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2009 Holding Providers Accountable for
Out-of-Network Billed Charges

America’s Health Insurance Plans (AHIP) released findings this month from a study regarding
exorbitant charges on out-of-network physician bills.! It confirms what many know—physician
charges are all over the board, from appropriate to entirely outrageous. While physicians
are culpable, they are not the only ones perpetuating the problem. Payers can take some
responsibility for rewarding this behavior.

How Claims Repricing Is Applied
The healthcare system in the United States is
broken—that is not news. With healthcare at 18%
of GDP and growing, the issues are complex, vast
and have far-reaching repercussions. For starters,
the system rewards volume, not better health.
Provider contracts with insurance companies, and
the supposed steerage that accompanies them, are so
prevalent that networks have lost their value.
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paying for care.? In fact, the current rate of growth is

unsustainable for much longer. Irrational provider charges and the insurance companies’

response to them are not the entire issue, but they are exacerbating the problem.

The system rewards volume

We have a healthcare system where providers can and do generate demand. In areas where
there is a surplus of doctors, particularly specialists, they order more tests and treatments per
capita, and they keep their practices busy. But health of the population is not better.> When
services are performed out-of-network, insurance companies often pay providers a percentage
of billed charges. For example, if a provider thinks that $200 is appropriate compensation for
their service, they may charge $1000 estimating that an 80% discount could be applied by the
insurance company when figuring reimbursement. If physicians are given incentive to charge
as much as they can, why wouldn’t most do so? The idea that taking a percent of the billed
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charge is appropriate is a fallacy. What about the provider who charges appropriately, and
is only paid a percentage? He gets cheated. At this point, a percent off of a billed charge is
arbitrary, irrelevant and meaningless.

Even the use of usual and customary (U&C) data is flawed because those rate tables
are created by collecting data on what physicians charge, not for what they actually
accept. As long as payers are rewarding providers for this behavior, they will continue
to perpetuate outrageous charges. Ideally, a cost-based methodology would be used to
determine appropriate payment, but unfortunately actual cost data is not available for
physician bills. There is a rational alternative.

Fair profit to the provider

Let’s ask ourselves not what a doctor is charging but, what is a doctor accepting? This
may be one indication as to where appropriate charges lie: the provider is probably
accepting payment he thinks is rational. By paying providers based on an average of what
is commonly accepted, within an appropriate variance, we can bring some common sense
to the system. This is not a perfect solution, but it is a start toward a rational one.

What about the patient and possible balance billing?
Insurance companies are concerned about their members receiving a bill to pay the
difference between billed charges and reimbursement. With appropriate practices and
good communication to all parties, insurance companies can help hold the provider
and the patient accountable. Patients shouldn’t have to pay a balance bill if the charges
are billed and paid appropriately. Insurance
companies could proactively communicate
with providers about their methodology for

appropriate payment, and show transparently
how that payment is calculated. All parties
should feel as if they’ve been treated fairly.

Naturally, doctors and insurers all want to
serve patients well, but current irrational
economic incentives create distortions.*
Arbitrary charges and payments don’t make
sense, and they perpetuate the problem.

About NCN—NCN is the national leader in cost management for out-of-network
claims. We use cost-based data and transparent reporting to maximize savings on

healthcare claims. At NCN we claim a better way for payers, providers and patients.
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