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Performance Of CHAMPUS Fiscal 
Intermediaries Needs Improvements 

Several years ago the Department of Defense 
converted its contracts with fiscal interme- 
diaries under the Civilian Health and Medical 
Program of the Uniformed Services from a 
cost-reimbursable to a fixed-price basis, in 
which a set fee is paid for each claim processed. 
While administrative savingshave been achieved 
under these competitively bid, fixed-pricecon- 
tracts, performance has been less than satis- 
tactory. 

Fiscal intermediaries have made incorrect and 
questionable payments and have generally not 
met contract standards for providing services 
to beneficiaries, Also, systems have not been 
established to adequately monitor and enforce 
these contracts. 

This report evaluates the performances of 
selected fiscal intermediaries under fixed-price 
contracts and the administration of these con- 
tracts; it also contains recommendations for 
their improvement. 
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COMPTROLLER GENERAL'S 
REPORT TO THE CONGRESS 

PERFORMANCE OF CHAMPUS 
FISCAL INTERMEDIARIES 
NEEDS IMPROVEMENT 

DIGEST ---em- 

Claims under the Civilian Health and Medical 
Program of the Uniformed Services (CHAMPUS) 
are processed by fiscal intermediaries under 
competitively bid, fixed-price contracts 
with the Department of Defense (DOD). In 
fiscal year 1980, fiscal.intermediaries 
processed approximately 3.8 million claims 
totaling $701.2 million in benefit payments, 
for which they received about $23.3 million 
in administrative payments. Benefit payments 
in fiscal year 1981 are expected to total 
about $809.4 million. 

Starting in 1976, cost-reimbursable contracts, 
under which fiscal intermediaries were paid 
for whatever costs they incurred in process- 
ing claims, were phased out in favor of 
competitively bid contracts, under which the 
intermediaries are paid a fixed price per 
claim processed. In the first year the fixed- 
price contracts were used, the change in 
contracting resulted in administrative cost 
savings of about $7.6 million, and as of 
early 1980, the number of fiscal intermedi- 
aries was reduced from nearly 100 to 9. 

However, since the conversion to fixed-price 
contracts, many beneficiaries and providers 
have complained about poor service by the 
fiscal intermediaries. Also, concern exists 
that under fixed-price contracts interme- 
diaries may have an incentive to process 
claims quickly rather than administer bene- 
fits accurately, thereby minimizing their 
claim processing costs but increasing 
benefit costs of the program. For these 
reasons and because Members of Congress 
expressed concern about the performance 
of specific intermediaries, GAO reviewed 
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the performance under competitively bid, 
fixed-price contracts of five interme- 
diari,es that process over 80 percent of 
CHAMPUS claims. 

The review showed that fiscal intermediaries 
were not fulfilling many of their contractual 
responsibilities. In addition, the Office 
for CHAMPUS, which administers the program, 
did not have adequate means to measure perfor- 
mance and enforce requirements. 

Improvements were needed in 

--the accuracy of administering benefits in 
order to comply more fully with CHAMPUS 
regulations, instructions, and policies: 

--the systems established for controlling 
and containing costs: 

--the services to beneficiaries and providers 
in processing claims, correspondence, and 
appeals: and 

--the management of funds covering benefit 
and administrative costs. 

Since the period covered by GAO's review, 
fiscal intermediaries and the Office for 
CHAMPUS have made some changes in their 
operations that may improve performance. 

BENEFITS NEED TO BE ADMINISTERED 
MORE ACCURATELY 

Analysis of a statistical sample of 1,335 
claims disclosed errors in processing 571 
claims (43 percent), involving incorrect pay- 
ments, questionable payments, or other viola- 
tions of CHAMPUS requirements. 

Incorrect payments included payments for 
services not covered, payments when other 
insuran'ce had already paid, and payment 
errors resulting from inaccurate application 
of deductibles and cost shares. Question- 
able payments --those made without adequate 
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information to determine that CHAMPUS had 
an obligation to pay --included failing to 
follow up when other insurance was indicated 
but details of the other insurance were not 
known, payment for treatment unrelated to 
the diagnosis, and payment for services with- 
out performing utilization or peer review at 
required intervals. Other errors, such as 
payment of claims without proper signatures, 
involved little likelihood that the payments 
were incorrect but violated CHAMPUS require- 
ments. 

GAO estimates, with a go-percent confidence 
level, that for a a-month period the five 
fiscal intermediaries made incorrect payments 
of from $4.1 million to $9.3 million and 
questionable payments of $7.1 million to 
$18.8 million. About 250,000 claims were 
paid by the five intermediaries during the 
a-month period for which GAO's estimates 
were made. These represented about 11 per- 
cent of the total claims paid annually by 
CHAMPUS. (See pp. 9 to 11.) 

SYSTEMS FOR CONTROLLING 
BENEFITS NEED IMPROVEMENT 

Some fiscal intermediaries had not estab- 
lished effective systems to support claim 
processing functions. For example: 

-Systems for utilization and peer review, 
which include review by a practitioner's 
peers to determine if services provided 
are necessary and conform to generally 
accepted standards, usually did not meet 
CHAMPUS requirements. For example, only 
one of the fiscal intermediaries GAO re- 
viewed was performing peer review of 
psychiatric outpatient visits after the 
8th, 24th, and 60th sessions as CHAMPUS 
requires. (See PP. 43 to 48.) 

--Fiscal intermediaries have generally not 
adopted systems for detecting medically 
unnecessary services or hospital admissions 
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for diagnostic purposes, although such 
services are specifically excluded from 
coverage by the CHAMPUS regulation. Conse- 
quently, claims were paid for procedures 
that appeared medically unnecessary, claims 
were not reviewed for possible diagnostic 
admissions, and lengths of hospital stay 
were not reviewed. (See pp. 48 to 52.) 

--Inpatient stays will generally result in 
both hospital and professional claims. If 
one type of claim requires rejection, the 
other type of claim for the same episode 
of care sometimes also requires rejection. 
The fiscal intermediaries generally had 
not developed adequate systems for coordi- 
nating review of such claims. For example, 
analysis of 74 rejected claims that had 
corresponding claims also requiring rejec- 
tion showed that, in 19 cases (26 percent), 
the corresponding claims were not rejected, 
resulting in over $13,600 in improper pay- 
ments. (See pp. 52 to 54.) 

SERVICES TO BENEFICIARIES AND 
PROVIDERS NEED TO BE IMPROVED 

Under the contracts GAO reviewed, fiscal 
intermediaries were not meeting CHAMPUS 
performance standards in such areas as prompt 
processing of claims, prompt handling of ap- 
peals of adverse decisions on claims, and 
prompt replies to inquiries and complaints. 
None of the intermediaries was close to 
achieving the standard of 21 days for proc- 
essing routine claims. Performance ranged 
from 48 percent (130 of 272 claims sampled) 
to 2 percent (6 of 265 claims sampled) 
processed in 21 days. (See pp. 63 to 69.) 

Only one fiscal intermediary had an average 
processing time*that met the standards of 
21 days for processing informal reviews (the 
first appeal level) and 30 days for recon- 
siderations (the second appeal level). For 
all five intermediaries, the range was 17 
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to 78 days for informal reviews and 13 to 
80 days for reconsiderations. (See pp. 69 
to 72.) 

Reports submitted by fiscal intermediaries 
to be used by the Office for CHAMPUS to 
monitor performance were frequently not in 
the proper format or in sufficient detail 
to permit comparison of performance to 
standards. Some reports also contained 
inaccurate information. (See pp. 64, 71, 
and 76.) 

FINANCIAL MANAGEMENT PRACTICES 
IN NEED OF IMPROVEMENT 

Fiscal intermediaries had large outstanding 
balances of CHAMPUS funds in their bank ac- 
counts because of the method the Office for 
CHAMPUS used to advance funds and because 
intermediaries did not promptly return over- 
payments recovered from providers and bene- 
ficiaries. Consequently, the Government 
unnecessarily incurred interest costs be- 
cause of Treasury borrowing necessitated by 
having these funds outstanding. GAO esti- 
mates that net balances held by three inter- 
mediaries alone could cost the Government 
about $1.1 million annually in interest 
expense. 

Several fiscal intermediaries had large back- 
logs of adjustments to make resulting from 
the recovery of overpayments. One had amassed 
a backlog of $4.7 million in adjustments, and 
another $6.6 million. After GAO's review, 
the Office for CHAMPUS reviewed cash balances 
held by all the fiscal intermediaries and 
recovered over $19 million in excess funds. 
(See pp* 85 to 88.) 

In certain situations, fiscal intermediaries 
need to adjust a previously processed claim. 
Generally, if the adjustment is required 
because of intermediary error, the intermedi- 
ary is not entitled to additional compensation 
for processing the adjustment. Because two of 
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the intermediaries assigned improper computer 
codes to adjustment actions caused by their 
errors, they received excess payments for 
processing claims. One was receiving at 
least $11,100 a month in such excess pay- 
ments. (See p. 91.) 

In certain situations, claims can be split 
into two or more claims, and the fiscal 
intermediary receives reimbursement for 
processing each portion. Two of the inter- 
mediaries reviewed were splitting claims 
improperly, resulting in their receiving 
excessive reimbursement from the Office for 
CHAMPUS. (See PP* 91 and 92.) 

Fiscal intermediaries are reimbursed a fixed 
rate for each claim processed on the basis 
of claims data on computer tapes periodically 
sent to the Office for CHAMPUS. Frequently, 
however, the Office incorrectly computed the 
number of claims on the tape, which has 
resulted in significant overpayments. For 
example, one intermediary received a net 
overpayment of about $25,000 for a 21-month 
period, and another received overpayments 
of about $89,000 for a l%-month period. 
(See p. 92.) 

RECOMMENDATION TO THE CONGRESS 

To prevent financial gain by beneficiaries 
as a result of double health insurance 
coverage, reduce CHAMPUS costs, and admin- 
ister the program consistently for all cate- 
gories of beneficiaries, the Congress should 
enact legislation requiring that no benefits 
be payable for dependents of active-duty 
members when the benefit claimed is payable 
under another insurance plan, obtained by 
employment or law, in which the beneficiary 
is covered. 
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RECOMMENDATIONS TO THE 
SECRETARY OF DEFENSE 

GAO made 22 recommendations to the Secretary 
to improve specific aspects of CHAMPUS admin- 
istration. (See pp. 40, 60, 84, and 93.) 

DOD AND FISCAL INTERMEDIARY COMMENTS 

DOD and the five fiscal intermediaries gen- 
erally agreed with GAO's findings, and DOD 
agreed with all but three of the recommenda- 
tions. (See pp. 41 and 61.) DOD and the 
intermediaries have already taken or planned 
a number of actions to improve conditions dis- 
cussed in the report. (See apps. I to VI.) 

Several fiscal intermediaries attributed the 
high incidence of claim errors and poor bene- 
ficiary services to the many changes made 
to CHAMPUS in recent years. Changes cited 
included the changeover to fixed-price 
contracting and the resulting increases in 
claims. to be processed by a reduced number 
of intermediaries, multiple changes in pro- 
gram regulations, and changes in program 
direction from the Office for CHAMPUS. 

Fiscal intermediaries stated that recent 
Office for CHAMPUS administrative actions 
have resulted in improved administrative and 
beneficiary services. According to DOD, it 
recognized the problems GAO found and took 
steps to reorganize and change key management 
personnel at the Office for CHAMPUS to im- 
prove overall program management. (See 
am= l I to IV.) 

vii 





DIGEST 

CHAPTER 

1 

2 

Contents 

Page 

INTRODUCTION 1 
Program benefits and beneficiaries 2 
Program administration 3 
Objectives, scope, and methodology 6 

BENEFITS NEED TO BE ADMINISTERED MORE 
ACCURATELY 

Summary of claim processing errors 
Significant costs being incurred 

unnecessarily because of inadequate 
coordination of benefits 

Conclusions 
Claims paid without nonavailability 

statements indicating that services 
were not available in uniformed 
services hospitals 

Conclusions 
Payments made for services that are 

not covered CHAMPUS benefits 
Conclusions 

Payment errors resulting from incorrect 
application of reasonable charges, 
deductibles, and other administrative 
mistakes 

Claims paid without proper eligibility 
information 

Conclusions 
Acceptable levels of claim processing 

accuracy not established by OCHAMPUS 
Conclusions 

Recommendation to the Congress 
Recommendations to the Secretary of 

Defense 
DOD and fiscal intermediary comments 

and our evaluation 

i 

9 
10 

12 
21 

22 
24 

24 
28 

28 

30 
35 

36 
39 
39 

40 

41 



Page 

CHAPTER 

3 SYSTEMS FOR CONTROLLING BENEFIT COSTS NEED 
TO BE IMPROVED 

Utilization and peer review systems 
not implemented as required 

Conclusions 
Little effort made to determine medical 

necessity 
Conclusions 

Claims requiring rejection not always 
indentified 

Conclusions 
Reasonable charge systems functioning 

fairly effectively 
Conclusions 

Recommendations to the Secretary of 
Defense 

DOD and fiscal intermediary comments and 
our evaluation 

4 

5 

43 

43 
48 

48 
52 

52 
54 

54 
59 

60 

61 

SERVICES TO BENEFICIARIES AND PROVIDERS 
NEED TO BE IMPROVED 62 

Slow processing of claims 63 
Slow processing of beneficiary appeals 69 
Slow and inadequate responses to benefi- 

ciary and provider inquiries and 
complaints 72 

Conclusions a3 
Recommendations to the Secretary of 

Defense 84 
DOD and fiscal intermediary comments 

and our evaluation 84 

FINANCIAL MANAGEMENT PRACTICES NEED TO BE 
IMPROVED a5 

Excessive fund balances held by fiscal 
intermediaries a5 

Inadequate procedures for identifying 
and recovering erroneous benefit 
payments 88 

Improved physical controls needed to 
safeguard benefit and refund checks a9 

Excessive administrative reimburse- 
ment for number of claims processed 90 



Paqe 

CHAPTER 

Conclusions 
Recommendations to the Secretary of 

Defense 
DOD and fiscal intermediary comments 

and our evaluation 

92 

93 

94 

APPENDIX 

I Letter dated December 4, 1980, from the 
Assistant Secretary of Defense (Health 
Affairs) 95 

II Letter dated November 14, 1980, from the 
Coordinator, Beneficiary/Provider Rela- 
tions, Blue Cross of Southwestern Virginia 116 

III Letter dated November 14, 1980, from the 
Vice President, Government Operations, 
Blue Shield of California 139 

IV Letter dated October 28, 1980, from the 
Vice President, Government Programs, 
Hawaii Medical Service Association 154 

V Letter dated November 13, 1980, from the 
Second Vice President, Director CHAMPUS 
Division, Mutual of Omaha Insurance 155 
Company 

VI Letter dated November 14, 1980, from the 
Assistant Director, Government Programs, 
Wisconsin Physicians Service 162 

ABBREVIATIONS 

CHAMPUS Civilian Health and Medical Program of the 
Uniformed Services 

DOD Department of Defense 
FEHB Federal Employees Health Benefits 
FI fiscal intermediary 
GAO General Accounting Office 
OCHAMPUS Office for the Civilian Health and Medical 

Program of the Uniformed Services 
RFP request for proposal 





CHAPTER 1 

INTRODUCTION 

The Civilian Health and Medical Program of the Uniformed 
Services (CHAMPUS) helps pay for medical care provided by 
civilian hospitals, physicians, and other civilian providers 
to dependents of active-duty members, retirees and their 
dependents, and the dependents of deceased members of the 
uniformed services. The uniformed services covered by 
CHAMPUS are the Army, Navy, Air Forc,e, Marine Corps, Coast 
Guard8 and Commissioned Corps of the Public Health Service 
and the National Oceanic and Atmospheric Administration. 

Medical care claims for services provided to benefi- 
ciaries are processed and paid by private organizations, 
generally referred to as fiscal intermediaries (FIs), under 
contract with the Department of Defense (DOD). For fiscal 
year '1980, FIs processed about 3.8 million CHAMPUS claims, 
for which they were reimbursed about $23.3 million in admin- 
istrative payments. Government payments for program benefits 
totaled $701.2 million. Fiscal year 1981 benefit costs are 
expected to total about $809.4 million. 

In 1976 DOD began converting to competitive fixed-price 
contracts and reducing the number of FIs processing claims 
under the program. The contracts provide for a fixed price 
to be paid for each claim processed to completion. Pre- 
viously, contracts were awarded on a cost-reimbursable basis, 
under which FIs were paid for all costs associated with proc- 
essing CHAMPUS claims. At the time of cost-reimbursable 
contracting, nearly 100 FIs processed CHAMPUS claims. This 
number has now been reduced to nine. The conversion to 
competitive fixed-price contracting and the reduction in the 
number of FIs resulted in administrative cost savings of 
about $7.6 million in the first full year of"the contracts. 

However, since the conversion to fixed-price contracts, 
many beneficiaries and providers have complained about poor 
service provided by FIs in such areas as timeliness of claim 
processing and proper determination of benefit payments. 
Concern has also been expressed that under fixed-price 
contracts, FIs, instead of exercising adequate control over 
benefit payments, may be keeping administrative costs 
low to be more competitive but increasing benefit costs. 
Benefit payments represent about 96 percent of total program 
costs. 
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For these reasons and because Members of Congress have 
expressed concern regarding the performance of specific FIs 
that their constituents have complained about, we reviewed 
the performance of five FIs under the competitively bid, 
fixed-price contracts. 

PROGRAM BENEFITS AND BENEFICIARIES 

CHAMPUS originated in 1956 with the enactment of the 
Dependents' Medical Care Act (Public Law 84-569), and addi- 
tional benefits and beneficiaries were included by the Mili- 
tary Medical Benefit Amendments of 1966 (Public Law 89-614). 
Under the basic portion of the program, CHAMPUS benefits are 
similar to those provided by comprehensive medical insurance 
plans, such as the high-option Government-wide Service Bene- 
fit Plan for Federal employees administered by Blue Cross and 
Blue Shield. The wide range of benefits under the basic 
portion of the program covers both inpatient and outpatient 
medical care. Included are such services as surgery, hos- 
pitalization, outpatient prescription drugs, clinical labora- 
tory tests, and office visits. In addition to the basic pro- 
gram, a special program for the handicapped provides benefits 
to dependents of active-duty members for rehabilitative serv- 
ices and care for moderate or severe mental retardation or 
serious physical handicap. 

CHAMPUS beneficiaries --unlike subscribers under most 
medical care programs--do not pay premiums, but pay only 
when medical services are obtained. The costs for services 
are shared by the Government and the beneficiary. Inpatient 
care costs dependents of active-duty members a total of $25, 
or $5 per day, whichever is greater: other beneficiaries pay 
25 percent of total charges. For outpatient care, each 
beneficiary pays a deductible of $50 ($100 maximum deductible 
for each family) each fiscal year, after which dependents of 
active-duty members pay 20 percent and other beneficiaries 
pay 25 percent of remaining charges, 

Cost sharing under the program for the handicapped is 
different: depending on their rank, active-duty members pay 
a specified monthly amount, ranging from $25 to $250, and 
the Government pays rema$ning charges up to $350 a month. 
Monthly charges exceeding these amounts are the responsi- 
bility of the active-duty member. 



Each branch of the uniformed services is responsible 
for controlling and issuing eligibility identification 
cards to CHAMPUS beneficiaries. The categories of benefi- 
ciaries eligible for CHAMPUS are 

--spouses of active-duty members and retirees: 

--members receiving or entitled to receive retired, 
retainer, or equivalent pay based on duty in the 
uniformed services (retirees): 

--children of active-duty members and retirees: 

--children of deceased active-duty members and deceased 
retirees; and 

--unremarried widows and widowers of deceased active- 
duty members and deceased retirees. 

Active-duty members are not eligible for CHAMPUS. Retir- 
ees and other beneficiaries lose CHAMPUS eligibility upon 
reaching age 65 and becoming eligible for Part A of Medicare. 
Children lose eligibility upon passing their 21st birthday 
unless they are enrolled in an institution of higher learning 
or have a mental or physical incapacity that renders them 
incapable of self-support. 

PROGRAM ADMINISTRATION 

The program is administered by the Office for the 
Civilian Health and Medical Program of the Uniformed Services 
(OCHAMPUS), located at Fitzsimons Army Medical Center near 
Denver, Colorado. OCHAMPUS is a field activity under the 
policy guidance and operational direction of the Assistant 
Secretary of Defense (Health Affairs). 

OCHAMPUS solicits FIs for processing and paying claims 
through requests for proposals (RFPs), which outline the 
services required and invite contractors to submit technical 
proposals describing how they will provide the services and 
at what cost. The technical proposal OCHAMPUS accepts with 
the completed RFP becomes the contract. The contracts are 
for 1 year with an option to extend for 2 additional years. 
Major responsibilities of FIs include: 



--Processing all CHAMPUS claims accurately and timely 
in accordance with existing regulations, policies, 
and instructions. 

--Processing all correspondence in a timely and effec- 
tive manner. 

--Providing for a formal appeals process. 

--Informing CHAMPUS beneficiaries and providers of 
regulations, policies, and billing procedures. 

--Providing program materials upon request. 

--Providing management and administrative information 
by submitting accurate and timely reports. 

--Receiving, disbursing, adjusting, and accounting for 
program funds. 

FIs pay claims submitted by hospitals, physicians, and 
other health care providers for services provided to bene- 
ficiaries or reimburse beneficiaries directly if they sub- 
mit claims. OCHAMPUS advances funds to FIs to pay benefits. 
Administrative expenses are paid to FIs at the fixed-rate 
price after they completely process the claims, including 
passing them through an edit process at OCHAMPUS. 

OCHAMPUS monitors FI performance through reports they 
submit and reviews performed by an OCHAMPUS contract per- 
formance evaluation team. This team is responsible for 
evaluating FIs' operations to assure compliance with CHAMPUS 
regulations and for recommending management improvements. 
Visits to FIs are made about twice a year and last about 
1 week each. Special visits are also made when FIs are 
having problems. 

Conversion to fixed-price contracting 

When CHAMPUS converted to fixed-price contracting, it 
combined under single contracts the processing of both 
physician and hospital 'claims. Except for a few instances, 
under the previous cost-reimbursement contracting method, 
one FI processed either hospital or physician claims and 
then for only one State or portion of a State. The large 
number of FIs precluded OCHA.MPUS from taking full advantage 
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of economies of scale associated with processing large 
volumes of claims. 

Also, the former cost-reimbursable contracts contained 
no incentives for FIs to process claims efficiently or eco- 
nomically. Instead, FIs were fully reimbursed for all costs 
incurred in claim processing. Our past reports l/ showed 
that, under cost-reimbursable contracts, the costs per claim 
and efficiency of operations varied widely among FIs. For 
example, during April 1975 to March 1976 the cost per claim 
among FIs ranged from $3.50 to $38.40. 

The first fixed-price, competitively bid contract was 
awarded in February 1976, and all contracts were converted 
to fixed price by April 1978. As of December 31, 1979, 
nine FIs had been awarded 25 contracts. In addition to the 
nine present CHAMPUS FIs, nine others have held fixed-price 
contracts since 1976 but have either dropped out of the 
program or been terminated for poor performance. 

Current FIs 

Shown below are the nine current FIs and the volume of 
claims they processed in calendar year 1979. 

&/"Analysis of Variations in Claim Processing Costs of Fiscal 
Agents for the Civilian Health and Medical Program of the 
Uniformed Services" (HRD-77-93, June 8, 1977). 

"Management of the Civilian Health and Medical Program of 
the Uniformed Services Needs Improvement" (MWD-76-48, 
Nov. 21, 1975). 
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FL (note a) 

Blue Shield of California 

Mutual of Omaha Insurance Co. 

Wisconsin Physicians Service 

Blue Cross of Southwestern 
Virginia 

Hawaii Medical Service 
Association 

Blue Cross of Washington- 
Alaska 

Pennsylvania Blue Shield 

Blue Cross of Rhode Island 

Blue Cross and Blue Shield 
of Tennessee 

Claims 
processed 
(note b) 

1,224,100 

787,100 

436,600 

436,500 12.3 

46,000 1.3 

217,600 6.1 

139,200 3.9 

135,400 3.8 

97,300 2.7 

Percent 
of total 

program 

34.6 

22.4 

12.3 

a/In addition, DOD employees in Heidleberg, Germany, pro'cess - 
claims from Europe, Africa, and the Middle East which 
totaled 22,200 claims, or 0.6 percent of calendar year 
19789 claims. 

b/Includes both paid and rejected claims. 

OBJECTIVES, SCOPE, AND METHODOLOGY 

To determine their performance under fixed-price 
contracts, we reviewed the first five FIs listed above, 
which processed over 80 percent of the CHAMPUS claims in 
1979. We selected the FIs for review on the basis of not 
only size, but also diversity of claim processing opera- 
tions. To assess FI performance, we reviewed the (1) ac- 
curacy of administratioh of program benefits, (2) systems 
for control and protection of Government funds in claim 
processing, (3) services provided beneficiaries and pro- 
viders, (4) efforts made in beneficiary and provider edu- 
cation, and (5) controls over receipt and disbursement of 
program funds. 
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We reviewed the applicable CHAMPUS laws and the CHAMPUS 
regulation, manual5, instructions, and interpretations that 
provide guidance for FIs. We also reviewed CHAMPUS contracts 
with FIs and the related technical proposals that become part 
of the contract and further describe FI responsibilities. 
Using information contained in the above documents as cri- 
teria, we reviewed FIs' performance in relation to their 
responsibilities. 

In reviewing the accuracy of administration of CHAMPUS 
benefits and performing related tasks in measuring perfor- 
mance, we gathered information pertaining to selected con- 
tracts awarded the five FIs. To determine whether claim 
processing systems required by contracts had been imple- 
mented and whether these systems were adequate to meet 
CHAMPUS standards and other requirements, we selected con- 
tracts that had been in effect for some time (the Hawaii 
Medical Service Association contract had recently been 
negotiated but was basically an extension of a previous 
contract). These contracts were: 

FI - 

Blue Cross of South- 
western Virginia 

Blue Shield of 
California 

Hawaii Medical Serv- 
vice Association 

Mutual of Omaha 
Insurance Company 

Wisconsin Physicians 
Service 

States covered 
Contract number by the contract 

MDA 906-77-D-0018 Virginia, District 
of Columbia 

MDA 906-78-D-0006 Arizona, California, 
Nevada, New Mexico 

MDA 906-79-D-0019 Hawaii 

MDA 906-78-D-0007 Texas 

MDA 906-78-D-0008 Arkansas, Illinois, 
MDA 906-78-D-0002 Wisconsin 

We interviewed FI personnel and reviewed policies, 
procedures, reports, financial records, and bank state- 
ments. 

To measure the accuracy of benefit administration, we 
took a statistical sample from a universe of 250,000 claims 
paid by the five Fls reviewed and processed at OCHAMPUS in 
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January and February 1979. We extracted the sample using 
OCHAMPUS computer tapes and computer programs and designed 
it to estimate at a go-percent confidence level with an 
expected precision rate of 3 percent when applied to the 
sample universe. We used a number of other nonstatistical 
samples in reviewing correspondence and appeals. 

We also performed work at OCHAMPUS, which included 
reviewing the criteria developed for measuring FI perfor- 
mance, determining means used in monitoring performance, 
interviewing OCHAMPUS officials, and following up on find- 
ings of the OCHAMPUS contract performance evaluation team. 



CHAPTER 2 

BENEFITS NEED TO BE 

ADMINISTERED MORE ACCURATELY 

OCHAMPUS fixed-price contracts require that claims be 
processed accurately and in accordance with regulations, 
policies, and instructions established by DOD and OCHAMPUS. 
Our examination of claims showed that FIs made many errors 
involving significant amounts of incorrect and questionable 
payments. Errors made in processing claims were caused by 
a combination of system problems, clerical mistakes, and 
FIs' failures to adopt OCHAMPUS requirements. 

Because OCHAMPUS did not have complete data available on 
accuracy of claim processing under previous cost-reimbursement 
contracts, we were unable to compare performance with that 
under fixed-price contracts. However, OCHAMPUS recently 
drafted a new contract, which it plans to have in effect 
early in 1981, that provides new standards for claim proc- 
essing accuracy and proposes a statistical sampling plan for 
determining error rates. We believe that these and other 
improvements, if properly administered and managed, can lead 
to higher standards of claim processing accuracy under fixed- 
price contracts. 

Our review of a statistical sample of claims processed 
under selected contracts by five of the nine CHAMPUS FIs 
showed that 571 (43 percent) of the 1,335 claims sampled con- 
tained one or more errors involving incorrect payments, ques- 
tionable payments, or other significant violations of OCHAMPUS 
processing requirements. Payment errors included overpayments 
and underpayments and errors involving deductibles. Project- 
ing the incorrect and questionable payments to the total 
claims processed by the five selected FIs during a 2-month 
period under selected contracts, we found that payments total- 
ing between$4.1 million and $9.3 million were incorrect and 
payments totaling between $7.1 million and $18.8 million were 
questionable. The universe of claims under the selected con- 
tracts to which the incorrect and questionable payments were 
projected represents about 11 percent of the total claims 
paid annually under CHAMPUS. 
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SUMMARY OF CLAIM PROCESSING ERRORS 

We examined 1,335 claims processed by the five FIs. 
Of these claims, 571 contained 746 errors. Projecting to 
the universe of 250,000 claims processed during the a-month 
period, we estimate, with a go-percent confidence level and 
a precision rate of 26.2 percent, that errors were made on 
130,200 claims. The following table shows the number and 
general types of errors we found. 

Type of error 

Benefits not properly 
coordinated with 
other insurance 

Nonavailability state- 
ments and emergency 
certifications not 
obtained 

Services not covered 

Incorrect application 
of reasonable charges, 
deductibles, and cost 
shares 

Eligibility not veri- 
fied and acceptance 
of improper signa- 
tures 

Other 
Ques- proc- 

Incorrect tionable essing Total 
payments payments errors errors 

30 122 26 178 

25 5 0 30 

60 113 7 180 

77 2 82 

16 4 256 276 

208 247 291 746 C ZZZZZ Z 
We classified flincorrect paymentsll as those where claims 

or portions thereof were paid in violation of CHAMPUS require- 
ments and the payments could be definitely determined to be 
in error. Incorrect payments included such errors as payments 
made when other insurance had already paid, payments without 
required nonavailabilify statements, payments for noncovered 
services, and payment errors resulting from inaccurate ?ppli- 
cation of deductibles and cost shares. 
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We defined "questionable payments" as those in which the 
FI violated a CHAMPUS requirement and made payment without 
adequate information to determine if CHAMPUS had an obliga- 
tion to pay. Questionable payments included such errors as 
failing to follow up when other insurance was indicated but 
details on the other insurance were not obtained, payment for 
treatment unrelated to the diagnosis, and payment for serv- 
ices without performing utilization or peer reviews at re- 
quired intervals. 

We defined as "other processing errors" those that 
violated CBAMPUS requirements but had little likelihood of 
affecting the correctness of the payment. Most claims with 
other processing errors involved payments where the signature 
of the patient or other responsible person was not obtained. 

Although our sample sizes at each of the FIs were 
roughly equal, the number of sample claims containing errors 
ranged from 18 paid by Hawaii Medical Service Association 
to 154 claims paid by Blue Cross of Southwestern Virginia. 
The total volume of claims processed by Hawaii Medical Serv- 
ice Association is much less than that of the other four Ffs 
reviewed, and Hawaii's claim processing system depended 
heavily on manual processing, whereas the other four FIs had 
highly automated systems. 

The following table shows the number and categories of 
errors on claims paid by each FI reviewed. 

Blue Cross of South- 
western Virginia 

Blue Shield of 
California 

Hawaii Medical Serv- 
ice Association 

Mutual of Omaha 
Insurance Company 

Wisconsin Physicians 
service 

Number of 
claims 
sampled 

267 

272 

257 

269 

270 

u 

Number of Percent Of 
sample sample 
claims claims 

with errors with errors 

154 

151 

18 

116 

132 - 

571 = 

57.7 

55.5 

7.0 

43.1 

48.9 

42.8 

Number of 
incorrect 
payments 

73 66 

54 87 

8 6 

20 41 

53 47 72 - - - 

208 247 291 ZZZZ - = 

Number of Other 
ques- proc- 

tionable essing 
payments errors 

82 

60 

3 

74 

Total 
errors 

221 

201 

17 

135 

172 - 

746 = 
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All of the errors were discussed with FI officials, who 
generally agreed with our determinations. 

Detailed information on the types of errors we found 
are discussed in the following sections. 

SIGNIFICANT COSTS BEING INCURRED 
UNNECESSARILY BECAUSE OF INADEQUATE 
COORDINATION OF BENEFITS 

Coordinating CHAMPUS benefits with other insurance is a 
major problem. FIs made CHAMPUS payment,s on claims that had 
previously been reimbursed by other insurance or for which 
information showed other insurance was the primary payor. 
Also, other claims were paid when other insurance was indi- 
cated: however, the FI paid the claim without obtaining ade- 
quate assurances that CHAMPUS was the primary payor. In 
addition, claims involving possible third-party liability and 
workmen's compensation were not all identified by the FIs. 

Sample results projected to the universe of claims show 
that the five FIs erroneously paid between $626,000 and 
$5.1 million during the 2-month period that other insurance 
had already paid or for which other insurance was supposed 
to be the primary payor. In addition, questionable payments 
of between $3.8 million and $9.0 million were made during 
this same 2-month period for which other insurance, third- 
party liability, or workmen's compensation was indicated 
but was not pursued by the FI. 

The following table shows the number and types of 
coordination of benefits errors noted on sample claims. 
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Type of error 

CHAMPUS claims over- 
paid because other 
insurance payments 
overlooked or other 
insurance was primary 

Failure to coordinate 
other insurance bene- 
fits by sending ques- 
tionnaires as required 
(note a) 

Computer files not up- 
dated to reject future 
claims when other in- 
surance questionnaire 
not returned 

Claim histories showed 
other insurance pay- 
ments in the past but 
no efforts made to 
determine whether this 
insurance applied to 
the sample claim 

Other 
Ques- proc- 

Incorrect tionable essing Total 
payments payments errors errors 

20 2 23 

73 

6 

9 

19 92 

6 

1 10 

Claims paid without 
referral to determine 
possible third-party 
liability 36 3 39 

Miscellaneous 4 3 1 8 - - 

30 122 26 178 C Z Z Z 
a/Included in this category are claims from one FI that had 

not implemented the CHAMPUS requirements for sending 
questionnaires. (See p. 16.) 
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Inadequate efforts in coordinating 
other insurance benefits 

CHAMPUS is almost always a secondary payor when a 
beneficiary has entitlement to other insurance through 
employment, law, membership in an organization, or student 
status. Insurance that is privately purchased is not con- 
sidered as double coverage, and full CHAMPUS benefits are 
payable. Coordinating benefits with other insurance is ex- 
tremely important in holding down CHAMPUS costs because many 
CHAMPUS beneficiaries are enrolled in other insurance and 
substantial sums of money are often involved. OCHAMPUS in- 
forms FIs that about 30 percent of all claims will involve 
coordination of benefits. 

The errors identified in coordinating benefits with 
other insurance were caused in large part by the inadequate 
CHAMPUS claim forms. Three types of claim forms are used in 
the basic program: professional, hospital, and vendor drug. 
A new professional claim form adopted in July 1978 is a signi- 
ficant improvement over the previous professional form, but 
CHAMPUS also continues to accept the old form. The hospital, 
vendor drug, and old professional claim forms each contain 
two statements to be checked, neither of which provides for a 
positive response that other insurance exists which is pay- 
able. Both questions, directed only at retirees and depend- 
ents of retired and deceased members, are applicable only if 
other insurance is not payable (i.e., the beneficiary is 
either not enrolled in an insurance plan or enrolled but bene- 
fits are not payable under the other plan). If the benefi- 
ciary does have other insurance that is payable, the form 
does not provide for a positive statement to that effect. 
We recommended in July 1971 that OCHAMPUS revise the claim 
form to elicit a more informative response as to whether the 
beneficiary has other insurance. l/ OCHAMPUS officials in- 
formed us at that time that a revxsed form was being prepared. 
However, as noted above, only one revised form has been 
adopted, and this was not done until 1978. 

l/"Costs of Physicians and Psychiatric Care--Civilian Health 
and Medical Program of the Uniformed Services" (B-133142, 
July 9, 1971). 
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Other insurance payments overlooked 
or claims paid although other insurance 
was indicated as primary 

FIs made payments on sample claims where other insurance 
had previously paid all or part of the claim or where CHAMPUS 
was not the primary payor. 

Payments made by other insurance companies before the 
CHAMPUS claim was filed are shown normally either on the face 
of the CHAMPUS claim form or on documents submitted support- 
ing the claim. When the other insurance has not yet made 
payment, beneficiaries sometimes provide information on this 
insurance either by inserting it on the claim form itself 
or by attaching documentation to the claim form. The FIs are 
responsible for examining claims and supporting documentation 
to determine whether other insurance is payable and, if so, 
whether other insurance has made payments for services shown 
on the claim. 

Claims examiners often apparently overlooked other in- 
surance payments in processing CHAMPUS claims. For example, 
on one claim, a hospital showed total charges of $3,017.75, 
an insurance payment of $2,242.31, and an amount due from 
CHAMPUS of $775.44. The FI ignored the insurance payment 
and paid $2,175.04 on allowed charges of $2,972.48, after 
deducting the patient's cost share of $797.44. 

FIs also made payments on claims for which information 
-provided showed that CHAMPUS was not the primary payor. For 
example, one FI paid seven sample claims for which other 
insurance was indicated as the primary payor. Voluntary 
refunds were later received on two of these claims. The 
same FI also incorrectly paid two additional claims filed 
on the new professional claim form although other payable 
insurance through employment was shown on the form. 

In another instance, an FI appropriately sought other 
insurance information but failed to properly follow up when 
the beneficiary reported other payable insurance. The bene- 
ficiary informed the FI that other insurance had paid the 
physician on all claims filed and that CHAMPUS had also paid 
the physician. The beneficiary stated that she had asked 
the physician to return the CHAMPUS funds to the FI or send 
it to her but the physician had refused, saying the FI would 
eventually find the error and request it. Despite this 
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information from the beneficiary, the FI made no attempt 
to recover funds from the physician. The FI's records show 
that this physician received over $2,500 from CHAMPUS far 
services to the beneficiary and other family members in 1978. 

Questionnaires on other 
insurance often not sent 

OCHAMPUS started using questionnaires to obtain informa- 
tion on other insurance because the two questions on claim 
forms did not require a beneficiary to make a positive re- 
sponse that other payable insurance existed. The instructions 
requiring FIs to send questionnaires to obtain other insurance 
information were issued in June 1977 and revised slightly in 
December 1977. 

CHAMPUS instructions require that the questionnaire be 
sent to retirees and their spouses, but not to dependents of 
active-duty members or dependent children of retirees unless 
the claim form or other available records indicate other 
insurance. Claims of persons sent questionnaires are to 
continue to be paid for 60 days awaiting return of the ques- 
tionnaires. However, if the questionnaires are not returned 
within 60 days, claims filed thereafter are to be denied. 
The questionnaires are to be filed upon receipt of the ini- 
tial claim from the beneficiary. 

One FI had not implemented the questionnaire instructions 
more than 2 years after the original implementation date but 
was still negotiating a contract change to cover the extra 
costs associated with administering the questionnaire. Had 
the CHAMPUS requirements been implemented, questionnaires 
would have been required on 35 of the sample claims. The 
claim history files showed that voluntary refunds totaling 
$3,078 of CHAMPUS payments were made on 5 of the 35 claims 
because of other insurance payments. Such voluntary refunds, 
however, constituted only 28.6 percent of the value of the 
35 claims and, had other insurance been pursued, we believe 
more recoveries would have been made. 

Other FIs were only sporadically sending questionnaires. 
None of the FIs sent the *questionnaire with the first claim 
filed and annually thereafter as required by CHAMPUS instruc- 
tions. Questionnaires, when they were sent, were sent only 
when retirees or their spouses checked the box indicating that 
the beneficiary had other insurance which was not payable. 
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Computer file not updated to reject 
claims for questionnaires not returned 

One FI that had sent some questionnaires was not system- 
atically updating the computer files to reflect information 
shown on the questionnaires or to reject future claims when 
the questionnaires were not returned. 

The FI's system required that claims examiners flag the 
system with the information contained on the questionnaire or 
enter a flag indicating that the questionnaire had not been 
returned after the 60-day period. If the questionnaire in- 
dicated that other insurance was payable, this information 
was to be entered into the computer file so that future 
claims lacking information on the other insurance would be 
readily identifiable. 

The FI sent questionnaires to 12 patients whose claims 
appeared in our sample. Our review of the claims showed that 
the computer file was appropriately flagged with the informa- 
tion received in four cases, but in two cases the question- 
naire information was not entered in the computer file and 
in six cases the file was not flagged to indicate the ques- 
tionnaire had not been returned after 60 days. 

Payments made without investigating 
claims when other insurance has paid 

FIs had either not developed systems or their systems 
were inadequate to investigate claims for which other insur- 
ance had previously made payments but for which other insur- 
ance coverage was not shown on current claims. Also, in 
several instances, other insurance made payments after the 
FI processed claims contained in our sample, but the FI made 
no effort to determine if this other insurance also covered 
the sample claims. Based on our observations of savings 
resulting from proper coordination of benefits, we believe 
the return on investigating insurance coverage when payments 
by other insurance have been made far outweigh the costs of 
such investigations. 

To illustrate the problem, a review of claims histories 
for one FI's sampled claims showed that other insurance had 
paid for other claims of beneficiaries who submitted 33 of 
the'sample claims. Information concerning the 33 claims 
indicated that: 
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--For 4 claims, other insurance was indicated as primary. 

--For 19 claims, the individuals submitting the claims 
said that other insurance existed but was not payable. 

--For 6 claims, no other insurance was said to exist. 

--For 4 claims, no information on other insurance was 
submitted. 

The FI did not investigate any of the 33 sample claims to 
determine if other insurance might be applicable to them, 
even though the beneficiaries submitting them had previously 
submitted claims for which other insurance was payable. 

Another FI had a system of flagging the file for other 
insurance payments. However, if the beneficiary checked the 
box indicating no other insurance, even though other insurance 
had previously made payments, CHANPUS was considered to be 
primary, and payment was made without any investigation. 

CHAMPUS savings achievable by 
requiring active-duty dependents 
to report other insurance 

Neither Public Law 84-569 nor Public Law 89-614 requires 
dependents of active-duty members to report other insurance. 
Public Law 89-614, however, does require retirees and the 
dependents of retirees and deceased members to report other 
insurance obtained through employment or by law. CHAMPUS 
regulations, published in January 1977, state that double 
coverage rules for dependents of active-duty members are 
left to the discretion of the Secretary of Defense. The 
regulation provides that CHAMPUS benefits, in the absence of 
another insurance payment already made, will be paid regard- 
less of whether or not other insurance coverage is known to 
exist. If other insurance is later found to be primary, 
reimbursement is to be sought from the primary payor: or if 
payment by the primary payor has already been made, from the 
provider or beneficiary receiving the payment. 

Little information.is now obtained on whether dependents 
of active-duty members are covered by other insurance. The 
two questions on the CHAMPUS claim forms, other than the new 
professional form, apply only to retirees and the dependents 
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of retired and deceased members. Even when dependents of 
active-duty members check the box intended for retirees and 
the dependents of retired and deceased members that other 
nonpayable insurance exists, questionnaires on other insur- 
ance are not sent. Dependents of active-duty members are 
requested to fill out the other insurance information on the 
new professional claim form, but if not completed, claims 
were not being returned. 

In addition, FIs did not always follow up when other 
insurance was indicated as the primary payor. For example, 
a spouse of an active-duty member submitted a claim with 
supporting documentation showing Blue Cross and Blue Shield 
coverage. The supporting documents also showed previous pay- 
ments by this primary payor, but the FI did not attempt to 
collect from other insurance after making payment on this 
claim. Claim histories of other dependents of active-duty 
members also showed past payments by other insurance, but 
FIs made no attempts to determine if other insurance was pay- 
able on later claims. 

At one FI, the OCHAMPUS contract performance evaluation 
team found, in March and October 1979, that procedures had 
not been implemented for coordination of benefits of active- 
duty dependents reporting other insurance on CHAMPUS claims. 

Possible third-party liability 
and workmen's compensation 
claims not being identified 

FIs are not identifying, as required by OCHAMPUS, all 
claims where liability may rest with a third party, automobile 
insurance, or workmen's compensation rather than CHAMPUS. We 
noted 39 errors in our sample of claims that either (1) met 
the criteria used by FIs in identifying such cases but were 
not pursued or (2) were not covered by the FIs' criteria. 
Further, FIs were not using consistent criteria in identifying 
claims for third-party liability or workmen's compensation. 

The Federal Medical Care Recovery Act (42 U.S.C.. 2651- 
2653) gives the Government the right to recover amounts 
expended for services provided a person who is injured or 
suffers a disease as a result of a third party's negligence. 
Also, the amounts paid by CHAMPUS for medical care arising 
from an automobile accident may be subject to recovery under 
the Federal Claims Collection Act (31 U.S.C. 951, et seq.). - 

19 



OCHAMPUS also requires that benefits be coordinated in cases 
where the medical services are covered under any workmen's 
compensation law. 

The CHAMPUS claim forms, other than the new professional 
claim form, do not include questions that would indicate 
the cause for the medical condition for which services are 
claimed. FIs can identify accidents, injuries, and related 
incidents by screening for International Classification of 
Diseases diagnostic codes, which indicate medical problems 
directly arising from accidents, poisonings, and violence. 

Some of the errors identified on sample claims occurred 
because the FIs' criteria excluded certain types of claims 
and claims under certain dollar values from being screened 
for third-party liability. For example: 

--Blue Cross of Southwestern Virginia excluded all 
outpatient and professional claims and inpatient 
hospital claims under $200. 

--Blue Shield of California excluded all outpatient 
claims. 

--Wisconsin Physicians Service excluded all outpatient 
claims and physician inpatient claims. 

According to an official at Blue Shield of California, 
it was not screening outpatient claims because of instructions 
contained in an outdated CHAMPUS manual and because OCHAMPUS 
in its performance reviews has not faulted the FI for exclud- 
ing outpatient claims. OCHAMPUS officials, however, informed 
us that FIs should be screening both inpatient and outpatient 
claims and said the Federal Medical Care Recovery Act applies 
to all types of claims. 

Examples of claims where the diagnosis indicated a 
possible accident but no screening for third-party liability 
was performed included: 

--An inpatient hospital claim with billed charges of 
$558.50 and a diagnosis of cerebral concussion. 

--An inpatient hospital claim with billed charges of 
$683.70 and a diagnosis of nasal fracture with septal 
deviation. 
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--An outpatient professional claim with billed charges 
of $78 (filed on the new professional claim form 
with the box checked that the condition was related 
to an automobile accident) and a diagnosis of a 
fractured wrist. 

--An outpatient hospital claim with billed charges of 
$108 and a diagnosis of cervical strain. 

OCHAMPUS needs to issue more detailed criteria on iden- 
tifying third-party liability, automobile insurance coverage, 
and workmen's compensation cases. Also, based on cost-benefit 
analysis, a minimum dollar value on claims should be estab- 
lished by OCHAMPUS where it is not economical to pursue col- 
lection on a case. Finally, the OCHAMPUS contract performance 
evaluation team needs to increase its surveillance over FIs' 
systems and procedures to assure that claims meeting CHAMPUS 
criteria are identified and forwarded in accordance with pro- 
cedures to appropriate parties for possible recoupment of 
CHAMPUS funds. 

Conclusions 

Retirees and dependents of retired and deceased members 
are required to report other insurance obtained through em- 
ployment, law, membership in an organization, or student 
status. We believe that CHAMPUS is incurring substantial 
additional costs because of lack of such a reporting require- 
ment for dependents of active-duty members and that the 
Congress should amend the CHAMPUS legislation to impose such 
a requirement on these beneficiaries. 

Dependents of active-duty members should not profit from 
entitlement to CHAMPUS. If active-duty members' dependents 
are entitled to insurance through employment, CHAMPUS should 
not also reimburse beneficiaries for medical services paid 
by such insurance. CHAMPUS should serve as a secondary payor 
to pay amounts not covered by other insurance or serve as an 
alternate should the dependents choose not to enroll in other 
insurance. 

OCHAMPUS needs to replace its old claim forms. Present 
claim forms, except for the professional form, are inadequate 
for obtaining needed information on other insurance. Using 
questionnaires to supplement the claim forms has not worked 
well because of FIs' failure to use them as OCHAMPUS intended. 
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OCHAMPUS also must clarify its requirements on identi- 
fying third-party liability, automobile insurance coverage, 
and workmen's compensation cases because FIs are confused 
about cases to be identified and differing criteria are being 
applied. 

CLAIMS PAID WITHOUT NONAVAILABILITY 
STATEMENTS INDICATING THAT 
SERVICES WERE NOT AVAILABLE 
IN UNIFORMED SERVICES HOSPITALS 

CHAMPUS benefits for inpatient services, except in 
emergencies, are generally not authorized to beneficiaries 
who reside within a 40-mile radius of a uniformed services 
hospital that has the capability to provide the needed serv- 
ices. This requirement is consistent with the intent of 
CHAMPUS to serve as a supplement to the military's direct 
medical care system. When uniformed services hospitals are 
unable to provide the requested service, nonavailability 
statements are issued authorizing inpatient care under 
CHAMPUS. 

Our review of sample claims showed that FIs paid 14 per- 
cent of inpatient claims requiring nonavailability statements 
without the statements. This practice not only increases 
CffAMPUS costs, but also defeats the intent of the statement 
requirement-- to obtain maximum utilization of uniformed 
services hospitals. Also, some FIs had no procedures for 
determining whether claims without nonavailability statements 
had related inpatient claims for the same episodes of care 
for which statements were submitted. Although payment of the 
claims not accompanied by nonavailability statements was also 
technically in error, we did not count them as errors if non- 
availability statements had been filed with related claims. 

Also, claims examiners, apparently to avoid returning 
claims to providers, were making emergency designations in 
the absence of such designations by providers. CHAMPUS pro- 
cedures require that claims without nonavailability statements 
appearing to be emergencies be returned to providers for the 
emergency designation. 

In February 1976, the Congress enacted Public Law 94-212, 
which extended the requirement for nonavailability statements 
from only dependents of active-duty members to all classes 
of CHAMPUS beneficiaries and also extended the radius around 
uniformed services hospitals from 30 to 40 miles. We reported 
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in 1978 that the requirement saved CHAMPUS over $30 million 
in the 12-month period following its enactment. 1/ Uniformed 
services hospitals generally restrict issuance of nonavail- 
ability statements to cases where the hospitals cannot provide 
the services because of personnel or space restrictions. 

Inadequate procedures established by 
some FIs to assure that nonavailability 
statements are obtained 

Of 183 claims in our statistical sample requiring non- 
availability statements, 25 (14 percent) were paid without 
the statements. Only one FI had programed in its computer 
system a method of flagging its file to indicate that a non- 
availability statement had been received, thereby allowing 
all other claims for the same episode of inpatient care to 
be paid even though nonavailability statements were not sub- 
mitted with each claim. FIs lacking similar methods of know- 
ing whether nonavailability statements have been filed need 
to obtain such statements for each claim filed regarding the 
same episode of inpatient care. 

Guidelines needed by claims examiners 
for establishina allowable emeraencies 

Nonavailability statements are not needed for inpatient 
care in valid emergencies. CHAMPUS procedures require FIs 
to return claims when the claim information indicates an 
emergency but the provider has not certified that fact on 
the claim. However, instead of being returned, claims were 
often paid without the emergency certification because claims 
examiners would make the emergency determination on the basis 
of information on the claim or supporting documents. However, 
OCHAMPUS has neither issued guidelines for FIs to use in 
identifying medical emergencies nor given FIs a list of symp- 
toms or diagnoses that normally indicate emergency conditions. 
OCHAMPUS, by issuing these guidelines rather than requiring 
FIs to develop their own, will obtain more uniform program 
administration and reduce the number of claims required to 
be returned for emergency certification. 

A/"Savings to CHAMPUS From *Requirement to Use Uniformed 
Services Hospitals" (HRD-79-24, Dec. 29, 1978). 
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conclusions - 

The requirement to ensure better utilization of uniformed 
service hospitals is being circumvented by inadequate FI 
procedures that allow CHAMPUS inpatient claims to be paid 
without required nonavailability statements. OCHAMPUS needs 
to review more closely FI systems and procedures to ensure 
that inpatient claims are not paid without the required 
statements. FIs should be encouraged to computerize this 
function more fully so that claims examiners know that a non-- 
availability statement has been submitted with one portion 
of an inpatient episode, rather than processing the claim 
by assuming that a nonavailability statement is filed with 
another claim. 

PAYMENTS MADE FOR SERVICES THAT 
ARE NOT COVERED CHAMPUS BENEFITS 

Our review of sample claims showed that FIs were not 
strictly enforcing the exclusions and limitations that apply 
to medical services under the program. While CHAMPUS covers 
many medical services, certain services are specifically 
excluded either by law or by CHAMPUS regulation. The serv- 
ices that are covered must be medically necessary and rendered 
in connection with or directly to a covered illness, injury, 
or definitive set of symptoms. 

Our review of sample claims showed 180 errors involving 
benefit payments for excluded services or payments made 
without adequate determination that the benefits were covered. 
Based on our sample, we estimate that the five FIs paid in 
error between $430,000 and $1.1 million for excluded services 
during the 2-month period reviewed. Also, additional pay- 
ments of between $2.7 and $13.8 million were questionable 
because FIs did not have adequate information to determine 
if the payments were for excluded services. Many of the 
errors resulted from FIs' failure to enforce CHAMPUS require- 
ments on psychiatric care. 

The CHAMPUS regulation, published in January 1977, 
provided the first complete compilation of program benefits, 
exclusions, and limitations. Additional guidance has since 
been issued in instructions and interpretations. CHAMPUS 
benefits include: 
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--Hospital and other institution services, including 
room and board, intensive care, operating rooms, 
drugs and medicines, X-rays., laboratory, blood, 
radiation therapy, physical therapy, oxygen, injec- 
tions, chemotherapy, and psychological evaluation 
tests. 

--Physician and other professional services provided on 
an inpatient and outpatient basis, including surgery, 
anesthesia, maternity care, laboratory, X-ray, consul- 
tation, and private nursing. 

--Prescription drugs. 

--Services for the handicapped, including diagnosis: in- 
patient, outpatient, and home treatment: institutional 
care: training and rehabilitation; and transportation 
(limited to dependents of active-duty members). 

Excluded specifically by law are routine dental care: 
routine physical examinations and immunizations: and routine 
care of the newborn, well-baby care, and eye examinations. 
In addition, the regulation contains an extensive list of 
exclusions, including cosmetic surgery, acupuncture, custodial 
care, and services related to obesity and weight reduction. 

Errors made in benefit determinations 

The following table shows for our sample of claims the 
number of errors made by FIs regarding benefit determinations. 
All errors were in violation of requirements contained in the 
CHAMPUS regulation, instructions, or interpretations. The 
errors were discussed with FI officials, who agreed with our 
determination in all but a few cases. 
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Type of error 

Benefits exceeded 
allowed number of 
psychotherapy 
sessions without 
proper medical 
reviews 

Psychotherapy sessions 
or benefits paid in- 
correctly 

Services not a covered 
benefit 

Treatment unrelated to 
the diagnosis 

Name and/or strength 
of drug not shown on 
claim invoice 

Miscellaneous 

Incorrect 
payments 

6 

45 

9 

Ques- 
tionable 
payments 

42 

53 

14 
4 

60 113 

Other 
proc- 
essing 
errors 

Total 
errors 

42 

6 

46 

53 

14 
19 

180 

Errors made involving 
psychiatric benefits 

Many of the errors resulted from FIs' failure to enforce 
CHAMPUS limitations and exclusions on psychiatric benefits, 
which are intended to conform with good medical practice to 
help control psychiatric benefits. Payments for psychiatric 
benefits now account for about 16 percent of total CHAMPUS 
program costs. Although no ceiling exists on the total that 
can be paid out in a case, the CHAMPUS regulation does limit 
benefits within specific time periods and requires review of 
cases at specified intervals. 

CHAMPUS requires that outpatient psychotherapy care be 
reviewed at the 8th and 24th sessions. Further reviews are 
suggested at eight-session intervals. Cases are required to 
be referred to peer review at the 60th session before addi- 
tional benefits are payable. However, only one of the five 
FIs was regularly performing the psychiatric reviews at the 
8th and 24th intervals. One FI reviewed cases only at the 
24th session, and another only at the 60th session. An offi- 
cial of another FI attributed the lack of reviews to failure 
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of its computer to "kick out" psychiatric claims at the spe- 
cified review levels. Several officials questioned the prac- 
ticality and cited the high cost of making reviews as speci- 
fied by OCHAMPUS. These officials hoped that OCHAMPUS would 
approve less frequent reviews. OCHAMPUS officials informed 
us that they are considering revising these requirements. 

Violations of the following restrictions on psychiatric 
care were also found: 

--Benefits are limited to 1 hour of inpatient or out- 
patient individual and/or group psychotherapy in any 
24-hour period, except for crisis intervention where 
2 hours are allowed. 

--Inpatient benefits on a noncrisis intervention basis 
are limited to no more than five l-hour therapy 
sessions (combination of individual and group therapy) 
in any 7-day period. 

--Outpatient psychotherapy is generally limited to a 
maximum of two sessions per week. Before benefits 
can be extended for more frequent sessions, peer 
review is required. 

Other types of benefit errors 

Examples of services paid on claims in our sample that 
are not CHAMPUS benefits included: 

--An extra charge was allowed for a cast removal by the 
same physician who applied the cast. The payment for 
application of the cast should have covered its 
removal. 

--A physician was paid a nonallowable "standby charge" 
for a caesarean section. 

--A newborn infant stayed in the hospital beyond the 
stay of the mother. The stay was treated as one 
admission instead of treating the infant's longer 
stay as a new admission as required. 

--An abortion performed after October 1, 1978, was paid 
in violation of the 1979 DOD Appropriation Act. 

--A child's preschool examination and physical was 
paid fur% 
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An example of a claim paid, without question, where treatment 
was unrelated to the diagnosis was a hospital emergency room 
admission for dressing and cast services for a diagnosis of 
influenza. 

Claims for drugs were being paid without the name and/or 
strength of the drug shown. Without this information, effec- 
tive utilization review for drug abuse cannot be achieved, 
and payments may be made for nonprescription drugs. 

Conclusions 

Many payments were being made for services excluded 
under CHAMPUS. We attributed these improper payments to 

--inadequate training of claims examiners, 

--lack of effective quality assurance reviews, 

--failure of FIs to comply with CHAMPUS requirements for 
review of cases at specified intervals, 

--failure to establish adequate computerized prepayment 
screens, and 

--failure of management to adequately emphasize detection 
of unauthorized services. 

PAYMENT ERRORS RESULTING FROM 
INCORRECT APPLICATION OF REASONABLE 
CHARGES, DEDUCTIBLES, AND 
OTHER ADMINISTRATIVE MISTAKES 

FIs made a number of errors involving reasonable charge 
determinations and application of deductibles and cost shares, 
primarily because of claims examiner errors in preparing the 
data for entry in the computer and incorrect entry of the 
data. When data were correctly entered in the computer, very 
few problems were noted in determining reasonable charges and 
applying deductibles and cost shares. Examination of sample 
claims also showed errors involving duplicate.payments, pay- 
ments made without documentation supporting that a service 
had been rendered, and payment of claims that exceeded claim 
filing deadlines. 
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The CHAMPUS obligation on a claim is computed after 
assuring that the claim is complete and that services billed 
are covered benefits. In computing the CHAMPUS payment, FIs 
apply reasonable charges, deductibles, and cost shares in 
determining the payment. 

Applying reasonable charges in reimbursing professional 
services requires consideration of the provider's customary 
charge for a medical service and prevailing charges of other 
providers in a locality for this service. Reimbursement by 
the FI is made at the lowest of billed, customary, or pre- 
vailing fee. Hospitals, unlike professional providers, are 
paid billed charges, except in a few States where favorable 
rate agreements with FIs allow for payment at a specified 
percentage of billed charges. 

In paying claims, FIs must also ensure that the claims 
are complete, the services have not been previously reim- 
bursed, and the claims have been filed within deadlines. 

Errors in Calculating Payments 
and Incorrectly Paying Claims 

Type of error 

Reasonable charges 
computed 
erroneously 

Deductible applied 
inconsistently 

Cost share computed 
incorrectly 

Duplicate payments 
Claim form not signed 

by provider and no 
statement filed 

Claim filed after 
deadline 

Miscellaneous 

Other 
Ques- proc- 

Incorrect tionable essing Total 
payments payments errors errors - 

9 

9 

23 
10 

12 

5 
9 - 

1 

2 - 

2 12 

9 

23 
10 

12 

5 
11 - - 

2 82 
I I= 

77 
zs=z 

3 
z 
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All five FIs visited used computerized systems for com- 
puting CHAMPUS payments. These automated systems made the 
reasonable charge determinations and applied deductibles and 
cost shares. Errors detected in these three areas were 
caused, not so much by system problems, but primarily by in- 
correct entry of information into the computer and by manual 
errors by claims examiners before computer entry. 

Duplicate payments were also a problem, primarily because 
of a lack of adequate edits. For example, a claim received 
without a procedure code was assigned a code with a notation 
indicating that the code was assigned by a claims examiner. 
The same claim, but with a procedure code given, was received 
again; but because the procedure code did not have the 
examiner-assigned notation, it was treated as a new claim, 
and a duplicate payment was made. Another duplicate payment 
by the same FI involved payment for drugs. FI officials 
informed us that no computer edits to detect duplicate drug 
billings were operational. 

One FI was also paying claims that contained neither a 
provider signature nor an attached itemized provider state- 
ment. Payment of these claims violates CHAMPUS regulations 
and presents the opportunity for program abuse. 

In addition, claims were being paid although the dead- 
lines had passed. To be eligible for payment, claims must 
be filed no later than the end of the calendar year imme- 
diately following the year in which the service was rendered. 
Exceptions to the claims filing deadline can be granted by 
the Director of OCHAMPUS in certain instances, but this 
approval was not sought. 

CLAIMS PAID WITHOUT PROPER 
ELIGIBILITY INFORMATION 

Our review of the sample claims showed that FIs paid 
claims from persons who may have been ineligible, accepted 
claims with improper signatures, and created multiple com- 
puter files for the same person. These errors resulted from 
FIs' lack of compliance with OCHAMPUS instructions, a lack 
of necessary computer edits, and numerous clerical errors. 

The most frequent error involved FIs' acceptance of 
claims with improper signatures. These claims were normally 
signed by the patientIs spouse: however, other signature 
problems included signatures by parents for children age 18 



and over, signatures by children under age 18, and no signa- 
tures. However, since the period covered by our claims 
sample, FIs have begun to return claims with improper signa- 
tures. This practice should correct many of the eligibility- 
type errors we noted in our sample of claims. 

Other such errors included: 

--Claims being paid for services provided to children 
age 21 and over without documentation supporting 
student or incapacity status. 

--Claims being paid with dates of care that were either 
before or after eligibility dates shown. 

--Multiple claim history files being created for the 
same patient or sponsor, causing the withholding of 
excessive deductibles and incorrect payments. 

FI responsibilities in -~ 
verifying eligibility 

FIs are responsible for verifying beneficiaries' eligi- 
bility from information shown on the claim form. FIs are 
required by OCHAMPUS to check for completeness of identifying 
data and compare dates of care to eligibility effective and 
expiration dates. They also are supposed to check birthdates 
to identify persons age 65 and over who may be ineligible for 
CHAMPUS because of Medicare eligibility and, in the case of 
children, to detect those ineligible because they have reached 
age 21 and are not enrolled as a student or do not have a 
physical or mental incapacity. 

Most FIs use a combination of automated and manual checks 
in verifying eligibility. However, such verification is 
limited since each of the uniformed services is responsible 
for making eligibility determinations and issuing and re- 
covering identif,ication cards. . 

FIs, therefore, cannot normally detect inappropriate use 
of CHAMPUS benefits by persons with ostensibly valid identi- 
fication cards who are not eligible because they have no 
association with the military or have lost eligibility for 
such reasons as divorceli early separation, or desertion. We 
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reported in November 1979 It/ that the lack of an eligibility 
verification system and weak control over identification 
cards resulted in about $780,000 being paid over a 26-month 
period for care received by dependents of former active-duty 
personnel after they were no longer eligible for benefits. 

DOD is beginning to test a new eligibility enrollment 
system-- the Defense Enrollment/Eligibility Reporting System, 
which will be a computerized bank of all eligible benefici- 
aries. The system, which will be tied into the military's 
direct care system and financial records systems, will pra- 
vide immediate information on eligibility, and persons whose 
names are not in the system will not have their claims paid. 
The system is now being put into effect in parts of Virginia 
and North Carolina. The system is expected to be expanded 
incrementally, and DOD anticipates that it will take 5 years 
to install completely. 

Types of errors with improper signatures 
and questionable eligibility data 

The following table shows the number and type of claims 
paid with improper signatures and problems with eligibility 
information. 

l/"Need for Better Control over Military ID Cards ta Prevent - 
Improper CHAMPUS Payments" (HRD-79-58, Nov. 16, 19791, 
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Other 
Ques- proc- 

Incorrect tionable essing Total 
payments payments errors errors 

1 218 219 

Claim not properly 
signed: 

Claim form signed 
by patient's 
spouse 

Claim form signed 
by parent of 
child age 18 or 
over 

Claim form signed 
by child under 
age 18 

Claim not signed, 
copies of sig- 
nature taped to 
claim, or unable 
to determine who 
signed 

Claim of dependent 
child age 21 or over 
paid without support 
for continuing eligi- 
bility 9 

Claim of patient age 
65 or over paid-- 
possible Medicare 
coverage 2 

Claim paid with dates 
of care outside 
eligibility dates 6 1 

Other eligibility 
errors 1 - - 

28 28 

3 3 

7 7 

9 

2 

7 

1 

Type of error 

16 4 Z = 256 276 Z 

Under CHAMPUS, dependent children age 18 and over are 
required to sign their own claim forms. The signature of 
the sponsor or sponsor's spouse is not acceptable. Parents 
must sign for children under age 18. The signature certifies 
that (1) the identification information is correct, (2) the 
medical care was provided, (3) double coverage information 
is accurate, and (4) medical information, under the Privacy 
Act, is releasable to the FI and OCHAMPUS. 
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Of the five FIs we reviewed, only Hawaii Medical Service 
Association regularly returned claims for signature by the 
patient during the period covered by our claims sample. 
However, at the insistence of OCHAMPUS, after the period 
covered by our claims review, the other four FIs began 
returning claims to obtain proper signatures. 

Our review of sampled claims also showed that FIs paid 
claims of children age 21 and over without verifying their 
continued eligibility. OCHAMPUS requires that a certification 
form be mailed upon receipt of a claim to verify that the 
child is a college student or incapacitated. 

Other problems with eligibility data 

Another problem we noted was the creation of multiple 
claim history computer files for the same patient or sponsor. 
When this occurs, excess deductibles can be withheld and in- 
correct payments made. Multiple history files are created 
when claims for the same person contain slightly different 
identification information. Although several identification 
items on the claim may be the same, a difference, such as 
one different letter in the spelling of a first or last name 
or a different birthdate or eligibility date, can create a 
new computer file. These discrepancies are not detected in 
processing because there are too few computer edits. 

We noted the following examples in computer claim 
histories when examining sample claims at Blue Shield of 
California: 

--One service member was shown as having two wives. 
Although the wives' birthdates were the same, eligi- 
bility dates differed and spellings of the first name 
differed slightly. In this case, having two history 
files for the same person resulted in the withholding 
of excess deductibles of $70 in fiscal year 1978 and 
$40 in fiscal year 1979. 

--One beneficiary was listed as both a wife and a son 
of the service member. Birth and eligibility dates 
in this case were identical. 

--A 19-year-old female appeared as both a wife and a 
daughter of a service member. Birth and eligibility 
dates and other identification items were the same. 
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Eight cases of multiple history files were detected from 
sample claims at Blue Shield of California. Blue Shield in- 
formed us that this problem would be corrected in 1980. The 
same type of error was also found at other FIs. 

Fifteen sample claims paid by the five FIs also showed 
patients with last names different from that of the service 
member and no supporting information that a legal relationship 
existed. OCHAMPUS has no requirement for verifying relation- 
ships when last names differ. 

Conclusions 

An adequate system to control eligibility will not be 
established until DOD completely installs an enrollment 
system. Meanwhile, however, FIs need to make improvements 
in eligibility information they maintain. Additional con- 
trols are needed to avoid creation of multiple files for the 
same beneficiary to prevent the incorrect withholding of 
deductibles. Also, to show that they are still eligible for 
CHAMPUS, documentation should be obtained from (1) sponsors 
to show that children over 21 are students or are disabled 
and (2) persons reaching age 65 to show that they are not 
eligible for Medicare. 

It is particularly important that eligibility of children 
with last names different from that of sponsors be verified 
since the uniformed services do not normally issue identifica- 
tion cards to children under age 10. Eligibility of these 
children has not been established by the uniformed services, 
and FIs have no independent means of establishing eligibility. 
A means of control, such as requiring submission of adoption 
papers, is needed to assure a legal relationship before claims 
are paid. 

The largest number of eligibility errors resulted from 
FIs' noncompliance with the CHAMPUS requirement for obtain- 
ing the signature of the patient. FIs were instead accepting 
signatures of the spouse. Since the period covered by the 
claims sample, we observed that the five FIs had begun com- 
plying with the requirement. However, because of the in- 
conveniences involved to the patient, the large number of 
claims having to be returned, and the delay in processing, 
OCHAMPUS should, as discussed more fully in chapter 4, deter- 
mine whether signatures of spouses can be accepted. 
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ACCEPTABLE LEVELS OF CLAIM PROCESSING 
ACCURACY N? ESTABLISHED BYOCHAMPUS 

The original fixed-price contracts contained requirements 
that FIs process claims accurately and in accordance with DOD 
and OCHAMPUS regulations, policies, and instructions. How- 
ever, no standards for claim processing accuracy were estab- 
lished, and no method was devised for specifically measuring 
how accurately FIs were processing claims. A later version 
of the contract, which was not included in our review, con- 
tained essentially the same requirement, although it included 
a provision that FIs establish a quality assurance program 
to assure that clerical and other processing errors did not 
exceed 8 percent of the total claims processed. However, 
OCHAMPUS did not develop a method for measuring and verify- 
ing the error rate. 

OCHAMPUS selects a sample of claims before performing 
site reviews of FIs, but this sampling is not statistically 
representative and, therefore, does not provide a basis for 
determining an overall error rate. OCHAMPUS requires FIs to 
correct errors detected on the examined claims involving 
overpayments or underpayments, and an OCHAMPUS official in- 
formed us that the claims examination results are used to 
detect larger system problems. The onsite review reports, 
however, show little evidence that the claims examination 
influenced the scope of findings of the onsite review. 

For example, the claims examination corresponding to 
OCHAMPUS' October 1979 site visit at Blue Shield of California 
identified a number of claims processed without required non- 
availability statements. The site-visit report, however, 
contained no indication that any attempt had been made to 
identify the reason for the deficiency. In fact, this report 
(and the one for the previous review) stated that nonavail- 
ability statement requirements were being effectively enforced 
through an automated system. Had OCHAMPUS followed through 
on the claims examination results, it would have discovered 
that the FI employs only a manual system for screening claims 
for required nonavailability statements. 

The sample errors identified during OCHAMPUS' examina- 
tion indicated the need for greater internal control than 
provided by manual processing. Our claims examination also 
found that multiple history files were being generated for 
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some beneficiaries. This problem was also recognized in the 
site-visit report as a preliminary finding, but no corrective 
action was specified. The report also made no mention of 
problems disclosed by the claims audit related to cost-share 
computations and payment for noncovered services. 

Similar omissions were noted in recent OCHAMPUS reviews 
at other FIs. The claims examination corresponding to 
OCHAMPUS' June 1979 onsite review at the Hawaii Medical 
Service Association found a number of cases where the annual 
deductible requirement had been improperly applied. The 
site-visit report, however, dealt only superficially with 
the FI's system for enforcing the deductible requirement and 
included no investigation of why the errors were occurring. 

Also, a recent OCHAMPUS review of claims from Blue Cross 
of Southwestern Virginia disclosed that multiple history 
files were being created for certain beneficiaries. The FI 
was required to correct only the specific files reviewed. 
The site-visit report contained no evidence that any effort 
was made to identify and correct the system deficiency that 
permitted the problem to occur. 

The effectiveness of the claims examination is hampered 
because the review is performed totally at OCHAMPUS head- 
quarters, and OCHAMPUS staff therefore do not have access 
to all of the information maintained by the PI. We noted 
a number of cases in which questions raised on claims ~01111~ 
not be resolved because needed information, if it existed, 
would have been filed at the FI. 

OCHAMPUS expects to adopt a new contract in 1981, which 
will contain the following two standards for regular and 
adjustment claims: 

--The value of the payment errors shall not exceed 4 
percent of billed charges for each of the following 
types of claims: 

1. Basic program inpatient. 

2. Basic program outpatient. 

3. Program for the handicapped. 

4. Drugs. 
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--The line-item error rate shall not exceed 10 percent 
for all types of claims. 

OCHAMPUS intends to use statistical sampling to measure 
the payment and line-item error rates. 

While development of standards for claim processing 
accuracy and methodology for measuring accuracy are signifi- 
cant improvements, we believe the standards OCHAMPUS plans 
to adopt are too liberal. For example, although under the 
Medicare program contracts with FIs do not have a claim proc- 
essing standard, the average payment error rate is only about 
2-l/2 percent. Medicare costs for fiscal year 1980 are esti- 
mated over $30 billion as compared to less than $800 million 
for CHAMPUS. Also, although the Office of Personnel Manage- 
ment does not include such standards in its contracts with 
carriers for the Federal Employees Health Benefits (FEHB) pro- 
gram, some carriers have developed their own internal stand- 
ards. For example, a carrier for one of the two Government- 
wide plans, which has about 14 percent of the FEHB program 
enrollees, regards more than a l-percent error rate on amounts 
paid as unacceptable. Since billed charges, which is the 
basis for the OCHAMPUS error rate, are normally more than 
amounts paid, the carrier's error rate comparable to OCHAMPUS 
would be less than 1 percent. 

The carrier for the other Government-wide plan, which 
has about 54 percent of the FEHB enrollees, has a standard 
for all types of claim processing errors, including payment 
errors, of 3 percent. Further, there are differences in 
methods of payment between CHAMPUS and other carriers which 
indicate that CHAMPUS should have a more stringent payment 
standard than others. To illustrate, for hospital bills, 
which make up a major portion of program costs, Medicare 
pays on the basis of costs. Blue Cross, a major carrier for 
the FEHB program, has agreements with many hospitals to reim- 
burse them based on a given percentage of charges. CHAMPUS, 
however, normally reimburses hospitals on the basis of billed 
charges. Consequently, the same error rate when applied to 
a specific hospital bill would result in a greater payment 
error under CHAMPUS than under other programs. Accordingly, 
we believe a standard .for payment errors of about 2 percent 
of billed charges would be more appropriate and that this 
standard should be evaluated periodically and possibly made 
even lower as FIs become more proficient in processing 
CHAMPYS claims. 
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Often it cannot be determined definitely whether a pay- 
ment is in error, such as when other insurance is indicated 
and when treatment is unrelated to the diagnosis. In these 
cases, payments must be considered questionable. Also, other 
errors are made which may not be significant. For example, 
at Blue Shield of California, we counted 201 errors involving 
1,594 line items, or a line-item error rate of 12.6 percent. 
However, we found another 132 errors but did not count them 
since they either did not affect the payment or were not 
considered significant enough to be counted. Including these 
errors in the count would have brought the line-item error 
rate up to about 21 percent. 

Conclusions 

Although benefit costs constitute approximately 96 per- 
cent of total program costs, OCHAMPUS has no valid method 
for measuring whether FIs are processing benefit payments 
at an acceptable level of accuracy. The original fixed-fee 
contracts with FIs did not contain standards for claim proc- 
essing accuracy, and while more current contracts contain a 
standard, OCHAMPUS has not established methods for measuring 
how well FIs are meeting the standard. The claims examina- 
tion performed by OCHAMPUS is not used in determining a level 
of claim processing accuracy, and the claims examination re- 
sults are not fully integrated with the systems review in 
site visits. An OCHAMPUS draft of a new contract proposes 
new standards for accuracy of claim processing and a method 
for measuring accuracy. However, we believe the standards 

'proposed are too liberal in view of the standards used in 
other programs and because of the CHAMPUS practice of reim- 
bursing hospitals for billed charges. 

As indicated in our foregoing conclusions, the Congress 
in one instance, and DOD in several others, need to take 
specific actions to correct the numerous problems we identi- 
fied concerning the processing of CHAMPUS claims. 

RECOMMENDATION TO THE CONGRESS 

To (1) prevent financial gain by beneficiaries as a 
result of double health insurance coverage, (2) reduce 
CHAMPUS program costs, and (3') administer the program con- 
sistently for al181~~categories of beneficiaries, we recommend 
that the Gongred& enact legislation requiring that no bene- 
fits be payable for dependents of active-duty members when 
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the benefit claimed is payable under another insurance plan, 
obtained by employment or law, in which the beneficiary is 
covered. 

RECOMMENDATIONS TO THE 
SECRETARY OF DEFENSE 

We recommend that the Secretary: 
I 

-y!Establish standards for accuracy of claim processing 
and benefit administration, and that the standard for 
payment errors be about 2 percent of billed charges, 
rather than 4 percent as proposed by OCHAMPUS. This 
standard should be evaluated periodically and adjusted 
downward as fiscal intermediaries become more profi- 
cient in processing CHAMPUS claims. 

1 --Fully integrate the claims examination function with 
system reviews in performing OCHAMPUS visits to FIs' 
sites in order to achieve optimum benefits from this 
function. 

a/--Require FIs to adopt OCHAMPUS contract requirements 
within specified time limits and follow up on these 
requirements to assure they have been implemented and 
are being administered uniformly. 

,j 
-rImprove specific program areas of claim processing and 

benefit administration by: 

1. 

2. 

3. 

4. 

Discontinuing the use of old claim forms and 
adopting new forms that contain clear instructions 
on supplying information on other insurance in 
which beneficiaries are enrolled. 

Requiring FIs to adopt procedures that result in 
investigating claims where other insurance has 
made payments in the past. 

Issuing clarifying instructions to FIs on cases 
requiring further development because of possible 
third-party liability, automobile insurance, or 
workmen's compensation+ 

Requiring that FIs submit for OCHAMPUS approval 
their procedures and system description for as- 
suring that nonavailability statements are ob- 
tained as required. 

40 



5. Issuing guidelines requiring confirmation of eligi- 
bility of dependents without identification cards 
when their last names are different from that of 
service members. 

DOD AND FISCAL INTERMEDIARY 
COMMENTS AND OUR EVALUATION 

In commenting on our draft report (see apps. I to VI), 
DOD and the five FIs reviewed generally agreed with our 
findings concerning paid claims. DOD also agreed with most 
of our recommendations, and both it and the FIs have taken 
action to correct many of the problems discussed. 

However, DOD disagreed with our recommendation to the 
Congress. DOD stated that regulations already require coordi- 
nation of benefits for all beneficiaries and that, although 
active-duty dependent claims indicating other insurance, un- 
like other claims, are paid without first requiring complete 
coordination of benefits, no benefit dollars are lost since 
any overpayments are required to be recouped. DOD stated 
that its policy of paying active-duty dependents' claims 
without first requiring that benefits be coordinated with 
other insurance is in force because CHAMPUS is to provide 
active-duty dependents a substitute for the direct care 
system where necessary. Therefore, initial payments by 
CHAMPUS are intended to reduce the financial hardship that 
could occur if payment were delayed while CHAMPUS and other 
insurance benefits are coordinated. 

We believe CHAMPUS has, for a long time, incurred un- 
necessary costs because of the lack of a clear mandate to 
apply other insurance benefits of active-duty dependents 
before paying CHAMPUS benefits. Since it is becoming more 
common for both spouses in households to be employed, we 
believe the problem is increasing. 

We recognize that an administrative requirement exists 
for dependents of active members to report other insurance. 
Until January 1977, the requirement for active-duty dependents 
to report other insurance did not exist. When DOD made the 
change in policy, it was ne.ver widely publicized to the bene- 
ficiary population, and no effective means of obtaining other 
insurance information was developed. Rather, FIs were in- 
structed not to seek other insurance information from active- 
duty members' dependents unless the claimants specifically 
indicated that other insurance might be payable. Since then, 
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DOD has done little to assure that CHAMPUS is not paying for 
services to active-duty members' dependents which should be 
paid by other insurance. 

DOD's apparent lack of commitment to require dependents 
of active-duty members to report other insurance was also 
evident at the FI level. As discussed on pages 17 and 18, 
one FI was found not to have any procedures for coordinating 
benefits of active-duty dependents reporting other insurance, 
while other FIs did not always follow up to recoup moneys 
when other insurance made payments after CHAMPUS had paid the 
claims. 

We believe that the Congress, by enacting the legisla- 
tive requirements we recommend, can indicate its concern for 
controlling CHAMPUS costs and assure that all CHAMPUS benefi- 
ciaries are treated consistently and fairly insofar as coor- 
dination of benefits is concerned. We also believe that, 
without such a legislative requirement, FIs' handling of 
coordination of benefits for dependents of active-duty 
members will remain as we found it-- inconsistent and sporadic. 

Concerning our recommendation that guidelines be issued 
requiring confirmation of eligibility of dependents without 
identification cards when their last names are different from 
that of service members, DOD stated that determining eligi- 
bility for CHAMPUS benefits is the responsibility of the 
uniformed services. It added that the Director, OCHAMPUS, 
may request a review of eligibility should a question arise 
as to entitlement to CHAMPUS benefits. 

We agree that the uniformed services are responsible 
for making the initial eligibility determination, but believe 
that OCHAMPUS and its FIs are responsible for assuring that 
adequate controls are implemented to avoid abuse of CHAMPUS. 
In the absence of an enrollment system, the opportunities for 
abuse are increased. This is particularly true in instances 
involving persons with last names different from sponsors'. 
In cases of children under age 10 with last names different 
from that of the sponsor., the uniformed services, under pre- 
sent procedures, have not made eligibility determinations. 
We believe adopting a procedure to provide some positive 
proof of eligibility for persons without identification cards 
when last names are different from that of sponsors would 
help p>event abuse of CHAMPUS and would not greatly incon- 
venience beneficiaries. This procedure would be necessary 
only until DOD's newly developed enrollment system is com- 
pletely implemented. 
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CHAPTER 3 

SYSTEMS FOR CONTROLLING 

BENEFIT COSTS NEED TO BE IMPROVED 

To accurately administer program benefits and to protect 
and control program funds, FIs need to establish more effec- 
tive systems to support claim processing functions. Some FIs 
had not established adequate systems for 

--utilization and peer review in accordance with con- 
tracts or OCHAMPUS requirements, 

--evaluating medical necessity of services, and 

--identifying claims requiring rejection. 

FIs' systems for determining the reasonableness of provider 
charges were established generally in accordance with CHAMPUS 
requirements. 

UTILIZATION AND PEER REVIEW SYSTEMS 
NOT IMPLEMENTED AS REQUIRED 

The systems and procedures established by some FIs for 
utilization and peer review were usually not meeting con- 
tractual or OCHAMPUS requirements. Specifically, 

--excessive delays had occurred in establishing post- 
payment review systems, 

--needed prepayment screens had not been established, 

--written procedures and guidelines for performing 
utilization and peer reviews were sometimes lacking, 

--documentation was lacking on cases referred for utili- 
zation and peer reviews, and 

--utilization reviews of psychiatric claims were not 
made at required intervals, and some reviews made 
appeared to be of questionable value. 
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Utilization review involves monitoring or controlling 
health care benefits to (1) identify possible cases of fraud 
or abuse by beneficiaries or providers and (2) ensure high 
quality and medically necessary care at a reasonable price. 
FIs are expected to have two types of utilization review. 
The first involves a prepayment check of claims against pre- 
determined screens and a manual review of claims that exceed 
the screen limits to detect misutilization. The second type 
is postpayment utilization review, usually by medically 
trained personnel, to identify cases of program misutiliza- 
tion and to identify necessary corrective action. 

Questionable claims not resolved during utilization 
review and certain other claims proceed to peer review. In 
this process, peers of providers usually determine if serv- 
ices conform to generally accepted standards. FIs we reviewed 
used either in-house professional staff or had arrangements 
with local medical societies or individual practitioners to 
perform peer review. 

Each FI is authorized to develop its own methods and 
procedures for meeting CHAMPUS utilization and peer review 
requirements. 

Delays in establishing postpayment 
utilization review systems 

Excessive delays have occurred in establishing post- 
payment utilization review systems. The systems described 
in the contract technical proposals of three FIs we reviewed 
had not become fully operational almost 2 years after their 
contracts were awarded. Another FI's system had just become 
operational, 23 months after award of the contract. Only 
Hawaii Medical Service Association had promptly established 
its system. 

The postpayment utilization review system described in 
Blue Shield of California's technical proposal for its con- 
tract covering the Southwestern States was not fully opera- 
tional in December 1979, about 23 months after the effective 
date of the contract. Only a few reports from the system 
described in the technical proposal were being generated, 
and these were still in a testing stage. A Blue Shield offi- 
cial informed us that, because 1 year's claim data history 
was needed before the system could become operational, no 
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contractual obligation existed until May 1979. The FL's 
technical proposal did not indicate that the system was 
still being developed; instead, it stated that the system 
had been developed building upon many years of claim proc- 
essing experience by Blue Shield in all lines of business. 

Since its system described in the technical proposal 
was not operational, Blue Shield of California performed its 
postpayment utilization reviews by analyzing two computer- 
generated reports --one covering quarterly earnings of CHAMPUS 
providers and the other comparing providers' delivery and 
billing patterns. Two full-time employees were finally hired 
to handle the task in June 1979. As of September 1979, no 
funds had been recovered as a result of postpayment utiliza- 
tion review. The system had identified only a few providers 
whose claims were to be screened on a postpayment basis. 

The OCHAMPUS contract performance evaluation team had 
reported in September 1978 that no postpayment utilization 
review system was in effect and requested a status report 
on total system implementation. The Blue Shield response 
stated that full implementation was scheduled for August 1979. 
This timetable, however, was not achieved. 

Mutual of Omaha was designing and implementing its 
formal postpayment utilization review. In the meantime, post- 
payment utilization review was primarily a manual function. 
The OCHAMPUS contract performance evaluation team reported 
in September 1978 and again in October 1979 that Mutual of 
Omaha had not implemented the system described in its tech- 
nical proposal. 

The automated postpayment utilization review system de- 
scribed by Wisconsin Physicians Service in its technical pro- 
posal, which became part of a contract effective February 13, 
1978, was also not operational. Reasons given by Wisconsin 
Physicians Service officials for the delays included higher 
priorities given to other recommendations by OCHAMPUS, special 
one-time demands on the computer system, computer downtime, 
and personnel shortages. 

Blue Cross of Southwestern Virginia's technical proposal 
for its contract effective August 1, 1977, provided for an 
automated system to accumulate data and identify, analyze, 
and document deviant practices of providers. However, in late 
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May 1979, almost 2 years after the effective date of the 
contract, the OCHAMPUS contract performance evaluation team 
found the system was not operational. Later, Blue Cross 
reported to OCHAMPUS that the system had been implemented, 
and the first reports were run in July 1979. At the time of 
our review, it was still too early to tell if the system was 
effective. Only one case had been developed and sent to peer 
review in the first half of 1979, with no disposition rendered 
on the case by early October 1979. 

Prepayment utilization 
review needs to be imoroved 

Several of the Fls reviewed need to improve systems and 
procedures for prepayment utilization review. With more 
effective prepayment screens, the errors involving payments 
for excluded services (discussed in ch. 2) would be minimized. 
Although they were not required under the contracts we re- 
viewed, we evaluated FIs' systems for prepayment review. It 
is anticipated that the contracts to be awarded beginning in 
early 1981 will require that the claim processing system have 
automated prepayment edits for CHAMPUS benefits and exclu- 
sions. Currently, OCHAMPUS has not developed specific re- 
quirements for such a system, but rather identified desirable 
characteristics for it. 

Blue Shield of California had implementd only one of the 
desirable characteristics identified by OCHAMPUS for a pre- 
payment utilization review system. Among system character- 
istics not in effect were automated screens to identify 
claims of individuals who exceeded normal utilization patterns 
and to determine consistency between diagnosis and treatment 
procedures. Also, Blue Shield had no screens to identify 
irrational use or abuse of drugs. Two of our sample claims 
from Blue Shield of California were paid without question 
although possible drug abuse was indicated. Blue Shield had 
48 medical policy edits operational and was testing 79 others. 

Wisconsin Physicians Service had not implemented all of 
the automated prepayment utilization reviews described in its 
contract technical proposal. In some cases, however, auto- 
mated screens described.in.the technical proposal were being 
satisfied by manual review. Wisconsin Physicians Service 
officials informed us that OCHAMPUS, as a result of a contract 
performance evaluation'review in November 1979, requested 
compliance with the automated prepayment screens described in 
the technical proposal. 
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Prepayment screening guidelines provided to Hawaii 
Medical Service Association claims examiners did not cover 
many areas of the CHAMPUS benefit structure. This discre- 
pancy was also reported by the OCHAMPUS contract performance 
evaluation group after a June 1979 review. Prepayment screen- 
ing by this FI is almost totally manual. The system depends 
on the alertness of claims examiners during the regular claim 
processing. 

Documentation lacking to fully evaluate 
utilization and peer review efforts 

Several FIs we reviewed did not have documentation avail- 
able that would allow us to fully evaluate the effectiveness 
of systems for utilization and peer review. OCHAMPUS requires 
such documentation, including such information as the nature 
of the illness or injury, any complications, the provider's 
name, the reviewer's findings, and any additional review of 
the claims. 

The following example illustrates the problems encoun- 
tered in evaluating the effectiveness of utilization and peer 
review. From a record showing cases referred to peer review, 
we selected 21 of 83 cases referred to Wisconsin Physicians 
Service medical advisers in 1978. The PI's staff could locate 
only seven of the case files, and these did not indicate the 
scope or nature of the advisers' review. Wisconsin Physicians 
Service revised its records in 1979 to include more informa- 
tion, but again a review of a number of cases did not show 
the level of review effort. 

Psychiatric reviews not made 
at required intervals 

An effective system for evaluating psychiatric services 
provided beneficiaries is particularly important under CHAMPUS 
because of the liberal program benefits and the history of 
abuses of these benefits under the program. Benefit payments 
for individual beneficiaries can amount to many thousands 
of dollars because there is no limit on the total amount 
that can be paid for a patient. 

As discussed in chapter 2, only one of the five FIs we 
reviewed was regularly performing utilization or peer review 
of psychiatric outpatient visits at the required 8th, 24th, 
and 60th outpatient session intervals. Mutual of Omaha 
reviewed cases when 24 outpatient sessions were reached: 
automatic approval without review was granted until then. 
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Blue Shield of California was reviewing cases at only the 
60th session: it decided that the volume of claims was too 
great to perform the reviews at the 8th and 24th sessions. 
The systems of Blua Cross of Southwestern Virginia and 
Wisconsin Physicians Service were set up to review claims 
at the 8th, 24th, and 60th sessions, but these reviews were 
not always being made. 

OCHAMPUS has contracted with the American Psychiatric 
Association and American Psychological Association for peer 
review of mental health services. OCHAMPUS intends to phase 
in these reviews gradually. The portion implemented, as of 
the end of 1979, involves peer review by the American Psy- 
chiatric Association of claims for continuous inpatient 
hospital psychiatric care of 180 or more days. Eventually 
these reviews will extend to outpatient mental health serv- 
ices. The project coordinator at one FI stated that the 
quality of the reviews made so far was excellent. The only 
problem this person identified was the need for more re- 
viewers in some States and more reviewers specializing in 
child and adolescent cases. 

Conclusions 

Utilization and peer review systems adopted by some FIs 
did not meet contract or OCHAMPUS requirements. Excessive 
delays have been experienced in establishing postpayment 
utilization review, and needed prepayment utilization review 
screens have not been implemented. In addition, reviews 
of psychiatric cases at intervals specified by OCHAMPUS 
were rarely made. The effectiveness of utilization and 
peer review was difficult to assess because guidelines on 
conducting such reviews were not always prepared and cases 
reviewed were not documented as required. The OCHAMPUS con- 
tract performance evaluation team disclosed many of these 
deficiencies in its site visits, but Fls have been slow to 
make improvements. OCHAMPUS needs to establish timetables 
for implementing required systems and procedures to assess 
penalties when they are not met. 

LITTLE EFFORT MADE TO 
DETERMINE MEDICAL NECESSITY 

OCHAMPUS has not given FIs adequate guidance on how to 
detect medically unnecessary services included under the 
CHAMPUS regulation. FIs have also done little on their own 
to develop criteria or screening for these noncovered serv- 
ices. As a result, the medical necessity requirement has 
been largely ignored in processing claims for payment. 
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The CHAMPUS regulation specifically excludes from 
coverage: 

--Services and supplies that are not medically necessary 
for the diagnosis and/or treatment of a covered ill- 
ness or injury. 

--X-ray, laboratory, and pathological services and 
machine diagnostic tests that are not related to a 
specific illness or injury or a definitive set of 
symptoms. 

--Services and supplies connected with an inpatient 
admission primarily intended to perform diagnostic 
tests, examinations, and procedures that could have 
been and routinely are performed on an outpatient 
basis. (The cost of the diagnostic procedures, if 
determined to be medically necessary, are covered to 
the extent of outpatient cost-sharing limitations.) 

Because of increased administrative costs involved, FIs 
have little incentive to develop and administer medical neces- 
sity guidelines and to practice cost containment measures: 
and the FIs we reviewed placed little emphasis on enforcing 
medical necessity restrictions. Comprehensive criteria for 
applying the restrictions had not been developed, and claims 
examiners did little to attempt to identify medically un- 
necessary services. Computer screens for determining medical 
necessity were limited. 

Several practices followed at one or more FIs precluded 
effective review of claims for medical necessity and cost 
containment, including: 

--Acceptance of hospital claims without itemized hospital 
statements, thereby precluding review for medical 
necessity. 

--Lack of review of hospital itemized billings when 
they were provided. 

--Payment of claims amounting to $50 or less without 
diagnosis or with an improper diagnosis. 

--Lack of screening of hospital lengths of stay for 
possible excessive stays. 
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--Using admittedly diluted medical necessity guidelines 
from commercial and government programs. 

--Not verifying hospital room rates. 

To determine if payment for medically unnecessary serv- 
ices was being made under CHAMPUS, we applied cost contain- 
ment guidelines developed under the Service Benefit Plan of 
the FEHB program for determining medical necessity. 

Our review of the sample claims selected in connection 
with the review of claim processing accuracy showed claims 
paid although services did not appear medically necessary, 
treatment did not appear related to-the diagnosis, and hos- 
pital admissions appeared to be for diagnostic reasons. 

Following are examples of claims paid by FIs that should 
have been questioned if medical necessity criteria had been 
strictly applied: 

--A hospital claim for an emergency admission with a 
diagnosis of a superficial laceration of the left 
knee contained questionable charges for chest X-rays. 

--A hospital claim for a 3-day stay contained the diag- 
nosis of recurrent abdominal pain and acute cholecy- 
stitis suspected. This appeared to be a diagnostic 
admission since no surgery was performed and charges 
were primarily for X-rays and laboratory tests. 

--A drug claim containing allergy medicines had a 
diagnosis of hypertension and thyroid condition. 

--A physician's bill with a diagnosis of early Parkin- 
son's disease, diabetes, and hypothyroidism did not 
contain the services normally related to these diag- 
noses but appeared more related to a physical examina- 
tion (a noncovered service). Charges of $128 included 
those for an electrocardiogram, chest X-rays, pulmonary 
function test, sedimentation rate, and blood test. 

--A claim for $273.7.5 was paid without a diagnosis being 
given by the provider. The claims examiner assigned 
a code that indicated an unspecified diagnosis. 
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A detailed examination of sample claims from one FI 
showed 29 claims that were not questioned although (1) no 
diagnosis was given, (2) the diagnosis given did not relate 
to the services on the claim, or (3) the claims examiner as- 
signed an inappropriate diagnosis in claim processing. This 
FI had a policy of paying claims of $50 or less without re- 
turning claims that do not contain a diagnosis. However, 
claims lacking a diagnosis with charges over $50 were also 
paid. 

Several FIs did no screening for diagnostic admissions, 
even though one FI had stated in its contract technical pro- 
posal that all claims for hospital stays of 3 days or less 
would be suspended for examination as possible diagnostic 
admissions. 

Confusion appeared to exist over the need for itemized 
hospital statements. Although the CEWMPUS regulation states 
that itemized statements are required, one FI had received 
oral authority and another FI written authority from an 
OCHAMPUS operating division waiving the requirement. Of the 
five FIs reviewed, three did not require hospital itemized 
charges, one required them only when specific categories of 
ancillary charges exceeded established dollar amounts, and 
one required them in all cases except where hospitals did 
not itemize statements but billed on a per-diem basis. 

According to an OCHAMPUS official responsible for policy, 
the OCHAMPUS operating division should not Y&ave waived the 
requirement, and FIs should be allowed to use discretion in 
requiring itemized statements. The official said, however, 
that as a minimum, itemized statements should be required 
when X-ray, laboratory, and other ancillary charges appear 
high in relation to the diagnosis. 

Only two of the five FIs applied guidelines for review- 
ing the reasonableness of hospital lengths of stay. One FI 
stated in its contract technical proposal that all inpatient 
claims would be reviewed for lengths of stay, but this was 
not being done. 

One FI was paying hospital room rates billed without any 
verification that these rates were the same as those charged 
the public. In its contract technical proposal, the FI had 
stated that hospital room rates would be obtained annually 
and that a rate not on file would be suspended. FI officials 
stated that requests for room rates had recently been sent 
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but the response from hospitals had been poor. In a special 
test run by the FI of an automated hospital room rate screen, 
428 of 1,539 hospital claims had been rejected because no 
room rate was on file. However, another 216 claims were 
reduced a total of $62,000 by reference rates that were on 
file. 

In addition, FIs have no means of verifying charges of 
residential treatment centers for children and adolescents. 
Although OCHAMPUS enters into participation agreements with 
these facilities which require that rates charged CHAMPUS 
be no higher than the most favorable rate charged any other 
patients, a specific rate is not agreed upon and FIs are not 
notified of the public rate. As a result, FIs accept claims 
from residential treatment centers without knowing whether 
these are amounts charged the public. 

Officials of several FIs told us that returning claims 
for diagnosis or other information needed to review medical 
necessity creates ill will and discourages provider partici- 
pation. Also, we were told the administrative costs involved 
may exceed any savings realized. Several FIs questioned 
whether OCHAMPUS wanted claims to be reviewed strictly for 
medical necessity. One FI official cited the waiving of 
the hospital itemized statement requirement as an indication 
of the intent not to strictly enforce medical necessity. 

Conclusions 

Although CHAMPUS specifically limits payment for only 
medically necessary services, OCHAMPUS and the FIs have done 
little to implement means of identifying unnecessary services. 
FIs followed practices that precluded effective review of 
claims for medical necessity. OCHAMPUS should require screen- 
ing for medical necessity and practicing effective cost con- 
tainment techniques. Guidelines for identifying unnecessary 
medical services should be provided to FIs, and FIs' efforts 
in reviewing for medical necessity should be monitored. 

CLAIMS REQUIRING REJECTION 
NOT ALWAYS IDENTIFIED 

Claims are required to be rejected for various reasons, 
such as when 

--the claims contain services that duplicate those 
previously paid, 
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--the services provided are not covered CHAMPUS benefits, 

--the claims are filed without a required nonavailability 
statement, 

--a problem exists with eligibility information, or 

--the claims are filed after the deadline. 

In September 1979, the nine current FIs rejected 26,287 claims, 
or about 10.6 percent of the more than 248,000 claims proc- 
essed that month. FIs have not, however, developed systems 
that adequately identify all claims that should be rejected. 

To test the adequacy of the FIs' claim rejection systems, 
we randomly selected claims for one portion of an inpatient 
stay that were rejected. We determined whether the systems 
properly identified and rejected other claims for the same 
inpatient episode. For example, if the rejected claim in 
the sample was for a hospital visit, physician and other 
related claims were examined to determine if they also were 
properly rejected. 

We reviewed 255 claims rejected by the five FIs. Claims 
corresponding to 74 sampled claims required rejection. The 
FIs properly rejected claims in 55 of the 74 cases, but in 
19 cases (or 26 percent) the corresponding claims were paid, 
resulting in improper payment of $13,658. 

The following table shows the results of our sample. 

FI - 

Blue Shield of 
California 

Blue Cross of 
Sauthwestern 
Virginia 

Mutual of Omaha 
Wisconsin 

Physicians 
Service 

Hawaii Medical 
Service 
Association 

Total -- 

50 

50 9 
52 20 

53 

50 -.- 

255 -- -. 

Claims in sample 
With correspondinq 

With corresponding 
claims requiring 

rejection 

6 

11 

28 
74 ZzE 

53 

claims requiring- 
rejection but 
not rejected - 

5 

3 
5 

4 

2 -.._ 

19 ZlIl 

Amount 
overpaid 

on cor- 
responding 

claims -~ 

$ 3,369 

1,126 
3,684 

2,241 

3,238 

$13,658 



Following are examples of corresponding claims that 
should have been rejected: 

--A physician's claim for reversal of a vasectomy was 
properly rejected as an excluded service. The corres- 
ponding hospital claim of $934 for this service was 
paid. 

--A physician's claim was rejected because the patient 
was eligible for Medicare, but the hospital claim of 
$675 for the same inpatient stay was paid. 

--A hospital claim was properly rejected because it was 
not accompanied by a required nonavailability state- 
ment. The corresponding surgeon, assistant surgeon, 
and anesthesiologist were paid $657, $187, and $168, 
respectively, although they also lacked nonavail- 
ability statements. 

--Both the hospital and physician claims were rejected 
for a plastic surgery procedure that is not a covered 
benefit. However, the anesthesia and laboratory claims 
of $147 were paid. 

Our sample of 50 claims at one FI also included 5 that 
were improperly rejected. These claims should have been paid 
but were rejected because of claims examiners" errors. 

Conclusions ---_--- 

FIs' systems for identifying claims requiring rejection 
are not totally effective. Tests of claims showed a serious 
problem-- claims that should be rejected are not being identi- 
fied and are being processed through to payment. Our limited 
tests indicate that costs are being incurred unnecessarily 
because of these inadequacies in the FIs' systems. OCHAMPUS 
needs to increase its monitoring in this area and assure that 
these systems function more effectively. 

REASONABLE CHARGE SYSTEMS 
FUNCTIONING FAIRLY EFFECTIVELY -- 

FIs we reviewed had'generally followed UCHAMPUS direc- 
tives in establishing reasonable charge systems. In addition, 
tests made of selected reasonable charge levels established 
under these systems showed the amounts to be accurately 
computed. While the low level at which reasonable charges 
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are established is a common complaint about the program, the 
problem is not caused by FIs' failure to follow prescribed 
procedures in establishing reasonable charges or their com- 
putation of reasonable charges. 

OCHAMPUS is allowing providers to be reimbursed for 
billed charges when CHAMPUS payments are combined with other 
insurance payments rather than limiting the combined amount 
to reasonable charges. We recommended in 1971 that the com- 
bined other insurance and CHAMPUS payment be limited to 
reasonable charges, 1/ but OCHAMPUS has not adopted this 
recommendation. Our--review showed that the five FIs paid 
out substantial additional amounts during a 2-month period 
because the combined amounts were not limited to reasonable 
charges. 

Reasonable charge systems established 
in accordance with OCHAMPUS guidelines 

The reasonable charge concept is used to determine the 
level of payment for physicians, medical groups, independent 
laboratories, and other professional providers. The reason- 
able charge is the lowest of the billed, customary, or pre- 
vailing charge. The reasonable charge concept used under 
CHAMPUS for paying physicians and other professional pro- 
viders contrasts with the method of paying hospitals at 
billed charges. 

Payment on the basis of reasonable charges is a common 
method of reimbursing professional providers and is used 
under federally assisted medical programs (such as Medicare) 
as well as private medical insurance. The level of reason- 
able charges is important to the Government, beneficiaries, 
and providers since it directly affects total program costs, 
beneficiaries' satisfaction with the program, and providers‘ 
willingness to participate. Participation means providers 
agree to accept the reasonable charge determined amounts as 
payment in full for services. When providers do not partici- 
pate, beneficiaries are responsible for differences between 
billed amounts and reasonable charges in addition to legal 
cost-sharing amounts. A 1978 analysis showed the CHAMPUS 
participation rate on outpa‘tient claims had dropped to 
51 percent compared to 57 percent during the 12 months ended 

&/See note, page 14. 
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December 1975. A common complaint received by FIs is that 
the reasonable charge levels are too low. 

Our review of reasonable charge systems of four of the 
five E'Is showed that t'he methodology required by OCHAMPUS 
directives had been followed in establishing reasonable 
charge levels. Our tests of selected customary and prevail- 
ing fees showed them to be computed correctly. One FI had 
not established its own reasonable charges but had accepted 
the customary and prevailing charges provided by the Medicare 
paying agent. 

An analysis of professional and other nonhospital claims 
in our statistical sample of claims of the five FIs showed 
that the amount billed exceeded the amount allowed by the 
following average percentages: 

FI - 

Average percentage by 
which amount billed 

exceeded amount 
allowed (note a) 

Blue Shield of California 
Blue Cross of Southwestern 

Virginia 
Mutual of Omaha 
Wisconsin Physicians Service 
Hawaii Medical Service Association 

27.1 

19.3 
25.4 
24.3 
30.8 

a/The claims in our sample were processed before conversion - 
to the 80th percentile of customary charges. (See below.) 

In October 1978, the Congress, to grant some relief to 
beneficiaries from the low level of reasonable charges, 
passed Public Law 95-457, which increased the prevailing 
charge from the 75th to the 80th percentile of customary 
charges. This increase resulted in FIs paying slightly more 
of billed charges on some claims. However, 
sicians continued to increase their charges, 

because (1) phy- 
(2) the customary 

charge was established as the physician's median charge, and 
(3) customary prevailing fees were computed based on charges 
that are 6 to 18 months old at the beginning of the period 
in which they are applied, reasonable charges will continue 
to lag considerably behind billed charges under the present 
methodology for computing reasonable charges. An OCHAMPUS 
official believed that physicians often increase their level 
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of charges over what they expect to receive currently in 
order to build a base for later computation of higher cus- 
tomary and prevailing charges. 

Late updating of reasonable 
charges caused by delays in 
receipt of Medicare charge data 

Reasonable charges are to be updated by July 1 of each 
year using charge data from the previous calendar year. 
Medicare charge data as well as CHAMPUS charges are to be 
used in this update. Charge data can also be used from other 
programs paying on the basis of reasonable charges, such as 
the FI's private insurance business or the FEHB program. 

FIs relying on Medicare charge data have been unable to 
update reasonable charges by the required July 1 date because 
Medicare data are received late from Medicare paying agents 
and because it takes time to correct and convert the data 
for use on CHAMPUS FI systems. 

Blue Cross of Southwestern Virginia completed the re- 
quired July 1, 1979, update for the District of Columbia on 
September 11, 1979. The charge data from the Medicare paying 
agent were not received until July 24. 

Wisconsin Physicians Service completed the required 
July 1978 and July 1979 updates in September of those years. 
An official of the FI cited slow response by Medicare paying 
agents and problems with the fee data provided as reasons 
for the delayed update. 

Blue Shield of California, under its CHAMPUS contract 
for California, Arizona, New Mexico, and Nevada, has been 
able to meet the July 1 deadline only for California. The 
other three States were updated by August 15, although not 
always based on Medicare data from each State. A Blue Shield 
official said that, to meet the July 1 update, Medicare pro- 
viders' lists must be received by April 30 and charge data 
by May 15 because of the many edit conversions needed to get 
the data in usable form. 

Two FIs reviewed met the July 1 date for updating 
charges, but as discussed below, these FIs did not use the 
required Medicare data in establishing reasonable charges. 
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Reasonable charges determined 
without Medicare charge data 

OCHAMPUS has granted Mutual of Omaha and Hawaii Medical 
Service Association exceptions from the requirement to use 
Medicare data in computing reasonable charges without grant- 
ing similar exceptions to the other FIs reviewed. OCHAMPUS 
granted these exclusions without determining their effect 
on the level of reasonable charges. 

Mutual of Omaha employs the methodology.required by 
CHAMPUS in establishing reasonable charges but uses only 
CHAMPUS in computing reasonable charges. Hawaii Medical 
Service Association includes the private business charges of 
all providers for whose services it has made payment in its 
computations. 

Including Medicare data in establishing customary and 
prevailing charges is a costly, time-consuming process. If 
Medicare data are important in building valid customary and 
prevailing charges, OCHAMPUS should not grant exemptions from 
the requirement. If Medicare data are not important and valid 
data bases can be established from CHAMPUS data alone or other 
sources, OCHAMPUS should consider eliminating the requirement 
to use Medicare data. OCHAMPUS should not make concessions 
to some FIs and not others. 

OCHAMPUS study of reasonable charges 

OCHAMPUS has recently made a study of alternative ways 
of establishing reasonable charges in order to lessen the 
hardship on beneficiaries. An alternative recommended in the 
study would increase amounts allowed-. While such an increase 
would lessen the hardship on beneficiaries and increase pro- 
gram satisfaction, the increased costs to the Government must 
also be carefully considered. OCHAMPUS, in contrast to Medi- 
care, already pays at the 80th percentile and does not limit 
increases in prevailing charges by an economic index. 

CHAMPUS payments when combined 
with other insurance not ---- 
limited to reasonable charges -- 

Even though CHAMPUS has adopted the reasonable charge 
concept, it does not limit the CHAMPUS payment when combined 
with other insurance payments to reasonable charges. The 
result is that physicians and other professional providers 
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receive billed charges when CHAMPUS payments are combined with 
other insurance payments. Under what is known as the "last- 
pay concept,' CHAMPUS will pay charges not paid for by other 
insurance up to the amount it would have paid had there been 
no other insurance. In a July 1971 report, we recommended 
that CHAMPUS payments to physicians, when combined with other 
insurance payments, be limited to the reasonable charges for 
the services rendered. OCHAMPUS has still not adopted this 
recommendation. OCHAMPUS officials told us that they were 
reluctant to adopt our recommendation because it is health 
insurance industry practice to not limit payment, when 
combined with other insurance, to reasonable charges. 

Projection of our statistical sample of claims during a 
2-month period shows that the five FIs paid between $103,100 
and $317,400 in additional costs because CHAMPUS payments to 
professional providers, when combined with other insurance, 
were not limited to reasonable charges. For example, on one 
of the sample claims, a physician billed $506 for services 
provided a beneficiary. Other insurance paid $363.20 for the 
services, and CHAMPUS paid the remaining $142.80. Reasonable 
charges as determined by the FI for these services were 
$371.00. If CHAMPUS had limited payment, when combined with 
the other insurance payment, to the reasonable charges, it 
would have paid only $7.80, or $135.00 less than it paid. 

The FEHB program's Service Benefit Plan, after which the 
Congress intended CHAMPUS to be patterned, also pays on the 
basis of reasonable charges, and it does limit its payment, 
when combined with other insurance, to reasonable charges. 

Conclusions 

FIs' systems for applying reasonable charges were found 
to be established in accordance with CHAMPUS directives. FIs 
had followed the correct methodology in establishing customary 
and prevailing charges, and our tests of the reasonable charge 
level computations showed them to be accurate. Application 
of reasonable charges, however, was resulting in significant 
reductions of billed charges because of (1) the way reason- 
able charges are established and (2) late updatings of reason- 
able charges. When physicians do not participate in the pro- 
gram, beneficiaries must pay the difference between billed 
and reasonable charges. CHAMPUS previously paid prevailing 
charges at the 75th percentile of customary charges, but the 
Congress recently passed legislation to increase prevailing 
charges to the 80th percentile. Preliminary indications show 
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that this has not greatly increased the level of payment. 
OCHAMPUS has been studying alternate methods of computing 
reasonable charges in an effort to lessen payments by bene- 
ficiaries. 

FIs could not meet the CHAMPUS deadline for updating rea- 
sonable charges because of the late receipt of required Medi- 
care charge data and the time required to convert these data 
for CHAMPUS. OCHAMPUS granted exemptions from using the Medi- 
care data to two FIs reviewed without determining the effect 
these exceptions had on the level of reasonable charges. 

OCHAMPUS also had not adopted a recommendation we made in 
1971 that would result in program savings. This recommenda- 
tion would limit the amount of CHAMPUS payments, when combined 
with other insurance payments, to the reasonable charges. 

RECOMMENDATIONS TO THE 
SECRETARY OF DEFENSE 

As indicated in our conclusions concerning individual 
aspects of FIs' claim processing systems, OCHAMPUS does not 
have the necessary assurance that program funds are expended 
only for covered services that are medically necessary, of 
high quality, and free from fraud and abuse. To provide 
such assurances, we recommend that the Secretary: 

--Require OCHAMPUS to closely monitor FIs' implementa- 
tion of utilization and peer review systems and to 
assess penalties when systems required either by the 
contract or by OCHAMPUS regulations are not imple- 
mented within specified time periods. 

--Require OCHAMPUS to give FIs guidelines for reviewing 
claims for medical necessity and monitor the implemen- 
tation of these guidelines. 

'--Require OCHAMPUS to develop methods for testing whether 
FI systems are appropriately identifying claims requir- 
ing rejection and to more closely review FI systems 
for rejecting claims. 

,: 
'--Obtain more uniform administration of reasonable 

charges by requiring all FIs to use similar charge 
data in establishing reasonable charges. 

--Adopt our 1971 recommendation to limit CHAMPUS pay- 
ments, when combined with other insurance, toN8,reason- 
able charges. 
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DOD AND FISCAL PNTERMEDIAKY .-------- 
COMMENTS AND OUR EVALUATION _-..-.w._- 

DOD and the five FIs agreed with our recommendations 
(see apps. I to VI), and actions have already been taken in 

some areas. DOD disagreed, however, with ,the recommendation 
that we made in 1971, and repeated in this report, that 
CHAMPUS payments, when combined with other insurance, be 
limited to reasonable charges. DOD contended that, rather 
than reduce program costs as we stated, implementing the 
recommerldation would increase program costs because benefi- 
ciaries would cancel other insurance coverage since they 
often would have no financial advantage over beneficiaries 
without such coverage. DOD also said that limiting the com- 
bination of other insurance and CHAMPUS payments to reason- 
able charges would increase beneficiary discontent and 
increase administrative costs. 

The type of insurance coverage addressed by our recom- 
mendation is that which the persons receive free or at a 
fraction of total cost because of their employment or under 
laws other than CHAMPUS legislation. We do not believe, as 
DOD contends, that employees will cancel this type of insur- 
ance. The employee benefits from other insurance by not 
having to pay normal deductibles and cost shares. The 
portions of the billed charges that would not be covered, 
if our recommendation were adopted, would be only those 
amounts over reasonable charges. Our recommendation is also 
in line with the CHAMPUS policy of limiting amounts payable 
to reasonable charges. 

We also do not agree that administrative costs would be 
increased. FIs are already required to determine reasonable 
charges in computing the amount payable on claims. This is 
to assure, as DOD points out, that CHAMPUS does not pay more 
than what would have been reimbursed in the absence of other 
insurance. The DOD response to our recommendation, 'by stating 
that every line item would require review, implies that the 
recommendation would also cover hospital billings, which 
frequently have many pages of itemized charges. However, our 
recommendation is limited to application of reasonable charges 
to physician and other professional service billings, and not 
to hospital billings, where rather than paying reasonable 
charges, CflAMPUS pays billed charges. Physician billings 
are limit:.ed to a maximum of 32 line items, although they 
norrrlally involve many fewer than that. 
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CHAPTER 4 --~ 

SERVICES TO BENEFICIARIES AND 

PROVIDERS NEED TO BE IMPROVED ----- 

FIS ’ responsibilities include providing beneficiaries 
and health care providers with prompt claim processing and 
handling of appeals of adverse decisions on claims, and prompt 
and responsive replies to inquiries and complaints. OCHAMPUS 
is responsible for monitoring FI performance to assure that 
acceptable service is provided. Although OCHAMPUS has estab- 
lished performance standards for FIs in the above areas, 
standards were generally not being met. However, by the end 
of our review, peformance in some areas was improving. 

In addition, many claims were being returned to benefi- 
ciaries and/or providers for additional information without 
all required information being requested. This practice 
resulted in claims being returned more than once. Also, in 
some cases, claims were returned for invalid reasons. Timeli- 
ness of return of claims for additional information was also 
a problem at some FIs. In addition to not meeting time 
standards for replying to inquiries, FIs were frequently not 
sending required interim responses when final responses were 
expected to take a long time to prepare. 

Also, some FIs' replies to inquiries were unresponsive 
or unclear. Two of the five were not providing adequate tele- 
phone service to respond to inquiries. One FI did not have 
enough telephone lines and personnel to handle the volume of 
calls, and the other was not promptly responding to calls 
that required written responses. 

Periodic reports of FIs to OCHAMPUS were inadequate 
because they did not provide information in the detail or 
format necessary to compare performance to standards. Many 
inaccuracies were also found in some reports. 

Under the contracts we reviewed, OCHAMPUS' only means of 
enforcing standards is terminating the contract, which may be 
undesirable because services could be disrupted during the 
changeover to new FIs and because the Fl's performance in 
other areas may be generally acceptable. In more recent con- 
tracts, OCHAMPUS used liquidated damages provisions to penalize 
FIs for failure to meet standards. Although the effectiveness 
of these new contracts in assuring acceptable performance 
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remains to be seen, we noted that, under three of OCHAMPUS' 
new contracts with the FIs we reviewed, performance standards 
for timeliness of claim processing were generally being met. 

SLOW PROCESSING OF CLAIMS 

Failure to meet CHAMPUS standards -- 

The contracts between OCHAMPUS and the FIs reviewed 
require that complete claims be processed within 20 calendar 
days after the FIs receive them. Complete or routine claims 
are those which require no additional information or for 
which additional information can be quickly obtained. The 
CHAMPUS Operations Manual (a guide to FIs) states that 
97.5 percent of routine claims must be processed within 
21 days and the other 2.5 percent within 30 days. Although 
the requirements of the contracts and the Operations Manual 
are somewhat inconsistent, our review of routine claims in 
our statistical sample of claims processed by OCHAMPUS in 
January and February 1979 showed that neither requirement 
was being met, as shown be low l 

FI - 

Blue Shield of 
California 

Blue Cross of 
Southwestern 
Virginia 

Wisconsin Phy- 
sicians 
Service 

Hawaii Medical 
Service 
Association 

Mutual of Omaha 

Number 
of 

claims - 

a/272 - 

265 

259 

2 1.3 
202 

Total 
average 

Percent 
of claims 

days processed 
processing o-21 22-30 Over 

time days days 30 days - - 

27 48 29 23 

33 2 51 47 

40 12 22 66 

31 21 39 40 
32 6 45 49 

a/This FI does not specifically identify nonroutine claims. - 
The inclusion of any nonroutine claims in the sample may 
increase the processing time in relation to the standards 
of other FIs. 
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Although the table shows the FIs were not meeting the 
criteria for timely claim processing, some improvement has 
been made since the period of our claims sample. For example, 
during September 1979, Blue Cross of Southwestern Virginia's 
average processing time was 23 days (routine and nonroutine 
claims), compared to 33 days for our sample (routine claims 
only). For Hawaii Medical Service Association, our review 
of a sample of claims received in July 1979 showed that over 
60 percent were processed in 21 days or less, compared to 
21 percent for our sample. For Wisconsin Physicians Service, 
our review of a sample of 62 claims processed in November 
1979 showed that 24 percent were processed within 21 days, 
compared to 12 percent for our original sample. 

OCHAMPUS does not enforce standards 

To determine if FIs are meeting t.he 21-day processing 
standard for routine claims, OCHAMPUS requires them to submit 
Monthly Claims Cycle Time Reports, which show processing 
times for both routine claims and claims requiring develop- 
ment, broken into various time categories, such as 1 to 
10 days and 11 to 21 days. However, two FIs we reviewed did 
not differentiate between routine and development claims but 
reported the time to process all claims. This increases 2:h.e 
average per claim processing time to be compared to the 
21-day standard. Also, one FI did not start reporting claim 
processing times until September 1979. 

Another factor hampering OCHAMPUS comparison of per- 
formance to standards under specific contracts is that the 
FIs report claims processed in total for all contracts and by 
individual States, whereas the contracts are normally for a 
combination of States. OCHAMPUS does not compile the data 
for States covered by individual contracts to determine if 
the standard for given contracts is being met. Even if an 
FI's performance could be easily compared to contractually 
required standards, contracts awarded before September 1978 
did not provide for penalties to be assessed against the FI 
for failure to meet the standards. OCHAMPUS' only recourse 
would have been to terminate the contract for unacceptable 
performance, which could cause a long disruption of service 
during the changeover to a new FI. 

Recent performance reerements -~ - 

To resolve these deficiencies, OCImMPUS has revi.sed the 
contracts it has awarded since our review began. These recent 
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contracts provided for liquidated damages for failure to meet, 
on a quarterly basis, one or more workload-related standards. 
Two percent of the fixed-price per claim is to be denied the 
contractor for each standard not met. The liquidated damages 
are not assessed for the first quarter of an FI's first con- 
tract. The standard regarding claim processing time (which 
applies to all claims, both routine and development) is that 
the contractor's inventory of claims in process, on the aver- 
age, shall not exceed a workload of 15 workdays at the end 
of each quarter. If the FI's claims inventory requires 16 or 
more workdays to process, the FI will have failed to meet 
this standard. 

As of November 1979, six of the new contracts were in 
effect, including four contracts with three FIs in our 
review. Claim volume under these contracts is relatively 
small, but the standards were generally being met, 
data for July through September 1979 show. 

FI - 

Blue Shield 
of California 

Blue Shield 
of California 

Hawaii Medical 
Service 
Association 

Claims 
pending 

Contract Claims end of 
area processed period 

5 New England 
States 35,669 7,488 

Michigan 

Hawaii/ 
Pacific 

13,769 2,284 

10,753 2,665 

Delayed processing due 
to return of claims 

as the 

Workdays 
of claims 

on hand 

13.2 

10.4 

15.6 

Claims returned to beneficiaries and providers to obtain 
additional information before they are processed are not in- 
cluded in the above analysis of FI performance against the 
%l-day processing time standard. However, one of the most 
prevalent complaints by beneficiaries and providers about FIs 
is that claims are returned excessively. 

Claim activity data for September 1979 for the five FIs 
we reviewed show the extent to which claims were returned. 
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Claims 
received 

Claims 
returned 

Percent 
returned 

Blue Shield of California 77,997 
Mutual of Omaha 54,286 
Wisconsin Physicians Service 27,426 
Blue Cross of Southwestern 

Virginia 27,404 
Hawaii Medical Service 

Association 2,573 

Total 189,686 

All nine CHAMPUS 
intermediaries 232,037 

CHAMPUS requires that (1) all items 

38,251 49 
21,310 39 

9,125 33 

8,175 30 

801 31 

77,662 41 

92,709 40 

of needed informa- 
tion be identified at one time rather than returning claims 
several times for missing information and (2) complete claims 
be mailed within 2 workdays after it is determined further 
information is needed. To speed up claim processing, OCHAMPUS 
encourages FIs to determine if missing information can be 
retrieved by other means, such as researching the FIs' files. 

At four of the five FIs we reviewed, we selected samples 
of about 50 claims being returned to determine if these re- 
quirements were being met. Performance of the FIs varied 
considerably. 

Our review of 50 claims at Blue Cross of Southwestern 
Virginia showed that all were returned for valid reasons and 
all needed information was identified, although six were 
returned for the second time for information not previously 
requested. This was a significant improvement in that a 
May 1979 OCHAMPUS audit report had noted that a sample of 
35 claims being returned included 14 for which all needed 
information was not being requested. As a result of the 
OCHAMPUS report, Blue Cross revised its screening procedures 
so that more experienced claims examiners screened entire 
claims for completeness to avoid returning them for only 
partial information. 

Our review of 54 claims being returned by Wisconsin 
Physicians Service showed 7 for which all required information 
had not been identified and requested on the first inquiry 
and 6 for which the requested information, such as social 
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security number, could apparently have been obtained by 
telephone. Just before our review of returned claims, 
Wisconsin Physicians Service revised its claim processing 
system to provide greater assurance that claims are not 
returned until all needed information has been identified, 
and our review indicated improvement. Wisconsin Physicians 
Service officials agreed that the telephone should be used 
to obtain needed information whenever feasible but noted the 
following problems: 

--Beneficiaries frequently do not provide telephone 
numbers on claims. 

--Beneficiaries sometimes have difficulty understanding 
what is needed when phone inquiries are made. 

--Telephone use is not cost effective because of the 
large area the FI serves. 

Our review of 50 claims about to be returned at Blue 
Shield of California showed that, for 2 of them, the reasons 
for return were not valid because the requested information 
was already with the claim but had apparently been overlooked 
by the examiner. For 18 claims, all required information had 
not been identified. Thirteen claims (26 percent) were being 
returned for the second time, compared to a 19-percent rate of 
second returns noted in an OCHAMPUS October 1979 audit report. 

Timeliness of processing returned claims at Blue Shield 
of California was a major problem. Our review of another 
sample of 20 returned claims awaiting mailing showed that 
the average elapsed time from the date of receipt of the 
claim to the day of our review was 43 days, with a range of 
19 to 89 days. Elapsed time from determination that addi- 
tional information was required until we reviewed the claims 
ranged from 4 to 64 days, compared to the CHAMPUS require- 
ment for mailing within 2 workdays from such determination. 

At the conclusion of our review, Blue Shield of Cali- 
fornia officials stated that new procedures had been imple- 
mented to help correct this problem. For example, claims 
lacking a proper signature (a. frequent reason for return of 
claims) are now identified early in the processing system, 
separated from other claims, and sent directly to claims 
examiners for complete screening. Emphasis is placed on 
identifying all additional information required. Only limited 
use is made of the telephone to obtain required information. 
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Our review of 50 claims being returned by Mutual of 
Omaha disclosed that 40 items of additional information needed 
on 32 claims were not requested. Three of the claims were 
being returned for the second time. Only three of the claims 
were being returned for invalid reasons, such as returns for 
information already on the claim but overlooked by claims 
examiners. Two additional claims that were being returned 
for valid reasons also included unnecessary requests. 

Another problem with returned claims at Mutual is that 
the computer-printed letters requesting additional informa- 
tion can be confusing. For example, in Mutual's request for 
clarification of the dates of eligibility, the return letter 
requested 

--the patient identification card number, including any 
alphabetical prefix and/or suffix: 

--a photocopy of both sides of the identification card: 

--the expiration date listed on the card: 

--verification of the patient's eligibility date: and 

--verification of the expiration date on the card. 

The request for a copy of both sides of the card would have 
sufficed. 

As noted above, a major reason for return of claims is 
for the proper signature. OCHAMPUS requires the claim to be 
signed by the patient if 18 years or older. For patients 
under 18, the sponsor (active-duty member or retiree) or other 
responsible family member may sign. One prevalent case of im- 
proper signature is the sponsor or other family member signing 
for a patient over 18 years of age. For example, our sample 
of 50 returned claims at Blue Cross of Southwestern Virginia 
showed 53 reasons for returns and 2.5 (47 percent) for improper 
signatures. At Wisconsin Physicians Service, 16 of 68 reasons 
identified for return (23 percent) were because of improper 
signatures. At one FI, which had not been returning claims 
for the required signature, the return rate jumped from 20 to 
33 percent of all claims received following compliance with 
this requirement. 

OCHAMPUS officials believe it is necessary for the pa- 
tient to sign a claim to authorize the release of the medical 
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information it contains to the FI because of the requirements 
of the Privacy Act (5 U.S.C. 552a). However, because of the 
extensive number of claims that have to be returned because 
of this requirement, we believe OCEEAMPUS should explore with 
DOD's General Counsel the extent to which the constraints 
of the Privacy Act are applicable here, and if such con- 
straints are applicable, the possibility of obtaining an 
exemption to the requirement for the purpose of submitting 
CHAMPUS claims for payment. 

Delayed processing due to 
utilization and peer reviews 

Utilization and peer reviews of claims may also exten- 
sively delay claim processing. Data compiled by Blue Shield 
of California showed that, of 1,781 prepayment utilization 
and peer review cases pending as of September 21, 1.979, 
72 percent had been pending longer than 60 days. Reasons a 
Blue Shield official gave for the extensive delays were the 
failure of physicians to appear at scheduled peer review 
meetings, the infrequency of meetings, and slow turnaround 
times for cases mailed from San Diego (where Blue Shield's 
CHAMPUS operations are located) to Blue Shield physicians 
in Los Angeles and San Francisco. 

SLOW PROCESSING OF BENEFICIARY APPEALS 

CHAMPUS regulations give beneficiaries the right to ap- 
peal adverse decisions by FIs regarding payment of claims. 
The first two appeal levels-- informal review and reconsiderable 
tion --are performed by the FIs. The beneficiary may request 
an informal review within 180 days of notice of the adverse 
action. The request must be in writing and should identify 
the disputed matter and state why the beneficiary believes 
the decision should be changed. The request should also be 
accompanied by a copy of the FIs' notice of the decision and 
any new evidence. If the informal review is also adverse, 
the beneficiary may submit a request for reconsideration 
within 60 days after notice of the informal review decis.ion. 
Reconsideration is to be performed by FI personnel not in- 
volved in the initial determination or the informal review. 
If the disputed amount is $50 or less, the reconsideration 
decision is final. If the amount is more than $50, the bene- 
ficiary may request further review by OCHAMPUS. CE1RMPUS 
standards require the FI to notify the beneficiary of a 
decision within 21 days of receiving a request for a re- 
consideration. To determine whether these standards were 
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being met, we reviewed a small sample of appealed cases 
completed by the five FIs during April to June 1979. The 
following table illustrates the timeliness with which FIs 
were processing beneficiary appeals for informal reviews 
and reconsideration. 

Informal reviews Reconsiderations ~ 
Number (and Number (and 

Number percent) meeting Average days Number percent) meeting Average says 
Of cases al-day standard processing time processing time Of ca*es 30-day standard 

Blue Shield of 
California 

Mutual of Omaha 
Blue Cross Of 

Southwestern 
Virginia 

Wisconsin Physi- 
cians Service 

Hawaii Medical 
Service 
Association 

20 9(45) 36 20 1( 51 80 
14 O( 01 43 11 9( 82) 19 

66 6( 9) 78 12 3( 25) 49 

40 27(68) 20 20 14( 70) 31 

28 25(89) 17 12 lZ(lOO) 13 

Blue Shield of California attributed its long processing 
times for appeals to delays from claims research and medical 
review groups, staff vacancies, increased workload from new 
CHAMPUS contracts, and its policy of having informal reviews 
handled by personnel other than those making the initial 
decision (not required by OCHAMPUS for informal reviews). 
Blue Shield did not appear to monitor appeals processing 
times or to give special preference to overdue cases. 

Although not meeting the standard for all cases, 
Wisconsin Physicians Service performance was relatively good. 
Our review of an additional sample of cases processed after 
June 1, 1979, showed an average processing time of 18 days. 

Blue Cross of Southwestern Virginia attributed its slow 
processing of appeals to a backlog in claim microfilming and 
failure to route appeals cases directly to the medical review 
section for resolution. 

In addition to slow processing of informal reviews, 
Mutual of Omaha failed to properly classify cases as appeals. 
OCHAMPUS instructions direct FIs to make a liberal interpre- 
tation when determining what constitutes a request for an 
appeal review. For example, a letter from a beneficiary 
questioning the disallowance of a claim should be regarded 
as an appeal. Mutual, however, required the letter to speci- 
fically request an informal review or reconsideration for it 
to be considered an appeal. 
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Qf 89 Mutual of Omaha claim-related inquiries, 18 
(20 percent) should have been considered appeals under the 
liberal definition specified by OCHAMPUS. Since many cases 
that should have been classified as appeals were not, bene- 
ficiaries were not obtaining the full review of their grie- 
vances provided for by CHAMPUS regulations because Mutual 
did not advise them of further appeals rights, which is re- 
quired for responses to appeals. After completion of our 
fieldwork,. Mutual reported that internal procedures for 
identifying appeals were being revised to comply with 
OCHAMPUS instructions. 

Hawaii Medical Service Association accords priority 
processing to appeals and handles them in accordance with 
OCHAMPUS requirements. We found no problems with its appeals 
procedures. 

OCHAMPUS failure to enforce standards -----__-----P--F 

To monitor FI performance regarding appeals, OCHAMPUS 
requires submission of a Quarterly Report on Appeals Activity. 
Since the only data these reports require relating to timeli- 
ness of appeals processing are the number of cases pending 
over 30 days, the reports are inadequate for OCHAMPUS to moni- 
tor compliance with performance standards. Also, in several 
instances, FIs submitted inaccurate reports to CHAMPUS. 

Although CHAMPUS defines the completion date as the date 
a written final response is mailed notifying the claimant of 
the review resultsI reconsideration cases were recorded as 
completed when the draft responses were completed rather 
than when the responses were mailed. The quarterly reports 
for the first and second quarters of 1979 had an average of 
46 reconsiderations. For a sampling of those cases, the 
average difference between the recorded completion date and 
the date on the final. response letter was 65 days. 

Wisconsin Physicians Service, in preparing its quarterly 
reports on appeals activity, reported processing times that 
reflected only the time the cases were with the utilization 
review unit; they did not include the additional time required 
to obtain claim copies and produce response letters. Also, 
the reports included data on nonappeal cases, which should 
have been regarded as inquiries. 
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Mutual of Omaha had no established procedure for moni- 
toring the number and age of pending appeal cases; therefore, 
it did not report on pending appeals over 30 days old as 
required. 

Recent contracts being used by OCHAMPUS provide for 
assessing liquidated damages for failure to meet the standards 
of an average processing time of 15 workdays for informal re- 
views and 25 workdays for reconsiderations. OCHAMPUS intends 
to use the Quarterly Report on Appeals Activity and onsite 
visits to monitor compliance with these standards. Because 
of the limitation of the quarterly report and the errors 
noted in recording of processing times, OCHAMPUS currently 
has no way of knowing-- short of the onsite reviews of FIs' 
activities --whether FIs are meeting the standard for appeals 
processing. 

SLOW AND INADEQUATE RESPONSES 
TO BENEFICIARY AND PROVIDER 
INQUIRIES AND COMPLAINTS 

An important aspect of adequate service to beneficiaries 
and providers is making timely responses to written inquiries, 
which are usually to request assistance or to complain about 
some part of CHAMPUS. Since written correspondence involves 
direct contact between the FI and beneficiaries and providers, 
it is important not only for public relations but also for 
identifying and correcting processing errors. 

The performance of the FIs in relation to OCHAMPUS 
standards for response time for the three types of inquiries 
and complaints, based on our limited sample of such cases, 
was as follows: 
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FI and type 
of inquiry 

Blue Shield of 
California: 

Congressional/ 
OCHAMPUS 

Claim-related 
General 

Blue Cross of South- 
western Virginia: 

Congressional/ 
OCHAMPUS 

Claim-related 
General 

Wisconsin Physicians 
Service: 

Congressional/ 
OCHAMPUS 

Claim-related 
General 

Hawaii Medical Serv 
ice Association: 

Congressional/ 
OCHAMPUS 

Claim-related 
General 

Mutual of Omaha: 
Congressional/ 

OCHAMPUS 
Claim-related 
General 

OCHAMPUS 
standard 

(workdays) 

5 22 5 (23) 12 
10 81 6 ( 7) 24 

90% in 15 8 4 (50) 20 

5 18 2 (11) 26 
10 58 20 (34) 20 

90% in 15 12 7 (58) 14 

5 
10 

90% in 15 

5 6 5 (83) 3 
10 26 17 (65) 10 

90% in 15 18 14 (78) 10 

5 20 2 (10) 10 
10 89 6 ( 7) 16 

90% in 15 10 6 (60) 15 

Number 
(and Average 

Number percent) proc- 
of cases meeting essing 
reviewed standard time 

(workdays) 

41 19 (46) 6 
74 47 (64) 14 
22 13 (59) 24 

In addition to the above sample of cases, which shows 
that time standards for correspondence are often not met, 
FIs' monthly reports to OCHAMPUS on correspondence cycle 
time for September 1979 showed that, except for Hawaii 
Medical Service Association, standards were not being met. 
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Total pieces of 
corrrespondence Percent processed 

FI (note a) processed within 15 days 

Blue Shield of California 10,594 51 

Blue Cross of South- 
western Virginia 3,153 29 

Wisconsin Physicians 
Service 3,091 8 

Hawaii Medical Service 
Association 208 93 

a/Mutual of Omaha has not prepared the above report. - 

The failure of some FIs to meet standards for processing 
inquiries and complaints appears to be caused by a shortage 
of personnel to handle the inquiry and complaint workload. 
For example, at Blue Cross of Southwestern Virginia, the 
correspondence backlog of 1,269 pieces on hand on July 1, 
1979, increased to 2,090 pieces by July 31 and to 2,455 
pieces by September 30. Based on the workload for July, each 
of the nine correspondence clerks processed an average of 
about 8 pieces of correspondence a day, whereas to maintain 
the same backlog, about 13 pieces per day would have to have 
been processed. 

Wisconsin Physicians Service's performance has improved 
from 56 percent of all cases processed within 10 days in 
January 1979, to 83 percent for September 1979. The improve- 
ment is attributed to increased staffing and new procedures. 

A second reason for some FIs' failure to meet the proc- 
essing standards is that they are not consistently applied 
by OCHAMPUS. For example, at Blue Shield of California, the 
priority correspondence section tries to meet a 21-calendar 
day response standard rather than the OCHAMPUS 5-workday 
standard. The section supervisor said the al-day standard 
was used because OCHAMPUS frequently requested that priority 
inquiries (congressional/gCHAMPUS) be processed within 21 
days. Of the 22 pieces of priority correspondence we sampled, 
5 had such a request from OCHAMPUS. At Mutual of Omaha, 5 of 
the 14 OCMPUS inquiries in our sample requested that a 
reply be made within 21 days. 
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Failure to send interim responses and 
implement controls over inquiries 

In addition to the above standards, whenever extensive 
delays in responding are expected, interim responses to in- 
quiries providing a tentative response date are to be sent 
within 7 workdays of receipt of the inquiry. OCHAMPUS also 
requires that individual control be maintained over each 
inquiry, so that it may be located and its status readily 
identified from receipt through final disposition, including 
prompt association with prior inquiries. 

The FIs we reviewed generally did not meet these require- 
ments. At Hawaii Medical Service Association, no interim 
responses were sent for any of the claim-related inquiries in 
our sample. In addition, its system for processing inquiries 
does not provide for control upon receipt. Written inquiries 
are not logged in until a response is ready for mailing. 
Therefore, individual inquiries cannot be identified or 
tracked while they are being processed. 

At Blue Shield of California, only 7 interim responses 
were sent on a total of 137 written responses sampled for 
compliance with this requirement. Also, manual procedures 
discourage any attempt to determine the status of an inquiry. 
A Blue Shield official stated that the volume of inquiries 
processed --over 10,000 in September 1979--makes locating in- 
quiries in process impracticable. Long-range plans include 
automating part of the correspondence system to provide 
better control over inquiries. 

Wisconsin Physicians Service uses a computer system to 
accumulate descriptive data on inquiries processed and pro- 
duces weekly activity reports on elapsed time, unit produc- 
tion, and type of inquiries processed; however, individual 
inquiries cannot be located in the system without manual 
search. Plans were underway to develop and evaluate a pilot 
system to track inquiries, but we were told the absence of 
such a system had not impaired the FIs' performance. 

At Blue Cross of Southwestern Virginia, interim responses 
were not being sent, A sys.tem has been established to gen- 
erate and control claim-related correspondence, but it is not 
automated as the FI said it would be in its technical proposal 
for its contract with OCHAMPUS. According to Blue Cross of 
Southwestern Virginia officials, the cost of a computerized 
control system for correspondence could be prohibitive, and 
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a number of planned changes and improved procedures to the 
manual system would provide adequate correspondence control. 

Mutual of Omaha was not always sending interim responses 
as required. Also, at the time of our review, this FI did 
not have a control system over inquiries. Inquiries were 
being date stamped and sorted by State, but no procedure 
existed to readily locate inquiries in process. At the con- 
clusion of our review, Mutual of Omaha had started to imple- 
ment revised correspondence control procedures, including 
(1) preparing a daily inventory of all correspondence received 
by typea such as appeals and congressional, and (2) daily 
monitoring the age and number of pieces of correspondence 
pending. 

OCHAMPUS' failure to enforce standards 

Correspondence Cycle Time Reports to be submitted by 
FIs to OCHAMPUS provide for data on inquiries to be broken 
down between claim-related and non-claim-related. However, 
not all FIs break down the numbers into these two categories, 
and processing time is shown in calendar days rather than 
workdays as specified in the OCHAMPUS standard. In addition, 
the reported information is not categorized by individual 
OCHAMPUS contract. Accordingly, OCHAMPUS does not have an 
adequate means of comparing performance to its standards. 

OCHAMPUS' new contracts provide for liquidated damages 
to be assessed if the contractor does not process at least 
90 percent of all written inquiries to final disposition 
within 15 workdays. A quarterly inventory of written in- 
quiries of more than 10 percent of all inquiries received 
and pending more than 15 workdays will be considered a failure 
to meet the standard. 

Under two of the new contracts with Blue Shield of 
California, OCHAMPUS determined from monthly correspondence 
cycle reports that only 40 and 57 percent of correspondence 
had been processed within 30 calendar days and, therefore, 
the standards had not been met. OCHAMPUS planned to assess 
liquidated damages of about $3,900. 

Complaints and 
responsiveness of replies 

We examined samples of correspondence at each of the 
five FIs to determine the type and validity of complaints 

76 



and inquiries, and the responsiveness of the FIs' replies. 
Although many of the complaints were valid, others indicated 
widespread misunderstanding by beneficiaries and providers 
about CHAMPUS, particularly in the areas of limits of cover- 
age, application of deductibles and reasonable charges, and 
claim submittal procedures. 

At Blue Shield of California, numerous complaints 
correctly identified processing errors, such as withholding 
excess amounts for deductibles, applying the wrong reasonable 
fee limit, and applying outpatient cost shares to inpatient 
claims. Our review of Blue Shield's responsiveness showed 
that replies frequently did not fully answer the inquiry. 
OCHAMPUS' audit team had also found, in March 1979, that the 
quality of correspondence was generally inadequate. Blue 
Shield officials attribute the problem to its correspondents' 
carelessness and to OCHAMPUS standards, which emphasize timely 
completion rather than quality. OCHAMPUS requirements for a 
quality assurance program for correspondence had not been met. 

At Blue Cross of Southern Virginia, we found both valid 
complaints, such as lengthy claims processing time, and mis- 
understanding by beneficiaries and providers. Many responses 
were unclearly worded, incomplete, inaccurate, or not fully 
responsive. In some cases, form letters used were not respon- 
sive to the inquiry. We believe these problems were caused, 
in part, by the lack of a formal management review process 
to monitor the quality of outgoing correspondence. At the 
end of our review, a system was being adopted under which 
outgoing correspondence will be reviewed by a supervisor twice 
weekly to assure that all questions are answered clearly and 
appropriately and that necessary followup actions, such as 
adjustments to payments, are made. Blue Cross officials be- 
lieve that OCHAMPUS emphasizes timeliness rather than quality 
of responses and the fixed-price contracts do not permit top 
quality service: however, the above review procedure was im- 
proving the quality of written replies. 

At Wisconsin Physicians Service, nearly half of the 
complaints dealing with amounts allowed, cost sharing, and 
deductibles were valid. The other complaints indicated a lack 
of knowledge about CHAMPUS by beneficiaries and providers. 
The quality of responses was generally satisfactory. None of 
the responses contained incorrect or unclear information. 
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At Hawaii Medical Service Association and Mutual of 
Omaha, responses to inquiries were clearly worded, accurate, 
and complete, and they contained a name and/or telephone 
number for followup contact if needed. 

Planned contract revision 

In 1981, OCHAMPUS plans to adopt (1) revised contracts 
with FIs that have new performance standards and (2) both 
negative and positive incentives for FIs to meet or exceed 
certain standards. The planned standards include: 

--For claim processing, 75 percent of all claims (routine 
and nonroutine) are to be processed within 21 days of 
receipt. 

--For routine written inquiries, 85 percent of final 
responses are to be provided within 15 calendar days 
and 100 pecent within 30 days of receipt: for prior- 
ity inquiries (from OCHAMPUS, the Congress, and DOD), 
85 percent are to be responded to within 10 days and 
100 percent within 15 days. 

--For appeals, 85 percent of informal reviews are to be 
completed within 15 days and interim responses sent 
within 15 days of receipt for informal reviews not 
processed to completion by that time: for reconsidera- 
tions, an acknowledgement notice is to be sent within 
3 workdays of receipt and 90 percent are to be pro- 
cessed to completion within 60 calendar days. 

Based on our review of sampled claims, none of the FIs 
reviewed were performing near the planned standard for timeli- 
ness in processing claims. For inquiries and appeals, the 
performance data compiled were not directly comparable to the 
planned standards, but it appears the FIs would have been 
close to meeting them, except for response times for informal 
reviews. 

OCHAMPUS plans to rely on periodic reports from FIs to 
determine compliance with the standards for inquiries and 
appeals. As noted previously, reports from some FIs have 
been inaccurate and inadequate to compare performance with 
standards. OCHAMPUS wi.11 need to verify the accuracy of 
these reports and require the data to be provided in a 
manner that permits comparison of performance to standards. 
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OCHAMPUS plans to determine compliance with timeliness in 
processing claims by calculating cycle time from data on 
payment record tapes submitted by FIs. 

Telephone service 

At Blue Shield of California, the CHAMPUS telephone unit 
consisted of 13 phone lines normally monitored by 10 employ- 
ees, although an average of 7 employees handled the calls 
during June and July 1979. The average volume of 293 calls 
received daily during this period amounted to 37 to 51 calls 
handled each day per person. One outgoing WATS line is avail- 
able to handle callbacks, but incoming WATS lines are un- 
available because of the cost and because the FI believes 
free telephone service to the caller would encourage excessive 
phone calls. 

Blue Shield's technical proposal for its contracts with 
OCHAMPUS stated that telephone inquiries which cannot be 
resolved at the time of receipt are assigned a control number 
to permit monitoring of processing time. Also, a telephone 
inquiry record is prepared on all inquiries requiring research. 
Such research results in a delayed response to about 40 percent 
of phone inquiries. OCHAMPUS instructions also provide for 
FIs to prepare a record identifying and dating each telephone 
call requiring development. 

However, control numbers were not assigned to telephone 
inquiries, and very few return calls in response to inquiries 
were being made (14 in a 3-day period). Instead, most re- 
sponses to telephone inquiries were made by mail. Further, 
only one employee was writing such responses, and our review 
of 15 cases showed an average response time of 44 calendar 
days, well above the 15-workday standard stipulated in the 
technical proposal. 

Blue Cross of Southwestern Virginia lacks enough tele- 
phone clerks to handle telephone inquiries, resulting in 
long waits and many complaints. Also toll-free lines are 
available only for Virginia and District of Columbia callers. 
Callers from other States served by Blue Cross must pay for 
their calls. Officials told us that in September 1979 they 
adopted a rotary response telephone system, which will enable 
the telephone company to conduct a study of CHAMPUS calls to 
determine the number of lines and people needed to adequately 
handle incoming calls. 
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The following excerpt is representative of complaints 
about telephone service extracted from 93 pieces of randomly 
selected correspondence: 

"I have made calls consistently, including calls 
in the middle of the night, the result always is 
a busy signal. I checked the number I call, 
l-800-542-5829, with the telephone operator. 
She assured me the number is correct. When I 
asked her why I get a busy signal after hours, 
she said they probably have their phone set up 
to provide the busy signal. Can it be that this 
phone is set up to record a busy signal 24 hours 
a day?" 

At Wisconsin Physicians Service the current telephone 
capacity for CHAMPUS is adequate. Nine telephone reception- 
ists handle CHAMPUS inquiries using seven telephone lines, 
including three toll-free lines for providers. Toll-free 
telephone lines for beneficiaries were discontinued in August 
1978, with the approval of OCHAMPUS, because of beneficiary 
misuse. 

Mutual of Omaha's telephone service was adequate. Mutual 
receives about 225 to 250 telephone calls concerning CHAMPUS 
each day over six CHAMPUS telephone lines and two corporate 
lines, Personnel handling telephone inquiries have on-line 
access to the computer to obtain claim information, and 
Mutual estimates that 93 percent of the telephone inquiries 
are closed out on the first call, with the average call 
lasting about 4 minutes. 

Education of providers and beneficiaries 

Regarding beneficiary and provider relations, the uni- 
formed services are primarily responsible for educating 
beneficiaries about CHAMPUS. FIs are expected to maintain 
liaison with uniformed service facilities in their region 
and respond to inquiries about CHAMPUS benefits and eligi- 
bility. The FIs have, however, the primary responsibility 
for informing providers of CHAMPUS coverage, regulations, and 
procedures and issuing timely notification of changes in pro- 
gram requirements and procedures through provider information 
releases. FIs are also expected to implement educational 
programs for providers to promote accurate claims submission, 
improve understanding of the CHAMPUS program, and encourage 
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providers to participate (that is, to accept the CHAMPUS 
reasonable charge payments as full payment for services 
provided). 

At Blue Shield of California, the use of CHAMPUS fact 
sheets and the FI's own publications about CHAMPUS appeared 
to be adequately meeting program needs. Ample inventories 
of CHAMPUS fact sheets were available, and the FI's publica- 
tions were generally accurate and clearly worded although 
the required OCHAMPUS approval for release of 4 of 11 of the 
Blue Shield proposed publications had not been obtained. 

At the time of our review, Blue Shield, under the South- 
west States cantract, had subcontracts with Blue Cross/Blue 
Shield plans in Nevada, Arizona, and New Mexico to help 
provide beneficiary and provider assistance and education 
by responding to walk-in, telephone, and written inquiries 
and holding workshops. To coordinate these subcontractors' 
activities and to function as a liaison with congressional 
representatives and CHAMPUS advisers at uniformed services 
facilities, Blue Shield hired a full-time CHAMPUS field rep- 
resentative in August 1979. A Blue Shield official said that 
CHAMPUS advisers at military facilities, because of their 
short tenure in the position, generally lacked adequate pro- 
gram knowledge and can be helped considerably by the field 
representative. For beneficiary and provider education in 
California, Blue Shield uses its professional and public 
relations departments in San Francisco and San Diego and its 
own field representatives. 

Blue Cross of Southwestern Virginia has prepared and 
distributed a number of informational brochures on CHAMPUS 
without obtaining advance OCHAMPUS approval. Blue Cross‘ 
field representative program is to include advisory services 
on how to submit and expedite CHAMPUS claims, assist providers 
experiencing problems with any aspect of CHAMPUS, coordinate 
workshops for providers, and act as liaison between civilian 
providers and uniformed services facilities. Blue Cross has 
three full-time field representatives for North and South 
Carolina, Indiana, and Kentucky. Blue Cross' coordinator of 
the beneficiary and provider relations section acts as field 
representative for Virgin&a and the District of Columbia, 
which account for about 40 percent of Blue Cross‘ CHAMPUS 
workload. Although a Blue Cross official said the field 
representatives were carrying out their functions satis- 
factorily, we noted one representative making only limited 
contact with beneficiaries and providers, averaging less 
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than two calls per day during July 1979. At the end of our 
review, Blue Cross had prepared new performance standards, 
requiring at least seven calls per day, and officials said 
quality checks would be made through random calls to persons 
visited. Blue Cross also planned to hire two additional 
field representatives to cover the Northern Virginia-D.C. 
and Tidewater Virginia areas. 

Wisconsin Physicians Service distributes OCHAMPUS 
materials on the program as needed, but has experienced 
delays in obtaining requested materials from OCHAMPUS. The 
FI has also developed some material to help the correspond- 
ence section assist beneficiaries and*providers, including 
an instruction sheet on preparing the new CHAMPUS claim forms 
for physician services, an explanation on the requirement 
for patient signature, a claim inquiry form, and a newsletter. 

Nine field representatives cover the 10 States served by 
Wisconsin Physicians Services under CHAMPUS, including five 
representatives for Wisconsin, who also handle Medicare and 
the FI's private business. The other four representatives 
handle only CHAMPUS matters. The FI also has contracted to 
use five representatives from the Illinois State Medical 
Society to provide additional service in Illinois because of 
the large number of providers in the State. A Wisconsin 
Physicians Service report to OCHAMPUS cited over 2,400 con- 
tacts for the 5-month period ended July 31, 1979, including 
57 workshops and seminars for 40 beneficiary and provider 
groups. 

Hawaii Medical Service Association has published none of 
its own material concerning CHAMPUS, but it does have avail- 
able CHAMPUS publications which are used in answering walk-in 
and written inquiries. This FI considers the OCHAMPUS ma- 
terial satisfactory and reports no problems in obtaining 
supplies. Provider education efforts consist mainly of a 
visit to all new providers by a member of the professional 
relations staff, who gives the provider information on all of 
the FI's programs, including CHAMPUS. Later contacts, some- 
times through group meetings or seminars, are made only if 
problems arise. 

Mutual of Omaha maintains a supply of most OCHAMPUS 
publications, but uses them mostly in responding to general 
inquiries about the program. Mutual believes that they 
are too general to be used in responding to more specific 
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inquiries. The FI develops supplemental materials as needed, 
such as to explain revisions of program policy, and submits 
them to OCHAMPUS for approval. 

Mutual uses 16 field representatives employed by its 
Medicare division to serve also as CHAMPUS representatives. 
Their duties include acting as liaison to uniformed service 
facilities, making field contacts with beneficiaries and 
providers, and presenting seminars to interested parties. 
Since the representatives report to the Medicare rather than 
CHAMPUS division, data were not readily available to assess 
the number of contacts or the effectiveness of the program. 
Mutual, however, has made a commitment in recent CHAMPUS con- 
tracts to make 125 provider contacts for each 100,000 claims 
processed per year. 

CONCLUSIONS 

In our opinion, the performance of FIs, as it relates 
to providing services to beneficiaries, is important to the 
beneficiaries' satisfaction with the CHAMPUS program. Bene- 
ficiaries' perceptions concerning the lack of adequate serv- 
ices have traditionally been a major source of complaints 
about the program. The performances of the FIs we reviewed 
varied considerably in this area. However, the FIs generally 
did not meet OCHAMPUS timeliness standards for process,ing 
claims and appeals and for responding to inquiries and com- 
plaints. In addition, several other aspects of beneficiary 
services required to be provided by the FIs need to be 
improved. 

FIs' periodic reports did not give OCHAMPUS sufficient 
detail to permit comparison of performance to standards, and 
the reports were sometimes inaccurate. Under the contracts 
we reviewed, OCHAMPUS has no means of enforcing standards 
other than terminating the contracts. Although recent con- 
tracts include liquidated damage provisions to penalize FIs 
for failure to meet standards, the effectiveness of these 
contracts in assuring acceptable performance has yet to be 
determined. However, FIs' continued submission of inaccurate 
reports will make OCHAMPUS assessments of damages difficult. 

Our analysis of the complaints and inquiries from bene- 
ficiaries indicates that many of them do not understand the 
program provisions and that additional beneficiary education 
efforts are needed. Some FIs believe the uniformed services 

83 



are ineffective in educating beneficiaries about CHAMPUS 
because of the short tenure of personnel serving as health 
benefits advisers. 

RECOMMENDATIONS TO THE 
SECRETARY OF DEFENSE 

We recommend that the Secretary improve the performance 
of CHAMPUS FIs in providing services to beneficiaries by: 

-iRequiring FIs to prepare periodic reports in the 
detail and format necessary for OCHAMPUS to compare 
performance to standards and requiring OCHAMPUS to 
verify the accuracy of the reports during periodic 
visits to FIs. 

lli--Revising contracts to (1) increase penalties for 
failure to meet performance standards and/or (2) pro- 
vide positive incentives for meeting standards, if 
the penalties assessed under the liquidated damage 
provisions of current contracts do not result in 
acceptable performance. 

/I --Explorin'g the possibility of permitting FIs to accept 
sponsors' signatures in lieu of patients' signatures 
on claims, thereby significantly reducing the number 
of claims returned to beneficiaries. 

;--Revising contracts to provide for penalities and/or 
incentives relating to performance in such areas as 
implementation of systems to determine the location 
and status of inquiries, responsiveness to inquiries, 
and provision of adequate telephone service. 

--Revising contracts to increase FIs' role in educating 
beneficiaries in regard to CHAMPUS program provisions 
and claim submission requirements. 

DOD AND FISCAL INTERMEDIARY 
COMMENTS AND OUR EVALUATION 

DOD and the five FIs generally agreed with our findings, 
and DOD has already taken or planned actions to implement 
our recommendations and to improve conditions discussed in 
this chapter. (See apps. I to VI.) 
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CHAPTER 5 

FINANCIAL MANAGEMENT PRACTICES 

NEED TO BE IMPROVED 

Improvements are needed in OCHAMPUS' and FIs' financial 
management practices concerning both benefit and administra- 
tive funds. FIs maintained much larger cash balances in 
bank accounts than required to meet obligations for benefit 
payments, resulting in unnecessary interest cost to the 
Government. Slow processing of refunds and other adjust- 
ments contributed to the excessive balances, and improved 
procedures are needed to identify and recover erroneous 
benefit payments. 

In addition, FIs were receiving excessive administrative 
reimbursement for processing claims because of incorrect cod- 
ing of claims and incorrect OCHAMPUS claim counts. Further, 
controls by FIs over benefit and refund checks were sometimes 
inadequate. 

EXCESSIVE FUND BALANCES HELD 
BY FISCAL INTERMEDIARIES 

OCHAMPUS procedures for advancing funds and a lack of 
OCHAMPUS emphasis on the timely return of funds recovered by 
FIs resulted in their holding excess fund balances. Our 
analysis of financial records of three FIs showed combined 
average daily bank account balances in excess of $11 million. 
Because of Treasury borrowing requirements to fund these out- 
standing balances, we estimate that the Government annually 
incurred unnecessary interest costs of about $1.1 million. 
Another FI held Treasury checks outstanding, in September 
1979, totaling over $9.7 million. The Government did not 
incur interest costs in this case as the Treasury checks do 
not become obligations until cashed. 

One cause of the excess fund balances is OCHAMPUS' 
failure to comply with the Treasury Department's require- 
ments for advancing benefit payment funds to FIs. Treasury's 
Fiscal Requirements Manual stipulates that, when an agency 
expects to have a continuing relationship with a recipient 
organization for at least 1 year, involving annual advances 
aggregating at least $120,000, the agency shall use the 
letter-of-credit method. Each of the CHAMPUS FIs regularly 
receive advances to cover benefit payments that annually total 
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well over $120,000. Hawaii Medical Service Association (the 
smallest contractor) received more than $8.25 million in 
advanced funds during fiscal year 1979. The largest con- 
tractor, Blue Shield of California, received more than 
$211.45 million. 

Instead of the letter-of-credit method, OCHAMPUS advances 
FIs funds either in the form of a direct Treasury check or 
through an electronic transfer of funds. Under the second 
method, OCHAMPUS first deposits a Treasury check in a Denver 
bank, which transfers the funds directly to the FI's bank. 
Fund advances generally coincide closely with the FI's mailing 
of benefit payment checks. Funds stay in the FI's account 
until the benefit checks are cashed, are processed, and ulti- 
mately clear the FI's bank. This process can take several 
weeks or even longer, depending on how promptly the benefit 
checks are cashed by the recipient. In the meantime, addi- 
tional advances are received since FIs normally request ad- 
vances weekly or biweekly. In addition, some checks are never 
cashed and eventually require cancellation. 

To illustrate the delays in clearing checks at one FI 
within about a 3-month period, 329 checks had aged 180 days 
without clearing the FI's bank account. Consequently, the 
Treasury funds to cover those checks had remained idle for 
this period. Had the letter-of-credit procedure been used, 
the drawdown of Federal funds could have been avoided since 
it provides for only drawing enough Treasury funds to cover 
checks currently being presented for payment. 

A second factor contributing to large balances of idle 
funds was that FIs did not promptly return recovered erro- 
neous payments or overpayments and voided benefit payment 
checks that were not cashed. Such funds are required by 
31 U.S.C. 495 to be returned to the Treasury without delay, 
and in all cases within 30 days of receipt. 

Blue Cross of Southwestern Virginia had a backlog of 
$4.7 million in credits due CHAMPUS that had not been pro- 
cessed at the time of our review. At the existing processing 
rate, it would have taken 23 months to clear this backlog. 
In addition, the backlog.was increasing. The FI was capable 
of processing about $200,000 in CHAMPUS benefit payments each 
month: however, more than $500,000 was added in each of the 
2 months tested. 
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At Blue Shield of California, unprocessed credits totaled 
nearly $6.6 million. During the first 10 months of 1979, the 
FI processed credits of $13.5 million, or about $1.3 million 
each month. At that rate it would have taken nearly 5 months 
to clear the backlog. 

In addition to the unprocessed adjustments, excess fund 
balances were caused by an overadvance of funds by OCHAMPUS 
during 1978. The funds were not returned to OCHAMPUS because 
of a disagreement about the amount owed. Blue Shield took 
the position that it owed CHAMPUS $767,300, while OCHAMPUS 
maintained that more than $3.2 million in excess funds were 
advanced. Despite the large amount of money involved, at the 
time of our review (nearly 18 months after the overadvance 
occurred), OCHAMPUS had still not resolved the issue. 

Wisconsin Physicians Service was working to liquidate a 
large backlog of unprocessed fund recoveries. The FI had 
taken steps, however, to lessen the effects on CHAMPUS of 
the backlog. In July 1979, the FI returned $4 million to 
CHAMPUS although the adjustments for these funds had not been 
processed. As adjustments were processed, they were applied 
against the $4 million. Before return of the $4 million, 
bank balances were large relative to disbursements. 

At Hawaii Medical Service Association, records showed 
only three fund recoveries. At the time of our review, two 
had still not been processed, nearly 3 months after receipt. 

Only one FI, Mutual of Omaha, was current in processing 
recovered funds. At the time of our review, recovered funds 
were being returned as offsets against future fund advances, 
within about 1 week of receipt. 

Several of the FIs attributed their large inventories 
of unprocessed program credits in part to recent workload 
increases. One had recently assumed several new CHAMPUS 
contracts that resulted in a larger number of claims being 
processed. Another felt that a recent change in OCHAMPUS 
policy regarding the verification of other insurance coverage 
was causing increased refunds to CHAMPUS. The key problem, 
however, seemed to be inadequate staffing. OCHAMPUS, on the 
other hand, has not established clear standards for the 
timely processing of recovered funds. In the absence of such 
standards, FIs have difficulty determining staffing required 
to meet program needs. 
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OCHAMPUS is aware of the need for improved cash manage- 
ment. One OCHAMPUS official estimated that better cash- 
management procedures in CHAMPUS could result in $3 million 
to $5 million in annual interest savings to the Government. 

After recent action to reduce excess fund balances 
resulting from refunds held by FIs, OCHAMPUS obtained over 
$19 million. Also, OCHAMPUS, in a recently prepared draft of 
a new contract for FIs, proposed an improved cash-management 
system that would require FIs to maintain an average daily 
CHAMPUS bank account balance of not more than 10 percent of 
the benefit funds paid out during the previous month. While 
this is a significant improvement over past practices, it is 
not as effective or economical as the letter-of-credit method. 
An OCHAMPUS official informed us that the letter-of-credit 
method had been discussed but no decision on its adoption 
had been made. 

INADEQUATE PROCEDURES FOR 
IDENTIFYING AND RECOVERING 
ERRONEOUS BENEFIT PAYMENTS 

The FIs we reviewed had generally not developed internal 
systems for routinely identifying and recovering erroneous 
benefit payments. Substantial fund recoveries are being made, 
but few come about because overpayments were detected by FIs. 
In most cases, refunds are made voluntarily by providers or 
beneficiaries, 
ficiary, 

or funds are recovered after a provider,.bene- 
or another insurance company independently notified 

the FI that an overpayment has been made. Each of the five 
FIs we visited relied heavily on such voluntary notification. 

In addition, FIs often do not take timely or uniform 
action to recover overpayments once they are discovered. Re- 
coupment efforts generally consist of several written refund 
requests, followed by an attempt to offset the amount due 
against future claims. The actual procedures for and timing 
of recovery action varied significantly among FIs visited, 
however. 

For example, two FIs attempted to recover any overpayment 
that exceeded $10; another generally required that overpay- 
ments exceed $50 before'taking recovery action. The $50 
criterion is in compliance with OCHAMPUS guidelines, but at 
least one FI felt that it was cost effective to pursue smaller 
overpayments. 
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The amount of time allowed beneficiaries and providers 
to respond to initial and followup refund requests also 
varied considerably. Two FIs allow beneficiaries and pro- 
viders 30 days to respond to the initial letter. One, how- 
ever, allowed 21 days to reply to the followup request, while 
the other allowed only 15 days. Another FI gave beneficiaries 
only 15 days to respond to either the initial or followup 
letter, while providers were given 40 days. 

Once the allowed response time has passed, FIs were slow 
to move on the next step in the recovery process. For ex- 
ample, Hawaii Medical Service Association, in one instance, 
allowed more than a year to elapse between the initial refund 
request and the followup letter. Two other cases involved 
ll-month delays, and another an &month delay. 

At Blue Shield of California, 17 cases we reviewed took 
an average of 204 days between when overpayment was indenti- 
fied and the refund request issued. The average delay between 
the initial request and the followup request was 80 days. In 
two cases at Mutual of Omaha, 30 days elapsed between identi- 
fication of overpayment and issuance of a refund request. 
Followup was to be made 30 days after the request letters but 
was not made until 44 and 72 days later. 

While the problems were caused partly by either inade- 
quate staffing or internal control at the FIs' sites, guidance 
from OCHAMPUS has also been lacking. OCHAMPUS has not estab- 
lished adequate performance standards to assure timely action 
by FIs to recover overpayment. OCHAMPUS must provide such 
guidance to achieve uniformly effective recoupment programs 
from all FIs. 

IMPROVED PHYSICAL CONTROLS 
NEEDED TO SAFEGUARD BENEFIT 
AND REFUND CHECKS 

FIs often have many unmailed benefit checks and refund 
checks from -beneficiaries and providers on the premises. 
Adequate internal controls should be established to safe- 
guard these funds. 

At three of the five FIs visited, however, controls were 
inadequate. For example, on one occasion at Blue Cross of 
Southwestern Virginia, we observed signed benefit checks 
lying in an unattended room off a heavily traveled corridor. 
In addition, the FI had not provided for any special security 
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or handling of refund checks received, even though they are 
negotiable. The FI conceded that the problems existed and 
said solutions were being developed, but no immediate correc- 
tive action was indicated. 

Weak controls over refund checks were also found at 
Hawaii Medical Service Association and Wisconsin Physicians 
Service. At Hawaii Medical Service Association, the diver- 
sion of funds would be difficult to detect. Recoupment 
cases are handled by the same claims examiner who originally 
processed the overpayment. Refunds received went initially 
to a mail clerk and then were forwarded to the appropriate 
claims examiner for processing. A record was not made of the 
refund receipt at either point. Similar problems existed at 
Wisconsin Physicians Service, as there was no separation of 
duties involving receiving refund checks, recording refunds, 
and forwarding refunds to the accounting department for 
deposit. Also, no reconciliation was made between the amount 
of refunds received and actual deposits recorded. This FI 
acknowledged the system weaknesses and agreed to correct them. 

The FIs are responsible for the fiscal integrity of 
systems used to disburse and collect Federal funds. However, 
OCHAMPUS, which is responsible for providing administrative 
guidance and oversight, needs to assure that each FI exer- 
cises acceptable internal control over Government funds. 

EXCESSIVE ADMINISTRATIVE REIMBURSEMENT 
FOR NUMBER OF CLAIMS PROCESSED 

The FIs periodically submit to OCHAMPUS computer payment 
tapes containing specific data on all claims processed to 
completion. Completed claims are those that have been either 
paid, denied, or applied toward meeting the beneficiaries' 
annual deductible requirements. The payment tapes also con- 
tain corrections made to claim records submitted on earlier 
tapes, The payment tapes are accompanied by the FIs' invoice 
showing the number of reimbursable claims on the tape and 
the administrative payment due. 

When the payment tape is processed by OCHAMPUS, a series 
of computerized edits is applied to assure that the data are 
accurate and reported in accordance with program instructions. 
OCHAMPUS does not reimburse FIs for processing claims that 
the computer edits identify as containing serious errors until 
the FIs correct the errors. Acceptable claims are reimbursed 
at the fixed rate agreed to in the FIs' contract. 
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The FIs' administrative costs were not being accurately 
reimbursed. Some FIs were receiving excessive reimbursement, 
either because the coding of certain claim adjustment actions 
on the payment tape was improper or because one claim was 
split into two or more claims under nonallowed circumstances. 
Incorrect administrative payments also resulted from a differ- 
ence in claim counts between FIs and OCHAMPUS apparently 
caused by a problem with OCHAMPUS computer processing. 

Administrative reimbursements improperly 
paid for adjustments caused by FI errors 

In certain situations, FIs need to adjust previously 
processed claims. Depending on the circumstances, the con- 
tractor may or may not be entitled to additional administra- 
tive reimbursement for the adjustments. Generally, if the 
adjustments result from errors the FIs made when the claim 
was originally processed, no additional compensation is 
allowed. 

Our limited review at two FI locations showed that both 
FIs had received excessive administrative reimbursement by im- 
properly coding such adjustments on the payment tapes to indi- 
cate that they were not caused by the FI's error. One FI was 
making no attempt to identify responsibility for the process- 
ing error and simply assigned a code that resulted in adminis- 
trative reimbursement for the adjustment. A test of adjustment 
actions indicated that this FI was receiving administrative 
overpayment of at least $11,100 monthly. 

We did not attempt to quantify the amount of possible 
overpayment to the second FI; however, our examination of 
23 claim adjustments showed that 9 (39 percent) had been im- 
properly coded as administratively reimbursable. 

Improper claim splitting - 

CHAMPUS claims are normally processed to completion 
intact. In seven specific situations, however, OCHAMPUS 
allows FIs to split a single claim into two or more before 
processing. Each split portion of the claim receives a 
separate claim number and warrants separate administrative 
cost reimbursement at the fixed rate. Three of the five FIs 
reviewed were found to be splitting claims only in allowed 
situations. The other two FIs, however, were improperly 
splitting ml-aims for other than the allowed reasons and were 
thereby collecting additional administrative reimbursement. 
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One FI was continuing to improperly split claims even after 
OCHAMPUS had detected the practice. 

The two FIs' systems did not readily provide for identi- 
fying all claims split during a period. Therefore, we were 
unable to fully assess the amount of administrative cost 
overpayments that were occurring. A large percentage of the 
claim splits reviewed at each of the two FIs, however, were 
found to be improper. 

Differences in administrative claim 
count between FIs and OCHAMPUS 

Claim counts of FIs for administrative, cost reimburse- 
ment were frequently different from OCHAMPUS counts. When 
OCHAMPUS processes the FI payment tape, the claims are 
counted, and FIs are paid the fixed administrative reimburse- 
ment rate for each acceptable claim on the tape, based on the 
OCHAMPUS-determined claim count. That claim count, however, 
is seldom the same as the count invoiced by the FIs after 
allowing for claims failing to pass the OCHAMPUS edit. How- 
ever, the OCHAMPUS count was normally greater than that in- 
voiced by FIs. An OCHAMPUS official estimated that differ- 
ences occurred on 90 to 95 percent of all payments. 

The pattern and extent of claim count differences varied 
among FIs. For example, three FIs were overpaid by just 55, 
92, and 213 claims. However, for the two other FIs, we iden- 
tified 4,825 overpaid claims (about $25,000) for a 21-month 
period at one and 17,282 overpaid claims (about $89,000) for 
a 12-month period at the other. 

According to an OCHAMPUS official, the problem with 
claim counts started when OCHAMPUS converted to fixed-price 
contracting, but the problem was corrected in February 1979. 
Discussions with several FIs indicate that, although the 
situation improved greatly after February 1979, it has not 
been totally corrected. One FI reported that the discrep- 
ancies were still occurring to some extent as recently as 
March 1980. 

CONCLUSIONS 

Improved management of funds to cover benefit and admin- 
istrative payments and more effective procedures and controls 
in administering these funds can reduce program costs. The 
method of advancing funds to FIs to cover benefit payments 
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needs to be changed in order to minimize FIs' bank account 
balances. Effective cash management procedures could result 
in savings of several million dollars annually in interest 
costs. OCHAMPUS also needs to monitor FI operations more 
closely to prevent the accumulation of (1) large backlogs 
of credit adjustments and (2) funds in bank accounts for 
these adjustments. FIs also need to improve systems for 
detecting and recovering erroneous benefit payments and im- 
prove internal controls over funds. Improvements are also 
needed in administrative payments to FIs. 

'RECOMMENDATIONS TO THE 
SECRETARY OF DEFENSE 

We recommend that the Secretary improve the financial 
management of CHAMPUS funds. by: 

,,,,L”” 
--Adopting the letter-of-credit method for providing 

funds. 

f-Adopting procedures that assure that FIs routinely 
and promptly return excess benefit funds to OCHAMPUS. 

--Establishi##ng minimum time requirements for processing 
audit adjustments and monitoring the processing of 
these adjustments more closely. 

--Developing specific procedures for FIs to follow in 
identifying and collecting erroneous payments. 

--Developing guidelines for internal controls over the 
safeguarding of checks and separation of duties in 
handling and processing checks. 

-*Issuing clarifying instruction on types of claims 
entitled to administrative reimbursement. 

--Determinkr%g the types of claims each fiscal inter- 
mediary splits and examining a sampling of split claims 
to verify that reasons for the splits comply with 
program regulations. 

--Recovering overpayments and rectifying un$erpayments 
from the incorrect counting of claims by OCHAMPUS. 
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DOD AND FISCAL, INTERMEDIARY 
COMMENTS AND OUR EVALUATION 

DOD and the five FIs generally agreed with our recom- 
mendations, and DOD has either already taken or planned 
action to implement them. (See apps. I to VI.) 
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ASSISTANT SECRETARY OF DEFENSE 

WASHINGTON. D.C. 20301 

4 December 1980 
MALTH AFFAIRS 

Mr. Gregory J. Ahart 
Director, Human Resources Division 
United States General Accounting Office 
Washington, DC 20548 

Dear Mr. Ahart: 

This is in response to your letter of October 15 forwarding the Draft GA LO 
Report "Performance of CHAMPUS Fiscal Intermediaries Needs Ilirprovement” 
(OSD Case 5549). 

We have carefully reviewed the report and offer the following general 
conments. A more detailed response to each of your specific reconmnendations 
in the draft report is enclosed. 

We agree that at the time of the GAO review the CHAMPUS Program had many 
problems. DOD had recognized these problems and had taken steps to 
reorganize and to change key management personnel at OCHAMPUS to improve 
the overall management of the program. 

The GAO review was conducted during the spring and summer of 1979. The claims 
sample analyzed by GAO was for claims processed in January and February of 
1979. Since then many major improvements have occurred in the CHAMPUS 
Program and the claims processing system. OCHAMPUS has improved and 
simplified its instructions to the fiscal intermediaries, our monitoring of 
fiscal intermediary performance has improved significantly and the performance 
of the fiscal intermediaries has improved dramatically. 

For the month of September 1980, 84.5% of all claims processed by all fiscal 
intermediaries were processed within 21 days and 91.6% were processed within 
30 days. In the area of correspondence 61.7% of all inquiries were processed 
within 10 days, and 77.3% were processed within 15 days. This is a significant 
improvement over the September 1979 figures GAO reviewed, when 54.6% of all 
claims were processed within 21 days and 72.4% within 30 days, while only 
46.4% of all correspondence was completed in 10 days and 61.2% was completed 
within 15 days. To assure this performance continues to improve, we have 
developed a new very comprehensive Request for Proposal (RFP) for procurement 
of fiscal intermediary services. This RFP includes much clearer statements of 
work, precise instructions and guidelines, and clear objective performance 
standards. We have included incentives which take into account both 
positive and negative contractor performance. 
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The area of double coverage and coordination of benefits has long been 
a problem for the CHAMPUS Program. We have spent a significant amount 
of time in addressing this problem and in developing more comprehensive 
guidelines and procedures to fiscal intermediaries to improve 
performance in this area. This area has been specifically addressed 
in the new RFP, and an entire comprehensive instruction has been developed 
and will be issued in December 1980. 

We realize that additional efforts are needed in assuring that the 
Nonavailability Statements are secured when required. We have addressed 
this in the new RFP, and we are developing additional instructions for 
the fiscal intermediaries. We believe additional changes are warranted 
in this area. Where CHAMPUS is second pay to other insurance coverage, 
in many instances it would be more cost effective not to require a 
Nonavailability Statement. If other insurance is the primary payer the 
government would only be required to pay about 20% of the cost of treatment. 
However, if we require a Nonavailability Statement, or require that the 
care be performed in a direct care facility, the government would be paying 
for 100% of the cost of care. We are analyzing this problem and expect 
to reach a conclusion regarding it in the near future. 

Overall, we believe that significant improvement has occurred in the management 
of the CHAMPUS Program and in the performance of the fiscal intermediaries 
since the GAO review. Further improvements are being made, and all of the 
problems identified by GAO as well as problems identified by OCHAMPUS are 
being addressed and rectified. We expect to continue improvement in the 
administration of the Program. 

We apprecjate having the opportunity to review and provide our connnents 
on the draft report. 

Sincerely, 

Enclosure 

GAO note: Numbers in brackets refer to pages in the final 
report. 
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OSD(HA) RESPONSE TO DRAFT GAO REPORT 
“PERFORMANCE OF CHAMPUS FISCAL INTERMEDIARIES NEEDS IMPROVEMENT” 

Cvil 

The GAO recommendations to the Congress on page VI I I of the draft report are 

c391 
repeated again on page 51 of the draft report. 

II393 
GAO Recommendation Page 51 Draft Report: 

GAO recommends that Congress enact legislation that requires: dependents of 

active duty members to report other insurance provided by law or through employ- 

ment. 

DSD(HA) Response: 

We nonconcur with this recommendation. There is presently no statutory pro- 

hibition against Coordination of Benefits (COB) for active duty dependents, and 

our instructions provide for COB for all beneficiary classes. Initial payment is 

made by CHAMPUS for active duty dependents regardless of the existence of other 

insurance, but this does not affect the required application of COB by the Fl. 

Moreover, the problem with the 1863-series claim forms is rapidly being eliminated 

as the 500- and 600-series claim forms replace them. 

GAO Recommendation: 

Congress enact legislation that requires DOD to administer COB consistently for all 

beneficiaries. 

OSD(HA) Response: 

This recommendation is apparently aimed at the policy of making initial payments 

for active duty dependents regardless of the existence of other insurance. We 

do not agree with the recommendation. This practice is based on the fact that 

CHAMPUS is to provide active duty dependents a substitute for the direct care 

system where necessary. Therefore, initial payments by CHAMPUS are intended to 

reduce the financial hardship on active duty members which could occur if payment 

were delayed ,wh.i.le CHAMPUS and-other. insurance beneflts.are. csorQipa.t.ec! .At, the 
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same time, this 

since COB is sti 

policy will not result in the loss of any benefit dollars 

11 required and any overpayments are required to be recouped. 

L-401 
GAO Recommendati ons to the Secretary of Defense Page 52 of the Draft Report. 

GAO Recommendation: 

Establish standards for accuracy of claims processing and benefit administration, 

and that the standard for payment errors be about 2 percent of billed charges, 

rather than 4 percent as proposed by OCHAMPUS. This standard should be 

evaluated periodically and adjusted downward as fiscal intermediaries become 

more proficient in processing CHAMPUS claims. 

OSD(HA) Response: 

The 4 percent standard established by OCHAMPUS in the new RFP is probably too 

high. OCHAMPUS has been reducing the error rate standards continuously and 

4 percent is only an interim permissable rate. We expect that revisions of 

the Model RFP, planned as soon as possi ble after some experience has been 

obtained under new contracts, wil I cant ain the 2 percent error rate standard. 

It did not seem advisable to go from a “no rate” standard to 2 percent in one 

act ion. Any rate set will be continuously evaluated to ascertain whether a lower 

rate is possible. 

GAO Recommendation: 

i th system reviews in performing Fully integrate the claims examination function w 

OCHAMPUS visits to Fls’ sites in order to achieve 

nation of claims. 

optimum benefits from the exami- 
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OSD(HA) Response: 

The new RFP requires quarterly claims audits which will facilitate integration 

of claims examination with Contractor Performance Evaluations (CPEs). 

GAO Recommendat ion: 

Require Fls to adopt OCHAMPUS contracts requirements within specified time limits 

and follow-up on these requirements to assure they have been implemented and 

are being administered uniformly. 

OSD(HA) Response: 

This recommendat ion has been incorporated into the Model RPP through the identi- 

fication of Minimum Standards of Performance for each major FI task. These 

Standards (found on pages 11-18 of the Model RFP) incorporate both timeliness 

and accuracy levels of FI performance which are measurable. The Contract 

Operations Branch is responsibie for conducting ongoing assessments and monitoring 

of ‘Fl performance. The Contract ‘Performance Evaluation Branch conduct periodic 

on-site validation reviews of FI performance. 

GAO Recommendation: 

Improve specific areas of claims processing by: 

Discontinuing the use of old claim forms and adopting new claim forms that contain 

clear instructions on supplying information on other insurance in which bene- 

ficiaries are enrolled. 

OSD(HA) Response: 

New and revised claim forms are being implemented. 

1. CHAMPUS/CHAMPVA Claim Form 500 is being revised by OCHAMPUS for use by the 

beneficiary to file any CHAMPUS claim, e.g., institutionai, individual provider, 

drug, Program for the Handicapped, etc. The form requires completion of only 
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eligibility information and the attachment of the provider’s itemized bill. 

A separate implementation instruction with a sample of the Form will be 

issued during January 1981. Implementation is planned for April 1, 1981. 

2. ChAMPUS Form SO0 (initial version) will remain in use, but its use will not be 

recommended after the new form becomes generally available by July 1, 1981. 

3. CHAMPUS Form SO1 is the newly revised version of the m Uniform Claim 

Form. While Fl’s wi 11 process the form if completed by a beneficiary, Form SO1 

is recommended for use only by physicians and all other individual providers of 

care (psychologists, dentists, pharmacists, marriage counselors, suppliers, etc.) 

to file their CHAMPUS claims. First printings of the form were distributed 

about October 1, 1980, and quantities of the form can be expected to be available 

in a few local areas by January I, 1981. Other areas will begin distribution 

between January and July of 1981. Printing and distribution of the form will 

be handled through local agreements established by third-party payers (including 

CHAMPUS Fls). This form (and the revised Form 500) will replace the initial 

version of Form 500 and DA Forms 1863-2, i863-3, and 1863-4 for non-institutional 

provider services. 

4. CHAMPUS Form 601 will be a new version of the ~6-16 uniform institutional 

provider bi 1 I ing form. The certifications on the back of the claim form have 

been changed to meet requirements of Federal law, but no changes have been made 

to the front of the form. This form will be for use by those hospitals and other 

institutional providers employing the US-16. The form is privately produced 

and purchased by the provider. CHAMPUS will not cost-share in the printing, 

purchase, or distribution of the form. CHAMPUS providers should obtain the form 

through its current suppl iers. It is anticipated that the first printings of the 
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revised form will not be in distribution earlier than January 1, 1982. The form 

(and the revised Form 500) will replace DA Forms 1863-l and 1863-3 for institu- 

tional provider services. Separate implementation instructions will be issued. 

5. CHAMPUS Form 600 may be a new institutional claim form for use by those 

institutional providers that do not utilize Form 601. Currently, the utility 

of this proposed form is being reviewed in light of the 1~6-16 five-state test 

results which demonstrate that a substantial number of small hospitals are pre- 

paring the uD-16 on typewriters. Since the form is being prepared manually, 

and Medicare and Medicaid implementation of the revised ~6-16 will now coincide 

with CHAMPUS implementation, this form may be deleted as unnecessary, and special 

effort given to provide specialized treatment facilities who are CHAMPUS providers 

with the implementation instructions for use of CHAMPUS Form 601, when it becomes 

available. 

If it is decided to proceed with CHAMPUS Form 600, first printings of the form 

are not expected prior to October 1, 1981, with quantities in distribution to the 

Uniformed Services depots and CHAMPUS Fl’s by January 1, 1982. The form, if 

adopted, (and Form 601 and revised Form 500) wi 11 rep1 ace DA Forms 1863-l and 

1863-3 for institutional provider services. 

6. DA Form 1863-l will remain in use, but its use will not be recommended after 

CHAMPUS Form 601 (and perhaps Form 600) become generally available. 

7. DA Form 1863-j and DA Form 1863-4 will remain in use, but their use wi II 

not be recommended after CHAMPUS Forms 501, 500 (Revised), and 601 (and perhaps 

600) become general ly available. 
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An example of the type of information requested regarding other insurance on 

the above forms, item 9 of the 501 says, “Enter any other hea 1 th/hosp 

insurance which covers the patient whose eligibility is a result of g 

affiliation, such as place of employment, etc. Health insurance that 

specific supplement to CHAMPUS (such as those offered by various serv 

tal . 

oup 

is a 

ce and 

retired associations that reimburse items such as deductibles, and cost-shares, 

etc.) should not be listed.” 

CHAMPUS is redesigning all its claims forms. Through publ icat ion of clearer 

instructions on supplying information on other insurance desired results will 

be achieved. 

GAO Recommendation: 

2. Requiring Fls to adopt procedures that result in investigating claims where 

other insurance has made payments in the past; 

OSD(HA) Response: 

The new RFP requires automated COB flags and the new instructions require Fls to 

fully investigate past claims, etc., as part of the COB actions. We have also 

simplified the development procedures which should better ensure consistent 

application. 

c401 
GAO Recommendations on Page 52a of the Draft Report. 

GAO Recommendat ions: 

3. Issue clarifying instructions to Fls on cases requiring further development 

because of possible third party liability, automobile insurance, and workman’s 

compensation; 
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OSD(HA) Response: 

A revision to Chapter IX, DOD 6010,8-R, covering third party liability is now being 

coordinated with the appropriate Uniformed Services claims offices. Following 

formal amendment of the Regulation, appropriate implementing instruction will 

be issued. 

Also cIarifying’instructions on the development of claims involving double coverage, 

e.g., other health insurance, automobile insurance and workman’s compensation 

have been drafted and should be issued to the Fls in November 1380. 

GAO Recommenda t ion : 

4. Requiring that Fls submit for OCHAMPUS approval their procedures and system 

descriptions for assuring that Nonavailability Statements are obtained as required; 

CHAMPUS Response : 

We have determined that a major factor contributing to the failure to check for Non- 

availability Statements required has been the reli’ance on manual processing. The 

Model RFP requires automated procedures to identify all cases requiring processing 

for Nonavailability Statements using zip codes for areas within 40 miles of an appro- 

priate military medical facility. The cases when identified will still be processed 

manually. 

Where an obvious medical emergency has occurred, but the claim does not contain the 

required physician’s certification, Fls may now waive the requirement for a 

Nonavailability Statement. Authority and implementing guidelines were issued in 

July 1980. 

We are also pursuing other possibilities for simplifying the Fls processing in the 

area and reducing the need for returning claims for additional Nonavailability 
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Statements. Such as not requiring the Nonavailability Statement when CHAMPUS 

is second pay to other insurance, and the government would only be liable for 

up to 20% of the cost of providing the care, as opposed to 75% or more if the 

care were provided in a direct care facility. 

GAO Recommendat ion: 

5. issuing guidelines requiring confirmation of eligibility of dependents 

without identification cards when their last names are different than that of 

service members. 

OS0 (HA) Response : 

Determination of a person’s eligibility as a CHAMPUS beneficiary is the responsibility 

of the Uniformed Service of which the active duty member, retiree, or deceased 

member or deceased ret i ree is, or was, a member. 

The Director, OCHAHPUS, may request the appropriate Uniformed Service to review 

the eligibility determination should a question arise as to entitlement to 

CHAMPUS benefits. 

If identification card information is miss ng from the claim form, the Fls are 

instructed not to process the claim and to develop that claim for the needed informa- 

tion. The one exception to this is on the new CHAMPUS Form 501, where the SSN of 

the sponsor will be considered sufficient dentification. 

If the eligibility determination cannot be obtained through the sponsor, the 

OCHAMPUS Form 88R procedures shall be initiated for verification using OCHAMPUS 

Form 88R, “Determination of Eligibility/Civilian Health and Medical Program of 

the Uniformed Services.” If the OCHAMPUS form 88R confirms that the beneficiary 

is not eligible for CHAMPUS benefits, the FI shall flag the current claims history 

file. 
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The fact that the dependent’s name differs from the sponsor, does not necessarily 

mean eligibility verification procedures are needed. 

C601 
GAO Recommendations to the Secretary of Defense on Page 80 of the Draft Report. 

GAO Recommendation: 

Require OCHAMPUS to closely monitor implementation by Fls of the systems for 

utilization and peer review and to assess penalties when systems required either 

by the contract or by OCHAMPUS regulations are not implemented within specified 

time periods. 

OSD(HA) Response: 

OCHAHPUS is working on the util iration peer review problems in three steps. 

First: On January 31, 1980, OCHAMPUS issued instructions to the fiscal intermediary 

for the establishment of a uniform system for the professional review of all 

inpatient and outpatient psychiatric claims and all outpatient psychological 

claims. All fiscal intermediaries will have fully implemented this system by 

December 31, 1980. 

Among other things, the system requires the fiscal intermediaries to comply with the 

regulatory requirements for screening psychiatric and psychologic claims. The 

instructions include psychiatric and psychologic criteria for determining the 

necessity and appropriateness of the care. Professional reviewers will review 

treatment reports that are prepared by the providers in accordance with predetermined 

review points and professional criteria. 

This system has required each fiscal intermediary to establish prepayment and post- 

payment control organizations and systems for psychiatric and psychologic claims 

that can be adapted to the review of other medical claims. 
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Second: OCHAMPUS has contracted for a survey, documentation and assessment 

of all CHAMPUS related utilization review and professional review activities. 

This survey, which included the fiscal intermediaries, will be completed and 

reported on in December 1980. This wi 11 be followed by a contract to determine the 

cost-benefits of alternative systems of review and CHAMPUS policy will be based 

upon these and other findings. 

Final Iy: With respect to post-payment and pre-payment control systems, OCHAMPUS 

is actively considering adopting the policies and procedures estab.lished by 

Health Care Financing Administration of the Department of Health and Human Services 

for Medicare. In March 1980. HCFA through Transmittal No. 794, established 

minimum and uniform identification, control and reporting systems for their 

carriers. 

These systems will identify practice, service and payment norms, determine devia- 

tions from such norms and facilitate investigation of the deviations. Although the 

system has not been validated, it is intended to identify probable fraud, 

inappropriate care, misuti 1 ization and unusual payments. 

OCHAMPUS, after coordination with HCFA, expects to make the HCFA reporting system 

a CHAMPUS requ i remen t . As the change orders to accomplish this are completed, imple- 

mentation schedules and monitoring mechanisms will be established and enforced 

with appropriate standards as other CHAHPUS contract requirements have been, 

through the new procedures and standards in the new RFP. 

GAO Recommendat ion: 

Require OCHAMPUS to provide Fls with guidelines for reviewing claims for medical 

necessity and monitor the implementation of these guidelines. 

106 



APPENDIX I APPENDIX I 

OSO(RA) Response: 

See the last two paragraphs of the previous response. We believe these measures 

will fulfill the requirements of the recommendation. 

GAO Recorrrnendat ion : 

Require OCHAMPUS to develop methods for testing whether FI systems are appropriately 

identifying claims requiring rejection and require OCHAMPUS to more closely review 

FI systems for rejecting claims. 

OSD(HA) Response: 

OCHAMPUS has an ongoing end of line claims sampling, quality control system. This 

sample claims review will identify whether Fl systems are appropriately identifying 

claims requiring reject ion. OCHAMPUS is now planning to expand this effort, not 

only to identify reject claims but to identify other claims processing system 

problems. 

GAO Recommendations to the Secretary of Defense on Page 81 of the Draft Report. 

GAO Recommendation: 

Obtain more uniform administration of reasonable charges by requiring all Fls to use 

similar charge data in establishing reasonable charges. 

OSD(HA) Response: 

This has been accomplished. On April 15, 1980, instructions were issued to all 

Fls (OCI 7000.1) eliminating the requirement to use Medicare charge data in the 

development of profiles. The instruction requires that CHAMPUS charge data be 

used. The instruction was effective with the July 1 profile update. 

GAO Recommendation: 

Adopt our 1971 recommendation to limit the CHAMPUS payment when combined with other 

insurance to reasonable charges: 
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OSD(HA) Response: 

We do not agree with this recommendation. Contrary to GAO’s contention, we believe 

the recommendation would not only result in Program savings but would actually 

increase Program expenditures in the long run. If the al lowable charge is 

used as the basis of payment, in many instances a beneficiary with other health 

insurance will be reimbursed the same amount as a beneficiary with no other 

insurance. Thus, the financial responsibility of the two would be identical. 

tn addition to the obvious beneficiary discontent this will create, beneficiaries 

will soon realize they gain nothing by having other insurance and will cancel it. 

Since CHAMPUS payments are generally substantially reduced as a result of 

other insurance, any cancellation of other insurance will increase CHAMPUS payments 

significantly. 

In addition to the benefit dollars which can be saved by not adopting the GAO 

recommendation, sireable administrative savings can also be made. Use of billed 

charges rather than allowable charges as the basis of payment is considerably easier 

for Fts to administer, and thus reduces administrative costs as well as claims 

processing times since the procedures can be easily automated. While a procedure 

using allowable charges could be automated, it would also involve a large amount 

of manual review as well as subsequent adjustments. For example, to equitably adminis- 

ter a procedure using allowable charges as a basis, it would be necessary to manually 

review the coverage of each and every item so that items which are allowed by the ORI 

but not by CHAMPUS, are not included in the computation. Otherwise, such services 

would not be reimbursed even though covered by the OBI. Such items that are missed 

would require subsequent adjustments with the attached administrative cost, delay 

in complete processing, and beneficiary irritation. Lastly, it should be 

remembered that even if the billed charge rather than the allowable charge is used 
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as the basis of payment, CHAMPUS instructions explicitly require that CHAMPUS 

payments never exceed what would have been reimbursed in the absence of other 

insurance. MO reove r , the instructions prohibit payment which would result in the 

beneficiary being reimbursed more than the billed amount. 

C841 
GAO Recommendations to the Secretary of Defense on Page I17 and 118 of the Draft 

Report. 

GAO Recommendat ion: 

Require Fls to prepare periodic reports to OCHAMPUS in the detail and format 

necessary for OCHAMPUS to compare performance to standards, and requiring 

OCHAMPUS to verify the accuracy of the reports during periodic vis i ts to Fls. 

DSD(HA) Response: 

improved reports are required by the new Model RFP. These and the RFP’s new more 

detailed and measurable Standards of Performance will permit greater improved 

contractor performance evaluation and verification of accuracy of reports during 

periodic visits to the Fls. 

GAO Recommendation: 

Revise contracts to (1) increase penalties for failure to meet performance standards 

and/or (2) provide positive incentives for meeting the standards, if the penalties 

assessed under the liquidated damages provisions of current contracts do not 

result in acceptable levels of performance. 

OSO(HA) Response: 

Several of the current contracts wil I be r ewritten with a new scope of work which 

will include a revised liquidated damages provision. These sole source contracts 

are a necessary measure to provide suffici ent time to effect the 1980 long range 
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procurement plan on a competitive basis. OCHAMPUS has given careful consideration 

to the significant scope changes mandated by the I980 request for proposals and has 

selected seventeen items which, when implemented, will not give an incumbent con- 

tractor an unfair competitive advantage. The positive incentive package will not 

be incorporated into these contracts. 

GAO Recommendation: 

ExpIore the possibility of permitting Fls to accept sponsors’ signatures in 

lieu of patients’ signatures on claims, thereby significantly reducing the number 

of claims returned to beneficiaries. 

OSD(HA) Response: 

On June 20, 1980, OCHAMPUS issues CHAHPUS Instruction (Cl) 6010.12 which informs 

fiscal intermediaries (Fls) of the requirement for development of a CHAMPUS/CHAHPVA 

ciaim form for a beneficiary’s signature. 

According to Cl 6010.12, the signature of the beneficiary is normally required 

on every claim form, whether the claim is submitted by the beneficiary or by the 

provider. However , if a claim for services provided a beneficiary 18 years of age 

or over is signed by a sponsor, parent, or spouse, it shall be returned for the 

signature of the beneficiary only if the claim requires return for some other 

reason (e.g., deveiopment of missing information). A claim received without any 

signature must stiI1 be returned for the signature of the beneficiary. 

The relaxation of signature requirements does not relax the confidentiality require- 

ments imposed by the Privacy Act, Checks, CHAMPUS Explanation of Benefits, responses 

to inquiries, etc. shall continue to be addressed to the beneficiary. 

A signed request from a sponsor or parent for an Informal Review of a denied 

claim for a beneficiary 18 years of age or over is acceptable documentation for 
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initiating the review. The Informal Review decision and further appeal rights (if 

any) must be addressed to the beneficiary. 

GAO Recommendation: 

Revise contracts to provide for penalties and/or incentives in regard to per- 

formance in such areas as implementation of systems to determine the location and 

status of inquiries, responsiveness to inquiries, and provision of adequate 

telephone service. 

OAS (HA) Response: 

Those items will be incorporated into future contracts. Emphasis will be placed 

on achieving timely delivery to the point that location of correspondence will no 

longer be of significant consideration. This new standard requi res a final response 

to 85% of all routine correspondence within fifteen days or an interim written 

response for those not processed to completion. It has been determined that the 

cost would be excessive to develop a location/status system and it is anticipated 

that timely responses will preclude extensive additional inquiry by the beneficiary 

population. Finally, all existing contracts will be modified to provide extensive 

toll-free telephone service which should reduce the volume of written correspondence 

and thereby further enhance the capability to meet the performance standards. 

GAO Recommendat ion: 

Revise contracts to increase the Fls role in educating beneficiaries in regard 

to CHAMPUS program provisions and claim submission requirements. 

OS0 (HA) Response: 

The new contracts will significantly expand the education of the provider and HBA 

population. This, in turn, will ser\ie the beneficiary population in addition to 

the beneficiary education program currently in effect. 
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WI 
GAO Recommendations to the Secretary of Defense, Page I30 of the Draft Report. 

GAO Recommendation: 

Improve the financial management of CHAMPUS funds by: 

adopting the letter-of-credit method for providing funds to Fls to cover benefit 

payments. 

OSD(HA) Response: 

AS discussed with the auditors during the audit, it is the intention of DCHAMPUS 

to adopt the letter-of-credit procedures for financing beneficiary/provider 

payments. Due to the funding of OCHAMPUS by an annual appropriation, unique 

procedures are required for use of a letter-of-credit. Substantial effort has 

been expended by OCHAHPUS and DOD Accounting Policy personnel, in coordination 

with the Department of Treasury, to develop the procedures. Final preparations 

are now in process and letter-of-credit financing will be implemented in the 

very near future. 

GAO Recomncndation: 

Adopting procedures that assure that Fls routinely and promptly return excess 

benefit funds to OCHAMPUS. 

OSD(HA) Response: 

Action has been taken to assure that Fls promptly process excess benefit funds 

to OCHAMPUS . The Contractor Performance Evaluations (CPE) now include a review 

of the Fl’s bank account, including unprocessed refunds. A professional auditor 

on the team determines if funds are on hand in excess of outstanding checks, to 

assure that Fls are promptly processing refunds. The CPE report identifies the 

amount of excess funds and requires corrective action by the FL. 
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GAO Recommendation: 

Establishing minimum time requirements for processing audit adjustments and 

monitoring the processing of these adjustments more closely. 

OSD(HA) Response: 

Revised contract performance standards specifically include adjustment transaction 

in the requirement for a 21-day processing time. 

II931 
GAO Recommendations to the Secretary of Defense, Page 131 of the Draft Report. 

GAO Recommendat ion: 

Developing specific procedures for Fls to follow in identifying and collecting 

erroneous payments. 

OSD(HA) Response: 

The new RFP requires quality control procedures to be implemented by Fls, using 

accepted industry standards for sample size. In addition, CPE teams perform a 

claims audit of sample claim selection. Further, payment tapes submitted by Fls 

are processed through the OCHAMPUS edit system, which contain edits for miscalcula- 

tions of payment, non-covered procedure codes and other obvious errors. All of 

these actions are designed to insure the accuracy of claims payments. In all 

identified erroneous payments, corrective action is taken on each claim so 

identified. 

GAO Recommendation: 

Developing guidelines for internal controls over the safeguarding of checks and 

separation of duties in handling and processing checks. 

OSD(HA) Response: 

During the past year, CPE’s have included an in-depth review of FI internal 

financial operations as related to CHAMPUS payments using normally accepted 
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accounting principles. Controls of blank checks, separation of duties and 

operating practices are part of the review, and the CPE report requi res 

corrective action on any deficiencies. In the development of a new FI operations 

manual, guidelines for proper financial operations are being included. 

GAO Recommendation: 

Issuing clarifying instructions on types of cla 

reimbursement, that the correct coding is being 

OS0 (HA) Response: 

In our opinion, there is no need for clarifying 

ims entitled to administrative 

assigned. 

instruct ions; the problem is one of 

assuring that the Fls follow current instructions. It must be recognized, however, 

that a physical review of claim adjustments is required to determine the reason 

for the adjustment. Only by review of the documentation supporting the adjustment 

can one determine if the adjustment was caused by an Fl error. OCHAMPUS has taken 

action to insure that Fls are using correct codes. Again, this area has been added 

to CPEs. In addition, a monthly report has been developed which will identify 

the numbers of adjustments by transaction codes. Although this will not identify 

improperly coded adjustments, it wi 11 provide information on the percentage of 

adjustments made because of FI error. Fls with a Tow percentage or even no adjust- 

ments in this category become suspect and will become subject to a special review. 

GAO Recommendat ion: 

Determining the types of claims each fiscal intermediary splits and examine a 

sampling of split claims to verify that reasons for the splits are in accordance 

with program regulations. 

DSD(HA) Response: 

Claims splitting is included in CPEs to insure that Fls are following contract 

provisions. The reviews have found instances of improper claims splitting, and 
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have. recommended corrective actions as well as recoupment of erroneous administra- 

t i ve payments . 

Recoupment actions were initiated by the Contracting Officer against several Fls 

and lump sum reimbursements have been obtained. Recoupment actions will be 

continued as necessary. 

GAO Recommendation: 

Recovering overpayments as well as rectifying any underpayments from the incorrect 

counting of cleims by OCHAMPUS. 

OSD(HA) Response: 

As discussed with GAO auditors, the problems of erroneous claim count in the 

DCHAMPUS ADP system was corrected in February 1979. Since chat time, the 

OCHAMPUS system counts claims in accordance with contract provisions. Discrepancies 

reported since that date have all been found to be in FI systems, not the 

OCHAMPUS system. In addition, OCHAMPUS has begun the reconciliation process to 

correct the over-/under-payments that occurred prior to February 1979. It is 

anticipated that this reconciliation process will be completed in FY 1981. 

115 



APPENDIX II APPENDIX II 

Blue Cross 
of Southwestern Virginia 

Post Office Box 13828 
Roanoke, Virginia 24034 
(703) 7744482 

CHAMPUS 

Civillan Health and 
Medical Program of the 
Uniformed Setvtces 

November 14, 1980 

Mr. Gregory J. Ahart 
Director 
United States General 

Accounting Office 
.Human Resources Division 
Washington, D.C. 20548 

Dear Mr. Ahart: 

Thank you for the opportunity to review the draft report entitled, Per- 
formance of CHAMPUS Fiscal Intermediaries Needs Improvement. 

Blue Cross of Southwestern Virginia , as a CHAMPUS Fiscal Intermediary, 
is interested in improving their administration of the CHAMPUS Program 
and has taken numerous steps to implement many of the recommendations 
reflected in the above mentioned draft report. 

The requested comments have been structured and referenced in a com- 
patible format with the draft report. 

If there are any questions or additional information is required, 
please consider this an offer to cooperate. 

James R.&!ith 
Coordinator 
Beneficiary/Provider Relations Beneficiary/Provider Relations 

JRS:psc 
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Blue Cross of Southwestern Virginia as a CHAMPUS Fiscal Intermediary 

processed over 350,000 CHAMPUS claims in 1978. The average cost nationally 

for processing a CHAMPUS claim in 1978 was less than $6.00 per claim 

according to the G.A.O. Report entitled, Performance of CHAMPUS Intermediaries 

Needs Improvement. 

The fixed price competitively bid contracts are a relatively new method 

of reimbursement afforded fiscal intermediaries. Blue Cross of Southwestern 

Virginia, at the time of this study, held three fixed price competitively 

bid contracts and processed approximately 12 percent of the CHAMPUS claims 

nationally. 

According to the G.A.O. Report, fiscal intermediaries provided Door 

service and maximized claim processing at the exoense of program benefit 

dollars. The fact that the report further indicated that fiscal intermediaries 

provided poor service was, in part, caused by uncontrollable circumstances during 

the period under study. The obligation that fiscal intermediaries minimize 

claim processing at the expense of program benefit dollars suggests an intent 

that was not present. The forces of change that were actino in 1978 and 

into 1979 created the situation indicated in the G.A.O. Draft Report. 

The administration of the CHAMPUS Program changed significantly with the 

implementation of fixed price contracts in conjunction with new CHAMPUS 

regulations and guidelines. The changes that occurred were felt not only by 

the beneficiary/provider communities but also by the fiscal intermediaries servicing 

the CHAMPUS Program in 1978. The number of fiscal intermediaries servicing 

the CHAMPUS Program were reduced.from 100 processing CHAYPUS claims in 1976 to 

the current 9 now processing CHAMPUS claims. The reduction in Fiscal 
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Intermediaries alone accounted for a significant amount of confusion in the 

beneficiary/provider communities. The reduction in Fiscal Intermediaries 

required beneficiary/provider communities to adjust to new coding structures, 

automated system requirements, and program interpretations implemented by 

the remaining nine Fiscal Intermediaries. 

The growth of Blue Cross of Southwestern Viroinia as a Fiscal Intermediary 

serves as an excellent model to describe the numerous changes affecting 

beneficiarylorovider communities in and around 1978. Blue Cross of Southwestern 

Virginia competitively bid for the Virginia/District of Columbia Contract and 

was selected a successful bidder to beqin processing CHAMPUS claims in August 

1977. By April 2978,due to the above mentioned consolidations of several con- 

tracts, Blue Cross of Southwestern Virginia was aoain selected as a successful 

bidder for the contract involving North and South Carolina. In September 

1978, R?ue Cross once again was selected a successful bidder for the CHAMPUS 

contract processinp claims for the States of Indiana and Kentucky. In each 

successful round of bidding, associated changes in the beneficiary/provider 

communities were felt, The change in Fiscal Intermediaries involves changes 

in the beneficiary/provider community such as: 

1. 

2. 

3. 

4. 

5. 

Conversion of automated claim history file data. 

Coding structure modalities. 

Program benefit interpretations. 

Administrative procedures. 

Relationships built up,,,Lbetween prior Fiscal Intermediaries and the 

beneficiary or provider. 

In 1977 the rate of reimbursement changed from the 90th percentile to 

the 75th percentile, based on Medicare oricing data excluding the economic 

index data. The reduced Payments to the beneficiary and the provider 

community were expressed in many different fashions. Reasonable charge 

119 



APPENDLX 1 I APPENDIX II 

complaints and complaints in general were expressed by both communities. 

The reduction in the level of payment to beneficiary/providers would have 

accounted for a large amount of the concern expressed during the 2978 period 

of time. 

The CHAMPUS Regulation, as it is now administered, was recorded in the 

Federal Register in 1977. The Regulation was much more explicit and contained 

much more detail than the prior Regulation. Many beneficiaries found that 

services that were covered in I976 were not covered in 1977. This significant 

change in the CHAMPUS Program did count for a large amount of dissatisfaction 

by the publics served by the Program. 

The family folder approach to administering the CHAMPUS Prosram was 

changed to an automated claims processing system designed to handle larqer 

volumes of claims. The contact with Fiscal Intermediaries experienced by the 

beneficiaries prior to 1977 changed a great deal in 1978. The personal 

attention was replaced with a more impersonal automated claims system. 

The changes experienced in converting from the cost reimbursable contract 

to the fixed price competitively bid contract was only one of the changes ex- 

perienced by the beneficiary/orovider community in 1978. Many of the findings 

expressed in the G.A.O. Report entitled, Performance of CHAMPUS Fiscal Inter- 

mediaries Needs Improvement, can be attrihllted to: 

1. The reduction in CHAMPUS Intermediaries from one hundred (100) in 1976 to the 

nine (9) Fiscal Intermediaries currently processina CHAYPUS claims. 

2. The change in the level of payment from the 90th percentile to the 75th per- 

centile; therefore, a reduction in the amount of money paid per covered service. 

3. The Regulation changed in 1977; and therefore, items which were covered in 

1976 were not covered in 1977. 
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4. Th,e family folder approach to administering the CHAMPUS Program changed 

to an automated claims processing system, which required each claim to stand 

on its own. 
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Chapter I. Scope and Methodology of Review 

The General Accounting Office selected claims which were processed 

claims through the OCHAMPUS payment cycle in January or February 1979. Those 

were processed by Blue Cross of Southwestern Virqinia in November and 

December 1978. The claim sample study selected by the General Account ing Office 

was claims that were processed in the peak seasonal cycle. The calendar year- 

end is the date in which Fiscal Intermediaries normally receive their highest 

volume of claim receipts. This is also a period of time in which Fiscal 

Intermediaries experience peak vacation periods. This history of Rlue Cross 

of Southwestern Virginia as explained in the Diciest section of this response 

indicates the numerous contracts that were imolemented in the 1978 oeriod of 

time. The changes necessary to accommodate volume increases were compounded 

by the backlog of claims and correspondence received from the previous fiscal 

intermediaries. Systems which were capable of handling claim volumes prior to 

contract expansion were not adequate to handle the increased volumes at the 

oeriod of time in which the claim sample study was conducted. Numerous changes 

affecting the Fiscal Intermediaries, beneficiary, and provider community such as 

the reduction of fiscal intermediaries, the change in level of payment from the 

90th to the 75th percentile, the Regulation change in 1977, and the replacement 

of the family folder approach by an automated system all contributed to the re- 

sults of the study conducted in 1978. 
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Chapter I. Recommendations to the Secretary of Defense 

The on-site audit conducted by the General Accountinq Office was conducted 

from May to September 1979. The resulting findings of the on-site audit 

made comparison difficult to the claim samples and the problems exoerienced 

with the 1978 population. Scope and methodology of G.A.O. Review was 

impacted by the following seasonal and historical situations. 

1. 

2. 

3. 

4. 

5. 

The claim sample was selected from a peak receipt processing period, 

November and December 1978. 

Fiscal Intermediaries experienced high vacation absenteeism in the November/ 

December period of time. 

The Program history, including the regulation change, change in level 

of reimbursement, reduction of Fiscal Intermediaries, automated system 

from a family folder system impacted the 197% claims sample. 

With the reduction of Fiscal Intermediaries came prohlems associated with 

inherited backlogs of claims and correspondence. 

The claims sample was selected from 1978 processed claims while the on-site 

audit reviewed systems and situations experienced in the I979 period of 

time. 

The G.A.O. Report and its findings fairly reflect the problems experienced 

by Fiscal Intermediaries in the 1978 and 1979 period of time. The situations 

as experienced in 1978 and 1979 have now received the benefit of additional 

experience and program maturity as administered and directed by the Office of 

CHAMPUS. 
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Chapter II. Benefits Need to be Administered More Accurately 

The G.A.O. Report entitled, Performance of CHAMPUS Fiscal Intermediaries 

Needs Improvement, reflected total errors sampled to contain approximately 

forty-two (42) percentofthe claims processed in error. All Fiscal Inter- 

mediaries reviewed had errors that exceeded forty (40) percent of claims 

processed. The only exception was Hawaii Medical Service Association which 

had an error rate of seven (7) percent. Hawaii Medical Service was the only 

consolidation of contracts or implementation of an automated system in the 

1978 period of time. The report indicated that Fiscal Intermediaries had 

little incentive to process claims accurately in that Fiscal Intermediaries 

had maximized claims processing at the expense of program benefit dollars. 

The above mentioned claim sample suggests that the source of the error rate 

discovered by the G.A.O. Audit was caused by the consolidation of 100 CHAMPUS 

contracts to 9 Fiscal Intermediaries servicing the Program in 1978. 
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Chapter II. Recommendations to the Secretary of Defense 

The General Accounting Office has made four recommendations in Chapter II 

to the Secretary of Defense. The first recommendation was concerning the 

error rate on claim processing. The General Accounting Office suqgested 

a two percent error rate which is an ambitious goal that Fiscal Intermediaries 

will strive to meet in the future. The four percent error rate suggested by 

OCHAMPUS, as proposed in its new regional contract,will be the standard of 

performance over the next three-year period. The four percent standard offers 

positive incentives to the Fiscal Intermediaries for increases in their level 

of performance. By supplying a range of positive incentives in this area, 

the Fiscal Intermediaries have the advantage of receiving monetary rewards 

for decreasing the error rate. 

The second recommendation involves integrating the Claims Examination 

function for OCHAMPUS visits with the regular performance audits. It has been 

the recent experience of Blue Cross of Southwestern Virginia to receive a 

much more indepth audit from the Office of CHAMPUS. Blue Cross of Southwestern 

Virginia looks forward to continuing the improvement of its performance 

through enhanced working relationships with the Office of CHAMPUS. 

The third recorranendation deals with specified time limits to achieve 

standards requested by OCHAMPUS. The new fixed price comoetitively bid con- 

tracts released by the Office of CHAMPUS allow for a three-month implementation 

period of the standards. These requirements have bench marks to measure 

achievement and progress of individual Fiscal Intermediaries. 

The fourth recommendation to the Secretary of Defense reflected five 

items: 
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1. Discontinuing the old claim form. 

Response: The old claim form was considered to be obsolete as of October 1, 
1980. 

2. The other recornnendation concerned requiring Fiscal Intermediaries to adopt 

procedures that result in investigating claims where other insurance had paid 

in the past. 

Response: While Fiscal Intermediaries nationally are pursuing coordination of 

benefits more stringently, this recommendation requires more study. 

3 . . Clarifying instructions to Fiscal Intermediaries for cases requiring further 

development for possible third party liability. 

Response: Third party liability cases are now pursued per the CHAMPUS 

instruction. 

4. Requiring Fiscal Intermediaries to submit to OCHAMPUS for approval of their 

procedures and systems descriptions in reference to non-availability 

statements. 

Response: Fiscal Intermediaries are now provided with zip code information 

in relation to non-availability statements. Those areas which require a 

non-availability statement are kicked out for non-emergency inpatient 

care from the automated claim system. 

5. Issuing guidelines requiring confirmation of eligibility of dependents 

without I.D. cards. 

Response: Blue Cross of Southwestern Virginia is participating in the 

central eligibility system being developed by the Office of CHAMPUS which 

will facilitate the investigation and identification of those dependents 

whose last names differ from that of the service member 

All five items have been addressed and are ooerational or will be operational 

in the near future. 
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The Office of CHAMPUS has made great advances in the recent months to 

clarify and enhance the performance of the CHAMPUS Fiscal Intermediaries. 

The new fixed price competitively bid contracts now subject to bid contain 

stricter standards and more indepth verification procedures. Through the 

continued communication between the Office of CHAMPUS and the Fiscal Inter- 

mediaries, the service and Program integrity experienced with the CHAYPUS 

Program should continue to improve. 
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Chapter III. System for Controllinq Benefit Cost Needs 

Imorovement 

The Office of CHAMPUS along with the Fiscal Intermediaries have taken 

numerous steps to enhance program integrity. Blue Cross of Southwestern Virginia 

has met with a UR/QC consulting firm (Interqual) for the purpose of enhancing the 

Utilization and Peer Review procedures. The Office of CHAMPUS has implemented 

the A.P.A. concept, which is in place and functioning properly. 

The Reasonable Charge calculation methodology has changed since the 

on-site audit. The present reasonable charge calculation allows for a timely 

update of allowed charges. At least three services (occurrences) for the 

procedure at any charge are required as the minimum experience base to permit 

a Customary Charge to be established for a provider. The Customary charges 

will be used in the calculation of a prevailing charge screen only. At 

least four customary charges, weiqhed by frequency,are required before a 

prevailing charge can be established for a given procedure. 

The "Plan's" formal training programs have had an opportunity to take 

effect on the overall administration of the CHAMPUS Prosram. The combined 

charges which took place in 1977 and 1978 have been addressed. 

Many of the recommendations and concerns expressed in Chapter III of the 

Draft Report have been adopted and, are functional. The following comments 

provide an explanation of the 1978 through 1979 Teeview and a current update 

of the recommendation expressed in the Draft Report. 
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Chapter III. Recommendations to the Secretary of Defense 

The draft report indicated several areas of concern related to: 

1. Monitorinq Fiscal Intermediaries for proper system utilization and peer review. 

Response: A system of pre and post utilization review has been implemented 

by Blue Cross of Southwestern Virginia and is currently functioning 

satisfactorily. 

Blue Cross of Southwestern Virginia has continued to implement and enhance 

the utilization orocedures reflected in the Virginia/District of Columbia 

proposal. As recently as November 7, lgRO,arepresentative of the Plan 

appeared in the U.S. Federal Court to pursue a case developed from these 
Cc;01 

procedures. (Page 80, Draft Report) 

2. Develop guidelines for reviewing claims for medical necessity and DCHAMPUS 

to monitor the implementation of these guidelines. 

Response: OCHAMPUS has established guidelines for reviewing claims of 

medical necessity and has increased the lenath of the on-site review so 

they are better able to monitor the implementation of these guidelines. 

Blue Cross of Southwestern Virginia reviews psychiatric outpatient claims 

at the eighth, twenty-fourth, and sixtieth visit. No statistics are 

available on how many claims may have failed this procedure for the audit 

review. These review procedures have been strengthened by the American 

Psychological Association's guidelines now operational. 

Each-OCHAMPUS claim is suppose to stand on its own. Dutoatient claims do 

not require non-availability statements unless the service was in relation 

to a non-emerqency inpatient stay within a 40-mile radius of a military 

hospital. It should be noted that Rlue Cross of Southwestern Virginia 

had the lowest rate and the lowest dollar amount in error. 
c531 

(Page 69, 

Draft Report) 
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3. Require OCHAMPUS %o develop methods for testing whether Fiscal Intermediaries' 

systems are appropriately identifying claims that require rejection and 

require OCHAMPUS to more closely review Fiscal Intermediaries' systems for 

rejecting claims. 

Response: OCHAMPUS audits have been extended and the scope is more indepth 

than it was prior to this G.A.O. revien. 

Blue Cross of Southwestern Virginia had a 19.3 percent difference allowed 

on billed charges. This allowed charge compares very favorably to the 
C561 

billed amount. (Page 73, Draft Report) 

4. Obtain more uniform administration of reasonable charge calculation by 

requiring Fiscal Intermediaries to use similar data and establishing 

reasonable charqe. 

Response: The administration of the reasonable charoe area has been revamoed 

allowing the Fiscal Intermediaries to establish reasonable charge data from 

CHAMPUS paid claims, documentation, and information. 

The contract area under study is the Virginia/District of Columbia area which 

has five economic zones which greatly affect an average of billed to allowed 

charges. The problems associated with the timely receipts of Part "R" 

!iedicare data has been resolved with the implementation of the new method 

of calculating reasonable data. (P g '%!' Draft Report) a e , 

5. Adopted 1971 report recommendation to limit CHAYPUS oayments we combine with 

other insurance to reasonable charge. 

Response: The 1971 Report is unavailable for review at the time the response 

is scheduled for completion. 
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Chapter IV. Services to Beneficiaries and Providers Needs to be 

Improved 

Chapter IV of the Draft Report deals with the performance of claims 

processing and the delivery of service to the beneficiaries and providers 

of the CHAMPUS Program. 

Rlue Cross of Southwestern Virginia has exceeded the claims and 

correspondence cycle time standards for the past six months. The Office of 

CHAMPUS has assisted the Fiscal Intermediaries in exceeding the performance 

standards by aggressively pursuinq needed program changes. The change in 

the signature regulation alone accounted for a significant improvement in 

the Program image. New claim forms have been designed and scheduled for 

implementation. 

Many of the review comments and recommendations have been addressed in 

the last year. The following are comments and responses to the recommendations 

and observations generated by the General Accounting Office review. 
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Chapter IV. Recommendations to the Secretary of Defense 

1. Require Fiscal Intermediary to orepare periodic reports to OCHAMPUS in detail 

format necessary for OCHAMPUS to conoare performance to standards and require 

OCHAMPUS to verify accuracy of reports during oeriodic visits. 

Response: Blue Cross of Southwestern Virginia orepares a workload rcoort 

which indicates oercent processed within certain time periods for correspondence, 

claims, appeals, and other requested information. Plue Cross of Southwestern 

Virginia is in compliance with all aspects of the claim cycle time standards, 

correspondence cycle time standards, and the reoortina requirements. 

Blue Cross of Southwestern Virsinia had a claims cycle time of 3.7 days 

for the claim sample in 1978. At the tine the on-site audit occurred in 

1979, the cycle time had improved to 23-day average processing. For the 

last five months, the cycle time has improved to a high of 92.7 percent in 

21 days in August. The average cycle time for August was 13.3 days. 

(Page!!:'- Draft Reoort) 

The return claim rate has been declinina in recent months. The audit 

reflected a 30 percent return rate at the end of the on-site review,which 

was the lowest return rate reflected in the Draft Reoort. Blue Cross of 

Southwestern Virginia will continue to encourage program changes, such as 

the recent chanae in the siqnature requirements, which will provide easier 
C661 

access to the program for the public we serve. (Page 87, Draft Report) 

2. Revising contracts to increase penalties for failure to meet performance 

standards and provide oositive incentives for meetinq standards and 

liquidated damaoe provisions of current contracts does not result in an 

acceptable level of performance. 

Response: The new Mid Atlantic Contract contains this type of oositivel 

negative incentives to encourage Fiscal Intermediaries to increase service to the 
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beneficiaries. Blue Cross of Southwestern Virginia is looking forward 

to the competitive bidding m-ocess and is in compliance with those 

standards. 

The identification of aopeals and maintenance of appropriate cycle times 

has been addressed by the Plan. The correspondence cycle times for 

August of 1980 was 99 percent in 15 days. 
[73-741 

(Paqe 99-100, Draft Report) 

The improvement in cycle time for reconsiderations and aopeals can be 

attributed to a more experienced staff both in the correspondence area 

and also in the screening/sorting areas. (Pag,CZl,dG1- Draft Report) I 

3. Exploring the possibility of permitting Fiscal Intermediaries to accept 

sponsor signature in lieu of patient signature on claims,thereby signifi- 

cantly reducing the number of claims returned to beneficiaries. 

Response: OCHAMPUS has taken the initiative to change this Reaulation, 

thereby allowing the Fiscal Intermediaries to accept the sponsor's 

signature in lieu of the patient's siqnature on claims submitted to the 

Fiscal Ihtermediary for reimbursement. 

Elue Cross of Southwestern Virginia is a leader in the implementation and 

promotion of an active Telephone Development Process. Blue Cross pro- 

posed to the Office of CHAMPUS a telephone development procedure which was 
C66f 

adopted in the new fixed price contracts. (Page 88 - Draft Reoort) 

The error which resulted in most of the claims requiring additional 
II681 

information (returns) was the signature requirement. (Page 91 - Draft Report) 

4. Revising contracts to provide for penalties and/or incentives in regard 

to such areas as implementation of systems, determine location, and status 

of inquiries, responsiveness to inquiries, orovision of adequate telephone 

service. 
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Response: Blue Cross ofSouthwestern Virginia has totally revamped its 

telephone system to a rotary system thereby allowing a higher utilization 

of personnel and telephone equipment. The telephone service now experienced 

by the beneficiary/provider cormunity has been greatly enhanced. There are 

four beneficiary incoming lines, two provider incoming lines, and a 

congressional line. This provides adequate service to all CHAMPUS 

publics. (Page 111 - Draft Report) 

The Plan has a manual system for locating correspondence which is 
c731 

effective in meeting the contractual obliqations. (Page 102 - Draft Report) 

The on-site audit verified that the location of claims was possible. 
C761 

(Page 105 - Draft Report) The correspondence area has greatTy improved since 

the on-site audit and the C.P.E. audit has verified the Plan's commitment 

to quality service (Paqe'IG'- * Draft Report) 

Revising contracts to increase the Fiscal Intermediaries' role in educating 

the beneficiaries in regard to the CHAMPUS Program's provisions and claim 

submission requirements. 

Response: Blue Cross of Southwestern Virginia has been a leader in 

Beneficiary education. Our Plan seeks out opportunities to discuss this 

Program with the beneficiary population in an effort to create a better 

understanding of the Program's limitations and benefits. Blue Cross of 

Southwestern Virginia has participated in the largest beneficiary workshop 

known to have occurred in the nation. This workshop provided participation 

for 750 beneficiaries at Fort Lee, Virginia, on Yay 12, 1.979. This workshop 

was conducted again in 1980 and 560 people attended. Blue Cross of 

Southwestern Virginia takes advantage of participating in recruiter workshops 

thereby creating the understandino of the Proqram at an entrance level into 

the military community. 
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Blue Cross of Southwestern Virginia has designed CHAYPUS brochures for 

the Office of CHAWPUS under a supplemental contract in P!orth and South 

Carolina. Copies of these suggested brochures were submitted to OCHAMPUS 
iI 

with the proposal contract. (Paae 113 - Draft Report) 

Blue Cross of Southwestern Virginia is a recognized leader in Field 

Representatives. The standards both for quantity and quality are being 

maintained by the Field Representatives staff. 
C821 

(Page 114 - Draft Report) 
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Chapter V. Financial Management Practices in 1!eed of Improvement 

Chapter V deals with the financial practices employed at the time of 

the on-site audit. 

The Office of CHAMPUS has taken numerous steps in the last year to 

assist Fiscal Intermediaries in developing and maintaining adequate financial 

procedures. The OCHAMPUS audit team now has a financial expert as a regular 

member of the on-site audit team. 

The Letter of Credit method for providinq funds to Fiscal Intermediaries 

to cover benefit payments will resolve many of the problems in the on-site 

review. Blue Cross of Southwestern Virginia will participate in the Letter 

of Credit method and will assist OCHAMPUS in makinq this arranaement functional. 

Many of the recommendations reflected in the G.A.O. review are scheduled 

for implementation or already functional. The following are cements 

directed to the recommendation and observations of the on-site review. 
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Chapter V. Recommendations to the Secretary of Defense 

1. Adopting the Letter of Credit method for providino funds to Fiscal 

Intermediaries to cover benefit payment. 

Response: Blue Cross of Southwestern Virginia will be involved with 

the experiment in conductina the business by Letter of Credit method. 

We look forward to participating in this activity and will assist in 

any way possible in the successful imolementation of a Letter of Credit 

proqram. 

2. Adopting procedures that assure Fiscal Intermediaries routinely and 

promptly return excess benefit funds to OCHAMPUS. 

Response: Procedures have been established to assure that Fiscal 

Intermediaries routinely return excess benefit funds to OCHAMPUS. Blue 

Cross of Southwestern Virginia views this as an important problem and 

has taken steps to facilitate the return of qovernment monies. 

Monthly the Financial Department will monitor the credits for a prompt 
C861 

return of government funds. (Page 1'21 - Draft Report) 

3. Establishing minimum time requirements for processing audited adjustments 

and monitoring the processing of these adjustments more closely. 

Response: The Mid Atlantic Contract requires cycle time reporting for the 

processing of adjustments as well as reqular claims. Additional controls will 

be utilized for more closely monitorinq adjustment processing. 

4. Develoo specific procedures for Fiscal Intermediaries to follow in 

identifying and collecting erroneous payment. 

Response: OCHAMPUS continues to clarify the Requirements dealing with 

erroneous payments. This Fiscal Intermediary will implement and participate 

with whatever guidelines OCHAMPUS selects to develop. Blue Cross of 

Southwestern Virginia has developed guidelines for internal control 
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over the safeguarding of checks and the separation of duties in handling 

and processing of checks. Blue Cross of Southwestern Virginia is 

currently in comoliance with the separation of duties in handling and 

processing of checks. These functions are performed by two separate 

and distinct departments in the Plan. 

5. Issuing and clarifying instructions on types of claims entitled to 

administrdve reimbursement, that the correct coding is beina assigned. 

Response: Proper controls have been established to insure that all 

checks are properly secured from the moment the check is receipted 
C-1 

until the checks are disbursed. (Page 125 - Draft Report) 

6. Determining types of claims each Intermediary splits and examining 

a sample split claim to verify reasons for the split are in accordance 

with Program regulations. 

Response: Blue Cross of Southwestern Virginia is in compliance with the 

splitting of claims so that government monies are utilized oroperly. 

OCHAMPUS audits the solitting of claims to ensure the proper administrative 

reimbursement. 

7. Recovering over payments as well as rectifyinq any under payments from 

the incorrect counting of claims. 

Response: The claims processing system uti!ized by Plue Cross of South- 

western Virginia automatically calculates the number of claims processed 

to completion thereby taking any subjective calculation out of the process. 
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APPENDIX III 

November 14, 1980 

Mr. David Baine 
c/o Mike Zimmerman 
Uni:;i.cztates General Accounting 

Room 6741 
441 G Street, Northwest 
Washington DC 20548 

Dear Mr. Baine: 

This is in regard to G. Ahart's October 15 letter to me 
which transmitted a copy of the draft report, "Performance 
of CHAMPUS Fiscal Intermediaries Needs Improvement" for 
review and comment. 

Due to the time frame allowed for preparing our response! 
we have not addressed all of the issues nor have we provided 
the detail that we normally would when responding to such 
a document. The report was received by Blue Shield on 
October 20, 1980; thereby allowing us 19 work days in which 
to review the report and prepare a response. We will continue 
to review the report and provide you with any additional 
comments we feel are substantive. 

It should be noted that most of the performance deficiencies 
cited in the report were recognized by Blue Shield CHAMPUS 
management and corrective action had been initiated. Recent 
performance figures show that progress is being achieved 
and that our performance is nearing the OCHAHPUS performance 
standards. Blue Shield will continue to concentrate its 
efforts in all areas to ensure compliance with contractual 
obligations and achievement of OCHAMPUS performance standards. 

We sincerely appreciate the opportunity to comment on the 
findings contained in the report. Should you have any questions 
regarding our response, please do not hesitate to contact me. 

d~~zji~f.fif&J 

REEN 
Vice President 
Government Operations 

MMG:sgl 

CALIFORNIA PHYSICIANS’ SERVICE 
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Chapter 1 LnfmPus.fiQn 
No Comments 

Chapter 2 E~nafi~r~~d-~Q-heBPmini~~~~~~-~Q~Q-4ss~~~~~~y 
0 ~QQrdinaltiQnsf,Ran~~i~~-~~Q~~ 

Two major factors which contribute to the problems 
regarding coordination of CHAMPUS benefits with other 
insurance are: 

0 inadequate education of beneficiaries/sponsors by the 
uniformed services regarding double coverage 
regulations. 

0 inadequate information on the claim form to properly 
identify when the patient has other insurance coverage. 

The old CHAMPUS claim forms 1863-1, 2 and 4 have caused 
problems with other insurance identification because of, the 
inadequate language in the other insurance field on the 
claim form. This problem should be rectified by the use of 
the new claim forms and better education of CHAMPUS 
benefit iaries and providers regarding other insurance 
coverage. 

Blue Shield of California does recognize the problems 
inherent with COB and has upgraded its computer system to 
automatically handle identification of other insurance; 
additional system upgrades to the existing system are also 
being considered. 

In early 1'37'3, Blue Shield of California implemented into 
the CHAMPUS ADP system an automated COB capability. The 
ADP system presently processes claims based on “COB YES” 
taking precedence over “COB NO” on both the claim and the 
eligibility file. If the combination of codes on the claim 
and eligibility file are conflicting or incomplete, a 
questionnaire is manually sent to determine the missing 
information while the claim is processed for payment. 

Requirements for automating the questionnaire research 
process and eligibility file updating process are being 
analyzed. Implementation of automated procedures will 
provide more consistency in applying OCHAMPUS COB 
regulations by minimizing the amount of clerical 
intervention required in processing CO8 research documents. 
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As part af this proposed upgrade, the system will 
automatically print a questionnaire when all required COB 
data ia not available from the claim and/or eligibility 
file. In all case59 the information on the eligibility 
file will not be used if the data is mare than twelve 
months old. 

The report states that an Fl’s computer files are not 
always updated to reject claims when the questionnaire is 
not returned. 

Currently, Blue Shield of California, upon receipt of a COB 
questionnaire, manually prepares an eligibility maintenance 
transaction to flag the beneficiary’s file. 

If the questionnaire is not returned within sixty (601 
days, the eligibility file is updated manually to indicate 
rejection of subsequent claims. 

The proposed COB upgrades previously referenced above will 
automatically update the eligibility file after sixty (60) 
days to indicate rejection of subsequent claims if the 
questionnaire has not been returned. Upon receipt of a 
completed questionnaire, the response5 will be entered 
directly from the questionnaire, eliminating the need Cor 

manua 1 preparation of an eligibility file maintenance 
transaction. 

In addition, a Beneficiary History Profile will be 
generated when other insurance is determined to be the 
primary payor; this will allow a claims processor to check 
previously paid claims to determine if recoupment action 
should be taken. 

Blue Shield of California has current procedures in effect 
far active duty dependent claims which allow for the proper 
coordination of CHAMPUS benefits with other insurance 
companies. 

A recent letter from OCHAMPUS indicates that they will be 
issuing comprehensive instructions relative to double 
coverage procedures which will be applicable to active duty 
dependents, retirees and dependents of retired and deceased 
spontiors. 

With the receipt of these procedures, FIs should be able to 
resolve some of the problems associated with uric leaf and 
confusing instructions previously issued on this subject. 
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0 IeL-and-LdQSkacLr-CQm~~5~~~iQn-~l~imr 

The guidelines in the CHANPUS Program Manua 1, dated 
December 16, 1974, and the instructions contained in the 
draft COM Part II (page 11.007 - 11.008) imply that 
inpatient claims with diagnosis code of 800-993 are the 
only types of claims to be screened for potential third 
party liability. In addition, due to the lack of adequate 
information on the claim form, identification of claims for 
treatment of a medical condition as a result of the 
negligence of a third party is very difficult. 

Blue Shield of California's claims processing system has an 
audit which causes a research documertt to be produced if 
the diagnosis code on an inpatient claim falls within a 
specified ICDA-8 range. This research document is used to 
review the claim for potential third party liability or 
Worker’s Compensation follow-up. 

OCHAMPUS clarification on 5pecific procedures to be 
followed by FIs in identifying TPI- or Worker’s Compensation 
cases would resolve problems in this area. 

The GAO report states that FIs do not have adequate 
procedures for assur ins that NAS ’ are obtained when 
required. 

On claims lacking a physician certification of emergency9 
Blue Shield of California did have a letter from C. Booker 9 
dated March 14, 1377 which authorized us to determine an 
emergency srtuation existed based on the diagnosis and type 
of care provided. Subsequent to our Contractor Performance 
Evaluation (CPE) in late 1379, we reinstituted the return 
of claims for this information based on the CPE team’s 
findings and recommendations. 

Blue Shield of California is currently testing the 
implementation of a computerized rip code file which will 
identify the location of approved military hospital 
facilities and their proximity to the site where service5 
were actually performed. The ADP system will determine if 
a Nonavailability Statement is required. Once sufficient 
claims history has been captured under the new system, 
claims for the same episode of care can be processed 
without an attendant Nonavailability Statement if a 
previous claim did contain a statement. 
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The new CHAMPUS professional claim form 500 does not have a 
box for the physician to certify that the services provided 
were for an emergency. Therefare, to ensure consistency in 
making an emergency determination, more specific guidelines 
will need to be issued to FIs by UCHAMPUS. 

0 ~nnmY9rad,~tlBU~US-E~n~fi~~ 

On numerous occasions, Blue Shield of California discussed 
wzth OCHAMPUS the possibility of obtaining a waiver to omit 
review of psychiatric/psychological sessions at the 8th and 
24th sessions since this requirement had not proved to be 
an effective means of controlling medically unnecessary 
services. In addition, the h i g h volume and frequent 
suspensrons of claims at 8 session intervals WdS 
administratively impractical. Approval was never granted 
by WHAMPUS. 

In October, 13F307 Blue Shield of California implemented the 
new American Psychological/Psychiatric Assaciation peer 
review guidelines for adjudicating 
psychiatric/psychological claims. 

Computer audits have been established which will allow a 
combination of automated and manual review techniques to 
aid in proper adjudication of psychiatric and psYchological 

services. 

Blue Shield of California’s CHAMPUS program has two 
full-time end-of-line auditors who review a samp le of 
claims paid during eat h quarter to detect examiner or 
system related errors. The auditors provide feedback to 

management and the supervisory staff for corrective 
action. The primary errors detected through this process 
are incorporated into training classes conducted for new 
and old employees. In addition, the lead examiners in each 
of the claims processing areas review a random sample of 
claims processed daily. 

Blue Shield of California’s AC)P system emp 1 oys prepayment 
audits which automatically disposition (i.e., pay? deny or 
suspend) specific claims or procedures. As new CHAMPUS 
guidelines on benefit limitations, noncovered services, 
etc. are received, an audit is established. whenever 
feasible, to automatically handle the disposition of the 
procedure/claim which allows for consistency in payment. 
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As indicated previously, Blue Shield of California has an 
internal audit program to ensure that examiner error5 are 
detected and that feedback on these errors is disseminated 
to the appropriate personnel for corrective action. 

The Blue Shield of California’s AOF 5ystem has extensive 
duplicate checking capabilities built into its system to 
avoid paying duplicate services. Blue Shield of California 
will continue to monitor its manua 1 procedures and take 
corrective action where necessary to ensure that dup I icate 
payments are not made. 

A ¶5-day administrative tolerance was al lowed for 
processing claims submitted after t h e time filing limit 
when claims bore no postmark or the postmark was 
illegible. Th’is administrative tolerance was authorized by 
the Policy Branch at OCHAMPUS. 

a 

Due to the lack of a central eligibility file, the 
verification of eligibility is limited to what appears on 
the claim form or on the FI’s eligibility file. Until 
OCHAMPUS implements an eligibility verification system, 
problems such as the ones cited in this report will 
continue to occur. 

It should be noted, however, Blue Shield of California 
attempts to resolve eligibility discrepancies by requesting 
additional information and/or clarification from the 
sponsor and/or dependent and correcting history as needed. 
This is accomp 1 ished through the use of a computer 
generated listing which identifies the histories which 
appear to be duplicated. This procedure was suspended 
during 1979 due to other priorities, but it was resumed in 
1’330. 

Blue Shield of California claims examiners have the 
capability, based on their research into the eligibility 
file, of flagging a beneficiary for follow-up 
research/correction of the eligibility information if it 
appears that duplication exists on the eligibility file. 
In addition, any correspondence which identifies problems 
with eligibility data is researched and appropriate 
corrections are made to the sponsor/beneficiary history 
through the use of maintenance transactions to -the 
eligibility file. 
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Compliance with the CHAMPUS requirement that claims be 
returned for the proper signature had a major impact on 
Blue Shield performance by increasing the return rate 
during the period of this review from 20% to 33X. This 
particular requirement had a negative effect on many 
beneficiaries and is considered by them as a form of 
harassment to those we are supposed to serve. 

In June, 1980, OCHAMPUS issued CHAMPUS Instruction 6010.12 
which revised the guideline requiring a beneficiary 18 
years of age and over to sign the claim form. The 
signature of the beneficiary 18 years of age or older or 
any responsible party (e.g., spouser mother or sponsor) is 
now acceptable. The signature of the patient (if 18 years 
of age or older) is requested only when the claim requires 
development for other missing information. As a result of 
this revised requirement, the total errors shown on the 
chart on page 15 of the GAO report would show a reduction 
from 746 to 4’3’3 errors; other processing errors would 
likewise be reduced from 2’31 to 44. 

The guideline requiring the FI to verify eligibility for 
dependent children over 21 years old was rest inded 
effective June, 1980. Verification of eligibility is now 
the responsibility of the Uniformed Service of which the 
sponsor is a member (reference CHAMPUS Instruction 6010.11). 

One of Blue Shield of California’s pr imar y goals as a 
CHAMPUS FI is to ensure the quality and accuracy of claims 
processing and payment. 

For example, any deficient findings contained in the 
OCHAMPUS Contractor Performance Evaluation Reports are 
carefully analyzed and corrective action, as necessary and 
appropriate, is taken to resolve the deficiencies. 

To compare CHAMPUS FI’s error rates with Medicare Carriers 
is soniewhat misleading because of the differences 
program administration and the complexity of CHfWlP:: 
program requirements. For examp ler COB is not done by 
Medicare; diagnosis is generally not required on X-ray and 
lab claims under Medicare; Medicare Carriers employ a query 
system to verify eligibility and deductible data and 

Medicare also does not have differences in cost-sharing 
requirements like CHAMPUS does. Errors related to these 
few examples account for a high percentage of errors made 
by CHAMPUS FIs. 
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Although, we are not justifying a higher payment error 
standard than Medicare or FEHB, the differences in program 
requirements and lack of central eligibility system shou Id 
be taken into consideration when developing payment error 
standards under CHAMPUS. 

Chapter 3 

Effective June, 1979, Blue Shield of California 
implemented the Retrospective Analysis of Medical Services 
(RAMS) postpayment utilization review 'system; all reports 

are now being produced and utilized. Prior to June I 1979, 
Blue Shield of California ran its previous postpayment 
system, the Peer Group Norm . This system was n0-t turned 
off until June, 1979 when the RAMS system was implemented. 

The fixed price Southwest contract was awarded to Blue 
Shield of California effective, January 1, 1978. Since our 
technical proposal indicated that one year ‘5 claim data 
history was needed before the postpayment system became 
operational, the system was scheduled to generate the first 
quarterly reports in May, 1979 following the accumulation 
of the required data ; as stated above it was operational in 
June. Blue Shield of California implemented the RAMS 
system 18 months following contract award; twa months later 
than originally scheduled. 

In the past, Blue Shield of California did not have written 
desk level procedures as it utilized senior employees 
employed by Blue Shield for ten or more years who were 
familiar with UR guidelines. However, written desk level 
procedures and guidelines have been developed and a copy of 
these procedures/guidelines were provided to OCHAMPUS in 
July, 1980. 

0 es~e~rmen~-ufilii~~iQ~-~~yi~~-~~~~~-~Q-~~-~rn~s~Y~~ 
Currently, Blue Shield of California has 56 medical policy 
prepayment audits in operation; other audits are in a test 
mode to determine the accuracy and potential impact of the 
audit. For example, medical policy length of stay audits 
have been coded and are now being tested for immediate 
implementation. A5 new CHAMPUS guidelines are issued, 

audits are established, whenever feasible, so that the 
system can automatically disposition the claim. 

146 



APPENDIX III APPENDIX III 

Hospital accommodation rate pricing has been implemented 
into the CHAiYPUS system, effective October 11 1’380. 

Because of the differences in coding vendor and beneficiary 
drug claims <i.e., drug code versus prescription number ), 
computer audits are not feasible at this time. A recent 
CHAMPUS Instruction [CI) 6010.23 provided FIs with specific 
parameters to apply in detecting irrational or abuse of 
drugs. The CI is currently being analyzed and when it is 
implemented, it will meet the ChlAMPUS requirements. 

We have had some form of documentation on a case or claim 
basis for those cases referred for Medical Review in San 
Francisco. We have increased the amount of documentation 
(effective October, 1980) on all cases to include the 
reason a claim was reduced/denied and the advisor’s 
signature or I13 number. A standard form has been developed 
for use on postpayment cases. 

0 erYrliafcis,Beui9lrr-~Qg-~~~~-~~-R~~~~s~~-l~~~al~ 
As stated earlier, the &PA peer review system for the 
review of psychiatric/psychological claims was implemented 
October 1, 1980. 

0 Liffle,Effnr~,Uade,~n,Pa4armine,ClmdiralY 
Blue Shield of California will review its claims examining 
procedures and OCHAMPUS guidelines to develop medical 
necessity guidelines; computer audits will be established 
whenever Practical and feasible. 

0 Cl.nirnr,Basuisins,Eg~~s~i~n-~&~-~Q~-~l~~x~-~~in~-~~~n~i~i~~ 
Blue Shield of California will review it5 system 
capabilities and c la ims processing procedures to ensure 
compliance with the requirements relating to rejection of 
claims involving the same episode of inpatient care. 

Audits will be established whenever feasible to allow the 
4X’ system to automatically disposition all related claims. 
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0 Rrramnaklr,~harsn,Sy~~~m~-Eons, 
Profile updates for out-of-state providers did not occur 
until August 15, f'379 for FSY 80 due to the late receipt of 
Medicare charge data. The FSY 32 profiles for all 
providers in Blue Shield of California's jurisdiction were 
updated on July 1, 1980. Also, the new profile methodology 
as directed by OCHAMPUS was used. 

Should the late receipt of Medicare charge data occur in 
the future, timely notification will be provided to 
OCHAMPUS. 

The administrative/system modif ications costs for the 
retroactive processing of claims by Blue Shield of 
California from the 75th to 80th percentile was %X!4,273 
not $513,225. 

Chapter 4 

As the report indicates, 81ue Shield of California's 
processing time is misleading since our performance figures 
inc ‘iude claims developed for missing information, peer 
review, fraud and prior authorization. If we were to 
exclude these claims, the percentage of c la ims processed 
within 21 days would be significantly higher. 

Subsequent to the GAO review, additional staff was hired in 
the major processing areas of the department such as 
batching, microfilming, and direct data entry to improve 
the overall performance of the program. Significant 
strides in reducing inventories and improving processing 
times were made as a result of these efforts. 
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As an exampler the following s%atistics far the period July 
through September, 1380, reflect a significant improvement 
in the percent of claims processed within 21 days 7 cycle 
time and days work on hand: 

July August September 

Southwest contract xi% 94% 83 X 

All contracts 76% 84% 84% 

Cycle time: 

-- routine/ 
nonroutine claims 18.2 15.5 15 

*- routine claims 14.6 11.4 3.4 

Days work on hand 8.5 6.C 3.8 

The new CHAMPUS RFPs no longer require FIs to differentiate 
between routine and nonroutine claims on the Monthly Claims 
Cycle Time Report. OCHAMPUS has requested Blue Shield of 
California to implement this new report into it5 operation; 
therefore, no further action has been taken to SUPPlY 

OCHAMPUS with the routine/nonroutine claims processing 
breakdown. 

0 QelaYed,ernrersins,Q~~-~Q-R~~~~n-~f-~l~~~~ 

As of January 2, 1980, procedures for the return of claims 
were rewritten and strengthened to reduce processing times 
and preclude multiple returns of the same claim. Quality 
control procedures have al-S0 been implemented to ensure 
that these revised procedures are enforced. For example, 
to reduce returnxng a claim more than once? claims to be 
returned are audited by fully trained examiners to ensure 
that all missing information is requested. 

The creation of an CIutomated Development System (ADS) is 
now in progress. Implementation of the ADS will require 
that an examiner key an entire claim, noting each of those 
items of informatzon requiring development. 
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The September data applicable to Blue Shield of California9 
shown on page 87 of the GAO repart, reflects 5ignificantly 
higher percentage of returned claims due to the strict 
enforcement of the signature requirement mandated by 
OCHAMPUS; the return of claim5 for proper signature WElS 

implemented August 1, 1979. In June, 1980r subsequent to 
OCHAMPUS rescinding the signature requirement+ Blue Shield 
of California's percent of returned claims declined from an 
average of 28 to 30 percent to approximately 18 percent. 

As previously mentioned, Blue Shield of California has made 
significant improvement5 in the timely processing of claims 
since the writing of this report. 

4 Qalay~~-%rn~a~sins-Q~~-~Q-~~ili~~~iQn-~n~-%~~~-%~yi~~ 
Slue Shield of California has taken corrective action to 
reduce the delays resulting from claims requir ins 
medical/peer review. 

0 SlQ~-ernr~~rins,nf-~n~fi~i~~y-~~~~~~~ 
Effective February 1, 1980, Blue Shield of California 
implemented a procedure to identify and flag over due 
appeals. The additional staff which was added to the 
correspondence section has resulted in impraved processing 
times. Blue Shield of California will continue to 
concentrate its efforts in this area to ensure its 
compliance with OCHAMPUS performance standards for review5 
and reconsiderations. 

Blue Shield has taken corrective action to resolve the 
problems associated with the processing delays cited in the 
report. 

Blue Shield of California management will ensure that 
processing statistics reported to OCHAMPUS on appeals are 
accurate. Quality control procedures have been implemented 
to ensure that completion dates on reconsiderations are 
recorded to reflect the date of mailing. A full time 
auditor is assigned to the correspondence section to review 
samples of correspondence including appeals to ensure the 

accuracy9 quality and timeliness of the correspondence 
being sent out. 
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Additional staff was hired to reduce the correspondence 
inventory and improve the processing time for routine and 
priority correspondence. 

Blue Shield of California is continuing to concentrate its 
effort5 in this area to improve the quality and timely 
processing of routine and priority correspondence. 

Procedures for sending out interim responses on al1 de layed 
correspondence were implemented on January 1~ 1’%30. 

An expansion of the CHAMPUS ADP system is in the planning 
stage. This expansion will provide for location/status and 
aging of inquiries, as well as autamatical ly generating 
inter im responses on inquiries not completed within the 
specified time periods. 

0 IrnerQYgrnan~a,CJ~ze~~~~~-~l~irn~-~Q~~&Q~ 
Blue Shield af California’s ability to access pended claims 
in a timely manner is more than adequate. The computer 
reports which are generated twice a week provide the 
specific location of a claim; a claim is retrievable within 
48 hours of a request. ‘[SW a0 note.1 

0 CQm~lain~s_and,R~reQnri~~n~~~-Q~-R~~li~~ 

Formal documented supplemental training programs are being 
conducted as needed. A new correspondence quality control 
program utilized by our Medicare Program hdS been 
implemented to measure the quality, responsiveness and tone 
of the CtiAMPlJS correspondence. In conjunction with this 
program9 additional procedures have been implemented to 
monitor types of correspondence as well as errars which 
generate correspondence and provide feedback to the claims 
department on a regular basis. 

0 If&tEhQKIALSacYiLss 
Toll free WATS lines have been installed for beneficiaries 
in the New England states. 

GAO note: This section was deleted from draft report. 
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A proposal for the implementation of toll free WATS lines 
for all states in Blue Shield of California jurisdiction is 
being submitted to OCHAMPUS for approval. 

Blue Shield of California ha5 reviewed the procedures 
relating to telephone inquiries and will take corrective 
action as warranted. It should be noted that the reason 
call backs are not made is that, in many cases9 the initial 
telephone inquiry requires futher research and action on 
our part (e.g., preparation of an adjustment) and thus are 
better handled by a written response. Blue Shield of 
California will monitor this area to ensure that responses 
to telephone inquiries are made in a timely manner. 

0 EdU~afiQn-Qf,eSQYiPQs~-~n~-RQRQfiriarirt~ 

Prior approval from OCHAMPUS is being requested on all 
bulletins, tit3A publications and CHAMPUS/CHAMFVA updates. 

Chapter 5 Einansia~-UanasQmnn~-~s~~~i~Q~-in-~QQ~-Qf-~mQsQym~~~ 

0 E~~arriYa-Eund-B~l~ns~~-~Ql~-~~~i~~~l-~n~~smQ~i~si~~ 

In March, 1480, Blue Shield of California forwarded 
OCHANPUS a SC.5 million refund check. Since that time, we 
have processed credits against that advance and will 
provide a final reconciliation for the $6.5 million to 
OCHAMPUS by December 31, 1’380. 

In regard to the disagreement on the amount of overadvance, 
Blue Shield of California and OCHAIIPUS settled on 
approximately 3?310,000 in February, 1980; the item is now 
closed. 

The present time span between determination of a repayment 
case and the issuance of a refund request is 45 days. All 
follow-up requests are sent within 30-40 days of initial 
request. 
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System and clerical procesrjini procedures have been 
established and implemented which enable the Blue Shield of 
California CHAMPUS program to identify and report 
adjustments caused by FI error. 

1689b/34-47 
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CHAMPUS 
HAWAII MEDICAL SERVCE ASSOCIAT;ON c~nmfor for CIVILIAN HEALTH Am MEDICAL P%MM OF THE UNIFORMED SERVICES 

P.O. BOX 860, HONOLULU, HAWAII 96808 TELEPHONE:(808)-944-2281 

October 28, 1980 

Mr. Gregory J. Ahart 
Director 
United States General Accounting Office 
Washington, D. C. 20548 

Re: Draft Report "Performance of CHAMPUS Fiscal Intermediaries 
Needs Improvement" 

Dear Mr. Ahart: 

Thank you for the opportunity to review and connnent on the draft 
of the report cited above. 

While we have no significant disagreement with the facts presented 
in the report, we would like to correct the second sentence of the fourth 
paragraph on page 76 to read: 

C581 
"Hawaii Medical Service Association includes the private 
business charges of all providers, for whose services it 
has made payment, in its computations." [See GAO note.] 

Of course, many of the issues and suggestions the report discusses 
have subsequently been addressed by OCHAMPUS and the problems corrected 
by the fiscal intermediaries. 

Finally, I would like to convey to you my appreciation of the 
consideration and active interest shown by your audit staff during their 
review last year. The team not only made a real effort to be as least 
disruptive as possible, but made several good suggestions to us which we 
implemented imnediately. 

Again, thank you for this opportunity to respond to the draft report 
and please let me know if you have any further questions about our 
CHAMPUS operation. 

Sincerely, 

ROBERT P :HIAM 
Vice President 
Government Programs 

cc: Mr. Anthony C. Graziano, OCHAMPUS 
Mr. J. Graham Kolb, OCHAMPUS 

GAO note: Changed as suggested in draft report. 
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Mutua: of Qmrha Insurance Company H Home Office: Dodge at 33rd Street, Omaha, Nebraska 64131 . V. 1, Skutt, Chairman of the Board l I. D. Minton, President 

Mutuill 
mrnaha Peupre your cm counr uu... November 13, 1980 

Gregory J. Ahart, Director 
Human Resources Division 
United States General Accounting Office 
Washington, D.C. 20548 

Re: Proposed Report 
-CHAMPUS Fiscal Intermediary 

Performance 

Dear Mr. Ahart; 

This will acknowledge receipt of this Report, which has been 
rather quickly reviewed in the interests of making response 
within the time frame available. 

Mutual of Omaha's response is attached, directed to the speci- 
fic problem areas involving Mutual's operations. We believe the 
response shows a positive improvement of operation in all current 
performance as compared to performance in the problem areas at 
the time of Review . , . . now meeting performance requirements 
in most areas, progressing in that direction in the few remaining. 

A Review of this type probably couldn't have taken place at a 
more inopportune time, closely following great changes in Pro- 
curement methods, multiple changes in Fiscal Intermediaries areas 
of responsibility, multiple changes in the CHAMPUS Program Regu- 
lations, the Direction of OCHAMPUS, etc., etc. 

While the CHAMPUS Program may be comparatively small in relation 
to other government programs, it is not correspondingly simpler 
. . . . it has retained a status of greater complexity. As such, 
an immediate turn-about could/cannot be expected in it's general 
administration, as evidenced by the deterioration following the 
attempts at massive change toward this end in 1977-78. 

As noted in some areas of the response, there have been recent 
administrative changes initiated by the current Direction in 
OCHAMPUS in a reasonably orderly manner that have had a very 
positive effect on improvement in general administration and 
Beneficiary service, with probably more to come. 

United on G.zvha q Omaha mde~w~i!~ * i‘ompanion Life Insurance Company 9 Omaha Financial Life Insurance Company 
u Tele-Trip C~rnpa,~~ II Mutual of Omaha Fund Management Company, sponsor of Mutual of Omaha Funds 
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We believe this has been brought about in part due to the markedly 
increased communication and working relationship during the past 
year between OCHAMPUS Direction and Fiscal Intermediaries, with 
an approach toward working together to solve Program problems. 

We do not believe there is any deliberate shirking of contractual 
responsibilities on the part of any current CHAMPUS Fiscal Inter- 
mediary. The routine claim processing times shown in the exhibit 
on Page 84 of the Report (32.6 average days processing time for 
the five Intermediaries reviewed) would seem to contradict the 
assumption on Page i of the Digest concerning FI processing of 
claims quickly rather than administering benefits accurately 
under fixed-price contracts. 

Rather the deteriorated situation with apparent lack of fulfill- 
ment of responsibility, it is felt, developed thru changing and 
successive top priority Fiscal Intermediary tasks required without 
sufficient implementation time or follow up, resulting in some 
high priority tasks not being accomplished or receiving minimal 
attention. 

We believe the overall CHAMPUS Program is proceeding on a course 
toward eventual levels of proper service and proper benefits 
administration within the constrictions imposed by fixed fee 
contract operation after a rather chaotic period of transition. 

Sincerely, 

Wwi!ki?- . 
Secoid Vice President, Director 
CHAMPUS Division 

156 



MUTUAL OF OMAHA REXPONSE 'IQ GAO REVIEW 

AIIPENDIX v 

CLAIM PROCESSING ERRORS 
Cl13 

Table on Paqe 15 of report shows Mutual with 135 total errors on 
116 aut of 269 claims processed, for a 43.1% claim error ratio. 

The .L35 erram are categorized as . . . r 

ELIGIBILITY 71 
DOUBLE COVERAGE 52 
NON-AVAIL. STMTS. 4 
AUTHORIZED BENEFITS 7 
PAYMENTS 1 

Eligibility 

This Category of error is detailed as . . . . 

Improper Signature - Claim 
Signed by Patients Spouse . . . . 51 

Improper Signature - Signed by 
parent of Child Age 18 or over . 1 . . 14 

Dependent Child Over 21 and no 
Support for Continued Dependency . . . . 2 

Patient Qver 65 Years Old - 
Possible Medicare Coverage . e . . 2 

Care Outside Eligibility Dates 
Shown on Claim Form . . . . 1 

Claim Form Not Signed s . . ., 
Total 

Improper Signature . . . . Due to the multitude of reasons 
for returned claims and the multitude of complaints for 
same, which adversely affected the CHAMPUS Beneficiary and 
Provider population, Mutual had made an Administrative 
decision to accept claims, on a limited basis, presented 
with a signature other than the patient when it was obvious 
that the claim was otherwise valid and proper intent was 
evident. In general, Mutual accepted the Sponsor's signa- 
ture in lieu of the spouse or dependent signature. 

Your Review initiated questions regarding this procedure, 
and Mutual subsequently enforced signature requirements in 
mid-1979, which promptly increased the return rate from an 
average of 22% to 28% of claims received, a 17% increase in 
returned claim volume. 
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The complaints increased even more so, placing the signa- 
ture requirements in a position of focus to the extent 
that a subsequent OCHAMPUS Directive liberalized the require- 
ments in recognition of their unwarranted restrictions. 

Perhaps Mutual was considered to be not fulfilling a con- 
tractual responsibility in this regard, however the current 
requirements would indicate it's administrative decision 
was not necessarily an injudicious action. 

By today's standards, 65 of the 71 Eligibility errors would 
be erased. 

Dependent Child Over 21 . . . . Mutual has two "errors" in 
this category which would also not exist by today's standards, 
as the Form 348 usage and the responsibility for this deter- 
mination has been removed from FI activity. 

Double Coverage Errors . . . . 

Mutual has been charged with 52 processing errors in this 
category. Twenty-one are of the "possible" variety. The 
remaining 31 cases involve a variety of situations, mostly 
those of a nature attributable to inadequacies of the CHAMPUS 
Claim Form as noted beginning on Page 18 of the Report. 

At this point, perhaps it should also be noted that there is 
a current project under way involving a uniform Claim Form 
for use in all Government Programs which provides even less 
other insurance information than on current CHAMPUS claim 
forms. 

The Fiscal Intermediary referred to on Page 21 of the Report 
is Mutual of Omaha . . . . and involves a slight misconception 
in preparation of the Report. Negotiations were not only for 
the extra costs of a coordination of benefits program, but 
for the approval of the procedures necessary to accomplish the 
Program. 

OCHAMPUS and Mutual have reached an agreement on procedures 
and costs, and implementation of a complete coordination of 
benefits program is taking place at this time. This elimi- 
nates future concern for Mutual's operation in this area. 

Non-availability Statements . . . . 

Mutual has been charged with four errors in this category. 
Approximately six months ago, a completely automated system 
was installed in Mutual's operation, with zip code tables and 
claim history cross-referencing capability. This has elimi- 
nated the human element in determining requirements and 
broadened the application/non-application of need for non- 
availability statement to all related claims. 

This action gives virtually 100% effectiveness in controlling 
processing errors of this type. 
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Authorized Benefits . . . . 

Mutual has been charged with seven errors in this category. 
These were various types ranging from not reviewing a claim 
at a specified time interval, thru inadvertent payment or 
nonpayment of an item in a claim. These are manual processes 
in adjudication, and some will occur. However, Mutual's 
Quality Control program of postpayment review of every tenth 
claim (a re-audit) implemented more than a year ago is geared 
toward an on-going educational and administrative assist in 
maintaining as low a ratio of human error as possible. 

Payments . . . 

Mutual has been charged with one error in this category, which 
involves reasonable charges, cost sharing, and application of 
deductible. 

Claim payments are almost 100% a computerized function, and 
as such achieve a high degree of accuracy. Further positive 
action in this area not being indicated, Mutual will continue 
it's on-going efforts toward maintaining accurate payment 
computations. 

CONCLUSIONS - CLAIM PROCESSING ERRORS 

Considering the foregoing points, should a comparable GAO review be 
made now or in the immediate future, Mutual's current operation 
would show complete elimination of 67 eligibility and 4 non-availability 
statement errors . . . . and elimination of the bulk of the 52 double 
coverage errors. Any remaining claim processing errors that occurred 
would be in the acceptable range for adequate processing standards. 

POST-PAYMENT UTILIZATION REVIEW SYSTEM 
C45J 

Page 56 of the Report refers to Mutual of Omaha not implementing 
the postpayment utilization review system described in its technical 
proposal. 

There were delays in implementation occasioned by problems in the 
originally contemplated system that remained unsolved, requiring 
re-development of the system. The latter was subject to then 
current higher priorities mandated by Directives, which prolonged 
delay. 

The reporting system, generating four separate reports quarterly, 
was implemented in March 1980. 

PSYCHIATRIC OUTPATIENT VISIT REVIEW AT 8TH SESSION 
r-471 

Page 60-61 of the Report refers to Mutual of Omaha not reviewing 
these claims at 8th session intervals as prescribed in Regulation 
6010.8-R. 
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At this time Mutual is subjecting all Psychiatric/PsycholoCical 
out-patient treatment cases to a second level "Review" at the 8th 
visit interval as required . . . . also at 24th, 40th, and 60th 
visit intervals. 

ASSOCIATED CLAIMS REQUIRING REJECTION NOT ALWAYS IDENTIFIED 
l-c31 

Table on PageLgs'of the Report shows Mutual of Omaha did not reject 
5 claims associated with claims rejected. 

The previously described actions in the areas of non-availability 
statements and double coverage referred to in the Section on Claim 
Processing Errors are eliminating the greater portion of the 
volume of discrepancies in this situation. Further steps toward 
correlating disallow claims are under consideration with positive 
development of procedures anticipated soon. 

CLAIM PROCESSING TIME STANDARDS 
C631 

Table on Page 84 of the Report shows Mutual of Omaha's average 
time for processing routine claims in January and February, 1979 
as 32 days, with only 6% processed in 21 days. 

At this time, Mutual of Omaha can refer to a record of routine 
claim processing for the past six months as follows . . . . 

% Processed 
Month 

Anrm80 
21 Days 
98% 

May 1980 99.27% 
June 1980 99.27% 
July 1980 99.48% 
Aug. 1980 99.4% 
Sept. 1980 99.7% 

Relieve this record relieves any concern for this area at this time. 

DELAYED PROCESSING DUE TO RETURN OF CLAIMS 
C66i3 

Page 87 of the Report shows Mutual of Omaha's claims returned as 
39% of claims received in September, 1979. Page 90 outlines some 
problems with returns. II681 
As referred to in the Section on claims processing errors; Improper 
Signature and Dependents over 21 areas; these two reasons for 
returning claims have been liberalized by OCHAMPUS considerably. 
For example, for the month of September, 1980 . . . . Mutual's return 
rate was 16.8% to claims'processed, 19.4% to claims received. 

Mutual was also aware of some problems with returns, and over a year 
ago initiated a program of review of all claims in a second return 
status at end of processing. These claims are reviewed for validity 
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of return and completeness of the information requested with the 
individual responsible, as a part of on-going training. A further 
spot check of claims being returned is performed by Supervision 
on a daily basis. 

Additionally, an experimental program for telephone development of 
needed information has been in place for three months, on a limited 
basis. This has proven to be of such value that a full scale imple- 
mentation is anticipated upon procurement and training of addi- 
tional personnel and additional WATS line installation. 

These steps will not only further reduce the return claim rate, 
but further assure quality of those still requiring a return. 

BENEFICIARY APPEALS/INQUIRY PROCESSING 

This whole area basically involves processing of correspondence 
received, from Mutual of Omaha's standpoint, as approximately 93% 
of Mutual's telephone inquiries have been handled while on the 
phone through use of on-line computer terminals by those receiving 
calls. 

It is recognized that problems have existed over the past several 
years . . . . generated in part by the numerous changes in proces- 
sing brought about by application of the Regulation 6010.8-R, 
changes in Fiscal Intermediaries, changes in some program benefits, 
etc., . . . . which create a proliferation of inquiries for various 
reasons at different times . . . . making on-going resource (manpower) 
requirements extremely difficult to assess or maintain. 

701 
Mutual of Omaha did broaden the interpretation of what constituted 
an appeal late in 1979 E&i upon r so ution of a consideration by 
OCHAMPUS, as referred to on Page 96 of the Report. Example: 
Quarterly report ending 12-31-79 showed 23 informal reviews received 
as opposed to 178 received for the quarter ending 6-30-80. 

I 
741 

Page 00 of the Report notes that Mutual of Omaha had not prepared 
the monthly correspondence cycle time report . . . . Page 103 notes 
that the Correspondence Control System’was under implementation 
at conclusion of the Review. This item was under the contract 
change-order process which had delayed the implementation. 

Since the Review generating this GAO Report, Mutual has had cor- 
respondence processing under almost continuous scrutiny, with the 
implementation mentioned above and additional revisions taking 
place at this time. A result has been a significant steady improve- 
ment from the 7% claim-related correspondence processed in 10 days 
as shown on Page 99 of the Report to 50% on the September 1980 
Report. II731 
The current revisions are directed toward meeting all processing 
standards with'in the next two months. 
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Champus CIVILIAN HEALTH AND MEDICAL PROGRAMS OF THE UNIFORMED SERVLCES 

Ehampva CIVILIAN HEALTH AN0 MEDICAL PROGRAMS OF THE VETERANS ADMINISTRATION 

**+**+*+t***t****+*t**************************** 

P.O. BOX i-927 MADISON. WISCONSIN 53707 

November 14, 1980 

Mr. Gregory J. Abart, Director 
United States General Accounting Office 
Washington, D.C. 20548 

Dear Mr. Abart: 

Mr. Koenig has asked our staff to provide you with the 
comments you invited when you provided us with your draft 
report entitled, "Performance of CHAMPUS Fiscal4nterme- 
diaries Needs Improvement". 

We appreciate the opportunity to review the report and hope 
that our comments will provide some additional useful insights 
and perspective into the administration of the CHAMFUS 
Program. 

I'm sure that every respondent has pointed out that when 
your staff conducted the audit in early 1979 most of the 
claims reviewed were from the last quarter of 1978, a period 
during which Wisconsin Physicians Service was still completing 
the transition tasks from some jurisdictions which had been 
acquired from 2 to 9 months earlier. These transition tasks 
included obtaining and organizing information from prior 
contractors, conversion of massive data files of past claims 
history, provider identification, and fee profiles for 
thousands of physicians and suppliers. Your auditors were 
reviewing the results of administrative procedures in a 
complex program that were still in a state of transition. 
Carriers who were involved in the Medicare and Medicaid 
programs in 1966 can attest to similar startup problems in 
those programs. 

The Contractor Performance Evaluation program of OCHAMPUS 
has been instrumental, in our opinion, in rapidly identifying 
and correcting the administrative deficiences which your 
staff identified in their audit. 

We would like to comment in very general terms on the four 
basic administration areas in which your auditors cited need 
for improvement. 

WISCONSIN PHYSICIANS SERVICE 
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--Benefits Need to Be Administered More Accurately. 

OCHAMPUS has a well organized system for issuing and inter- 
preting program policies and has established standards for 
clerical and payment exrors. Fiscal Intermediaries are 
required to have effective training programs and quality 
assurance procedures. In the Contractor Performance Evalua- 
tions, knowledgable OCHAMPUS personnel audit Fiscal Inter- 
mediary compliance with program policy and issue reports 
with detailed findings and directions for correction. In 
more recent procurements there are provisions for financial 
penalities for failures in compliance. In our opinion, 
these control measures have reduced payment error rates to 
levels which compare favorably with other third party payment 
programs. 

--System for Controlling Benefits Need Improvement 

Requirements for utilization and peer review and detection 
of medically unnecessary or categorically noncovered services 
are clearly defined, compliance is monitored through both 
the Fiscal Intermediary quality assurance processes and 
through OCHAMPUS' Performance Evaluation program. Communication 
of information about benefits and exclusions to providers 
and to beneficiaries has become much more effective. Post- 
payment pattern of care analysis, to the extent practical in 
a program where beneficiaries are so widely dispersed, has 
identified questionable and fraudulent situations and corrective 
action has been taken. Therefore in our opinion many of the 
improvements recommended by your audit have been made. 

--Services to Beneficiaries and Providers Need to Be Improved. 

Fiscal Intermediaries as a group, and Wisconsin Physicians 
Service specifically, have for months been meeting the 
OCHAMPUS standards for timeliness of claims processing. 
During the past nine months WPS has consistently processed 
more than 90% of routine claims in less than 21 days. 

Similarly, claims inventory levels at WPS have been well 
below the standard of 15 days work on hand; the percentage 
of claims being returned has been sharply reduced through 
the utilization of phone development: and responses to all 
categories of correspondence regularly exceed contractual 
standards, 

WPS has developed a program of beneficiary and provider 
field services which includes individual counselling and 
group seminars for beneficiary and provider groups, closely 
coordinated with Health Benefit Advisors and OCHAMEWS staff. 
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These field contacts and workshops have significantly increased 
understanding and acceptance of the program and of proper 
claims submission. We feel that the deficiencies identified 
in the audit have been corrected. We are enclosing some 
letters from the military, retiree, and provider communities 
in our jurisdictions which illustrate positive reaction to 
this field activity. 

--Financial Management Practices In Need of ImPrOVement. 

The outstanding bank balances due to unresolved adjustments, 
recovered overpayments, and stale dated checks have been 
reduced to reasonable levels. OCHAMPUS has issued a draft 
instruction on use of a Letter of Credit procedure which 
should further facilitate cash management. 

Summary 

We have not attempted to make specific comments on the audit 
findings because they essentially reflect many of the condi- 
tions which existed in the operating environment in 1978. 
Those operating deficiences had already been recognized, and 
correction measures were being taken by OCKAMPUS and the 
fiscal intermediaries. In the intervening months since the 
audit these efforts of OCHAMPUS and the contractors have in 
our opinion substantially improved all aspects of program 
administration. 

We attempted to work constructively with your audit staff in 
the best interests of the program and appreciate the oppor- 
tunity to submit these general comments. 

Sincerely, 

I.A. Zyduck 
Assistant Director 
Government Programs 

1AZ:kl 

cc: R.E. Koenig 
President 

Theodore D. Wood 
Director, OCHAMPUS 

(101019) 
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