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A Baker’s Dozen  
of Practical Ways  
to Reduce Medical  
Claims Costs
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Many of these suggested administrative actions for 
health plans require only small changes but have the 
potential to generate big savings.
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A Baker’s Dozen  
of Practical Ways  
to Reduce Medical  
Claims Costs As they endeavor to reduce or control medical and re-

lated benefit costs, health plan trustees and adminis-
trators may want to consider a range of fairly simple, 
straightforward administrative actions. Some involve 

plan changes and have impact on the entire plan while others 
benefit only the member. Most are inexpensive but have the po-
tential to yield big savings.

Following are 13 actions that generally don’t involve major 
changes in plan design or network configuration or shifting 
costs to participants.

1.  Encouraging Use of the Preferred  
Provider Organization (PPO) Network
Claims incurred in network are cheaper for everyone and 

easier to administer. It’s important for plans to continually com-
municate the benefits of using in-network providers and the 
ease of access. The authors recommend a meaningful but not 
punitive cost differential. In this instance, a disincentive—high-
er cost for the member who chooses to use an out-of-network 
provider—is not seen as cost shifting as long as there is (1) ac-
cess to quality care in the network and (2) goals of reducing 
both member and plan costs and possibly changing behavior 
toward in-network providers.

Unfortunately, a health plan can never attain 100% in-net-
work usage. Claims for care received outside of the PPO can be 
expensive, cumbersome to process and often subject to appeal. 
The next two suggestions address options for containing these 
problems.
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learn more
Education
Trustees and Administrators Institutes
June 27-29. Las Vegas, Nevada.
Visit www.ifebp.org/trusteesadministrators for more information.
Health Benefits. Smarter.
On-Demand Presentation by New England Employee Benefits Council. June 2015.
Visit www.ifebp.org/books.asp?15NEEBC8ODP for more information.

From the Bookstore
Self-Funding Health Benefit Plans
John C. Garner, CEBS, editor. International Foundation. 2015.
Visit www.ifebp.org/selffunding for more details.
Trustee Handbook: A Guide to Labor-Management Employee Benefit Plans,  
Seventh Edition
Claude L. Kordus, editor. International Foundation. 2012.
Visit www.ifebp.org/trusteehandbook for more details.

2.  Fixed Schedules  
for Out-of-Network Care
A fixed schedule for out-of-network 

care, especially if it closely matches 
in-network benefits, saves the plan 
money and is fair to plan participants, 
easy to administer and essentially  
“appealproof.” For Common Proce-
dure Terminology (CPT)-based treat-
ment,1 such as care in a doctor’s office, 
the allowable amount can be the same 
both in and out of network. For exam-
ple, the allowable cost of $18 for a cho-
lesterol test (CPT 80061) in network 
becomes the allowance for all such 
tests, including those out of network.

For outpatient surgical charges (of-
ten a major problem when incurred 
out of network), the plan document 
can establish a fixed schedule based 
on the median charge of actual in-net-
work claims. Examples from an actual 
plan were colonoscopy, $1,100; cata-
ract, $3,300; bunionectomy, $3,500; 
and nasal septum, $3,800.

Out-of-network claims are pro-

cessed based on the above allowances, 
which approximate the in-network 
cost. Participants are notified at the 
time of precertification as to the al-
lowable out-of-network amount and 
encouraged to find an in-network 
provider. At the other end of the claim 
processing, appeals are resolved sim-
ply because of the straightforward 
nature of the plan language. No usual-
and-customary issues are raised, nor 
do they need to be defended at the ap-
peal level. The allowance is simply the 
allowance.

3.  Plan Pays Amount  
It Would Have Paid  
Had a PPO Been Used
When care is given that doesn’t fit 

cleanly into a fixed schedule approach, 
the health plan can use language that 
supports payment for care outside 
the network at the same amount as 
would have been paid had a network 
provider been used. An example is 
a $140,000 charge from a Veterans 

Administration hospital for a non-
service-connected total knee replace-
ment. The health plan’s own data 
showed a range of $30,000 to $60,000 
in costs when patients had the same 
operation at a network hospital, with 
a median charge of $48,000. This is a 
case-by-case, facts-and-circumstances 
approach. Based on the facts present, 
the plan paid the claim at the high end 
of the range of in-network claims.

4.  Narcotic Management  
Program
These programs interact with the 

pharmacy benefit manager (PBM) to 
identify participants who are seeing 
multiple physicians and obtaining 
multiple prescriptions for pain medi-
cation. The patients are contacted and 
offered a mandatory case manage-
ment program with the goal of using 
one physician and one pharmacy for 
narcotic pain medication. The direct 
savings to the health plan are not as 
important as the “downstream” im-
proved health and related cost reduc-
tions for those who participate in the 
program.

This can be a very sensitive issue for 
a plan, and it is advisable to seek this 
service from a specialized vendor that 
can “tailor” a program for the needs of 
the plan and participants.

5. Dependent Eligibility Audit
This undertaking requires all de-

pendents to verify or reverify that 
they are eligible for coverage. Plans 
can request marriage and birth cer-
tificates not already on file. Further, 
plans can insist married couples sub-
mit some proof that they continue to 
be married, such as a property tax 
or utility bill or apartment lease. Al-
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though this may sound like an intrusion on the part of the 
health plan, it is a way to identify divorces that have not 
been reported to the plan.

A dependent eligibility audit can be conducted in-house 
or by a firm that specializes in this type of review. Identify-
ing ineligible claims can result in significant savings for a 
plan. One of the authors noted that although the UFCW 
Midwest Plan did not save a substantial amount because 
of the audit, it used results to reduce its Affordable Care 
Act transition reinsurance premium by purging inactive 
dependent names from the plan’s eligibility rolls.

6. Coordination of Benefits—Prescription Drugs
Plan sponsors shouldn’t ignore drug benefits when 

pursuing coordination-of-benefits (COB) savings. The 
plan can mail a special inquiry to obtain COB information 
for drugs or can use COB data already on file regarding 
group health benefits for spouses and other dependents. 
Once the plan has confirmed that a dependent has drug 
benefits from another source, the plan’s PBM can block 
the processing of drug benefits and electronically advise 
the pharmacy to file the claim with the primary plan or 
insurer. The dependent can, after the fact, submit any co-
payment claim to the health plan for processing of a sec-
ondary benefit.

7. COB—The “Working Spouse” Rule
The working spouse rule requires that a covered spouse 

elect employer-sponsored health coverage if it is available 
at his or her place of employment. If such an election is 
not made, the health plan pays a reduced amount. An ex-
ample might be a reduced benefit rate of 50% of allowable 
charges (a 50% payment usually is enough to capture PPO 
discounts).

The main goal of this rule is to drive the spouse to his or 
her employer plan. Claims processing is more involved due 
to inquiries and the cooperation required from numerous 
parties, but the savings can be significant. The UFCW Mid-
west Plan gradually implemented a working spouse rule 
as union contracts expired from 2006 to 2011 and experi-
enced the results shown in the table.

The “other insurance” savings in 2013 were $3.6 million 
over the 2006 base year. Further, during 2013 the health 
plan applied only $20,000 in penalties. The real savings 
come from spouses obtaining their employers’ coverage.

8.  Medical Benefit Differentials for Clinic  
vs. Hospital Use
This is a simple approach rather than a major network 

reconfiguration. It works particularly well for laboratory 
charges. An example is a cholesterol test that costs $16 at 
a doctor’s office or clinic but $50 at a network hospital. A 
health plan can either (1) encourage use of the clinic with a 
low or 0% copayment, (2) steer participants away from us-
ing the hospital by charging a higher copayment or (3) do 
both. Exceptions can be made for emergencies, presurgical 
testing, cancer treatment (where the lab test results need 
to be in the hospital’s system), access problems or other is-
sues.

Health plan staff easily can use the major laboratories’ 
web information to direct members to standalone draw-
ing centers. At least one major insurer uses a designated 
laboratory vendor, and the insurance policy pays 100% of 
covered charges.

9.  Denying Assignment of Benefit Rights  
to Problem Medical Providers
If authorized under the health plan, the administrator 

can deny a problem provider the right to file claims and ap-
peals. Targets might be out-of-state luxury-type substance 
abuse treatment facilities and “pain specialists” where ev-
ery patient gets the same high-cost treatment. Denial of as-
signment usually stops a claim at the precertification phase. 
It also protects the health plan from harassing appeals, es-
pecially on medical necessity issues.

TABLE
Savings From Implementing  
a Working Spouse Rule

 Percent of Claims Paid  
Year by Other Plans or Insurers
2006 12.6 %
2007 14.8 %
2008 14.4 %
2009 12.5 %
2010 14.3 %
2011 16.6 %
2012 21.3 %
2013 20.9 %
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Some words of caution. A health 
plan most likely cannot deny assign-
ment rights to a network provider. Also, 
nongrandfathered plans may have legal 
issues with denying full rights to a will-
ing provider. These are legal issues to be 
discussed with counsel.

10.  Durable Medical Equipment 
Limitations

For readers unfamiliar with ven-
dor-driven health care, the best ex-
ample is the role played by suppliers 
of durable medical equipment such as 
home hospital equipment or custom 
wheelchairs. Not only does the claim 
involve the patient and a prescribing 
doctor, but there is a third-party ven-
dor with a special interest in maximiz-
ing the cost of the product.

Plan sponsors should consider two 
limitations, one simple and one not. 
The first is a limit on replacement 
frequency, such as every five years 
for most equipment unless there is a 
change in the patient’s size or medi-
cal condition. The second is to place 
maximum allowance amounts in the 
plan for commonly purchased equip-
ment, such as $1,500 for an in-home 

hospital bed or $20,000 for a custom 
wheelchair. These limits put the health 
plan in a better position to respond to 
vendor recommendations for expen-
sive “bells and whistles” on equipment 
where the base model will work per-
fectly well.

11.  Divorce Checks  
Through Public Records

Many counties have summaries of 
civil cases, including divorces, online. 
At a simple level, a claim processor 
who suspects a spouse may no longer 
be covered because of divorce (e.g., 
the hospital or pharmacy is far from 
the home address) can complete an 
inquiry right from his or her desk-
top computer. Actual examination of 
the court record is then necessary if a 
claim will be denied.

At a more involved level, the plan 
can check every husband/wife/part-
ner in the eligibility system to see if a 
divorce is online in his or her county 
of residence. The plan should then 
contact the member with a gentle 
letter inquiring about marital status. 
A gentle letter is a good approach at 
first because the plan could be wrong 

on the matter or the couple may have 
remarried. If a plan determines a 
couple is divorced and a spouse is no 
longer covered, it can terminate ben-
efits and is not required to offer Con-
solidated Omnibus Budget Recon-
ciliation Act (COBRA) coverage (no 
qualifying event has occurred, but the 
health plan should check with coun-
sel). The plan then must decide on 
any effort to recover overpaid claims.

This is a manual inquiry approach 
and is somewhat time-consuming. A 
summer temporary employee or a re-
ceptionist may be a good source for 
this labor.

12.  MRI/Imaging Specialty  
Networks

MRI networks have grown through-
out the country. In many regions, net-
work options are widely available at 
convenient locations for members. 
These options can significantly re-
duce costs associated with MRI/imag-
ing services. There are also consumer 
education programs that proactively 
share MRI cost information on alter-
native providers with comparable ca-
pabilities regionally, so a member can 
make an informed decision. In those 
programs, typically the consumer 
(member) receives this information 
by telephone when his or her MRI is 
scheduled at a facility of much higher 
cost than available alternatives.

Price variation in health care ser-
vices continues to be at the forefront 
of health care discussions and cost-
containment options. MRI scans are a 
perfect example: At least one study has 
shown that MRI scans vary in price 
from $300 to $3,000, with no demon-
strated difference in quality.

Diagnostic imaging has become 

takeaways
•  Options for controlling costs for care received outside of a preferred 

provider organization include creating fixed schedules for out-of-net-
work care or paying claims at the same amount as if the plan member 
had received care inside the network.

•  Dependent eligibility audits and divorce checks through public records 
help ensure that ineligible members don’t receive benefits.

•  Coordination of benefits, for prescription drug benefits as well as 
coverage of working spouses, creates an opportunity for savings. 

•  Health plans can direct members to use low-cost providers for ser-
vices like laboratory tests by reducing or eliminating copay for certain 
providers and/or charging a higher copay for having tests done at a 
hospital.
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one of the most important clinical tools physicians use to 
discover and treat certain diseases and illnesses. However, 
a number of studies have shown that a high proportion of 
diagnostic imaging services are not clinically appropriate. 
With an average cost per test of $500 to $700 for Medi-

care members and $600 to $900 for commercial health plan 
members, the costs of inappropriate imaging can be very 
detrimental to a group health plan and, ultimately, to the 
member who will be responsible for the balance of the bill.

Through network arrangements with a plan, medical 
necessity standards are determined and a usual, customary 
and reasonable (UCR) allowance is negotiated, including a 
no-balance bill to the member. These steps can significantly 
reduce a health plan’s costs. Foremost, medical necessity 
is established (which is key to the process). In addition, 
the imaging services performed by the specialty network 
provider are billed and paid at a UCR allowance with no  
balance billing.

13. Check State Unclaimed Property List
Health plans regularly receive refunds they are not ex-

pecting. Perhaps a workers’ compensation carrier and the 
health plan both paid the same claim. The hospital often 
will return the health plan payment. And if that payment is 
lost in the mail or elsewhere and is never received, it’s likely 
the payer eventually turned the uncashed check over to the 
state unclaimed property office.

As an experiment, the authors ran words like UFCW, 
Teamster, Local and Health through the online unclaimed 
property websites in California, Illinois, Michigan and 
New York. All inquiries produced numerous “hits” for un-
claimed payments owed to health and welfare plans as well 
as union locals and other affiliated groups. It may not be 
a lot of money, but finding the payments and filing claims 
requires minimal effort.

Conclusion
Some of these administrative actions involve fairly sim-

ple plan changes and have impact on the membership, such 
as requiring a working spouse to elect coverage at his or 
her workplace. Others, such as instituting a narcotic pain 
management program, can have important benefits for a 
member. Plans may want to review these options and con-
sider using them or variations of them. There is only an 
upside to doing so.  

Endnote

 1. The CPT code set, maintained by the American Medical Associa-
tion, describes medical, surgical and diagnostic services. It is designed to 
communicate uniform information about medical services and proce-
dures for administrative, financial and analytical purposes.
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