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Dear Mr. Matteo: 
 
 Pursuant to the State Comptroller’s authority as set forth in Article V, Section 1 of the 
State Constitution; and Article II, Section 8 of the State Finance Law, we have followed up on 
the actions taken by officials of United HealthCare (United) to implement the recommendations 
contained in our audit report, Inappropriate Reimbursement of Claims From Island Medical 
Associates (Report 2007-S-54).   
 
Background, Scope and Objective 

 
 The New York State Health Insurance Program provides health insurance coverage to 
active and retired State, local government, and school district employees and their dependents. 
This coverage is provided through various health benefit plans, which are administered by 
different contractors.  The primary health benefits plan is the Empire Plan, which provides 
services costing about $4 billion a year.  

 
 Different contractors administer different portions of the Empire Plan. The 
medical/surgical and major medical portion of the Empire Plan is administered by United.  
United is responsible for negotiating rates with participating providers, ensuring compliance with 
Empire plan terms, and reimbursing medical service providers for covered services.  
 
 United enters into contracts with certain medical service providers (participating 
providers).  In these contracts, the providers agree to provide their services to Empire Plan 
members at reimbursement rates established by United (network rates) plus a nominal patient co-
payment. These network rates are generally lower than the rates used to reimburse non-
participating provider services.  
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Empire Plan members may also choose to go to non-participating providers.  However, 
these providers’ claims are not reimbursed at network rates.  Rather, their claims are reimbursed 
at out-of-network rates, which are higher than network rates. 
 

The out-of-network reimbursement for a particular medical service is 80 percent of the 
non-participating provider’s actual charge, or 80 percent of an amount deemed reasonable and 
customary for that particular service, whichever is lower.  The Empire Plan member is then 
generally responsible for paying the remainder of the actual charge. 
 

Empire Plan members have a financial incentive to avoid non-participating providers 
(and their out-of-network rates), because members generally have to pay more out-of-pocket 
costs when they go to non-participating providers (a member’s annual deductible and share of 
the charges for non-participating providers will usually be much greater than the co-payments for 
participating providers).  Despite this financial incentive, Empire Plan members sometimes go to 
non-participating providers. 
 

Our initial audit report, which was issued on September 20, 2007, examined whether 
United made inappropriate payments to Island Medical Associates for certain medical services 
provided through the New York State Health Insurance Program. Our audit covered the period 
January 1, 2001 through December 31, 2006.  Our report identified that such services were 
inappropriately reimbursed at non-participating rates, which were five times higher than the 
participating rates for the services rendered by Island Medical Associates.  We concluded that 
this occurred because the physicians were not the ones submitting claims to United for the 
services; rather, Island Medical Associates submitted the claims as a nonparticipating provider 
and shared a portion of the proceeds with the physicians. 
 

United forwarded the findings of our initial audit report to the New York State 
Department of Insurance in an effort to obtain an official opinion on the billing/employment 
practices of Island Medical Center. We forwarded our initial audit report to the Office of the 
New York State Attorney General for investigation into Island Medical Associates’ practices.   
 

The objective of our follow-up was to assess the extent of implementation as of October 
30, 2008 of the three recommendations included in our initial report. 

 
Summary Conclusions and Status of Audit Recommendations 
 

We found that United officials have made some progress in correcting the problems we 
identified.  However, additional improvements are needed.  Of the three prior audit 
recommendations, one recommendation has been implemented, one recommendation has been 
partially implemented, and one recommendation is not applicable at this time. 
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Follow-up Observations 

Recommendation 1 
 
Effective immediately, suspend all payments for claims submitted by Island Medical Associates 

ntil its status as a medical service provider has been clarified. u 
Status - Partially Implemented 
 
Agency Action - United established controls to suspend all payments for claims submitted by 

Island Medical Associates.  However, we found that these controls were not always 
effective because the controls relied on certain manual procedures, which are inherently 
risky.  Island Medical Associates submitted six claims subsequent to the release of our 
original audit report. Controls were manually overridden allowing four of these claims 
to be paid.  United also has no review or audit process in place to verify that all 
payments to this provider are denied.   

 
Recommendation 2 

 
Recover from Island Medical Associates the $3.9 million that was paid for physicians’ 
rofessional services. p 

Status - Not Applicable 
 
Agency Action - United forwarded our audit findings to the New York State Department of 

Insurance for an opinion on Island Medical Associates’ billing practices. We forwarded 
our audit findings to the Office of the New York State Attorney General, who initiated 
an investigation into Island Medical Associates’ billing practices. United has deferred 
acting on this recommendation pending the outcome of these investigations.   

Recommendation 3 
 
Implement controls to provide better assurance participating providers are not being 
nappropriately reimbursed at out-of-network rates.  i 

Status - Implemented 
 
Agency Action - According to United officials, they identified all providers with multiple 

locations who submit claims as both a participating and a non-participating provider. 
United contacted these providers and requested they submit all claims as participating 
providers regardless of the location of the services.  Many of these providers were 
unwilling to consent to this billing structure.  Consequently, after reviewing network 
access concerns, United removed some of these providers from the Empire Plan 
Network.  

 
United also is attempting to have all new participating providers agree to participate at 
all locations.  
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 Major contributors to this report were David Fleming, Cindy Herubin and Arnold Blanck. 
 
 We would appreciate your response to this report within 30 days, indicating any actions 
planned to address the unresolved issues discussed in this report.  We also thank the management 
and staff of United HealthCare for the courtesies and cooperation extended to our auditors during 
this review. 

 
     Very truly yours, 

 
 

Kenneth I. Shulman 
Audit Manager 

 
 
cc:  R. Dubois, Department of Civil Service  

Tom Lukacs, Division of the Budget 
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