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EXECUTIVE SUMMARY

Audit of Pension and Post-Retirement Benefit Costs for a Sample of BlueCross and BlueShield Plans

Report No. 1A-99-00-14-068 November 16, 2015

Why did we conduct the audit? What did we find?

We conducted this limited scope audit We questioned $115,126 in pension and post-retirement benefit
to obtain reasonable assurance that costs that were overcharged to the FEHBP for 2011 through 2013.
the BlueCross and BlueShield The BCBS Association and/or BCBS plans agreed with the
(BCBS) plans are complying with the  questioned amounts. Lost investment income (LII) on these
provisions of the Federal Employees  questioned charges amounts to $4,040, which is calculated from
Health Benefits Act and regulations January 1, 2012 through September 30, 2015.

pertaining to pension and post-

retirement benefit costs that are Our audit results are summarized as follows:

included, by reference, in the Federal

Employees Health Benefits Program Pension Costs — Our audit determined that two BCBS plans in
(FEHBP) contract. Specifically, the our sample overcharged the FEHBP $10,399 for pension costs
objective of our audit was to from 2011 through 2013. These pension cost overcharges
determine whether the 24 BCBS plans consisted of $8,771 by Triple-S, Inc. and $1,628 by BCBS of
in our sample charged pension and Vermont.

post-retirement benefit costs to the

FEHBP in accordance with the terms e Post-Retirement Benefit Costs — Our audit also determined that

of the contract and applicable BCBS of Delaware overcharged the FEHBP $104,727 for post-

regulations. retirement benefit costs from 2011 through 2013.

What did we audit? e Lost Investment Income on Audit Findings — As a result of our
audit findings presented in this audit report, the FEHBP is due

Our focused audit covered pension LII of $4,040, calculated from January 1, 2012 through

and post-retirement benefit costs that September 30, 2015.

were charged to the FEHBP from
2011 through 2013 for a sample of 24
BCBS plans.
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I. BACKGROUND

This final audit report details the findings, conclusions, and recommendations resulting from our
limited scope audit of the Federal Employees Health Benefits Program (FEHBP) operations at a

sample of 24 BlueCross and BlueShield (BCBS) plans, pertaining to pension and post-retirement
benefit costs.

The audit was performed by the U.S. Office of Personnel Management’s (OPM) Office of the
Inspector General (OIG), as established by the Inspector General Act of 1978, as amended.

The FEHBP was established by the Federal Employees Health Benefits (FEHB) Act (Public Law
86-382), enacted on September 28, 1959. The FEHBP was created to provide health insurance
benefits for federal employees, annuitants, and dependents. OPM’s Healthcare and Insurance
Office has overall responsibility for administration of the FEHBP. The provisions of the FEHB
Act are implemented by OPM through regulations, which are codified in Title 5, Chapter 1, Part
890 of the Code of Federal Regulations (CFR). Health insurance coverage is made available
through contracts with various health insurance carriers.

The BlueCross BlueShield Association (Association), on behalf of participating BCBS plans, has
entered into a Government-wide Service Benefit Plan contract (CS 1039) with OPM to provide a
health benefit plan authorized by the FEHB Act. The Association delegates authority to
participating local BCBS plans throughout the United States to process the health benefit claims
of its federal subscribers. There are 36 BCBS companies participating in the FEHBP. These 36
companies include 64 local BCBS plans.

The Association has established a Federal Employee Program (FEP?!) Director’s Office in
Washington, D.C. to provide centralized management for the Service Benefit Plan. The FEP
Director’s Office coordinates the administration of the contract with the Association, member
BCBS plans, and OPM.

The Association has also established an FEP Operations Center. The activities of the FEP
Operations Center are performed by CareFirst BlueCross BlueShield, located in Owings Mills,
Maryland and Washington, D.C. These activities include acting as intermediary for claims
processing between the Association and local BCBS plans, processing and maintaining
subscriber eligibility, adjudicating member claims on behalf of BCBS plans, approving or
disapproving the reimbursement of local plan payments of FEHBP claims (using computerized
system edits), maintaining a history file of all FEHBP claims, and maintaining claims payment
data and related financial data in support of the Association’s accounting of all program funds.

! Throughout this report, when we refer to "FEP", we are referring to the Service Benefit Plan lines of business at
the Plan. When we refer to the "FEHBP", we are referring to the program that provides health benefits to federal
employees.
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Compliance with laws and regulations applicable to the FEHBP is the responsibility of the
management for the Association and each BCBS plan. Also, working in partnership with the
Association, management of each BCBS plan is responsible for establishing and maintaining a
system of internal controls.

This is our first focused audit of pension and post-retirement benefit costs for these 24 BCBS
plans. The results of this audit were discussed with the Association and BCBS plan officials
throughout the audit and at an exit conference on May 26, 2015. The Association’s comments
offered in response to the draft report were considered in preparing our final report and are
included as an Appendix to this report. Also, additional documentation provided by the
Association and BCBS plans on various dates through September 21, 2015 was considered in
preparing our final report.
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IV. MAJOR CONTRIBUTORS TO THIS REPORT

Experience-Rated Audits Group

I | - Auditor
I . itor
I - uditor

I -
_ Senior Team Leader
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I APPENDIX

BlueCross BlueShield
Association

An Association of Independent
JUIy 27: 2015 Blue Cross and Blue Shield Plans

1- _ GI’OUp Chief Federal Employee Program

5 . . 1310 G Street, N.W.
Experience-Rated Audits Group Washington, D.C. 20005
Office of the Inspector General 202.942.1000

U.S. Office of Personnel Management Fax 202.942.1125

1900 E Street, Room 6400
Washington, DC 20415-11000

Reference: OPM DRAFT AUDIT REPORT
Audit of Pension and Postretirement Costs

For a Sample of Blue Cross Blue Shield Plans Audit
Audit Report Number 1A-99-00-14-068

Dear I

This is the Blue Cross and Blue Shield Association's response to the above referenced U.S.

Office of Personnel Management (OPM) Draft Audit Repc covering the Federal Employees'
Health Benefits Program (F —.1BP) Pension and Postretirement Benefit costs for a sample of
Blue Cross Blue Shield Plans.

Our comments concerning the findings in the report are as follows:

Pension Costs $2,853,379

Deleted by the Office of the Inspector General — Not Relevant to the Final
Report
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July 27, 2015
Page 2 of 4

Deleted by the Office of the Inspector General — Not Relevant to the Final
Report

Triple-S, Inc. $7,467

The Plan agrees that the plan did not make out-of-system adjustments for pension costs in
2011 through 2013, which resulted in an undercharge of $3,307 and $1,640 in 2011 and 2012,
respectively and an overcharge of $13,718 in 2013 to the FEHBP for a net overcharge of
$7,467.

Blue Cross Blue Shield of Vermont $1,628

The Plan agrees that the plan overcharged the FEHBP $1,628 (net) in pension expenses
from 2011 through 2013. In 2011, the plan made an out-of-system adjustment but
removed an amount more than what the plan should have, resulting in an undercharge of
$802 to the FEHBP. In 2012 and 2013, the plan made out-of-system adjustments but
removed an amount less than what the plan should have, resulting in overcharges of
$329 and $2, )1in 2012 and 2013, respectively.
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Page 3 of 4
Post-Retirement Benefit Costs $320,151

Deleted by the Office of the Inspector General — Not Relevant to the Final
Report

BCBS of Delaware $104,727

The Plan agrees that the Plan may have overcharged the FEHBP $104,727 in post-retirement
expenses from 2011 through 2013.

Deleted by the Office of the Inspector General — Not Relevant to the Final
Report
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Page 4 of 4

We appreciate the opportunity to provide our response to this Draft Audit Report and request
that our comments be included in their entirety as an amendment to the Final Audit Report.

Sincerely,

Managing Director, Program Assurance

Attachment
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