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How can you be sure that your health plan is covering only those that are eligible?  A dependent eligibility audit may be an option.

Used primarily by self-insured employer groups, the purpose of a dependent eligibility audit is to identify dependents that should no longer be covered. Examples include children that have met maximum age or student status, divorced spouses, or children impacted by changes in custody arrangements. The advantage to an employer in performing an audit is reduced exposure to greater health care costs. Estimates are that 3 to 10 percent of covered dependents are not actually eligible. Additionally, not performing an audit could risk non-compliance with ERISA resulting from failure to comply with plan eligibility rules as provided in plan documents. There may also be tax implications.

When planning an audit, an employer should consider the following:

· Are all plan documents consistent in defining dependents?

· What will the scope of the audit be and who will perform it?

· What documents will satisfy proof of eligibility for various types of dependents?

· What will be the message communicated to employees?  

· How will employees perceive an audit?  Are there other employee relations issues going on?

· How will privacy issues be addressed?

Typically there are two steps to a dependent audit.

1) Employers establish a period of amnesty where employees can voluntarily remove ineligible dependents. Employees are notified by letter, explaining eligibility rules. An employee will then review all covered dependents for status, and no penalty will apply to those dependents removed because they no longer qualify. Employers generally give employees one month to respond. Ineligible dependents are terminated at the end of the following month.

2) For all remaining dependents after the initial amnesty period, employers should require employees to provide documentation to verify dependent status/relationship. Documents must establish both a dependent relationship and that the relationship still exists. Examples may include:
· Marriage certificate

· Domestic partner affidavit

· Legal documents that establish custody, guardianship or foster care

· Birth certificate

· Tax status form

· Medical documentation of disability

· Adoption papers

If an employee is unable to establish a dependent relationship, employer may impose penalties or seek reimbursement for claims paid for ineligible dependents.

Other issues to consider include that disenrollment may not be a COBRA qualifying event. However, an employer may choose to offer COBRA to all (if fully insured, get permission from your insurer), not just those that are truly COBRA eligible in conjunction with an audit. An employer may need to retroactively adjust employee W-2s if an employee made pre-tax contributions for an ineligible dependent.

It is recommended that plan documents be amended to reflect the process to be followed in determining dependent eligibility—frequency of audits, verification process, and penalties at the point of new employee enrollment, etc.

Many companies find that hiring an independent audit firm may be desirable.  Using an outside firm might help with employee perception of the independence and objectivity of an audit.

It is important to weigh your company resources against the potential payoff of cost control and ongoing risk exposure, when deciding whether a dependent eligibility audit is right for your company.
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Dependent Eligibility Audits


Benefits issues important to you - brought to you by the insurance specialists at The Chelko Consulting Group LLC. 
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