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A critical concern of healthcare 
organizations today is decreased 
reimbursement due to claim denials. 
Denied claims (‘denials’) generally 
stem from an unhealthy mixture of 
cumbersome processes, improperly 
trained employees and inadequate 
technology. Significant levels of all claims 
are either delayed during the editing 
process or are denied upon submission 
for payment. A 2002 analysis by 3M 
Health Information Systems Consulting 
Services of 1 million pre-scrubbed claims 
had error rates ranging from 8 to 30 
percent (Coding errors = 56%, HCPCS 
errors = 86%, Chargemaster-originated = 
79%). Although this analysis is somewhat 
dated, it was quite an extensive study 
and the authors believe that issues 
continue to exist with claim denials, as 
supported by the significant focus placed 
upon preventing denials by healthcare 
organizations as well as the numerous 
revenue cycle vendors with products 
aimed at reducing denials. Additionally, 
we believe a significant number of denials 
may be preventable. 

More Denials Concerns

In addition to issues within hospital 
processes, there is another layer of 
complexity that can lead to denials which 
relates to issues on the payer side and 
includes both the complexity of payer 
contracts, along with the sheer volume of 
contracts a hospital or health system may 
have with numerous different payers. 
This results in even more cumbersome 
processes on the hospital side in trying to 
comply with various requirements from 
different payers as well as the challenge of 
effectively training hospital employees on 
all of these variables.

Denials effectively delay or eliminate 
payment and represent significant 
financial risk to healthcare organizations 
since costs have been incurred without 
full payment being received. Aside from 
the direct impact from the loss of revenue, 
there is an additional impact on staff 
resources due to the expense associated 
with evaluating denied claims. Therefore, 
denials management has become 
common practice in almost all healthcare 

organizations. However, the challenge of 
how to accurately and quickly identify 
the sources of the denials through 
comprehensive analysis still remains. 

The good news is that the majority 
of denied claims are recoverable; 
unfortunately it is likely that only around 
half of all denied claims are ever re-filed. 
Fixing the underlying problems that 
created the denials requires determining 
the root causes of the denials and then 
directing resources toward those areas to 
remediate these root causes. Identifying 
and removing these obstacles will 
accelerate the healthcare organization’s 
ability to realize incremental cash 
collections, which will result in a more 
effective and efficient revenue cycle.

Understanding Why Denials Occur

The first step in addressing denials for a 
healthcare organization, whether you are 
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just implementing a denials management 
function or refining the processes that 
are already in place, is to obtain a solid 
understanding of where denials are 
occurring throughout the revenue cycle. 
Exhibit 1 reflects the three stages of the 
revenue cycle, which we define as the 
front-end processes, the middle portion, 
that includes the provision of services to 
the patient as well as the coding of those 
services, and the back-end processes. 
Denials can be caused by what happens, 
as well as by what does not happen, 
throughout all three of these stages as 
further described below.

Front-End Processes

The front-end processes within the 
revenue cycle largely relate to the 
Patient Access function and include 
registration and insurance verification. It 
is critically important for these processes 
to be operating effectively and capturing 
accurate information, as denials can result 
from inaccurate information. Information 
obtained by the Patient Access function 
includes patient demographic and 
insurance information, insurance 
eligibility and benefits verification, and 

pre-authorizations are obtained as well. 
Additionally, the patient should also be 
notified of their financial responsibility at 
this stage.

In order to minimize denials related 
to the Patient Access function, it is 
imperative that healthcare organizations 
understand payer requirements regarding 
the submission of claims. This starts 
with accurately capturing and reporting 
patient demographic information. Patient 
eligibility should be verified with the 
payer, as opposed to just accepting the 
insurance card provided by the patient, 
and the patient should also be queried 
about any additional coverage in order 
to identify any coordination of benefits 
(COB) issues. Depending on the payer, 
and sometimes the patient’s individual 
policy, pre-authorization may be required 
prior to providing services to a patient, 
or alternatively, the payer may need to be 
notified of the patient’s admission within 
a certain time period.

Specific processes should be developed to 
identify expensive equipment, including 
certain implants, as well as new or very 
expensive drugs that may require pre-

approval from various payers to prevent 
denials on the back-end for these types of 
items. In addition, many contracts specify 
the type of setting in which the patient 
should be treated, such as inpatient versus 
outpatient as well as medical unit transfers 
for psychiatric unit patients requiring 
treatment for a medical condition.

Point of Service

The middle portion of the revenue cycle 
primarily includes the point at which 
services are actually provided to the 
patient. It is at this point that charges are 
identified and entered into the patient 
billing system. Clinicians are responsible 
for documenting all services provided 
completely and accurately in the medical 
record. It is from this documentation that 
the Health Information Management 
(HIM) specialists extract the appropriate 
diagnosis and procedure codes to include 
on the patient claim that will be submitted 
to the appropriate payer.

Some common issues that occur 
during the Point of Service phase 
include reporting incorrect diagnosis 
and procedure codes as well as 

Exhibit I
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inappropriately unbundling services 
that should be reported using a 
comprehensive code that covers a group 
of services provided. In some cases, issues 
can be identified by the payer, based 
solely on the claim that was submitted, 
which will result in a denial. In other 
cases, the payer may identify a potential 
issue and request the patient’s medical 
record or some other related information 
to substantiate the claim. In these cases, 
additional issues may be identified that 
can result in a denial including missing 
documentation such as a physician 
order or lab result, as well as if the 
documentation does not support the 
service that is being billed for.

Back-End Processes

The back-end processes of the revenue 
cycle largely reside within Patient 
Accounting and include the actual 
submission of the claim to a payer. In 
optimal circumstances, full expected 
payment is received and the account 
is fully resolved. In less than optimal 
circumstances, full payment is not 
received or the claim is outright denied 
and enters the denial management 
process. In addition to the Patient 
Accounting function, Information 
Services also plays a critical role in 
ensuring that claims that are submitted 
to payers are clean and will result in 
appropriate payment. The remainder 
of this section discusses some common 
issues encountered on the back-end of the 
revenue cycle.

In order for a claim to be considered a 
clean claim, it must meet the following:

The patient demographic information •	
must be complete and accurate.

The insurance information must •	
be complete, and should be 
documented in the system that it has 
been verified.

The final diagnosis must be reported •	
for inpatient claims and appropriate 
CPT/HCPCS codes must be reported 
for outpatient claims.

All charges should be reported on •	
the claim along with the appropriate 
revenue codes.

The timely filing requirements •	
specified in the payer contract must 
be met.

Even with the best training and 
awareness of payer requirements, and 
implementation of manual controls to 
ensure only clean claims are produced, 
barriers to accurate billing still lurk 
within the patient accounting and billing 
applications. Some of the most frequently 
observed technological barriers to 
accurate billing include:

Charge Description Master (CDM) Changes 
are not Entered Accurately or Timely: 
Management must ensure that clear 
processes are in place for making timely 
modifications to the CDM. To ensure 
the proper billing and reimbursement 
for services provided, it is vital that the 
CDM reflect the most current procedure 
codes, as well as clear descriptions to 
facilitate the accurate selection by clinical 
and billing staff. Changes to the CDM are 
primarily driven by regulatory updates 
to various code sets from the Medicare 
and Medicaid Programs as well as other 
payers that occur on an annual or more 
frequent basis. Other changes relate the 
addition of new services to the CDM 
as well as changes to existing services 
included in the CDM. Access to the CDM 
should be limited to a small number of 
staff that only accept and implement 
changes resulting from revised code sets 
or, via appropriately documented change 
requests from designated members of 
management. 

Contract Information not Loaded Properly 
or Updated: A centralized contract 
management system allows a healthcare 
organization to easily identify contract 
terms and specific payer requirements for 
submitting claims. However, to the extent 
that this information is not loaded or not 
updated timely, it could lead to claims 
being submitted that don’t meet payer 
requirements. For example, some payers 
may require certain high cost procedures 
to be billed differently than other claims 
in order to ‘carve out’ and pay separately 

for a high cost medical device. To the 
extent a healthcare organization does not 
follow this requirement; they may be paid 
less by the payer than what is specified 
in the contract. There are a number of 
additional related issues that may cause 
denials that can be easily prevented 
by having a complete and up-to-date 
contract management system in place.

Transmission of Electronic Claims: For 
electronic claims, monitoring procedures 
should be implemented to ensure 
all transmissions are completed and 
appropriately matched to corresponding 
acknowledgement transmissions from 
payers. Transmission and data errors 
must be investigated and resolved in a 
timely manner. Additionally, security 
controls should be in place to prevent 
claims within the patient accounting 
and billing applications, and the claims 
in transit, from being accessed by staff 
that are not authorized to modify billed 
charges and account balance information. 

Managing Denials

Internal Audit departments can easily 
develop any number of audit programs 
focusing on whether some of the common 
issues previously identified are occurring 
with any level of frequency. However, 
the key to effectively managing denials is 
to implement processes that identify the 
root cause of the denials. Training and 
education is required to ensure that all 
appropriate staff understands the impact 
of not following approved policies and 
procedural guidance. Ongoing auditing 
and monitoring programs should also be 
put into place to provide reliable data as 
to whether previously identified issues 
have been corrected or whether they 
continue to show up as exceptions during 
these reviews. Healthcare organizations 
should also consider how technology can 
be leveraged to assist with managing and 
ultimately reducing denials.

Effective denials management requires 
knowledgeable, well-trained employees 
that maintain preventive measures on 
the front-end of the revenue cycle as well 
as back-end tools, including appropriate 
appeal processes. A robust system of 
checks and balances throughout the 
revenue cycle that is monitored by the 
denials management team can help to 
ensure prompt and accurate payment.

Unfortunately it 
is likely that only 
around half of all 
denied claims are 

ever re-filed.
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Having a mechanism in place that is 
able to track and trend the occurrence 
of denials, including the source or 
reason for the denials, allows healthcare 
organizations to quickly identify the root 
cause and develop a course of action to 
mitigate the risk of receiving identical 
denials in the future.

Whether a detailed spreadsheet or a simple 
database is maintained versus a third 
party system or a homegrown technology 
solution for managing denials depends 
to a large extent on the funding available 
for this tool and requires an analysis that 
includes the current volume of denials 
being experienced as well as the expected 
return on investment. The benefits of an 
automated solution are discussed below. 
However, any tool that is implemented 
should provide for the logging and 
tracking of denied claims to allow 
management to monitor the incidence 
of denials related to specific reasons and 
provide for appropriate follow-up.

This would include assigning 
appropriate reason codes to denied 
claims so that similar denials can be 
tracked and root causes more easily 
identified and remediated. Spikes in 
the number of a certain denial code 
may prompt management regarding 
the need for additional training and 
education or may identify that a 
new payer requirement has not been 
implemented timely. Maintaining 
a tracking system will ultimately 
allow healthcare organizations to 
perform benchmarking on historical 
performance to identify trends of how 
successful appeals have been with 
a particular payer. This also allows 
healthcare organizations to compare 
their performance with that of other 
organizations as well as industry data 
and to set performance goals based on 
this benchmarking information.

Technology Solutions for Managing 
Denials

While denials can be effectively 
managed through manual processes and 
procedures, training, and preventative 
patient accounting and billing application 
configurations, denials will still occur 
and present organizations with large 
volumes of workload. In an environment 
of cost containment and staff constraints, 

it is often worth the investment of an 
automated denials management system. 
The core features of such software are the 
following:

Automated eligibility verification•	

This allows real-time integration  ɶ

with payer databases during the 
scheduling process, allowing the 
scheduler to validate insurance 
coverage while the patient is 
making an appointment. Any 
eligibility errors (e.g., wrong 
member number, wrong 
insurer, or plan number) can 
then be addressed prior to the 
commencement of services.

Claims scrubber•	

This software performs customized  ɶ

edits of the claims data format so 
that the claims will be submitted to 
the carrier as error-free as possible. 
For example, if a service or supply 
item has been coded incorrectly, 
a code is missing, or medical 
necessity is not appropriately 
documented, the software can flag 
that error for resolution prior to 
billing. 

Workflow management and reporting •	

The most powerful aspect of these  ɶ

tools is the ability to identify 
the root cause of denials by 
classifying and sorting denied 
claims by reason, route claims 
to the appropriate department 
for review, track and prioritize 
denials to allow for the proactive 
focus on accounts receivable days, 
and provide accurate and timely 
statistics for executives to analyze 
the effectiveness of the denials 
management program. 

How Internal Audit Can Assist in 
Denials Management

Internal Audit can play a significant role in 
improving the effectiveness of the revenue 
cycle, including the denials management 
function. The following include some 
examples of areas that internal audit 

should consider during their testing of the 
denials management function:

Policies & Procedures 

Does the organization have a  ɶ

policy focused on managing 
denials as well as comprehensive/
detailed procedural guidance?

Front-End Processes

Is complete and accurate patient  ɶ

demographic information obtained 
at registration?

Is patient pre-registration  ɶ

performed when possible?

Is pre-authorization for services  ɶ

obtained (when required)?

Are insurance eligibility and  ɶ

benefits verified (when necessary)?

Point of Service

What are the procedures in place  ɶ

to ensure timely charge entry and 
how are late charges handled? 

Are there quality assurance  ɶ

procedures in place to assess the 
accurate coding of procedures?

Is medical record documentation  ɶ

complete and medical record 
coding performed timely?

Back-End Processes

Does the final bill contain complete  ɶ

and accurate patient demographic 
information?

Has insurance information been  ɶ

documented and verified?

Is the final diagnosis documented  ɶ

on the final bill?

Are charges for the account  ɶ

complete and accurate?

Will contractual timely-filing  ɶ

requirements be met?

Denials Management Reporting & 
Tracking

Does management have a process to: ɶ

Report and track denials by root  ɶ
cause?

Report and track denials by reason? ɶ

Prioritize and track resolution of  ɶ
denials?

Internal Audit can play a significant role in improving the 
effectiveness of the revenue cycle.
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Route denied claims to  ɶ
appropriate department for 
required follow-up?

Develop a denial aging report and  ɶ
the impact denials have on A/R?

Develop a payer report card,  ɶ
including A/R days and denials 
for each payer?

Summary

In summary, denials management is 
an important component of effectively 

managing a healthcare organization’s 
revenue cycle. It is important to increase 
organizational awareness of the root 
causes of denials, procedures necessary 
to limit denials, and technology 
solutions to track and timely resolve 
denials. Effective management of these 
components will lead to increased 
revenue and reduced administrative 
costs. 
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