paper and elec-
tronic information contained in the building. The building should
be properly secured during non-business hours. The computer
room should be properly secured and access limited only to autho-
rized individuals.

l% Business Resumption Planning
Business Resumption Planning (BRP) is an important customer
service issue that many TPAs,  especially smaller ones, may not

First, the check supply is properly controlled. To ensure checks
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“Finally, we discovered that by taking
an internal benefits  expert along on the
audit improved our credibility with TPA
personnel. ”

have. The major internal control to note is whether the business
resumption plan is comprehensive, implemented, and tested. To
be effective, a business resumption plan must be all inclusive. It
cannot be limited to computer resources. The plan should include
customer service issues such as notification of customers and pro-
cessing of claims. The plan should include human resource issues
such as where do personnel report. The plan should also arrange
for all relevant information to be at the relocation site.

Program Development

Many of the above controls are conducive to testing. How-
ever, due to time constraints, we only tested the Performance Agree-
ment and claims processing. To test the parameters of the of the
Performance Agreement, we developed methods to determine the
accuracy and timeliness of payments.

To test the claims processing, we reviewed samples selected
from targeted reports, including, gender and age specific proce-
dures, renal failure, potential duplicate payments, single transac-
tions greater than the processor’s limit, claims with a cause code
of accident, employees and dependents over age 65, and depen-
dents, excluding spouse, over age 23.

Targeted Report Creation and Generation

Once we obtained the electronic file from the TPA, we devel-
oped and ran targeted reports from which to select a sample. To
do this required us first to obtain the field definition listing from
the Manager of MIS. The field definition denotes what informa-
tion is maintained in each field. For example, the social security
number data may be in fields I through 9.

The type of data was also defined. EBCDIC is the primary
type of data of mainframe applications, ASCII is the primary type
of data of PC based applications. Packed and zoned are ways in
which the data is stored by the data types. Once all fields and data
types were defined, the file was run against the definitions. The
result was a master file that contained all information, segregated
by field. This exercise was completed for each data file obtained.
We obtained and formatted the claims data file, the employee data
file, and the dependent data file.

We then reviewed the International Classification of’Disea.sess,
9’h Edition (ICD9) for codes exclusive to gender and age. Based
on these codes and a review of the summary plan, we developed
the logic for the reports. We then input the expressions to the
CAAT and obtained a variety of reports, including the following
high risk reports.

ICD9 codes restricted to females age I2 to 55
This report is generated to list all procedures exclusive to females.
The objective is to determine if any patients are male. An ex-
ample of an exception would be a male receiving a tubal ligation.

ICD9 codes 584.00 to 586.00
These are the ICD9  codes for renal failure. The objective is to
determine if there are any patients with end stage renal disease,
and if so, what insurance plan is primary. Patients with end stage
renal disease are automatically covered by Medicare as their pri-
mary coverage. An example of an exception would be a patient
with end stage renal disease being covered primarily by a plan
other than Medicare.

Match transactions on claim control number, amount paid, and
date of service
This report will list potential duplicate payments. The objective is
to determine if any payments were made multiple times. In most
cases, the items noted on this report are charges for the same pro-
cedure that is required multiple times. For example, the removal
of four wisdom teeth, shows up as four transactions, with the same
claim control number, amount paid, and date of service. An ex-
ample of an exception would be multiple claims, however only
one set of supporting documentation.

Amount paid greater than processor 5 limit
This report lists all payments that require supervisory review and
approval. The objective is to ensure that proper review and ap-
proval of large transactions is occurring. An example of an excep-
tion would be the lack of a documented approval by the supervisor.

Cause code equals accident code
This report lists all claims with a cause code that indicates the
claim was a result of an accident. The objective is to determine
that if a claim is the result of an accident, the possibility of a third
party being partially or wholly liable exists. The claim should be
investigated by the processor to ensure that third party liability is
not possible, prior to payment being made. An example of an
exception would be a claim that was not investigated or an inves-
tigation was performed but appropriate follow-up did not occur.

Select Sample

Based on the output of the targeted reports, a sample was se-
lected for each targeted area. Due to a particular area being high
risk or the population being small, some samples were 100% of
the population. The sample was then submitted to the TPA. To
facilitate the quick retrieval of the claims documentation by the
TPA, we submitted our sample in the format in which the claims
documentation is filed. (e.g. date, processor initials, and claim
number) We found this improved audit efficiency and strength-
ened the relationship with the TPA operating personnel. It is criti-
cal for diligent follow-up to occur for claims documentation that
cannot be found. Unsupported claims could mean possible over-
payments or the claim could be a known problem and the TPA
does not want to expose it.

(continued on page 16)
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Claims Testing

The most technical portion of the audit was the actual review
and testing of the claims documentation. One practice we found
especially beneficial during the testing was the inclusion of a ben-
efits expert from the Human Resources Department. The use of an
internal benefits expert helps the auditor in that the auditor will
profit from their insight, knowledge, and experience. Since these
people deal with the TPA and the individuals filing the claims on
a daily basis, they might also be quite familiar with a particular
claim and the circumstances surrounding it.

We also found that by taking along an internal expert, the
efficiency of the audit was improved. This was achieved by reduc-
ing the amount of questions that are passed to the TPA personnel
and more transactions are able to be reviewed in a shorter period
of time.

Finally, we discovered that by taking an internal benefits ex-
pert along on the audit improved our credibility with TPA person-
nel. The TPA personnel are more familiar with this person and
therefore felt more comfortable discussing various issues.

Another way to improve the efficiency of the audit is to be
familiar with the various claims documentation prior to the start
of the audit. (e.g. medical, dental) We recommend obtaining a
few examples of claims documentation prior to the audit as part of
the planning phase and becoming quite familiar with what infor-
mation is on the form and what will be important to you when
testing. For example, name, Social Security Number, and ICD9
code. This documentation should be readily available from your
human resources benefit claims administrator. The documenta-
tion should be thoroughly reviewed prior to the start of testing. If
an internal expert is not available, review a few examples of docu-
ments with TPA personnel.

Performance Agreement Testing

The Performance Agreement is a document stating the per-
formance standards that the TPA will attempt to uphold. These
standards are measured over a designated time period, usually on
a monthly basis. The performance standards state the acceptable
accuracy percentages and define the penalty for non-compliance.
The Performance Agreement usually designates the penalties as a
percentage of administrative fees paid. The three major perfor-
mance measurements are dollar accuracy as a percentage of total
dollars tested, claims accuracy as a percentage of total claims tested,
and timeliness of processing as measured by the percentage of
claims completed within a preset number of days.

Auditor Exception Follow-up

When potential, or what appear to be apparent exceptions are
documented by the auditor, further research should be performed
to ensure the exception has not already been cleared. A follow-up
discussion with the claims processor responsible for the transac-
tion, if possible, is ideal.

Operations Management Update

During the course of the audit, it is a good practice to have at
least a weekly meeting to address any outstanding issues that may
arise and give management a status report of the audit progress.
As with almost any audit, we found that this improves audit effl-

cicncy, strengthens relations with TPA personnel, and ensures
management buy-in of audit findings.

Also on a regular basis, determine the disposition of previ-
ously noted exceptions and questions that TPA personnel were re-
searching. Over the course of the audit, this will improve audit
efficiency and ensure that findings are followed-up in a timely
manner.

Final Report

When all ofthe testing is complete, exceptions have been adequately
addressed, and questions answered, the final report is prepared.
In the final report the auditors want to summarize the work that
was performed, give the criteria utilized in producing the reports
and the results, and show to all interested parties the level of test-
ing that was performed. By listing the sampling techniques uti-
lized and the resulting statistics, the findings that have been docu-
mented will be adequately supported and the process will gain added
credibility.

In the final report, only recommendations that are customer
service issues should be documented. Areas of improvement, such
as operational efficiency should not be noted. If they are customer
service issues, document them and make the appropriate recom-
mendations. If they are not customer service issues, do not men-
tion them. The auditor must remain cognizant of for whom the
audit is being performed, the customer of the TPA, not the TPA.

Following the completion of the final report, a closing meet-
ing with operations and customer service management should be
scheduled as quickly as possible. In this meeting summarize the
report and all relevant findings. Address all outstanding issues
and obtain management agreement to the contents of the report.
Once all parties have reviewed and agreed to the final report, dis-
tribute the report to the appropriate internal customers and TPA
personnel.

To ensure the recommendations were properly implemented
and payment errors were properly corrected, a meeting with the
human resource benefit claims administrator should be arranged
within a reasonable time of the issuance of the final report. If
necessary, a regular follow-up meeting should be scheduled until
all exceptions are cleared.

Conclusion

Although the audit of your TPA may seem difficult, the in-
vestment in time and education will be worth the effort. By creat-
ing targeted reports utilizing the entire claim population, the high
risk areas of claims processing will be adequately addressed. The
most important relationship that will determine the success or fail-
ure of the audit is that between the auditor and the TPA personnel.
Because the auditor is so reliant on the TPA for pertinent informa-
tion to execute the audit, an amicable relationship throughout the
audit should be maintained.

Patrick C. Ball, CIA is the Director qfAudit  Services at The Wolf
Organization, Inc. in York, PA.
Burt S. Miller, is a StqffAuditor  II at York Financial in York, PA.
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