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Understanding the payer's adjudication process is essential for healthcare
providers, billing specialists, and medical office staff to ensure accurate
reimbursement and smooth claims management. The adjudication process is the
series of steps a payer (such as an insurance company or government health
program) follows to review, process, and determine payment for a submitted
healthcare claim. When these steps are executed correctly and in the proper
order, providers experience fewer delays, denials are minimized, and the
overall revenue cycle becomes more efficient. In this article, we will
explore the correct sequence of the basic steps involved in a payer's
adjudication process, highlighting each phase's purpose and importance.

---

Understanding the Payer’s Adjudication Process
Before diving into the specific steps, it’s vital to grasp what the
adjudication process entails. Essentially, it is the method by which payers
evaluate claims submitted by healthcare providers to decide whether they are
payable, partially payable, or deny them altogether. This process ensures
that claims are reviewed systematically, according to established policies,
coverage rules, and contractual agreements.

The accuracy and efficiency of this process directly impact the timeliness of
payments and the accuracy of patient billing. The steps in the adjudication
process can vary slightly between different payers or insurance plans, but
generally, they follow a logical, standardized sequence.

---

The Correct Order for the Basic Steps of a
Payer's Adjudication Process
The adjudication process involves several key steps that must follow a
specific order to ensure proper evaluation and payment. These steps are:

1. Claim Submission
2. Claim Receipt and Validation
3. Initial Screening and Edits



4. Claim Adjudication (Processing and Evaluation)
5. Determination of Payment or Denial
6. Claim Notification and Remittance Advice
7. Post-Adjudication Activities

Let’s examine each of these steps in detail.

---

1. Claim Submission

Overview
The process begins when a healthcare provider submits a claim to the payer
for services rendered. This submission can be done electronically via
clearinghouses or directly through payer portals, or via paper forms, though
electronic submission is now standard due to efficiency.

Key Considerations
- Accurate and complete data entry, including patient information, provider
details, service codes, dates of service, and billing amounts.
- Use of correct billing forms (such as CMS-1500 or UB-04).
- Inclusion of all necessary documentation and attachments, if applicable.

---

2. Claim Receipt and Validation

Overview
Once the claim reaches the payer, it is logged into their system for
processing. The claim is validated for completeness and proper formatting.
This step ensures that the claim is eligible for further review.

Key Activities
- Confirming receipt of the claim.
- Checking for completeness, including required fields and supporting
documentation.
- Assigning a unique claim number for tracking purposes.

---



3. Initial Screening and Edits

Overview
This step involves applying automated edits and initial screening rules to
identify any obvious errors or inconsistencies that could prevent processing.

Common Edits Include:
- Validating patient eligibility and coverage.
- Ensuring provider credentials are valid.
- Verifying that the billed services are covered under the patient’s plan.
- Checking for coding errors or mismatches (e.g., CPT, ICD-10 codes).
- Confirming that service dates and charges are reasonable and within policy
guidelines.

Outcome
If errors are found, the claim may be rejected or flagged for correction
before further processing.

---

4. Claim Adjudication (Processing and
Evaluation)

Overview
This is the core step where the payer’s system evaluates the claim against
coverage policies, contractual terms, and fee schedules.

Key Processes Involved:
- Applying benefit determination rules based on the patient’s policy.
- Calculating the allowable amount for each service based on fee schedules or
negotiated rates.
- Identifying any exclusions, limitations, or prior authorizations required.
- Cross-referencing claim data with patient eligibility and coverage details.

Automated and Manual Checks
Most adjudication occurs automatically, but some claims may require manual
review in complex cases or when discrepancies arise.



---

5. Determination of Payment or Denial

Overview
Based on the evaluation, the payer makes a final decision: approve and
determine the payment amount, or deny the claim.

Possible Outcomes:
- Approved/Processed for Payment: The claim is deemed payable, and the amount
is calculated.
- Partial Payment: Some services are covered, others are denied or reduced.
- Denial: The claim is rejected due to reasons such as coverage exclusions,
documentation issues, or coding errors.

Reasons for Denials
- Non-covered services
- Lack of prior authorization
- Invalid or mismatched codes
- Patient coverage lapses or exclusions
- Duplicate claims

---

6. Claim Notification and Remittance Advice

Overview
After a decision is made, the payer communicates the outcome to the provider
through a remittance advice (RA) or Explanation of Benefits (EOB).

Details Included in the Remittance Advice:
- Payment amount
- Deductibles, co-pays, and co-insurance amounts
- Denied or reduced services with reasons codes
- Any adjustments or corrections applied
- Remaining patient responsibility, if applicable



Importance of Accurate Notification
Ensures providers understand what has been paid, what is owed, and the
reasons for any denials or reductions, facilitating accurate patient billing
and follow-up.

---

7. Post-Adjudication Activities

Overview
This final phase involves activities that occur after the initial
adjudication decision.

Activities Include:
- Handling claim denials: resubmission, appeal, or correction.
- Posting payments and adjustments to the provider’s accounting system.
- Communicating with patients regarding their financial responsibility.
- Data analysis for reporting and performance improvement.

Follow-Up and Appeals
If a claim is denied or partially paid, providers may initiate an appeal,
providing additional documentation or correcting errors to seek
reconsideration.

---

Summary: The Basic Order of the Adjudication
Process
To summarize, the correct order of the payer’s adjudication process can be
viewed as a logical flow:

Claim Submission1.

Claim Receipt and Validation2.

Initial Screening and Edits3.

Claim Adjudication (Processing and Evaluation)4.



Determination of Payment or Denial5.

Claim Notification and Remittance Advice6.

Post-Adjudication Activities7.

Following these steps in order ensures efficient processing, reduces errors,
and accelerates reimbursement, which is vital for maintaining a healthy
revenue cycle in healthcare operations.

---

Conclusion
The payer's adjudication process is a complex but methodical series of steps
that, when executed correctly and in the proper order, ensures accurate claim
processing and timely payments. Healthcare providers and billing
professionals should understand each phase and its significance to optimize
claims management. By adhering to the proper sequence—starting from claim
submission and ending with post-adjudication follow-up—organizations can
minimize delays, reduce denials, and improve overall financial performance.
As healthcare reimbursement continues to evolve with advances in technology
and policy changes, mastering the adjudication process remains a critical
skill for success in the healthcare revenue cycle.

Frequently Asked Questions

What is the first step in the payer's adjudication
process?
The initial step is receiving and validating the claim to ensure all
necessary information is complete and accurate.

How does the payer verify the patient's eligibility
during adjudication?
The payer checks the patient's insurance coverage and eligibility status
through real-time or batch eligibility verification systems.

What comes after verifying patient eligibility in
the adjudication process?
Next, the payer reviews the claim details against the patient's policy and
coverage benefits to determine coverage and applicable limits.



How is the claim processed once it has been reviewed
for coverage?
The payer applies the appropriate billing codes, performs edits and edits
checks, and determines the appropriate payment amount based on contracted
rates and policy guidelines.

What is the role of claim editing in the
adjudication process?
Claim editing involves validating coding accuracy, checking for duplicates,
and ensuring compliance with billing rules to prevent errors before payment
determination.

At what stage does the payer decide whether to
approve or deny a claim?
The decision is made after all eligibility, coverage, and coding reviews are
completed, and the claim is evaluated against policy rules and contractual
agreements.

What happens after a claim is approved in the
adjudication process?
The payer calculates the payment amount, applies any deductibles, co-pays, or
co-insurance, and generates a remittance advice or explanation of benefits
(EOB).

What is the purpose of generating the remittance
advice or EOB?
The remittance advice provides the provider and patient with details about
the claim payment, adjustments, and reasons for any denials or reductions.

What occurs if a claim is denied during
adjudication?
The payer documents the denial reason, notifies the provider and patient, and
may provide instructions or opportunities for claim correction and
resubmission.

What is the final step in the payer's adjudication
process?
The final step is recording and updating the claim status in the payer's
system, ensuring accurate accounting, and completing the claims lifecycle.



Additional Resources
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Understanding the payer's adjudication process is essential for healthcare
providers, billing professionals, and administrators who want to ensure
prompt reimbursement and minimize claim denials. The process involves a
series of methodical steps that a payer (such as an insurance company) takes
to evaluate, validate, and determine payment for submitted healthcare claims.
Getting these steps in the correct order is crucial for streamlining
workflows, reducing errors, and improving overall revenue cycle management.
In this comprehensive guide, we'll explore the fundamental sequence of the
payer's adjudication process, detailing each step to clarify how claims are
processed from submission to final disposition.

---

Introduction: Why Understanding the Payer's Adjudication Process Matters

The healthcare revenue cycle hinges on the efficient handling of claims.
Missteps or misunderstandings in the adjudication process can lead to delays,
denials, or underpayments, impacting both provider cash flow and patient
satisfaction. By understanding the correct order for the basic steps of a
payer's adjudication process, healthcare entities can optimize their claim
submissions, anticipate potential issues, and foster better communication
with payers.

---

The Basic Steps of a Payer's Adjudication Process

The adjudication process is a systematic approach that payers use to evaluate
each claim. While specific procedures can vary depending on the payer and the
type of insurance, the core steps generally follow a logical sequence. These
steps can be grouped into pre-adjudication, adjudication, and post-
adjudication phases.

---

Step 1: Claim Receipt and Data Validation

What Happens?

The process begins when the payer receives the claim, which could be
submitted electronically or via paper. The initial step involves validating
the claim's format and completeness.

Key Activities:
- Claim Format Validation: Ensuring the claim adheres to the payer's required
format (e.g., ANSI X12 837 electronic format).



- Data Completeness Check: Verifying all necessary fields are filled
correctly, including patient information, provider details, service dates,
and codes.
- Duplicate Check: Identifying if the claim has already been processed to
prevent duplicate payments.

Why It Matters

This step prevents processing invalid or incomplete claims, reducing the
chance of denials due to technical issues or missing information.

---

Step 2: Claim Pre-Processing and Edits

What Happens?

Once validated, the claim undergoes pre-processing where automated edits are
applied to detect potential errors or inconsistencies.

Key Activities:
- Code Validation: Confirming that procedure, diagnosis, and billing codes
are valid and properly formatted.
- Policy Edits: Applying payer-specific rules, such as coverage limitations
or service restrictions.
- Cross-Checks: Ensuring that the billed services are medically necessary and
align with patient eligibility.

Why It Matters

Automated edits help catch issues early, minimizing manual review and
reducing the likelihood of denials related to coding or policy violations.

---

Step 3: Claim Adjudication – Eligibility and Coverage Check

What Happens?

The payer verifies the patient's coverage status and benefits at the time of
service.

Key Activities:
- Eligibility Verification: Confirming the patient was covered on the date of
service.
- Benefit Validation: Checking whether the specific services are covered
under the patient’s plan.
- Benefits Limitations: Evaluating coverage limits, lifetime maximums, or
exclusions.

Why It Matters



This step ensures the payer is authorized to pay for the services, reducing
the risk of paying claims that are not covered or are subject to limitations.

---

Step 4: Medical Necessity and Policy Review

What Happens?

The payer assesses whether the services provided are medically necessary and
aligned with coverage policies.

Key Activities:
- Medical Review: Reviewing clinical documentation, if needed.
- Policy Application: Applying medical policies and guidelines to determine
necessity.
- Prior Authorization Checks: Confirming whether pre-approval was obtained
for high-cost or specialized services.

Why It Matters

Proper evaluation of medical necessity is critical to prevent unnecessary or
inappropriate payments and to comply with regulatory and contractual
requirements.

---

Step 5: Coding and Pricing Validation

What Happens?

The claim's procedure and diagnosis codes are validated, and the appropriate
payment rates are determined.

Key Activities:
- Code Crosswalk: Ensuring the codes are valid and correctly assigned.
- Fee Schedule Application: Applying the payer’s fee schedule to determine
allowable amounts.
- Bundling and Unbundling Rules: Assessing whether services should be
combined or separated based on policy.

Why It Matters

Accurate coding and pricing directly influence the claim’s reimbursement
amount and help prevent underpayment or overpayment issues.

---

Step 6: Payment Determination

What Happens?



Based on all previous validations, the payer calculates the approved amount
to be paid.

Key Activities:
- Calculation of Allowed Charges: Summing allowable costs after applying
deductibles, co-insurance, and copayments.
- Adjustment Processing: Considering any contractual adjustments or provider-
specific arrangements.
- Final Payment or Denial Decision: Deciding whether to approve, deny, or
partially pay the claim.

Why It Matters

This step determines the financial outcome for the claim, impacting revenue
and provider cash flow.

---

Step 7: Claim Adjudication Outcome and Notification

What Happens?

The payer communicates the decision back to the provider and/or patient
through a remittance advice or explanation of benefits (EOB).

Key Activities:
- Remittance Advice Generation: Document detailing paid amounts, adjustments,
and reasons for denials.
- Claim Status Update: Updating internal systems with the final status.
- Patient Notification: Sending EOBs to inform patients about their financial
responsibility.

Why It Matters

Clear communication helps providers understand payment decisions and
facilitates timely appeals or collections if necessary.

---

Step 8: Post-Adjudication Activities

What Happens?

After the initial decision, further actions may include appeals, collections,
or secondary claims processing.

Key Activities:
- Appeals Processing: Handling disputes if the provider or patient disagrees
with the decision.
- Secondary Payer Coordination: Submitting claims to other insurers if
applicable.



- Follow-Up and Reconciliation: Ensuring payments match expected amounts and
resolving discrepancies.

Why It Matters

Effective post-adjudication management ensures maximized reimbursement and
maintains good payer-provider relationships.

---

Summary: The Correct Sequential Flow

To recap, the correct order for the basic steps of a payer's adjudication
process can be summarized as follows:

1. Claim Receipt and Data Validation
2. Claim Pre-Processing and Edits
3. Eligibility and Coverage Check
4. Medical Necessity and Policy Review
5. Coding and Pricing Validation
6. Payment Determination
7. Claim Outcome Notification
8. Post-Adjudication Activities

---

Final Thoughts: Optimizing the Adjudication Workflow

Mastering the sequence outlined above is vital for healthcare providers
aiming to streamline their revenue cycle. Automating validation and pre-
processing steps can reduce manual errors, speed up processing times, and
improve claim acceptance rates. Additionally, understanding each step allows
providers to proactively address common pitfalls—such as coding errors or
missing authorizations—that often lead to claim denials.

By aligning internal workflows with the payer's adjudication process,
healthcare organizations can foster smoother claim submissions, faster
reimbursements, and ultimately, a more efficient and profitable practice.
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