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Hospitals that self-fund their employee medical plan face 
the daily challenge of duality inherent to their dual role 
as healthcare provider and benefit plan sponsor.  On 
one side, the hospital’s Operations – as a provider of 
healthcare services – focuses on growing patient volume 
and revenue (of which domestic usage is an important 
component), while the other side, the Human Resources 
/ Employee Benefits (HR / EB) team – as the medical 
plan sponsor – is always searching for ways to control 
employee medical costs. 

It’s no wonder then that these conflicting priorities can 
– and typically do – strongly influence how the hospital 
designs its own medical plan, including whether and how 
to incentivize domestic usage.

As the practice leader for the auditing arm of a major 
benefits advisory/consulting firm with numerous 
healthcare systems as clients, I am occasionally asked 
the title question by executives overseeing HR / EB at 
these healthcare systems, albeit with a slightly different 
inflection: “Why should we audit our domestic claims?” 

The short answer? Because audits are the only true way to 
monitor your plan’s effectiveness and meet your fiduciary 
responsibility.    

Impact of Incorrect  
Domestic Claim Payments

When asking this question, it’s likely the HR executive is 
thinking that the funds used to “pay” their own hospital 
for services rendered to their own hospital employees 
isn’t real money going out the door, as these dollars 
represent amounts to offset in accounting entries. 
Typically, when a hospital employee receives treatment at 
the employer hospital, a claim is submitted for eligibility 
verification and internal accounting purposes, but no 
actual funds are transferred for the services provided.  
Therefore, why audit domestic claims when such claims 
do not represent “real” dollars?

COMPLIANCE
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Certainly, an audit for a hospital client that includes 
domestic claims presents a bit of a challenge when 
analyzing financial results.  Funds to pay claims are 
passed from one side of the hospital (the HR / EB side) 
to the Operations side of the hospital (i.e., from a 
pocket on one side of the hospital’s pants to a pocket 
on the other side of the hospital’s pants), typically in a 
checkless transaction administered by a third-party claims 
administrator (TPA). 

When AIM performs a claims audit on behalf of a 
hospital’s employee medical plan, we act as the agent 
for the HR / EB side of the hospital.  Thus, if we find 
overpayments on domestic claims, we consider such 
overpayments as amounts that should be recovered for 
(or returned to) the hospital’s self-funded EB account. 
(Note: On the flip side of the ledger, any overpayment 
on a domestic claim that is to be recovered for the EB 
side of the hospital would be recoverable [in theory or 
in practice] from the Operations/provider side of the 
hospital.)

In addition to verifying that a hospital’s domestic 
claims are being administered correctly (an important 
consideration – since domestic utilization could represent 
50% or more of medical plan costs for the benefit plan), 
an independent third-party medical claims audit will also 
provide verification that the TPA is administering the 
benefit plan correctly with regard to employee cost-share 
across all tiers of coverage.  

TPA Performance Measurement:  
Domestic vs. Non-Domestic

Having performed medical claims audits for several 
healthcare systems at several different TPAs – all of 
which included the review of domestic claims – AIM has 
identified five key issues affecting hospitals:  

1.   Incorrect Domestic Claims Payments: Domestic 
claims can be “paid” incorrectly, just as any network 
claim can be paid incorrectly.  The TPA could 
utilize an incorrect network rate.  A claim could be 
paid twice. Coordination of Benefits / Third Party 
Liability / Subrogation / Workers Compensation 
could be handled poorly. The plan design could be 
applied incorrectly (e.g., wrong copayment; wrong 
deductible/coinsurance).  Preventive services could 
be paid incorrectly.  Any of these could result in 
incorrect amounts being charged to the hospital as 
the plan sponsor/employer and “paid” out of the 
hospital’s employee healthcare funding account.  
Some of these errors will undoubtedly lead to overall 
higher costs to the plan.  Some of these errors will 
lead directly to higher cost-share than the plan 
intended for its employees.

Audits are the only true 

way to monitor your plan’s 

effectiveness and meet your 

fiduciary responsibility.
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2.   Irreconcilable Accounting Tracking: A hospital’s 
accounting of its domestic claims and the tracking 
by their TPA may prove impossible to reconcile.  
Although each may start at the same point, the 
hospital will not readily have access to the TPA’s own 
tracking methodology, which will include the impact 
of coordination of benefits and third-party liability, as 
well as the application of an employee’s specific plan 
design (copayment, deductible, and coinsurance).  
This reconciliation challenge will support the rationale 
for an independent auditor.

3.   Incorrect Inner Circle System Coding: A TPA 
can incorrectly “load” the providers who are to 
be considered “inner circle” (i.e., domestic) thus 
thwarting the intent of the plan design and frustrating 
the employee at the point of service or claims 
adjudication.

4.   Use of Non-Applicable “Book of Business” Rules: 
A claims audit will identify instances where the 
claims administrator’s “book of business” rules have 
been applied to claims processing, even when the 
hospital’s benefit plan has a different design or intent 
(e.g., applying or waiving an inpatient copayment). 

5.   Potential Shortchanging of Non-Domestic Claims: 
One important component of the independent, 
third-party claims audit is verification that the claims 
administrator is processing claims for the hospital 
using the correct negotiated rates for inner circle 
providers. (Certainly, the hospital wants its own 
employees’ claims paid correctly, neither overpaid nor 
underpaid.)  Looking at the larger picture, if the claims 
administrator is incorrectly administering Hospital A 
network rates on Hospital A domestic claims, they are 
undoubtedly also incorrectly administering Hospital 
A network rates for some or all of their other clients 
that use them as TPA.  Thus, as an indirect “benefit” 
of performing a claims audit on its own plan, the 
hospital may discover that it is being shortchanged 

when that TPA processes its claims as provider under 
other medical plans.

An audit of both domestic and non-domestic claims will 
provide a good perspective on the claims administrator’s 
performance in both populations and identify specific 
areas of weakness in administration. If the claims 
administrator’s performance on domestic claims proves 
satisfactory or better, future auditing efforts can be 
focused on the non-domestic population of claims – 
assuming no change in TPA.  Without this information, 
the hospital will, like the old adage says, never know 
what it doesn’t know about the claims administrator’s 
performance.

In conclusion, just as for any other self-funded employer, 
medical claims audits are an important component 
of a hospital’s comprehensive employee benefit plan 
management strategy. Auditing your self-funded medical 
plan is a sound business practice, as it is an essential tool 
for monitoring the performance of your TPA and verifying 
their self-reported performance results. It is also prudent 
as a plan sponsor and fiduciary to regularly evaluate the 
handling of your plan’s assets and the TPA’s adherence to 
the medical plan’s terms and coverage specifications. If a 
plan does not audit its claims administrator periodically 
and make necessary mid-course corrections, it runs 
the financial risk of improper payments and the risk of 
employee dissatisfaction with incorrect payments or 
inefficient administration.   

A medical claims audit will assess whether claims are 
being adjudicated correctly, in accordance with the 
provisions of the plan of benefits, and paid on behalf 
of eligible participants as determined by the provisions 
of the plan.  As domestic claims at a general hospital 
are a significant portion of both healthcare spend and 
operations revenue, there’s no question as to whether a 
claims audit should include domestic claims in its review 
of a TPA’s performance.  
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