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Lou Ann Ostadi,



)


Petitioner,



)







)

vs.




)


DECISION






)

N.C. Teachers’ and State Employees’
)

Comprehensive Major Medical Plan,
)


Respondent.



)


On October 26, 2006, the undersigned conducted an administrative hearing in this case in Raleigh, North Carolina.  On December 1, 2006, the undersigned ruled that the Respondent properly processed and paid claims for health care services received by the Petitioner while at the University of Virginia Health Sciences Center (“UVA”) in January 2006.  On December 21, 2006, pursuant to the undersigned’s request, Respondent filed a proposed Decision with the Office of Administrative Hearings, and the undersigned closed the official record in this case.
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N.C. Department of Justice






P. O. Box 629






Raleigh, NC  27602-0629






         ISSUES
1.
Whether Respondent exceeded its authority, acted erroneously, failed to use proper procedure, acted arbitrarily or capriciously, or failed to act as required by rule or law when it processed and paid claims for hospital services received by Petitioner at UVA in January 2006?

2.
Whether Respondent exceeded its authority, acted erroneously, failed to use proper procedure, acted arbitrarily or capriciously, or failed to act as required by rule or law when it processed and paid claims for professional services provided to the Petitioner in January 2006 while at UVA?

STATUTES AND MEDICAL POLICIES AT ISSUE

N.C. Gen. Stat. §§ 135-40, 40.1, -40.6, & -40.7;
Respondent’s 2004 Benefits Summary Plan Description Booklet.

EXHIBITS ADMITTED INTO EVIDENCE


For the Petitioner:
Exhibits 1 – 3, 9 - 11

For the Respondent:  Exhibits 1 - 10

FINDINGS OF FACT

1.
Respondent is an agency of the State of North Carolina that offers health care benefits to eligible active and retired employees (“members”) and their dependants (members and their covered dependants are jointly referred to herein as “covered persons”), in accordance with the applicable N. C. General Statutes and the State Health Plan’s (“the Plan”) medical policies.  N.C. Gen. Stat. § 135-40 et seq. By contract, North Carolina Blue Cross and Blue Shield of North Carolina (“BCBS”) administers Respondent Plan’s benefits.
2.
Petitioner is a “covered person,” and therefore, is entitled benefits under Respondent’s Plan.

3.
In June 2005, Petitioner underwent surgery at the University of North Carolina to remove a portion of her pituitary adenoma.  After a brief period of improvement, Petitioner experienced a reoccurrence of her symptoms, indicating the need for a further operation.  Petitioner’s physician referred her to Dr. Edwards Laws at UVA, a surgeon experienced with this type operation.  

4.
On December 20, 2005, BCBS, on behalf of Respondent Plan, responded to UVA’s request for Pre-admission Certification for Petitioner, and approved Petitioner’s hospital admission to UVA for surgery to be performed by Dr. Laws.  BCBS addressed and mailed its admission certification to Petitioner and to UVA.  That certification stated in pertinent part:
Disclaimer:
· The members is always responsible for the Plan year deductible, coinsurance amounts, inpatient admission co-payment and charges for non-covered services.  
· Effective September 1, 2003, the State Health Plan (SHP) has a contract with Private Healthcare Systems (PHCS) to provide an out-of-state provider network for SHP members who receive services outside of North Carolina.  
· Contracting hospitals and professional providers (doctors, therapists, etc.) in North Carolina and out-of-State hospitals and professional providers in the PHCS network agree to accept the Plan allowance.  They will not hold the member responsible if the charge is higher than the Plan’s allowance. 
· If the member receives services in a non-contracting hospital or by a non-contracting professional provider in North Carolina, or in an out-of-state  hospital or by an out-of-state professional provider who is not in the PHCS network, and the charge is higher than the Plan’s allowance, the hospital or professional provider may hold the member responsible for the difference in cost. 
. . . 
· To determine if your provider outside of North Carolina is participating or to obtain a list of participating providers, please contact PHCS toll free at 1-866-680-7427 or visit their website at www.phcs.com. 
(Bolded portion is as it appears in letter, Resp. Ex. 4).  

5.
UVA and Dr. Laws are both out-of-State providers who do not participate in the PHCS network.

6.
On January 5, 2006, Dr. Laws performed surgery on Petitioner, and removed the residual recurrent pituitary microadenoma.

7.    Respondent Plan received a $20,072.33 claim for hospital charges associated with the Petitioner’s surgery at UVA.  Respondent paid $10,101.28 on such claim based on the Diagnosis Related Group (“DRG”) rate.  Petitioner’s balance for such charges was $9,971.05.

8.    Respondent Plan received a $16,413.00 claim for all professional services Dr. Laws provided to Petitioner at UVA.  On his claim, Dr. Laws added a “22” modifier to the surgical procedure, indicating that the procedure was more complex, or took more time due to complications with the surgery.  
9.
When a doctor adds a modifier to his claim for services, Respondent requests an external review from a medical doctor who practices in the same area as the provider submitting the claim.  Respondent requested and received a recommendation from a physician who conducted an external review of Dr. Laws’ claim.  

10.
Based on the physician’s external review and recommendation, Respondent Plan raised the reimbursement amount for professional services for that portion of the claim from $1,705.50 to $5,637.50.  With this adjustment, Respondent Plan paid $6,883.70 for professional services Dr. Laws rendered to Petitioner.  Petitioner’s balance on that claim was $9,579.30.  (Resp. Exhs. 3 and 6).  
11.     Petitioner internally appealed Respondent’s payments for both the hospital and professional claims.  

12.
By letter dated May 15, 2006, Respondent advised the Petitioner of its decision to deny her appeal, and of her right to file a Petition for Contested Case Hearing with the North Carolina Office of Administrative Hearings (“OAH”).  (Resp. Ex. 2).
13.
On June 26, 2006, Petitioner timely filed her Petition for Contested Case Hearing with OAH. 

       Analysis
14.
Respondent pays out-of-State providers who render “covered services” to covered persons based on one of the following methodologies: 1) for professional providers based on the UCR rate; and 2) for hospitals based on either the contracted rate through PHCS or the DRG rate.  A “covered service” is a medical or mental health treatment that is eligible for payment of benefits under the Plan.  N.C. Gen. Stat. §§ 135-40.6(1) and (7)a.
15.       Claims for professional services are billed using CPT Codes.  CPT codes are five digit numbers that describe an extensive number and type of medical services.  These codes are used as the standard method for medical claims processing in the United States.

16.
For each CPT code that is billed, Respondent Plan has a UCR rate.  Respondent determines the UCR rate based on lower of:

(1)
The usual charge that an individual doctor charges his or her private patients for a particular service, or 
(2)
The customary charge within the range of usual fees charged by most doctors of similar skill and training in North Carolina for the comparable service. 

N.C. Gen. Stat. § 135-40.1(19)
17.
In cases of unusual complexity and cases involving supplemental skills of two or more doctors, Respondent’s claims administrator determines the reasonable professional charges after consulting with its medical advisors.  N.C. Gen. Stat. § 135.40.1(19) The UCR rate for a service is not based on either the skill or reputation of the provider of the service.  
18.
In this case, Respondent paid in excess of the standard UCR rate for CPT Code 61548 (Hypophysectomy or excision of pituitary tumor, transnasal or transeptal approach) based on a modifier billed by Dr. Laws, and based on its medical advisor’s determination that the procedure was more complex due to the necessity of a second surgery in the same area.
19.
Once Respondent’s claims administrator determines the UCR rate for the covered service, Respondent pays the provider the lower of the charge or the UCR rate for the service minus any applicable deductible or coinsurance owed by the member.  N.C. Gen. Stat. § 135-40.6  Except as otherwise provided for in statute as discussed above, Respondent Plan is not authorized to pay in excess of the UCR allowance.  N.C. Gen. Stat. § 135-40.7(10)

20.
Respondent is also authorized to pay charges in excess of the standard UCR rate in circumstances where there is a regional discrepancy in charges for the service that justifies a deviation from the UCR rate, or where Respondent’s claims processor determines that fairness and equity in a particular set of circumstances require a greater or lesser charge be considered.  N.C. Gen. Stat. § 135-40.7(10) 
21.
However, the preponderance of the evidence in this case did not support the existence of any regional discrepancy or necessity for further adjustment to these claims pursuant to N.C. Gen. Stat. § 135-40.7(10).  
22.
When a covered person receives services at an out-of-State facility that does not participate in the PHCS network, Respondent pays the facility the DRG rate or allowance.  The DRG rate is a "global payment" based on the following factors:  the primary and eights secondary International Classification of Diseases (ICD-9CM) diagnoses codes, the principal and 5 secondary ICD-9CM procedure codes, the patient’s age and sex, length of stay, and discharge status.  There are nearly 900 defined AP-DRG codes/categories.  DRG systems are used for most Medicare payments and many private insurance payments.  The DRG allowance is determined as follows:
(a)
Hospitals submit the diagnoses and procedures to Respondent Plan on a standard billing form called Universal Billing form (UB92).  
(b)
Respondent’s claims processing system assigns a DRG grouper based on the billed data, which should be reflective of the services performed.  
(c)
Each DRG grouper is assigned a weight based on the complexity of the procedures and severity of the diagnoses reported.  The AP-DRG weight is the ratio of AP-DRG specific charges to the grand average charge obtained from the Plan’s annual experience. 
(d)
The base rate is reflective of the diagnoses and procedures billed during an inpatient stay as reported on the UB-92 claim form.  The base rate is determined on an annual basis from the Plan’s experience and is applied as a base for all inpatient admissions that fall within the criteria for AP-DRG pricing.
(e)
The DRG allowance is then determined by multiplying the DRG weight times the base rate.  

23.
Once Respondent’s claims administrator determines the DRG rate for the covered service, Respondent Plan pays the provider the lower of the charge or the DRG rate for the service minus any applicable deductible or coinsurance owed by the member.

24.
Respondent Plan offers two programs that protect members from charges in excess of the UCR and DRG rate: (1) CostWise program for in-State providers and (2) Private Healthcare Systems (PHCS) network for out-of-State providers.  
(a)  CostWise program is an agreement between the Plan’s claims administrator and participating North Carolina providers whereby participating providers agree not to bill a Plan member for any amount above the Plan’s allowable rate.  
(b)  PHSC is a nationwide network of out-of-State physicians, hospitals, labs, health care professionals, and other ancillary services, that have agreed to a contracted rate with the Plan for their services, which rate then becomes the Plan’s allowance, and the provider will not hold the covered person responsible for any amount above the allowance.   
(c)  Respondent Plan “covers” charges from providers who do not participate in these programs, if the services billed are covered by Respondent Plan and are medically necessary.  However, the charges are only covered, up to Respondent Plan’s allowance.
25.
The 2004 Summary Plan Description (“SPD”) is a booklet provided to all Plan members that contains a summary of benefits provided by the Plan and includes descriptions of the UCR rate, the DRG rate, the CostWise Program, and the PHSC network.  The SPD cautions members that if they choose to receive services from a provider who does not participate in either CostWise or the PHSC network, they will be responsible for the provider’s charges in excess of the allowable rate as determined by the Plan.  
(a)  The SPD provides members with a toll free telephone number to call in order to determine if a provider participates in CostWise.  The SPD further provides members with a toll free telephone number and a website address to determine whether a provider is part of the PHSC network.  
(b)  This information is also available on the Plan’s website and the toll free numbers are listed on the back of the member’s insurance card.  

26.
At hearing, Petitioner acknowledged that she received a copy of the 2004 SPD.

27.
Michelle Overby is a Business Analyst II for Respondent’s claims administrator and qualified as an expert in utilization review management.  Ms. Overby has conducted UCR and DRG audits for the Plan since April 1987.  Ms. Overby reviewed the claims submitted by the UVA and the professional providers for the care and treatment of Petitioner.  She determined that Respondent Plan correctly paid the claims in accordance with its governing statutes and medical policies.  

CONCLUSIONS OF LAW

1.
Both parties are properly before this Administrative Law Judge, in that jurisdiction is proper, and both parties received proper notice.  To the extent that the Findings of Fact contain Conclusions of Law, or that the Conclusions of Law are Findings of Fact, they should be so considered without regard to the given labels.

2.
In N.C. Gen. Stat. § 135-40 et seq, the General Assembly created a comprehensive major medical plan for benefit of its state employees, retired employees, and certain of their dependents.  Pursuant to N.C. Gen. Stat. § 135-40 et seq, Respondent pays providers who render “covered services” to “covered persons” under the State Health Plan, based on a fee schedule that reflects the usual, customary, and reasonable (“UCR”) rate for the services rendered.  Blue Cross Blue Shield is Respondent’s claims administrator.  

3.
Accordingly, Respondent Plan is governed by N.C. Gen. Stat. § 135-40 et seq, and the medical policies adopted in accordance therewith.  Specifically, Respondent’s Claims Administrator determines the UCR rate based on the lower of: (1) the “usual” charge made by an individual doctor for his or her private patients for a particular service, or (2) the “customary” charge within the range of usual fees charged by most doctors of similar skill and training in North Carolina for the comparable service.  N.C. Gen. Stat. §§ 135-40.1(19), 135-40.6(7)a, (9)g, and 135-40.7(10), and State Health Plan Medical Policy “AD0480 – Out-of-State UCR.”

4.
Once Respondent’s claims administrator determines the UCR rate for the covered service, Respondent pays the provider the UCR rate for the service minus any applicable deductible or coinsurance owed by the member.  N.C. Gen. Stat. § 135-40.6 
5.
When a covered person receives services at an out-of-State facility that does not participate in the PHCS network, Respondent pays the facility the DRG rate or allowance.  Once Respondent’s claims administrator determines the DRG rate for the covered service, Respondent Plan pays the provider the lower of the charge or the DRG rate for the service minus any applicable deductible or coinsurance owed by the member.
6.
In this case, Respondent Plan followed proper procedure in reviewing and processing the claims submitted by providers for the services rendered to Petitioner at UVA in January 2006.
7.
Respondent Plan acted properly when it paid the professional providers the UCR rate and professional providers the DRG rate, as modified, for services rendered to Petitioner at the UVA in January 2006.
DECISION


Based on the foregoing Findings of Facts and Conclusions of Law, the undersigned determines that Respondent’s decision to deny Petitioner’s appeal of Respondent’s payment of professional and hospital charges for services Petitioner received at UVA in January 2006 should be AFFIRMED.

ORDER AND NOTICE
The Board of Trustees of the North Carolina Teachers’ and State Employees’ Comprehensive Major Medical Plan will make the Final Decision in this contested case.  N.C. Gen. Stat. § 150B-36(b), (b1), (b2), and (b3) enumerate the standard of review and procedures the agency must follow in making its Final Decision, and adopting and/or not adopting the Findings of Fact and Decision of the Administrative Law Judge.
Pursuant to N.C. Gen. Stat. § 150B-36(a), before the agency makes a Final Decision in this case, it is required to give each party an opportunity to file exceptions to this decision, and to present written arguments to those in the agency who will make the Final Decision.  N.C. Gen. Stat. 150B-36(b)(3) requires the agency to serve a copy of its Final Decision on each party, and furnish a copy of its Final Decision to each party’s attorney of record and to the Office of Administrative Hearings, 6714 Mail Service Center, Raleigh, NC  27699-6714.


This the 24th day of January, 2007.







_____________________________







Melissa Owens Lassiter







Administrative Law Judge
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