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Auditing
Administration of
Health Insurance
As a healthcare auditor, you may

already know more than you think
about auditing health insurance.

Registered nurses and LPNs work for
institutions or professional groups that
submit billings for various aspects of
healthcare. These billings serve as the start-
ing point of the health insurance claim re-
view process. Healthcare auditors who are
professional accountants-CPAs  or
CIAs-are  used to wading through the
myriad healthcare records generated by
employers. Computer systems specialists
or CISAs often have the responsiblity of
analyzing healthcare operations and pro-
cesses in addition to having to understand
the somewhat arcane world of computer
programming and systems.

Whichever your speciality, this primer

is designed to help you embark on this new
and different audit topic.

Our company’s health insurance audit
procedure begins with the administrator
completing a detailed 12-page, pre-audit
questionnaire. The responses on that docu-
ment and the client’s Summary Plan Descrip-
tion/Employee Booklet (SPD) are used to
program other computer modules that may
be required. Concurrently, we request com-
puterized claim data from the administrator
(two or two and a half years being the norm)
and then initiate processing using our stan-
dard and client-specific modules as well as
any additional modules we generate as a
result of examination of the two-year claim
history. (A recent case in point occurred
because of an extensive number of four-to-
five-year-old claim adjustments.) Our staff

reviews module output, reprocesses as
needed, after which we meet with the ad-
ministrator to ascertain the best way to re-
view our data (random sample, review all
claims, debate the validity of our criteria,
etc.). Our suggested methodology involves
different techniques depending on the mod-
ule as follows:

Audit Verification Techniques
l Cosmetic Sureerv requires review of

each questioned claim since medical
necessity of service for the same
procedure can vary from claim to
claim. Also, anesthesiologist claims
require review since computer coding
describes the surgery and not the
anesthesia service.

l Non-covered Services module output
usually does not require claims review.
An example would be a psychiatrist
charging full visit fee for a telephone
consultation. Your exception is the
propriety of the practice, not whether
it occurred. Claims involving contract
violations similarly do not have to be
reviewed; you must only establish
that the contract has been breached.

9 Emergencv Room claims usually reflect
numerous discrepancies for relatively
small error amounts. Random sampling
is the appropriate audit technique.

After our review with the administrator is
concluded, we issue a comprehensive au-
dit report that outlines findihgs and recom-
mendations for corrective action. Detailed
listings of claim errors by topic are provided.

A word of caution before deciding to
schedule a health insurance audit of your
administrator: Consider the political impact
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of your audit. The very providers who had
submitted and been paid for improper ser-
vices/charges may be either your employer
or a contractor of your employer. This can
include staff physicians and/or subcon-
tracted services such as emergency room
operations. Finding major billing discrep-
ancies by your employer can be a source of
hard feelings.

Firms such as Equifax make a comfort-
able living finding hospital billing errors.
We don’t review bills for these kinds of er-
rors, although we do review hospital bills
and other institutional provider claims for
errors such as subrogation cases, and medi-
cal necessity of services. We urge you to
emphasize policy compliance in your audit-
ing, and to stress claim arithmetic only in
documenting claim errors and not as an end
in itself.

If you have gotten past the hurdle of
internecine warfare, it may be of value to
consider specific computer focused mod-
ules such as those that we utilize in audit-
ing health insurance administration. We
classify our focused modules in four cat-
egories: administrative, institutional provid-
ers, professional providers and client-spe-
cific.

Administrative
Duplicate Payments. Develop programs for
similar, but not identical claim services on
the same day. Set the bar to screen for pay-
ments of not less than $400 for DXL (diag-
nostic x-ray, lab); $200 on institutional bills;
and $100 on all other charges. Doubling
those amounts may be a practical alterna-
tive. Also, consider possible family dupli-
cate charges over $500 in which the same
service is charged on separate claims to two
different family members (watch out for
newborn twins).

Coordination of Benefits (COB)/Other Car-
rier Liabilitv. Call it what you will, this can
be a significant source of recovery. We
sample male spouse claims to determine in-
surance liability because most SPDs  reflect
the birthday rule and because in our chau-
vinistic mindset  we believe male spouses
on average are more likely to have employ-
ment with insurance than their female coun-
terparts. We also sample children of em-
ployees who have birthdays in the fourth

“We urge you to emphasize
policy compliance in your

auditing, and to stress claim
arithmetic only in documenting

claim errors and not as an
end in itself.”

quarter since spouses with earlier birthdays
have primary liability. Also, check payment
history for dependents with both uncoor-
dinated claims and previously coordinated
and recovered claim payments. Overlook-
ing records of prior COB liability is a fairly
common error by processors.

Eliaibilitv.  Verify that your company’s em-
ployee terminations are removed from cov-
erage in accordance with contract terms;
e.g. latter of two weeks after administrator
notification or employee termination date.
Also, disability retirement for under 65 pen-
sioners may lead to Medicare coverage af-
ter a two-year waiting period; and employee
handicapped and student dependents may
lose eligibility because of employment, mar-
riage, etc. Ascertain that your administra-
tor performs written verification of over -
age dependent status on a periodic basis.

Institutional
Subrogation/Workers Compensation. Ref-
erence the ICD9-CM (Diagnostic) manual
and program to extract high dollar employee
burn and accident cases for Workers Com-
pensation, and accident cases on depen-
dents. Make sure to include the E-Code
sub-category from the ICD9-CM manual in
your list of accident diagnoses.

Diagnostic Related Groups (DRG). The pri-
vate sector is following Medicare’s lead for
both physician allowances (RBRVS) and
hospital payments (DRG) in lieu of billed
charges. Essentially, a DRG is a grouping
of like diagnoses, and DRG allowances can
vary to some degree from facility to facility
and from patient to patient. DRG methodol-
ogy was instituted by Medicare to provide
a measure of uniformity to the institution
billing process and the private sector is now
starting to follow Medicare’s lead. Audi-

tors should compare DRG to billed charges
and investigate at least some high dollar
differences. You might be surprised to learn
not all differences are attributable to ex-
plainable patient outlier conditions, and that
hospital-calculated and reported DRG dol-
lars may differ markedly from independent
DRG “grouper” software, which is available
for purchase or lease.

High Dollar Claims/Patients. Remember the
audit maxim, “chase the dollars.” We sug-
gest eliminating cancer, mental health, drug/
alcohol and heart patients from your high
dollar study. Don’t worry, there are plenty
of claims and patients to go round.

Pre-Existing Conditions. Our experience is
most administrators do not specifically
check for these difficult to detect condi-
tions. Test your company’s hires during a
prior period and identify current claims for
maternity and severe mental conditions that
more than likely preceed the employment
period.

Alternative Medical Care. We cover Home
Healthcare (HHC), Skilled Nursing Facility
(SNF), and Hospice under this category.
These categories quite often are big-ticket
items. Under HHC, look for housekeeping
and meal charges (custodial), and verify
that the administrator’s medical department
is verifying medical necessity and exercis-
ing proper supervision over the payment
review process. Verify SNF care is medi-
cally necessary and that the patient is cov-
ered and not eligible for Medicare. Ascer-
tain Hospice payments do not exceed SPD
total dollar and/or treatment limits.

Private Room Use is eligible only when the
patient diagnosis warrants either isolation
or reverse isolation; e.g. keeping other in-
dividuals from the patient. High-risk infec-
tion is an example-maternity definitely is
not. This is not a big-ticket item, but it may
highlight a permissive atmosphere.

Professional
Chironractic.  In the aggregate, charges are
significant, although single claims are of-
ten nominal. So, don’t count individual pa-
tient spinal adjustments. Instead, computer-
identify several patients with high annual
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charges. Then, using these patients as ex-
amples, ask your administrator if they have
obtained a regimen of treatment from the
chiropractor with start and planned stop
treatment dates, and verified medical ne-
cessity of extensive, long-term treatment.

Assistant Surueon. There are three circum-
stances where a second surgeon is not re-
quired: (1) when surgery is performed in a
teaching hospital with a residency program
in that surgical specialty; (2) for minor sur-
gery including most podiatry; and (3) for
most, but not all, ear, eye and arthroscopic
surgeries where a Certified Surgical Tech-
nician or scrub nurse can perform duties
performed by the second surgeon, since
the type of surgery preclude both surgeons
(primary and secondary) from operating
concurrently in the operative site.

Dental Paid Under Medical Benefits. Soft
impactions are an example of procedures
properly classifiable as dental that are of-
ten paid under medical benefits. Why? Pro-
viders try to take advantage of usually bet-
ter medical benefits, and/or claim examiners
are loath to re-route claims to the dental
provider.

Non-Covered Services. Examples include
preparation of insurance forms, overtime/
holiday pay for emergency room providers,
etc. Think it over, talk about it, and then
come up with your own list.

Separate Procedures. Our module compares
charges to a list of CPT-4 codes considered
to be payable individually, but not in com-
bination with other, related surgical services.
Appendectomy concurrent with and part
of a laparotomy is an example. Review the
CPT-4 manual and you should come up with
a representative list.

Unbundled Grouns. Screen surgery claims
for codes individually allowable but not al-
lowable in certain pre-determined combina-
tions of surgery charges. By definition, an
abdominal hysterectomy would have to in-
clude services encompassed by a laparo-
tomy and lysis of adhesions so these ser-
vices should not be separately charged for.
Your medical staff should be helpful in de-
veloping other similar combination surger-
ies.

Unbundled Labs. Pathology charges can
be reported individually by providers and
not grouped in panels as provided in the
CPT4 manual, or both lab panels and the
individual codes that comprise the panel
can be billed.

Crosscheck. This is the RFE name for a
module that identifies claims where the sur-
geon also bills for anesthesia and/or assis-
tant surgeon (normally SPD prohibitions).
Podiatrists and dentists are frequent viola-
tors.

Anesthesia. Auditing of claims submitted
by anesthesiologists is difficult because as
mentioned administrator claim reporting
identifies the surgery service and not the
anesthesia service. Obtain and familiarize
yourself with the Relative Valve Guide pub-
lished by the American Society of Anes-
thesiologists. Then program to identify, ex-
tract, and review copies of high dollar value
anesthesia claims submitted by providers.
We also identify and review cases where
the anesthesia payment significantly ex-
ceeds the surgeon’s charge for the same
surgery, which is sometimes proper, but of-
ten indicative of excessive/improper fee bill-
ings by the anesthesiologist.

Client - Specific SPD Violations
Unusual SPD Limitations. Administrators
program their system to cover norms in
claim processing. Therefore, review your
benefit booklet for unusual limitations and
then program to detect payments. In a re-
cent audit, we found payments for: (1) re-
versals of vasectomies; (2) children’s ho-
listic preventive medicine benefits paid for
adult patients; (3) radial keratotomy paid
despite an SPD ban; and (4) routine pay-
ment of non-covered immunizations and
vaccinations.

Mental/Nervous (M/N) Alcohol/Drug (A/D)
coverage varies so much from client to cli-
ent that we normally program M/N - A/D
for each individual client. M/N  A/D fre-
quently is a major exception area, so take
your time researching this area. A claim pro-
cessing tip is that ICD-9 CM codes starting
with 29 and (not all) 30 should identify pa-
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member, claim processing requires medical
approval and not just claim processor ap-
proval on many if not all M/N-A/D cases.

Case Management (CM). Many SPD ben-
efit plans, include provision for bypassing
listed specific benefits in order to provide
alternative, usually less costly treatment.
Home healthcare as a substitute for inpa-
tient care is the classic example cited by
CM advocates. Your administrator and/or
your benefits department should have a list
of CM cases for your company. Review
claim files for at least some of these cases,
keeping in mind that payments for CM al-
ternative care quite often: (1) exceed costs
of SPD -provided regular care; (2) exceed
SPD lifetime limits for M/N -A/D or other
specific benefits; and (3) are processed and
paid without approval of classification as
CM by your company.

Audit Report
You have completed your audit, reviewed
your findings with the administrator, and
updated your working papers. Next you

must write your audit report, review the draft
with the administrator and your company
management, obtain necessary comments
and then issue the completed final report.

Executives of your company,
in addition to overall error
percentages need to be
informed of the effective-

ness of the administration of
your benefit program as well

as relevant aspects of
particular topics.

The report format is up to you, but re-
member that your report probably will be
sent to the CEO and Audit Committee of
your company so don’t bore them with
trivia. First, take your exception claims and
sort them by topic indicating the reason for
each exception and whether concurrence
was obtained from the administrator. Then,
assign separate exhibit numbers to each

topic, reference them in your report table of
contents, place them at the end of the re-
port and reference particular claims in the
report only to buttress your analysis. Ex-
ecutives of your company, in addition to
overall error percentages, need to be in-
formed of the effectiveness of the adminis-
tration of your benefit program as well as
relevant aspects of particular topics. Cite
claim results to prove your point, and not
as an end in themselves. The following is a
recommendation for a report outline:

l The report introduction should include
total claims and payments, the audit
methodology, and the size and types of
your audit sample, e.g. ,“We selected

650 institutional claims and 735 profes-
sional claims involving payments of $2.5
million and $1.1 million, respectively.”

l The report summarv. Put your overall
opinion and recommendations in this
section which should immediately fol-
low the introduction: e.g. “Although
administration of our contract was gen-
erally effective, several deficiencies that
require corrective action were noted



which are summarized below and re-
ported in more detail both in subsequent
audit items and in claim exhibits ap-
pended to this report.” In the report
summary audit item, you should also in-
clude a schedule of exceptions that sum-
marizes total number of claims and total
dollars by topic. This schedule should
reflect one line for each claim exhibit ap-
pended to the report.

l Individual Report Items that reflect de-
ficiencies and recommendations for cor-
rective action by topic should follow the
report summary. Put a summary sen-
tence or two in the introductory para-
graph of each audit item: e.g., “In sum-
mary, we see no reason why administra-
tor should have been paid $1 million to
poorly administer an admittedly ineffec-
tive pre-certification of admission pro-
gram,” or, “It is the opinion of RFE As-
sociates that a significant amount of
excessive fees for anesthesia are being
paid, and that administrator neither iden-
tified nor addressed the problem.”

A few final thoughts include:
l Pre-Plan. Learn all you can about how

your company’s claims are processed.

Use the Computer. It is mandatory in
searching for error conditions and pin-
pointing particular claim errors.
Don’t be Afraid to Question the Ad-
ministrator. You and your company’s
staff probably possess equal or better
medical expertise than the people pay-
ing your claims.
Document Results. Get signed concur-
rence to individual claim errors. Most
administrators have short memories.
Report the Big Picture. Leave non-es-
sential details in the work papers.

Robert F. Eckerle has been active in
health insurance consulting since 1983;
his company RFE Associates, provides
consulting services.

Mary-Ann Eckerle directed the develop-
ment of analytical sofmare for RFE
Associates. She has in-depth background
in both home health and long-term care
as well as in an acute care setting.


