The following article has been sent by a user at CALIFORNIA STATE UNIV - LONG BEACH (ABI GLOBAL AND NEWSSTAND) via ProQuest, an information service of the ProQuest Company

Optimizing claims payment for successful risk managementq
Healthcare Financial Management
Westchester
May 2002

--------------------------------------------------------------------------------

Authors:                  Janice Frates

Authors:                  Mary Jo Ginty

Authors:                  Linda Baker

Volume:                   56

Issue:                    5

Pagination:               56-60

ISSN:                     07350732

Subject Terms:            Payment systems
                          Health care networks
                          Insurance claims
                          Risk management

Classification Codes:     9190: United States
                          8320: Health care industry

Geographic Names:         United States
                          US


Abstract:

Disputed claims and delayed payments are among the principle sources of
provider and vendor dissatisfaction with managed care payment systems.
Timely and accurate claims-payment systems are essential to ensure provider
and vendor satisfaction, fiscal stability, and regulatory compliance. A
focused analysis of conditions contributing to late payment of claims can
disclose problems in provider, vendor, or payer operational and billing
procedures, contracting processes, information systems, or human resources
management. Resolution of these conditions equips claims-processing staff
with tools to resolve problem claims promptly, thereby lowering costs.
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Full Text:

Disputed claims and delayed payments are among the principal sources of
provider and vendor dissatisfaction with managed care payment systems.
Timely and accurate claims-- payment systems are essential to ensure provider
and vendor satisfaction, fiscal stability, and regulatory compliance. A
focused analysis 

of conditions contributing to late payment of claims can disclose problems
in provider, vendor, or payer operational and billing procedures, contracting
processes, information systems, or human resources management. Resolution
of these conditions equips claims-processing staff with tools to resolve
problem claims promptly, thereby lowering costs. 

Health plans, self-insured healthcare organizations, insurance companies,
and group practices devote considerable time and resources to paying claims.
To effectively manage financial risk, payer organizations should know the
costs to process and pay all claims. When estimating costs, most payer
organizations obtain only an average unit cost per claim by analyzing aggregate
claims costs, and fail to identify the much greater costs of handling problem
claims, such as those with incomplete or inaccurate information or with
disputed payment amounts. 

Problem claims typically account for only 10 to 20 percent of claims volume,
but they cost far more to process and take two to five times longer to
pay. Problem claims can increase the average claims payment time beyond
regulatory standards, which can subject the organization to possible regulatory
action and jeopardize client and vendor relationships. 

Claims-Management Setbacks 

Ineffective. claims management can result in a number of adverse consequences,
including: 

* Inadequate cash flow; 

* Reserve shortfalls and fiscal instability; 

* Inaccurate pricing; 

* Administrative cost increases; 

* Regulatory sanctions; 

* Jeopardized provider or client relationships; and 

* Accreditation problems. 

Inadequate cash flow. Both provider and payer organizations suffer when
problem claims delay payments. Medical groups and hospitals increasingly
resent payment delays due to problem claims. On the payer side, a sudden
increase in the amount of money paid to providers upon the resolution of
problem claims looks bad on financial reports and may require the organization
to draw upon lines of credit if it has inadequate funds reserved to make
payments. Such an increase also can trigger increased regulatory scrutiny.


Reserve shortfalls and fiscal instability. In addition to the cash-flow
problems that arise from a high volume of problem claims, a payer organization
also may experience a negative "tail" effect on reinsurance coverage if
it fails to realize it has met the reinsurer's stop-loss threshold or fails
to file reinsurance claims within the reinsurer's time limit. Most reinsurance
contracts are for a one-year term plus a "tail" period of three to six
months during which the payer organization can submit claims received after
the contract ends for services provided during the contract term. If the
payer organization has not booked all of the claims related to a particular
member or to its aggregate level by the end of the reinsurance contract,
it may not be able to receive reimbursement from the reinsurer for these
claims. 

Inaccurate pricing. A payer organization's medical loss ratio is the largest
component and thus the primary driver of the premium price. The medical
loss ratio includes claims actually paid plus those incurred but not reported
(IBNR). A high volume of problem claims means IBNR claims are underreported,
which frequently leads to an underestimation of costs and inadequate premium
pricing. Providers that accept a large share of financial risk without
collecting and analyzing cost data adequately also are likely to underestimate
their medical costs when negotiating contracts and thus receive inadequate
payments from payers. 

Administrative cost increases. Problem claims repeatedly cycle through
the payment system and cause administrative costs to rise. A claims examiner
must review supporting documentation and records of actions for each problem
claim and may need to request more information from the provider and consult
with a supervisor or the utilization review department before taking action.
The increased staff time required for these tasks may force the organization
to hire more claims-processing and adjudication staff 

Regulatory sanctions. Claims-payment criteria are mandated by the Centers
for Medicare and Medicaid Services (CMS), the U.S. Department of Labor
for self-- insured plans, and state insurance or managed care departments
for commercial products. Provider complaints or negative agency reviews
can result in sanctions that increase both the organization's administrative
dollar costs and medical cost ratio. Sanctions include fines, more frequent
government oversight of claims-- payment processes, and mandated increases
in claims-- payment reserves and working capital. The ultimate sanction
is assignment of state regulatory staff or retained consultants to manage
the organization's claims operations. The affected organization must pay
fees and expenses for retained consultants. Some leading managed care organizations
recently have suffered downturns in financial performance as a result of
mandated assignment of their claims operations to the state or consultants.,


Provider relationships. Delays in claims payments jeopardize relationships
with providers and can result in contract termination and network disruption.
Patient satisfaction also may decline if patients become aware that the
provider regularly must inquire about the same claim. 

Client relationships. Contracts with major purchasers frequently require
payers to meet certain performance standards for claims payment, such as
accurately paying 95 to 98 percent of claims within 30 days. To meet these
performance standards, the payer may decide to close and later reopen a
problem claim or mark it as pending. These recycled claims are not included
in the reports provided to clients regarding the total number of claims
within the performance standards, a situation that can lead to fraudulent
reporting, serious misunderstandings by both parties, and the client's
loss of trust in the payer organization's reports and data. 

Accreditation problems. URAC, also known as the American Accreditation
HealthCare Commission, recently issued standards for the first national
accreditation program for claims processing.' These national benchmarks
are designed to augment existing state and Federal regulatory frameworks
to promote claims-processing quality and timeliness. Accreditation is emerging
as a competitive advantage for claims-paying organizations, and large purchasing
groups and employers likely will begin to require it. 

Focused Claims Analysis and Resolution 

Payer organizations commonly address claims-management problems ineffectively
by performing audits or hiring temporary staff to clear claims backlogs.
Audits can be useful in determining whether claims are paid correctly,
but they do not provide enough information for an assessment of the total
operational claims-management process. Audits fail to record multiple provider
communications about a particular admission or encounter, so they produce
an inaccurate picture of claims-processing operations. A single claim that
is resubmitted several times is counted in an audit as multiple claims,
and the audit wrongly records that the claim was paid or denied in a timely
manner. These inaccurate data can lead payers to hire extra staff unnecessarily
and perpetuate the inefficient practice of reworking the same claims. 

Adding a second shift or hiring temporary staff to clear claims backlogs
also is likely to be ineffective in addressing claims-management problems.
These measures often create more problems than they solve. Because temporary
staffs are unfamiliar with the organization's operations, they may process
claims incorrectly In addition, the intense pressure upon temporary staff
to clear the backlog of claims may lead to sloppy processing or even destruction
of claims to move them through the process. Meanwhile, the organization
continues to receive more claims from providers for the same services.
Massive backlog clearances not only are expensive and inefficient, but
also perpetuate a fundamentally flawed set of expectations and rewards
for claims-processing staff. 
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Claims management can be made more accurate and efficient by using new
methods to diagnose the depth and breadth of the problems within a claims-paying
environment, then modifying payment policies, procedures, and operations
to address the problems. To improve the claims-payment process, payers
should perform a limited standard audit to identify problem claims, conduct
a focused audit of problem claims, extrapolate and analyze data from the
audit, perform a claims-payment operational analysis, and revise expectations
and incentives for claims staff. 

Perform a limited standard audit to identify problem claims. This first
audit should include a sufficient number of claims by key product lines
(HMO, PPO, and point-of-- service) and payers (Medicare, Medicaid, and
commercial, with the latter broken down according to employer size or business
unit) to allow patterns to emerge. A sufficient number of claims can be
either a statistically significant sample or a mutually agreed-upon number.
When patterns become apparent, the number of claims audited can be reduced.
Key indicators used to identify potential problem claims are high dollar
amounts (these will vary by payer size and degree of risk assumed), high-frequency
procedures as indicated by CPT or ICD-9 codes, and length of time from
the original date of discharge or service. 

The payer's provider-relations staff should be asked for anecdotal and
quantitative information about frequent provider complaints and the most
intense areas of dissatisfaction. Anecdotal evidence suggests that many
payers process at least 80 percent of claims accurately and in a timely
manner (within 30 days from date of service), but these claims typically
are low-dollar, high-volume claims that seldom account for more than 30
percent of payments for a given period. The 10 to 20 percent of claims
that become problematic are paid between 30 and 180 or more days from date
of service and involve the high-dollar claims that account for at least
40 percent of the total amount of provider payments. 

Conduct a focused audit of problem claims. This audit should examine all
claims associated with a specific hospital admission, episode of illness,
or encounter. Most organizations cannot extract these claims clusters easily,
so it usually is necessary to pull them from the subscriber's claims-payment
file. It is vital for the payer organization to know the total cost of
a complete service unit from the provider's point of view, because providers
do not consider themselves fully compensated until all claims for that
service unit are paid. 
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Extrapolate and analyze data. To identify the most common causes of claims
problems, a list of reasons indicating why claims require special handling
should be compiled and ranked according to the number and percentage of
claims corresponding to each reason. Next, the average number of claims
received per admission should be compared with the median number of claims
per admission (see Exhibit 1 for an example of a template). A large difference
between the median and average figures indicates that numerous admissions
within the audit sample have generated multiple claims. 

Provider claims-submission delays then should be identified by comparing
the time lapse from date of discharge or service to payment with the time
lapse from date that the payer has recorded the claim as received to payment
(see Exhibit 2). If the difference between these numbers is high, it usually
indicates that a claim is being rejected repeatedly by the payer because
of incorrect or missing information. A detailed analysis of individual
claims falling into this category is likely to disclose both clerical errors
by providers and discrepancies between payment terms in the contract with
the provider and those in the payer organization's information system.
(These discrepancies also could be uncovered by periodic internal audits
of provider payment databases.) The payer does not record these claims
as received until the information is correct and the claim is entered into
the information system for adjudication and payment. But providers consider
the claims to be submitted and expect payment of the contracted amount
within the agreed-upon time. 

Perform a claims-payment operational analysis. Concurrent with the audit
steps just described, a detailed analysis of actual claims-payment operations
should be performed by first charting the process flow for all claims associated
with an admission, episode of illness, or encounter and measuring the time
lapse between each step from initial submission to resolution. The written
policies and procedures for performing and recording each step in the claims-payment
process should be compared with actual practices and the results reviewed.
This review commonly discloses when a payer's staff is adhering to unofficial
practices developed within its business units that conflict with the organization's
standard operating policies and procedures. This inconsistency creates
confusion within the organization and hampers communication with providers.


Revise expectations and incentives for claims staff. Claims staffs should
be encouraged to think of themselves as claims-resolution specialists rather
than processors, adjudicators, and examiners. This perceptual change is
accomplished by retraining claims staff to focus on customer service and
problem resolution rather than production. Management should redefine and
communicate expectations, job specifications, performance standards, and
compensation schedules for claims staff to reflect the new focus. The organization
also should create new levels of claims positions with clearly identified
career paths and establish salary levels that reflect job skills and requirements
for each position. Claims-management experience, ability to investigate
problems and obtain results, accuracy and investigational skills, knowledge
of medical terminology, and communication skills are more important attributes
for claims-resolution specialists than education or clinical certification.


Conclusion 

The high cost of an inefficient claims operation acts as a powerful incentive
for restructuring the claims-processing operations to focus on claims resolution.
Inefficient claims-processing practices may be rooted in provider, vendor,
and payer operational and billing procedures, contracting processes, information
systems, or human resources. 

Focused claims analysis and resolution can benefit payers of all types
and sizes by identifying essential benchmarks and outcomes for resolving
problem claims, facilitating accurate product pricing, and uncovering methods
providers can use to improve claims-payment turnaround. Retraining claims
processors to be claims-resolution specialists promotes the prompt identification
and resolution of problem claims, thereby reducing costs and aggravation
for everyone involved in the claims-payment process. 
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By investigating reasons for inefficient claims operations and modifying
procedures to address these problems, payers can reduce claims-payment
costs. 

Provider complaints or negative agency reviews can result in sanctions
that increase a payer organization's administrative dollar costs and medical
cost ratio. 

Massive backlog clearances not only are expensive and inefficient, but
also perpetuate a fundamentally flawed set of expectations and rewards
for claims-processing staff. 
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