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Claim severity due to fraud is a huge problem for insurance carriers. Although 

there are many factors contributing to the rise of auto injury medical claim costs — 

including more expensive pharmaceuticals and costlier treatment options that inflate 

paid losses — fraud is clearly one expense that carriers can and should address. 

One specific area of medical claim abuse has appeared in PIP and/or “no-fault” 

states where the ability to bill more high-cost procedures has provided a lucrative 

opportunity for fraud. New York, Pennsylvania, Michigan, Minnesota, and Florida exhibit 

greater claim severity compared to the overall experience in the U.S., with particular 

sectors of medical care such as radiology and other diagnostics on the rise. These 

procedures are performed not only more frequently but also earlier in the treatment 

cycle. As a result, costs are rising higher than overall medical inflation.  

Expensive procedures performed earlier in the care cycle can consume more of 

the claim dollar — money better spent on patient care. In the case of radiology 

procedure abuse, the frequency of computed tomography (CT) scans in recent years 

paints a picture of unsavory medical billing practices at work. An examination of claim 

data reveals a marked up tick in the number of CT scans in PIP states compared to 

previously common magnetic resonance imaging (MRI). A careful examination of the 

necessity of these procedures in so many auto medical claim cases in these particular 

states leads one to believe that some care providers are taking advantage of an 

opportunity to make more money. By digging deeper, we see that the frequency with 

which these CT scans occur as a result of provider referrals suggests medical billing 

fraud.  

Repeat Offenders  

For insurance carriers, the first step to address and prevent the problem is to 

identify the offending providers. Querying the data within a defined period of time will 

reveal the transgressors. Instating a rules engine and monitoring system designed to 

“red flag” these providers and questionable procedures will alert carriers’ special 

investigative units ( SIUs ) of problems. Establishing specific rules will also help ensure 

that the workflow moves in the proper direction, as seemingly innocuous procedures 

may not be flagged by all claim examiners as fraudulent. Additionally, using a rules 

engine will enable a carrier to apply consistent rules in the claim work environment.  



From that point, individual carriers can decide the best way to proceed, perhaps 

with an independent medical examination (IME), which will serve to put fraud 

perpetrators on notice. The goal is to change provider behavior before they submit their 

automotive medical bills. Beyond individual carriers, enlisting the help of the National 

Insurance Crime Bureau (NICB) will help stop fraud by providing enough aggregate 

data for authorities to start surveillance on bad providers and pursue prosecution of 

repeat offenders.  

Taking action to prevent automotive medical claim fraud should be part of all 

carriers’ bill review processes. The more it becomes standard practice, the more 

carriers will be able to profile fraud from the moment the claim arrives. Thus, carriers 

can catch fraud before it becomes as costly a problem as CT scans are in PIP states.  

The following review of data experiences has elicited some surprising and some 

not-so-surprising results.  

Identify and Quantify Opportunities  

We must first evaluate the claim workflow and document current processes to 

identify and quantify the opportunities for review. Then we can methodically analyze a 

series of standard metrics to spot potential areas for improvement. In the case of 

suspected issues in radiology, we focused on all radiology current procedural 

terminology (CPT) codes and billing data. The next step is using the data to identify a 

set of more unique, deep-dive analyses in specific areas that have high potential for 

fraud. In the case of radiology, the data drove us toward the “high-ticket” items such as 

CT scans and MRIs. To further segregate, we divided the data by U.S. region.  

Once we identified the procedures for review and the geographic areas, we drew 

upon several years of data for comparison and baseline analysis. For the radiology 

review, we used closed-claim data and segregated the information by region: Midwest, 

Northeast, South, and West. We further divided the data into coverages and discerned 

between first and third parties. Here, we will focus solely on first-party billing data.  

Once the data have been isolated and multiple years of experience are available 

for review, we can benchmark the data and compare regions. Because there is variation 

in PIP benefits from state to state, policy limits have been considered. 

Delving into the data elicits several unique regional observations. The information 

used for this review encompasses three years of data — from 2005 to 2007 — totaling 

more than 1.5 million bills and first-party claims only.  

 



Average Charge per Claim  

Figure 1 demonstrates the average charge per first-party claim nationally, divided 

into Northeast, South, Midwest, and West.  

 

As evident in the observed charge data, claim severity is on the rise. Because 

claim severity is the ultimate measurement and indicator in the claim environment for 

why dollars are spent, it is important to investigate the drivers. Judging from this 

trending information, we anticipate that claim severity will continue to increase through 

2008.  

   Increases in provider charges have also demonstrated higher indemnity payouts 

(severity). Figure 2 provides an analysis and comparison of nationally and regionally 

based average paid claim results.  

 

   

 



Overall, the national average is on the rise through the 2007 year of loss claims. 

This is true despite the dramatic decrease experienced in the Northeast region. Data is 

based on year of loss, so one would expect a decrease in 2007 claim averages, as 

these claims are less mature than 2005 and 2006 claims. The dramatic decrease in the 

Northeast is likely exaggerated by the large policy limit PIP states of New York and New 

Jersey.  

Average Charge per Unit  

Providers bill by “units” on medical bills. The units tell the insurer how many times 

a procedure was performed, usually per day. The data depicted in Figure 3 

demonstrates again that provider charges are increasing substantially when reviewed 

according to units. These changes may stem from increased provider fees or the more 

frequent use of high-dollar medical services. Units are potential drivers and clues when 

reviewing the data to discern why these observations are occurring.  

 

   The amounts displayed for the average unit is noteworthy because provider 

charges — broken down to the unit values — have an impact on the average paid 

claim. The only way to identify these claim issues is to identify the driver and use a rules 

engine as a tool in recognizing the procedures for which unit values are on the rise. 

Claim representatives can then make decisions as to whether the number of units are 

appropriate to pay.  

   Thus far, the data has demonstrated that severity, payments, charges, and unit 

costs are all on an upswing. The next step is to determine what set of procedures or 

procedure may be affecting the severity results. To accomplish this, we need to 

aggregate similar procedures into groups. This also enables us to focus solely on the 

areas of billing that affect severity, as not all areas will. 

 

 



Mitigation  

There are a number of ways to mitigate the issue. The steps we would advise to 

review this and similar issues would be:  

 Use an analytical approach to establish if these observations are occurring in 

claim operations.  

 Once a data review has occurred, identify the drivers or CPT codes. (These 

codes can be input into a rules engine and flagged for review. Rules engines 

have the capability to flag CPT codes within a specific time frame and 

frequency) 

  Medical review should also be used in conjunction with this flagging 

mechanism to discern whether the procedure was medically necessary and 

performed in accordance with industry standards.  

  Performing CT and other diagnostic testing before they are deemed medically 

necessary constitutes fraud. Using the analytic approach to trending will assist in the 

efficient identification of issues and also create solutions for reviewing medical bills 

appropriately.  
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