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At the 1999 Interim Meeting, the House of Delegates adopted Substitute Resolution 709, which called for the AMA to study the reasons for and the rate of managed care retrospective payment denials or down-coding for care provided, the dollar value involved, and the effect of these practices on patients, physicians, hospitals, and other entities.  The Board of Trustees assigned the requested study to the Council on Medical Service for a report back to the House of Delegates at the 2000 Interim Meeting.

Retrospective denials of payment involve a managed care plan or other health insurer refusing to pay a claim for health care services that already have been provided to the patient.  Some managed care plans reportedly seek additional savings by using retrospective denials for payment of care at varying degrees of frequency.  Furthermore, some insurers and third-party review companies have implemented computer-based edit programs that systematically down-code services to less complex and lower-paying services. Typically, the medical records are not reviewed before a bill is down-coded.  In addition, few physicians regularly challenge the down-coding, due to the relatively low dollar amounts involved, and the administrative burden associated with challenging the dispute.  In the aggregate, however, it is likely that down-coding generates a substantial savings for insurers.

In undertaking the study, the Council determined that it would be difficult to obtain accurate data on retrospective denials and down-coding directly from managed care plans.  As a result, the Council focused on gathering information reported by physicians based on their experiences with managed care plans on these issues.

On behalf of the Council, staff from the AMA’s Division of Market Research and Analysis conducted an electronic on-line survey of patient care physicians in June and July 2000.  The survey was designed to collect data on the prevalence of  retrospective payment denials and down-coding by managed care plans.  The following report summarizes the results of the AMA electronic on-line survey.

METHODOLOGY

The survey consisted of nine questions and was completed by the physician on-line.  A total 

of 28,094 patient care physicians for whom the AMA had e-mail addresses were provided an opportunity to participate in the study.  Each physician was sent an e-mail message describing the purpose of the study and including a hyperlink to the survey.  The questions asked how frequently a managed care plan retrospectively denied payment or down-coded any claim for services; the reason(s) for retrospectively denying payment or down-coding; and the effects those denials or down-codings had.

A total of 759 on-line surveys were completed.  The responding physicians represent a variety of specialties as follows: 11% family practice; 16% internal medicine; 14% surgery; 8% pediatrics; 6% obstetrics/gynecology; 2% radiology; 7% psychiatry; 4% anesthesiology; and 32% other.

Significant testing for results was conducted to determine differences in respondents’ answers to 

questions that are actual, and not due to random change.  All testing was conducted at the 95% 

confidence level (i.e., there is a 5% likelihood that the differences reported between specialties are due to random chance).  Differences were statistically significant unless otherwise noted.  The demographics of the physicians are unknown except for their specialty and that they are patient care physicians.

PHYSICIANS’ EXPERIENCES WITH RETROSPECTIVE DENIAL OF PAYMENT
The physicians were asked four questions to assess their experiences, within the last 12 months, with retrospective denial of payment of service claims by managed care plans. The four questions measured the frequency of occurrence of retrospective denial of payment, the managed care plans most frequent reasons for denial of payment, the effect of retrospective denial on the physician and his or her practice, and the amount of the financial loss, if any, incurred.

One-half (50%) of the physicians reported that in the last 12 months, between 1% and 9% of their claims had been retrospectively denied by a managed care plan.  Almost one-third (29%) of the physicians indicated that in the last 12 months, between 10% and 19% of their claims had been retrospectively denied.  Eight percent of physicians have had none of their claims retrospectively denied in the last 12 months, and 13% had 20% or more of their claims retrospectively denied.

According to physician respondents, the managed care plans most frequently provided the following reasons for retrospectively denying payment: the service was not medically necessary (27%); the service was not a covered service (26%); the service was coded incorrectly (12%); and prior authorization was not obtained (22%).  Other responses included that the claim was not filed timely, bundling issues, the patient was not a member of the plan, and insufficient documentation.
Radiologists (39%) were more likely than physicians in all other specialties (26%) to report the most frequent reason given by managed care plans for retrospectively denying payment was that the service was not medically necessary.  Pediatricians (48%) and obstetrician/gynecologists (40%) were more likely than physicians in all other specialties (23%) to indicate the most frequent reason given by managed care plans for retrospectively denying payment was that the service was not a covered service.  Psychiatrists (37%) and surgeons (34%) were more likely than physicians in all other specialties (17%) to state the most frequent reason given by managed care plans for retrospectively denying payment was that prior authorization was not obtained.

With respect to the impact of retrospective denials on their practices, nearly three-quarters of  physicians (74%) indicated that such denials resulted in a loss of dollars, while 58% reported that it caused time away from patient care to appeal the decision. Anesthesiologists (24%) were more likely than physicians in all other specialties (5%) to report retrospective denial of payment by managed care plans had resulted in termination of a hospital or physician contract. Other effects of retrospective denials included attempts to bill patients for service, loss of staff time, loss of patient confidence, stress, and frustration.

Of those physicians who incurred a loss of dollars, 55% reported the loss to be $2,500 and more over a 12-month period, 25% indicated the loss to be between $1,000 and $2,499, and 21% stated the loss to be less than $1,000.  The Council believes that there probably is a considerable financial impact on some physicians’ practices due to this dollar loss, and that the dollar loss incurred is likely to be significantly higher on average than $2,500 and, thus, far beyond just the “cost of doing business.”

PHYSICIANS’ EXPERIENCES WITH DOWN-CODING

The physicians were asked four questions to assess their experiences, within the last 12 months, with down-coding by managed care plans.  The four questions measure the frequency of occurrence of down-coding, the managed care plans most frequent reasons for down-coding, the effect of the down-coding on the physician and his or her practice, and the amount of the financial loss, if any, incurred.

Although one-quarter (25%) of physicians indicated they had none of their claims down-coded by a managed care plan in the last 12 months, 45% of the physicians reported that between 1% and 9% of their claims had been down-coded.  Nearly one-fifth (19%) of the physicians indicated that between 10% and 19% of their service claims had been down-coded, while 11% of the physicians stated that 20% or more of their claims had been down-coded by a managed care plan.  No statistically significant differences were found by specialty.

According to 43% of the physicians, the most frequent reason given by managed care plans for down-coding was the service was coded incorrectly.  The next highest reason was that the service was not medically necessary (20%).  Other reasons given were that the service was not a covered service, prior authorization was not obtained, automatic down-coding, insufficient documentation, and bundling issues.

Physicians in family practice (50%), surgery (50%) and internal medicine (48%) were more likely than physicians in all other specialties (33%) to report the most frequent reason given by managed care plans for down-coding was the service was not coded correctly.

With respect to the impact of down-coding on their practices, 63% of physicians indicated that down-coding by managed care plans had resulted in a loss of dollars, while 42% reported that it caused time away from patient care to appeal the decision.  Of those physicians who incurred a loss of dollars, the majority (53%) reported the loss to be less than $2,500.  As with retrospective denials, anesthesiologists (21%) were more likely than physicians in all other specialties (4%) to report down-coding by managed care plans resulted in termination of a hospital or physician contract.

AMA POLICY 

The AMA has established a comprehensive policy base on utilization management, including a definition of medical necessity (Policy H-320.953, AMA Policy Database), as well as policies that address issues related to retrospective denials (Policies H-320.961, H-335.997, H-285.927, H-335.984[2]).  In particular, Policy H-320.961 states that the AMA supports legislation and/or regulations that would prevent the retrospective denial of payment for any claim for services for which a physician had previously obtained authorization, unless fraud was committed or incorrect information provided at the time such prior approval was obtained.

DISCUSSION

A review of the current literature revealed no current data or studies on the rates or reasons for retrospective denials or down-coding.  On the whole, there is little specific data available publicly pertaining to the extent of denials of care in the private sector.  Of the research that has been conducted, the focus is on utilization review and external appeals, and not retrospective denials.  The Council believes that the results of the on-line survey conducted by the AMA’s Division of Market Research and Analysis will begin to provide greater insight into the reasons for and the rate of managed care retrospective payment denials and down-coding.

In reviewing the survey results, the Council is concerned about the high percentage of physicians who reported that they experienced retrospective denials or down-coding in the past 12 months.  For example, 43% of the physicians surveyed had more than 10% of their claims retrospectively denied, while 39% reported they had more than 10% of their claims down-coded.  The Council is  concerned that significant time is being taken away from patient care to appeal such decisions, which can be detrimental to patients and physicians alike.  Although physicians may not have any recourse available when a service is not covered, or when required prior authorization to perform the service was not obtained, the Council is concerned that retrospective denials based on medical necessity determinations or incorrect coding may be occurring without adequate due process and appeals rights.  Further, the Council believes that large percentages of retrospective denials may have a direct, negative impact on patient care.  For example, retrospective denials result in patients becoming responsible for paying for performed services, and may impact future access to the provision of specific services that are continually denied.

The Council notes that current AMA policy states that, for utilization review, public and private payors should be required to disclose to physicians on request the screening and review criteria, weighting elements, and computer algorithms utilized in the review process, as well as how they were developed (H-320.963[4], H-285.998, H-320.949). Further, AMA policy states that all health plans conducting utilization reviews should establish an appeal process, whereby physicians may challenge policies restricting access to specific services and decisions to deny coverage for services  (Policy H-285.998[5]).  The Council believes, however, that all utilization management processes must be fair and provide appropriate due process for physicians.  The Council believes these same protections and policies should be specifically extended to retrospective denials and down-coding.  The Council also notes that the American Accreditation HealthCare Commission/URAC has already addressed the issue of retrospective review in their standards and, due to AMA advocacy efforts, provides fair and appropriate mechanisms for such review. 

The Council intends to continue to monitor physicians’ experiences with retrospective denials and down-coding by managed care plans.  It is possible that at some point in the future, the Council will modify the survey questions as needed and resurvey physicians.  The Council also is considering the possible development of an on-going survey instrument that would allow physicians to share experiences, and serve as a repository of information on retrospective denials and down-coding.

RECOMMENDATIONS

The Council on Medical Service recommends that the following be adopted, and that the remainder of this report be filed:

1.
That the AMA reaffirm Policy H-320.961, which states that the AMA supports legislation and/or regulations that would prevent the retrospective denial of payment for any claim for services for which a physician had previously obtained authorization, unless fraud was committed or incorrect information provided at the time such prior approval was obtained. (Reaffirm HOD Policy)

2.
That the AMA, redistribute its draft model legislation that would prevent the retrospective denial of payment for any claim for services for which a physician had previously obtained authorization. (Directive to Take Action)

3.
That it is the policy of the AMA, when a health plan or utilization review organization makes a determination to retrospectively deny payment for a medical service, or down-code such a service, the physician rendering the service, as well as the patient who received the service, shall receive written notification in a timely manner that includes: a) the principal reason(s) for the determination; b) the clinical rationale used in making the determination; and c) a statement describing the process for appeal. (New  HOD Policy)

4.
That the AMA work with private sector accreditation organizations to ensure that their health plan and utilization management accreditation standards adequately address fair and appropriate mechanisms for retrospective review. (Directive to Take Action)

5.
That the AMA’s Private Sector Advocacy unit work with state medical associations, county medical societies, and national medical specialty societies to a) develop a survey instrument for use by the Federation to gather information from physicians who experience retrospectively denied and/or down-coded claims, b) seek information on a regular basis from those associations that collect such information, and c) respond with appropriate legislation, advocacy, and communication initiatives. (Directive to Take Action)


