








with new, complex Medicare regula-
tions.’

* A one-year effort in 2006 by the U.S.
attorney to target Medicare fraud in
Florida found $100 million in over-
charges for durable medical equip-
ment, AIDS drugs, fake drug prescrip-
tions and more. The antifraud
initiative was designed to focus on
“small” scams with takes of between
$1 million and $5 million a year
because, officials said, the belief
had become pervasive that govern-
ment would not notice and take ac-
tion against fraud on that scale. The
investigation made intensive use of
computer audit programs to identify
patterns of fraud. In one case, investi-
gators found more claims for anti-
AIDS drugs at one clinic than would
have been needed for the state’s en-
tire population of AIDS patients.”

While the above examples involve gov-

ernment initiatives to combat fraud and
errors, problems with overcharging in the
private sector are also common. A Con-
swmer Reports magazine survey of 11,000

people found that 5% discovered major
mistakes in their hospital bills. The Med-
ical Billing Advocates of America claims
its auditors [ind multiple errors in eight
out of ten hospital bills. Other auditors es-
timate the error rate for pharmacy benefit
claims at 3% to 5%, while one provider of
an automated software tool that checks 12
parameters on pharmaceutical bills puts
the rate closer to 8%.

With the chance of finding overcharges
high, more and more benelits profession-
als are turning to the same sophisticated
data analysis services that the government
investigators in Florida used. Among
other things, these audit services examine
patterns of billings, filter claims through
templates of allowable charges, and com-
pare administrative practices against con-
tractual commitments.

Not all audits are created equal, how-
ever. Like the old caveat about the dangers
of trusting computer modeling results—
garbage in, garbage out—it is important
to understand what a particular audit is
capable of uncovering. The following
steps provide criteria helpful in selecting

the best approach when initiating medical
or pharmaceutical audits.

Step One: Picking the Right Service

The first step is to identify a high-qual-
ity audit service. The more elements that a
review examines, the more thorough the
audit and the better the chance of finding
problem areas. Any audit will check for
straightforward issues, such as claims ba-
sis, eligibility for payment and payment in
excess of allowable charges. The better au-
dit services go beyond these simple pa-
rameters.

For example, an audit for a medical
benefits program obviously should check
for duplicate billings. The best services
take a sophisticated approach, reviewing
the data against a number of criteria. The
audit may begin by looking for mechani-
cal duplicates (claims for one patient see-
ing the same doctor on the same date for
the same procedure). This can happen
when a medical group submits a bill one
month, does not receive payment and re-
submits a new bill the next month. It can
also occur when a medical practice mis-
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takenly submits bills in both the individ-
ual doctor's name and in the practice’s
name.

But mechanical duplicates are not the
only type of duplicates to review. Clinical
duplicates (claims several times for a spe-
cific procedure that is typically only done
once over a certain time span) and pro-
cedural duplicates (claims where a doc-
tor has billed under multiple codes for
specific parts of a procedure rather than
using a single code that covers the entire
procedure).

Thus, a good medical benefits audit:

* Weeds out the multiple bills sent for
the same visit (mechanical dupli-
cates), whether it is the result of re-
billing after a payment delay or mis-
taken billing under more than one
name

e Flags the person who has claims for
six colonoscopies in the same week
(clinical duplicate)—an actual exam-
ple found by one audit—so that it
can be reviewed and determined
that only one procedure was the
colonoscopy and the others were
consultations

e Catches the error of the doctor who
is treating a patient for a smashed
hand and uses the finger reconstruc-
tion code five times rather than
billing once with the hand recon-
struction code (procedural dupli-
cate).

The best audits also check for single-
event, once-in-a-lifetime procedures
done multiple times on the same patient
(a tonsillectomy or hysterectomy, for
instance), double-billing for procedures
that are bilateral and should be billed un-
der a single code (for example, renal ar-
tery angiography on both kidneys) and
mutually exclusive coding, such as gen-
der mismatches (prostate surgery on a
female).

Assistant surgeon overcharges are also
a key area for audits. Since few proce-
dures require two surgeons, any doctor
assisting in the operating room should
bill at no more than 20% of the surgeon'’s
rate. This is a claims error quagmire be-
cause until the main surgeon bills, the as-
sistant surgeon cannot determine his or
her rate. Thus, billing staff often make the
error of sending through full charges for
both doctors.

A similar area of concern (excessive
professional fees) is the billing done on

behalf of physician assistants and nurse
practitioners. While a valuable addition
to medical care, services from these pro-
fessionals should be billed at a lower rate
than those provided by a full fledged doc-
tor. A thorough audit will check for these
coding errors.

While both medical and pharmaceuti-
cal audits have the same goal, identifying
mismatches between payments and al-
lowable claims, pharmaceutical audit
services have their own unique attri-
butes.

For example, pharmacy benefit man-
agers establish and regularly revise max-
imum allowable cost (MAC) prices to
indicate what they will pay pharmacies
for a given drug. The MAC is proprietary
rather than industrywide, which makes it
very difficult to audit payments against
a standard of reasonableness. However,
a thorough audit can determine whether
a pharmacy benefit manager is at least
conforming to its own MAC guidelines
consistently.

Other elements that a pharmaceutical
audit should check for reasonableness
and compliance with contract terms in-
clude:

e Pricing

* Dispensing fees

* Administrative fees

e Claims basis

¢ Collecting designated copayments

» Eligibility

* Rejecting drugs that are designated
as exclusions in the contract (Viagra,
for example)

* Filling scripts too soon, before the
last prescription could have been
consumed

¢ Unsupported therapy

» Exceeding maximum daily dosing.

Pharmaceutical audits typically find
dollar amount errors on a claim-by-claim
basis that are smaller than those discov-
ered in medical audits. However, because
of the huge and increasing volume of
prescriptions, the errors can add up
quickly to large sums of money.

For example, one pharmaceutical au-
dit uncovered a specialty drug company
that was charging a 700% markup for dis-
pensing fees even when issuing regular
drugs, like Motrin. Another discovered
that a poorly designed technology system
was failing to require patient copays, re-
sulting in the plan overpaying an average
of 50% for prescriptions. Small on an in-

dividual basis, these problems added up
to substantial costs across the covered
population.

For the best audit results, demand a
sophisticated service that offers the capa-
bility of checking multiple elements for
error.

Step Two: Picking the Right Strategy

The next step is to compare the ap-
proach of different audit services and to
make decisions about the most effective
strategy for a specific organization’s goals.

One of the first decisions to make is be-
tween a full review versus a sample audit,
While some firms that conduct audits us-
ing sampling techniques claim a 95% con-
fidence rate, the results may not be as
helpful as going with a full review. First, if
only 5% of claims have errors, a small
sample size may miss problems entirely;
just envision a sample of 5,000 bills out of
a million claims to see the disparity and
the difficulty of finding errors.

Second, if the goal is to receive reim-
bursement for overcharges, presenting
documentation for each error will be
much more compelling than trying to col-
lect on the basis of an extrapolated sam-
ple. And third, with the power of today’s
computing muscle compared to yester-
year's painful hands-on audit analyses, it
makes little sense to underinvest in what
claims are looked at once the decision has
been made to go forward with an audit.

Another decision is how frequently to
audit. The standard in the past has been
once every three years, typically in synch
with contract renewal times so that infor-
mation may be used in negotiating new
terms.

However, some pharmacy benefit
management companies are establishing
new ground rules, insisting on a “look-
back” limit of two years, or 18 months or
even less. That may make it prudent for
more frequent audits, particularly if the
first audit uncovers pervasive practices
that are likely to vield reimbursements,

One reasonable strategy is to conduct a
thorough, baseline audit to assess the
conduct of the benefits administrator that
is under contract, and then decide about
the timing of future audits based on the
level and number of issues identified.

Finally, and perhaps most importantly,
there is the difference between an audit
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that simply checks what is ordered against
what is eligible for payment and one that
elevates the review to the level of deter-
mining what is medically necessary and
allowable under the contract. An audit is
strengthened when it includes a clinical
dimension to the review. This requires the
audit to be backed by clinical expertise,
including on-staff medical and pharma-
ceutical doctors.

For example, pharmacy benefit man-
agers typically pay claims as written, not
necessarily according to the terms of the
summary plan design. They may even say,
“We do not argue with doctors; we dis-
pense as requested.” This is in contrast
with medical benefits processors, who for
years have required prior authorization
for whole categories of procedures (deliv-
ery of chemotherapy, for example) and
who routinely refuse to pay claims for
treatment that they judge has moved
from sound medical science into theoret-
ical experimentation.

A pharmaceutical audit that includes a
well-developed clinical component can
render judgments about factors such as
reasonable dosage, standard-of-care drug
selection and other utilization criteria,
Similarly, a medical audit that questions
how often a diagnostic test should be run
or an expensive scan should be repeated
can help identify areas where reasonable
limits are being exceeded.

The most effective audit strategy will
be grounded in the most thorough ap-
proach: a 100% review, with a frequency
dictated by the level of issues discovered
and a clinical rigor that goes beyond ac-
cepting whatever doctors order.

Step Three: Picking the Right Partner

Just as a benefits professional takes
care in selecting a third-party administra-
tor, the same level of scrutiny should be
involved in finding a technically compe-
tent audit firm. It almost goes without
saying that the firm should have a well-
established track record of conducting
medical and pharmaceutical audits. The
firm should have solid grounding in med-
ical and pharmaceutical billing issues, as
well as bring expertise from past audits
about where problems are most likely to
be caught. Clinical expertise, as demon-
strated by having the firm's own medical
and pharmaceutical staff involved in au-
dits, is a plus.

Most of all, however, what should be

evaluated is the firm's offering of solu-
tion-oriented service. Is the goal simply to
“run the numbers” and deliver a report?
Or is the audit firm planning to be a full
partner, identifying errors, working to ob-
tain repayment and making recommen-
dations for implementing new processes
or standards to reduce ongoing prob-
lems?

Think of it as the ability of the audit
firm to deliver service that spans the past,
present and future. An effective partner
will help a benefits professional recoup
payment for past errors, make the best
use of audit data in present negotiations
for contract renewal, and set up a system
that will make future errors less likely.

What to Expect

The right audit strategy can be a pow-
erful tool for benefits professionals who
want to become more proactive about
managing limited health care dollars. The
benefits go beyond reining in costs, how-
ever. They include:

» Meeting the requirements of ERISA
and Medicare Part D for verified au-
dits. Using a deep-dive audit can be
more expensive than a sample-based
audit but becomes less so if it can
take the place of other, less-focused
audits that are already required by
government regulations.

» Recognizing when it is necessary to
go shopping for a new, more compet-
itive and rigorous benefits adminis-
tration contractor and using the audit
information to drive the best bargain

e Managing utilization of medical and
pharmaceutical benefits in a way that
balances the health care needs of em-
ployees with a standard of reasonable
treatment

November 2008 » www.ifebp.org * Benefits & Compensation Digest

* Demonstrating cost-saving expertise
and operational savvy to corporate
leaders who already have their hands
full in a stumbling economy.

With rising costs and shrinking cover-
age everywhere, there are few opportuni-
ties for those in the health care arena to be
heroes, Choosing a sophisticated auditing
tool and bringing in the right auditing
partner to tighten the delivery and man-
agement of care can help the benefits pro-
fessional stand out as a smart health care
manager who knows how to get the best
value under difficult circumstances. B&C
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