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EXECUTIVE SUMMARY

Federal Employees Health Benefits Program
Community-Rated Health Maintenance Organizatina

Group Health Cooperative of South Central Wisconsin
Contract Number CS§ 1828 - Plan Code W]
Madison, Wiscansin

Report No. 1C-W.J-08-10-041 Date: _12/14/10

The Office of the [nspector General perforined an audit of the Fedaal Eraplovees Healih Benefts
Propram (FEHBP; operations al Group Health Cooperative of Soulh Central Wisconsin (Plan.
The audu covered contraci years 2G04 through 2009 and was conducied at the Plan’s office in
Madison, Wiseonsin, Additional tield work was parformed at our offices in Jacksonwiile,
Florida, and Washingion. D.C. We lound that the FEHBP rates were developad i accordance
with the applicatile laws. regulations. and the Office of Personnel Management’s rating
imstructions for the yvears audiled.

However, the Plan could not provide original source documentation to support the age’sex
factors and enroliment used 1o develep (he FEHRBP and the similarly sized subscriber grouns”
rates for all years audited. Although we ullimately recerved sufficient documentation to validate
the rales charged, the FEHRP cantract requires the Plan to retawn and make svallable all records
supporting its rate submission for a perwod of five years alter (he em) of the contract term w
which the records relate,
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[. INTRODUCTION AND BACKGROUND

Introduction

We completed an audi! of the Federal Employees Health Benefits Program (FEHBP) operations
al Group Health Cooperative of South Central Wisconsin (Plan) in Madison, Wisconsin, The
andil covered contract years 2004 through 2009, The audit was conducted pursuant 1o the
provisions of Contract CS 1828: 5 U.S.C. Chapter 89; and 5 Caode of Federal Regulations (CI'R)
Chapter |, Part 890. The audit was perforined by the Office of Personnel Management's (OPM)
Office of the Inspector General (O1G), as established by the Inspector General Act of 1978, as
amended.

Background

The FEHBP was established by the Federal Emiplovees Health Benetits Act (Pubiic Law 86-382).
enacted on Septermmber 28. 1959, The FEHBP was created (o provide health insurance benefits
for federal employvees. annuitants. and dependents. The FEHBP i1s administered by OPM's
Retirement and Benefits Office. The provisions of the Federa! Emplayees Health Benefits Act
are unplemented by OPM through regulations codified 1n Chapter |. Pat 8590 of Title 5. CFR,
Health insurance coverage is provided through contracts with health (nsurance carriers who
vrovide service benefits. indemnity benetits, or comprehensive mecicai services.

Community-raled carmers participating in the FEHBP are subject to various federal, state and
local Jaws. regulations, and ordinances. While most carriers are subject (o state jursdiction,
many are further subjeet to the Health Maintenance Organtzation Act of 1973 (Public Law 953-
222), as amended (i.e., many community-rated carriers are federally qualified). fnaddition,
participauon in the FEHBP subjects the carriers o the Federal Eniployees Health Benelits Act
and implementing regulations promulgated by OPM.

The FEHBP should pay a market price rate. FEHBP Contracis/Members
which is defined as the best ratc offerad 1o March 31
either of the two groups closest in size to [ as00-
the FEHBP. In contracting with — —I
cammunitv-rated carviers. OPM relics on | e REN
cartier compliance with appropriate laws st
and regulations and. consequently. does not 2000+ o lL~
negotiate base rates. OPM negatiations —_ I
relate primarily to the level of coverage and n
other unigue features of the FEHBP. 1 000- f

500- ;
The chart to the right shows the number of .
FEHBP contracts and members reported by 12004 | 2005 | 2006 | 2007 | 2006 2009
the Plan as of March 31 for each contract B Coniracs 578 |.86°0(1.618 | 1,71G[ 1,663 1,734
vear audited. O Mempers 3055 |3.02C (5,011 | 2.204 | 3.035 | 3.082




The Plan has parucipated in the FEHBP since 1979 and provides health benefits to FEHBP
members throughoul South Central Whisconsio, The last audit conducted by our office was a full
scope audit and covercd contract vears 1998 yuough 2002, Allissues related to that audit have
been resolved.

The preliminary results of this sudit were discussed with Plan officials at an exit conference and
in subsequent correspondence, A drafi repon was also provided to the Plan tor review and
comment  The Plan’s commends were considered in the preparation of this report and are
included. as appropriate, as the Appendix.



IT. OBJECTIVES, SCOPE, AND METHODOLOGY

Chijectives

The primary objectives of the audit were to verify that the Plan otfered market price rates to the
FEHBP and to verify that the loadings to the FEHBP rates were reasonaole and equitabte.
Additional tests were performed to detennme whether the Plan was in campliance with the
provisions of the laws and regulations governing the FEHBP.

Seape
FEHBP Premiums Paid ta Plan
We conducted thys performance andil in —
eccordance with generally accepred government
auditing standards. Those standards require that . £15 -
we plan and perform the audit to obtain g
sufficient. appropriate evidence to provide a s 310
reasonable basis for our indings and conclusions
based on our audil ohjectives. We believe that el
the evidence obtained provides a reasonable basis s LI i V.. ¥a
tor cur findings and conclusions based on our 2004 | 2005 | 2008 | 2007 | 2008 | 2005
audit objectives. [WReverwe | 996 [510¢[511.9§73 5[§142[8152

This performance audit covered contract years 2004 through 2009, For these vears. (he FEHBP
paid approximately $75 million in premiums to the Plan. The premiums paid tor each contracl
vear audited are shawn on the chart above.

O1G avdits of community-rated carriers are designed (o test carrier compliance with the FEHRBP
contract. applicable faws and regutations, and OPM rate instructions. These audits are also
designed to provide reasonaole assurance of detecting errors, iriegularities, and iliegal acts,

We obtamed an understanding ot the Plan’s internal eontrol stracture, but we did not use this
information o determine the nature. {iming. and extent of our audil proccdures. However., the
audit included such tests of the Plan’s rating system and such other auditing procedures
considered necessary under the circumstances. Qur review of intemal controls was imited to the
procedures the Plan has in place to eusure that:

s The appropriate sinuilarly sized subscriber groups (SSSG) were selected:

e the rates charged to the TEHDBP were the market price rates (1.e.. equivalent to the best
rale offcred to the S8SGs): and

» the loadings to the FEHBP rales were reasonable and equitable.

{n conducting the audit, we relied to vanying degiees on computer-gencrated billing, entollment,
and claims data provided by the Plan. We did not venfy the rehabibity of the data generated by



the varions information systems invnlved. However, nothing came to our attiention during our
audit testing wihzmg the computer-generated data to cause us to doubt its reliakility. We believe
that the available data was sutticient ta achieve our audit objectives Except as noted above, the
audit was conducted in accordance with generally accepted government audiiing standards,
issued by the Comptrolier Generai of the United Stades.

The audit fieldwork was performed at the Plan's office in Madison, Wisconsin, during May
2010, Additional audit work was completed at ow oftices in Washington, D.C., and
Jacksonville, Flonda.

Methodology

We examined the Plan’s federal raie submissions and related documents as a basis for validating
the market price rates. In addition, we exanimed the rate development documentation and
billings 10 other groups. such as the SSS8Gs, to determine if the market price was actually charged
ta the FEHBP. Finally. we used the contract, the Federal Empioyees Health Benefits Acquistion
Regujations, and OPMUs Rate Instructhions 1o Communify-Rated Carrieys 1o detennine the
propriety of the FEHBP premiums and the reasonableness and aceeptability of the Plan’s rating
sysiem.

To gain an undersianding of the intemal contrels in the Plan's rating system. we reviewed the
Plan’s rating system’'s policies and procedures, interviewed appropriate Plan officials, and
performed ather auditing procedures necessary to meet our audit objectives.



LIL AUDIT FINDINGS AND RECOMMENDATION

Premivm Rate Review

Our audit showed that the Plan’s raung of the FEHBP was in accordance with the appticable
Jaws, regulations, and OFNM s rating mstructions o carviers for contract vears 2004 through 2009,
Consequently, the audit did net identilv any questioned costs,

Records Retention

The Plan did not provide original source documentation to support the rates chargad o ihie
FEHBP and the SS8Gs for contract years 2004 thaough 2009, Without appropriate supporting
documentation, i1 is difficult 1o deterimine if the FEHBP rates were established in accordance
with the Plan’s contract. applicable regulations, and OPM cormmumity-rating guidelines, Under
these circumstances, we may have 10 depend on other data, and at times, different rating
methodologies 1o determine the appropriateness of the FEHBP raies. The outcome of our
araiysis based on the best intormation available may result in a tess desirable outcome to the
Plet. Therefore, it is in the best interest of a plan to retain the information needed o verify the
FEHBP and the SS58Gs rates. Althougl we uitimalely received sufficient documentatian o
validate the rates charged, 1the FEHBP contract requires the Pian to retain and make available all
records supporting its rate submission for a penod of six vears after the end of the contract tenm
e which the records relate,

Plan’s Comments (See Appendix):

The Plan agrees that it did net provide original source documentation ¢ support the age/sex
factor and enrollment reports for the FEHBP and SSSGs. However. the Plan states that aithough
it did not have paper documentalion of the exact employee counts onginally used in developing
the agesaender factors forthe Federal Group and the SSSG aroups, it was able 1o summarize and
print, from electronic files thal are kept, the information the auditors requested. While these
reports did nat match exactly with the dala that was originally subimitted, in every siteation there
were no significant changes 1o the rate calculations.

The Plan went on 1o state that it always endeavored 10 maintain all information that was reguired
oy the FEHBP contract. During the review. the audiors were able 1o point out areas where the
process could be improved. The Plan states that it iimmediately made those improvements even
before rece’pt of the writien report.

Since the auditors fourd that the FEHBP raws were developed in aceordance with applicable
laws, vegulations, and the Cffice of Personne) Management's rating instruciions, and since the
differences between the orivinal source documentation and the reconsiructed documentation for
the years In quastion were not significant, the Plan asks thay the conwacting officer recansider
assessing a penaly,

ey



OIG's Response to the Plan’s Comments:

We agree with the Plan that the reconstructed data did not have a significant impact on the rate
calculations. However, the Plan is still reguired to maintain the original source documentation to
supperl the rates charged to the FEHBP and SSSGs for a pericd of five years after the end of the
contract term to which the records relate. The Plan agrees that it did not meet this requirement
and stated that it has made changes (o its system to ensure future compliance. We acknowledge
the Plan’s stated intention to iraplement corrective action and will determine if the changes have
been adequalely implemanted during aur next review of the Plan.

Recommendation

We recornmend that the contracting officer inform the Plan that:

«  OPM expects it 10 fully comply with the records retention provisions of the contract
and all applicable regulations:

+ it should maintain copies of all pertinent rating documents that show the factors and
calculations the Plan uses in developing the actual rates for the FEHBP and the
groups closest in size to the FEHBP for each unaudited vear;

s it should maintain copies of the enrollment reports and other necessary supporting
documeénts for the FEHBP and the groups closest in size to the FEHBP for cach
unaudized year; and

= the applicable community-roted performance factors described 1n FEHBAR

1609 7101-2 will be adversely affecied if information requested during audits is not
provided
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IV. MAJOR CONTRIBUTORS TO THIS REPORT

Community-Rated Audits Group
_ Auditor-In-Charge

_Szaff Audilor

_ Senior Team Leader
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Movember 13, 2010

Chiefl, Community-Rared Audits Group
LLS. Ofice of Personnel AManagemer!
F900 E Streer, MW

Room 6400

Washingtan, 2.C. 204 15-1100

Group Health Coaperative of South Contral Wisconsin (GHC-SCW) is in receipt of your Octaber 12,
2G10 Jziter which includes the dvalt audit report o the Federal Emptoyees Health 13znefils Program
(FCHBPY a1 GHC-SCW. The audii covered contract years 2004 threugh 2009, This letler provides our

commenlts.

The Execulive Surmimary s1ates “the Plan could not provide original source documentation 1o support
ihe agefsex factars and enrollment vsed (o develop the FEHBP and .7, Althaugh we dhd not have paper
documentation of the exact employes counts that were originally used wn developing the agefgender
faclors tor the Federal Grovp and the SSSG groups we were able (o summarize and print, irom
glectronic fies that are kept, the infenmalion the audilors requested, Haowever. thess repons did not
inatch exactly with the data that was oviginally submined. When on site. the auditors did pamit out
some of these diffcrences. We mmadiately, re-ran some of the caleulations jo determine rhe impast ol
these differences. Jn every situziion, there were no sigmficant changes te the rate calculations. Your
records should include the emails that oullined these acnons.

Our systems arg interactive and Jiterally chonge by the second, therefore for all rating valculadons, we
exiract a copy of ihe mervbership data at the time we use 1l Inaddinan, aur consuliing aciuarics
recetve 3 monthly downlead of our membership les which they mamaain. We weie able to show the
auditors the data tile and fhe summary of the Nile, as well as trace all entnes. What we beheve wag a
problem, was thut it was difficull for the auditors 12 go back o Lthe interactive file and show the paper
trail that matched the oviginal submissions. Cur membersihip system pecmits updaled inlomiation 1o be
pusicd by @ mulintude ef users [billimg spectalists, clams examiners, and miternal avdilors jor example |
with dale stamped documentalion. Many 1imes the paper sopport veceived often lags mler inlormation
GHC-SCW receives. The GHC-SCW mainbership and claims systems are the most advamced systems

oflered by 2 leading provider of quality data systems for heahbcare providers sueh as GHC-

SCW.
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. Office of Personnel Management
November |}, 2010
Puge 2

GHC-5CW now has eswablished a consolidated repositary for 21l FEHBP and SSSG informanan. Inthe
prior FEHBP audns, this was net recormmended or even sungested.

GHC-5CW has always endeavored @ mamtain al]l information that was required by the FEHRP
contract. We believe that 1he feedback we received is based on the FEHBP internal interpretaton of
that contract that has cvelved over the last [ive years since cur last audit.  Thas vear's audit tean had a
much differeni audit process and style than we encountered 1n ey Jast FEHBP auwdits. We feel that (he
purpose of any angdit 15 two fold: Most important - gid we do what we were reguirad w do and
secendarily - are there processes or steps we need to change. We believe thai the audit showad 1hat we
did whal we were supposed 1o do. And the auditors were able 10 petnt cut areas where we could
mmprove. We immediately made those improvements — even before the writien report.

Since the anditors found that the FEHBP vates weve developed in accordance wilh applicable laws.
regulations, and the Office of Persannel Management’s vating instractions and since the differences in
between tne oripgmal source documentalion and the reconstrucied docwnemaiion {Tom the years ip
question was not significant. we ask that the coutracting officer reconsider assessing GHC-30W 4
penalty. Throughout the vears GHC-SCW has provided Fedzral Employees with a proven high quality
bealth plan, rated 47 in the Nation according to Consuimer Repets, and at o price that is both fair and
conforms Lo the requiremens of the Office of Personnel “anagement.

Thank vou for giving us the opportuuity 1o provide our feedback on ihe audit results, [ vou have any
further questions, please do not hesitate 1o contacl me.

Finance Direclor

_Ralcs & Marketing Direclor
Underwriter
ccount Executive

_ Consulting Actuary




