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EXECUTIVE SUMMARY

Federal Employees Health Benefits Program
Service Benefit Plan Contract CS 1039
BlueCross BlueShield Association
Plan Code 10

WellPoint, Inc.
Plan Codes 041, 050/550, 060/560, 100, 130/630, 160/660, 180/680,
241/741, 265/765, 270/770, 303/803/808, 332/339, 423/923, 450/950
Mason, Ohio

REPORT NO. 1A-10-39-10-011 DATE: 5/13/2011

This final audit report on the Federal Employees Health Benefits Program (FEHBP) operations at
WellPoint, Inc. (Plan), which specifically included 14 BlueCross and/or BlueShield (BCBS)
plans in California, Colorado, Connecticut, Georgia, Indiana, Kentucky, Maine, Missouri,
Nevada, New Hampshire, New York, Ohio, Virginia, and Wisconsin, questions $2,646,568 in
health benefit charges and $2,033,586 in administrative expenses. The BlueCross BlueShield
Association (Association) and/or Plan agreed (A) with $3,917,672 and disagreed (D) with
$762,482 of the questioned charges. Lost investment income (LII) on the questioned charges
amounts to $160,547.

Our audit was conducted in accordance with Government Auditing Standards. The audit covered
administrative expenses from 2006 through 2008, as well as miscellaneous health benefit
payments and credits from January 1, 2006 through June 30, 2009 as reported in the Annual
Accounting Statements. In addition, we reviewed the Plan’s cash management practices related
to FEHBP funds for contract years 2006 through June 30, 2009. Due to overcharges identified
during our review of costs incurred under sale and leaseback arrangements, we expanded our
audit scope to also include sale and leaseback charges in 2004 and 2005.

Questioned items are summarized as follows:

--CAUTION--

This audit report has been distributed to Federal officials who are responsible for the administration of the audited program. This audit report
may contain proprietary data which is protected by Federal law (18 U.S.C. 1905); therefore, while this audit report is available under the
Freedom of Information Act, caution needs to be exercised before releasing the report to the general public.



MISCELLANEOUS HEALTH BENEFIT PAYMENTS AND CREDITS

Health Benefit Refunds (A) $1,348,189

The Plan did not support the return of, or timely return, $564,868 in health benefit refunds
and $98,808 in LIl to the FEHBP. In addition, the Plan made a $684,513 banking error
caused by a duplicate wire transfer. After receiving our audit notification letter on March 27,
2009, the Plan returned $1,227,194 of the questioned amount to the FEHBP, consisting of
$1,219,816 for health benefit refunds and the banking error and $7,378 for LIl on refunds
deposited untimely into the Federal Employee Program (FEP) investment account. As a
result, the FEHBP is still due $29,565 for one questioned refund and $91,430 for LII.

Health Benefit Refunds Aging Schedules (A) $546,219

The Plan did not adjust the letter of credit account (LOCA) on a timely basis for health
benefit refunds. As of June 30, 2009 (end of audit scope), there were 1,003 refunds, totaling
$546,219, that had not been returned to the LOCA within 60 days of receipt according to the
Plan’s aging schedules.

Provider Audit Recoveries (A) $364,459

The Plan did not make or support timely offsets for 12 provider audit recoveries totaling
$364,459.

Fraud Recoveries $310,615

The Plan did not support the return of, or return timely, $302,450 in fraud recoveries and
$8,165 in LIl to the FEHBP. Subsequent to March 27, 2009, the Plan returned $40,239 of the
questioned amount to the FEHBP, consisting of $37,240 for fraud recoveries and $2,999 for
LIl on recoveries deposited untimely into the FEP investment account. As a result, the
FEHBP is still due $265,210 for the remaining questioned recoveries and $5,166 for LI1l. The
Association agreed with $224,790 (A) and disagreed with $85,825 (D) of the questioned
amount.

Subrogation Recoveries $69,041

The Plan did not support the return of, or timely return, $56,687 in subrogation recoveries
and $12,354 in LIl to the FEHBP. Subsequent to March 27, 2009, the Plan returned $63,968
of the questioned amount to the FEHBP, consisting of $56,687 for subrogation recoveries
and $7,281 for LIl on recoveries deposited untimely into the FEP investment account. As a
result, the FEHBP is still due $5,073 for LII. The Association agreed with $48,174 (A) and
disagreed with $20,867 (D) of the questioned amount.



Unidentified Refunds (A) $8,045

The Plan had not returned four unidentified refunds of $7,697 to the FEHBP as of January 6,
2010. Subsequent to this date, the Plan returned these unidentified refunds to the FEHBP.
However, the FEHBP is still due LII of $348 on these refunds.

ADMINISTRATIVE EXPENSES

Sale and Leaseback (A) $699,717

The Plan did not properly charge costs incurred under sale and leaseback arrangements,
resulting in net overcharges of $699,717 to the FEHBP. Specifically, this amount includes
$727,134 for rental cost overcharges, $99,936 for undercharges due to losses from the sale of
buildings, and $72,519 for LII.

2006 Allocation Error and Cost Center Adjustments (D) $655,790

Due to an allocation weighting error, the Plan did not correctly allocate certain BCBS plans’
administrative expenses to FEP in 2006. Although we are not questioning the overcharges to
the FEHBP for this allocation error, as they were returned to the FEHBP in July and October
of 2009, we are questioning procedurally how the Plan handled the communication of this
issue to the Association and the Office of Personnel Management (OPM).

However, as a monetary finding, we are questioning overcharges of $590,891 (net) and LII of
$64,899, since the Plan made additional adjustments to charge or remove allowable/
unallowable cost centers. The adjustments for these cost centers were not directly related to
the allocation weighting error and should have been made by the Plan long before receiving
our audit notification letter on March 27, 2009. Since the Plan did not identify and make
these adjustments until after receiving our audit notification letter, we consider this issue to
be a monetary finding.

Unallowable and/or Unallocable Expenses (A) $468,993

The Plan charged the FEHBP for eight unallowable and/or unallocable cost centers and did
not credit the FEHBP for two natural accounts with credit balances, resulting in overcharges
of $468,993 to the FEHBP.

Post-Retirement Benefit Costs (A) $177,756

The Plan overcharged the FEHBP $177,756 for post-retirement benefit costs in 2006 and
2008.



e Employee Benefits Review (A) $60,100

The Plan overcharged the FEHBP $60,100 for employee benefit expenses in 2008 due to a
clerical error within the Plan’s long term disability calculation.

e BlueCross BlueShield Association Dues (A) $4,336

The Plan did not allocate Association dues to the FEHBP in accordance with the agreement
between the Association and OPM regarding dues chargeability. As a result, the FEHBP was
overcharged $4,336 for Association dues in 2007.

e Qut-of-System Adjustments (A) $3,315

The Plan did not correctly calculate a 2006 out-of-system adjustment, resulting in an
overcharge of $3,315 to the FEHBP.

e Limits on Executive Compensation (A) ($36,421)

The Plan undercharged the FEHBP $36,421 (net) for executive compensation. Specifically,
the Plan undercharged the FEHBP $39,980 in 2007 and overcharged the FEHBP $3,559 in
2008.

CASH MANAGEMENT

Overall, we concluded that the Plan handled FEHBP funds in accordance with Contract CS 1039
and applicable laws and regulations, except for the findings pertaining to cash management noted
in the “Miscellaneous Health Benefit Payments and Credits” section.

LOST INVESTMENT INCOME ON AUDIT FINDINGS

As a result of our audit findings presented in this audit report, the FEHBP is due LIl of $160,547,
calculated through December 31, 2010.
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I. INTRODUCTION AND BACKGROUND

INTRODUCTION

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
WellPoint, Inc. (Plan), which specifically included 14 BlueCross and/or BlueShield plans in
California, Colorado, Connecticut, Georgia, Indiana, Kentucky, Maine, Missouri, Nevada, New
Hampshire, New York, Ohio, Virginia, and Wisconsin. The Plan’s headquarters are located in
Indianapolis, Indiana; however, most of the audit support, cost accounting, and general/financial
accounting functions are located in Mason, Ohio.

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

BACKGROUND

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 BlueCross and
BlueShield (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. The Plan includes 14 of the 63 local BCBS plans
participating in the FEHBP.

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
BlueCross and BlueShield 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 Washington,
D.C. These activities include acting as fiscal intermediary between the Association and member
plans, verifying subscriber eligibility, approving or disapproving the reimbursement of local plan

! 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.



payments of FEHBP claims (using computerized system edits), maintaining a history file of all
FEHBP claims, and maintaining an accounting of all program funds.

Compliance with laws and regulations applicable to the FEHBP is the responsibility of the
Association and Plan management. Also, management of the Plan is responsible for establishing
and maintaining a system of internal controls.

The following were the most recent audit reports issued for the WellPoint, Inc. plans:

Report No. 1A-10-63-08-044, WellPoint Southeast, dated March 3, 2009

Report No. 1A-10-01-07-058, Empire BCBS, dated June 25, 2008

Report No. 1A-10-18-06-052, Anthem Midwest BCBS, dated February 20, 2008
Report No. 1A-10-05-07-045, WellPoint BCBS of Georgia, dated November 20, 2007
Report No. 1A-10-05-06-008, WellPoint BCBS of Georgia, dated November 16, 2007
Report No. 1A-10-30-05-069, WellPoint BCBS of Colorado, dated April 25, 2007
Report No. 1A-10-47-05-009, BCBS United of Wisconsin, dated June 5, 2006

Report No. 1A-10-52-05-021, BC of California, dated February 22, 2006

Report No. 1A-10-61-04-009, Anthem BCBS of Nevada, dated August 2, 2004
Report No. 1A-10-76-03-015, BCBS of Missouri, dated April 7, 2003

All findings from our previous audits of the WellPoint, Inc. BCBS plans, covering various
contract years from 1999 through 2007, were satisfactorily resolved.

The results of this audit were provided to the Plan in written audit inquiries; were discussed with
Plan and/or Association officials throughout the audit and at an exit conference; and were
presented in detail in a draft report, dated November 8, 2010. 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 Plan on various dates through March 3, 2011 was considered in preparing our
final report.



1. OBJECTIVES, SCOPE, AND METHODOLOGY

OBJECTIVES

The objectives of our audit were to determine whether the Plan charged costs to the FEHBP and
provided services to FEHBP members in accordance with the terms of the contract. Specifically,
our objectives were as follows:

Miscellaneous Health Benefit Payments and Credits

e To determine whether miscellaneous payments charged to the FEHBP were in
compliance with the terms of the contract.

e To determine whether credits and miscellaneous income relating to FEHBP benefit
payments were returned promptly to the FEHBP.

Administrative Expenses

e To determine whether administrative expenses charged to the contract were actual,
allowable, necessary, and reasonable expenses incurred in accordance with the terms
of the contract and applicable regulations.

Cash Management

e To determine whether the Plan handled FEHBP funds in accordance with applicable
laws and regulations concerning cash management in the FEHBP.

SCOPE

We conducted our limited scope performance audit in accordance with generally accepted
government auditing standards. Those standards require that we plan and perform the audit to
obtain sufficient and appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objectives.

We reviewed the BlueCross and BlueShield FEHBP Annual Accounting Statements as they
pertain to Plan codes 041 (California), 050/550 (Colorado), 060/560 (Connecticut), 100
(Georgia), 130/630 (Indiana), 160/660 (Kentucky), 180/680 (Maine), 332/339 (Ohio), 241/741
(Missouri), 265/765 (Nevada), 270/770 (New Hampshire), 303/803/808 (Empire BCBS),
423/923 (Virginia), and 450/950 (Wisconsin) for contract years 2006 through 2008. During this
period, the Plan paid approximately $10.8 billion in health benefit charges and $489 million in
administrative expenses (See Figure 1 and Schedule A).



Specifically, we reviewed miscellaneous health benefit payments and credits, such as refunds and
subrogation recoveries, and cash management activities from 2006 through June 30, 2009, as
well as administrative expenses from 2006 through 2008. Due to overcharges identified during
our review of costs incurred under sale and leaseback arrangements, we expanded our audit
scope to also include sale and leaseback charges in 2004 and 2005.

In planning and conducting our audit, we
obtained an understanding of the Plan’s
internal control structure to help determine the
nature, timing, and extent of our auditing
procedures. This was determined to be the
most effective approach to select areas of g
audit. For those areas selected, we primarily r

relied on substantive tests of transactions and

not tests of controls. Based on our testing, we J

did not identify any significant matters | | _‘
involving the Plan’s internal control structure 2006 2007 2008
and its operation. However, since our audit Contract Years

would not necessarily disclose all significant
matters in the internal control structure, we do O Health Benefit Charges B Administrative Expenses
not express an opinion on the Plan’s system of
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internal controls taken as a whole. Figure 1 — Contract Charges

We also conducted tests to determine whether the Plan had complied with the contract, the
applicable procurement regulations (i.e., Federal Acquisition Regulations (FAR) and Federal
Employees Health Benefits Acquisition Regulations (FEHBAR), as appropriate), and the laws
and regulations governing the FEHBP. The results of our tests indicate that, with respect to the
items tested, the Plan did not comply with all provisions of the contract and federal procurement
regulations. Exceptions noted in the areas reviewed are set forth in detail in the "Audit Findings
and Recommendations" section of this audit report. With respect to the items not tested, nothing
came to our attention that caused us to believe that the Plan had not complied, in all material
respects, with those provisions.

In conducting our audit, we relied to varying degrees on computer-generated data provided by the
FEP Director’s Office and the Plan. Due to time constraints, we did not verify the reliability of
the data generated by the various information systems involved. However, while utilizing the
computer-generated data during our audit testing, nothing came to our attention to cause us to
doubt its reliability. We believe that the data was sufficient to achieve our audit objectives.

The audit was performed at the Plan’s office in Mason, Ohio on various dates from November 9,
2009 through July 2, 2010. Audit fieldwork was also performed at our offices in Washington,
D.C. and Cranberry Township, Pennsylvania.



METHODOLOGY

We obtained an understanding of the internal controls over the Plan’s financial, cost accounting,
and cash management systems by inquiry of Plan officials.

We interviewed Plan personnel and reviewed the Plan’s policies, procedures, and accounting
records during our audit of miscellaneous health benefit payments and credits. We also
judgmentally selected and reviewed 950 high dollar health benefit refunds, totaling $49,317,332
(from a universe of 314,803 refunds, totaling $165,084,861); 240 high dollar subrogation
recoveries, totaling $11,169,818 (from a universe of 19,312 recoveries, totaling $52,612,643);
170 high dollar special plan invoices, totaling $30,558,652 in net payments (from a universe of
2,715 special plan invoices, totaling $84,310,828 in net payments); 157 high dollar fraud
recoveries, totaling $2,706,957 (from a universe of 295 recoveries, totaling $2,754,776); 80 high
dollar provider audit recoveries, totaling $2,461,562 (from a universe of 28,562 recoveries,
totaling $10,425,635); 50 high dollar subrogation cases that were closed but had no recoveries,
totaling $7,752,084 (from a universe of 3,838 cases, totaling $20,443,779); 50 high dollar aging
health benefit refunds, totaling $3,272,549 (from a universe of 28,661 refunds, totaling
$19,595,842); 25 high dollar unidentified refunds, totaling $8,943 (from a universe of 1,097
totaling $19,142 in net credits); 9 high dollar provider settlements, totaling $1,343,910 in net
payments (from a universe of 28 settlements, totaling $1,352,245 in net payments); 8 high dollar
provider advances, totaling $3,769,085 in net advance increases (from a universe of 23 provider
advances, totaling $6,519,110 in net advance increases); and 7 Remicade rebates, totaling
$1,877,275 (from a universe of 14 rebates, totaling $3,390,300) to determine if refunds and
recoveries were promptly returned to the FEHBP and if miscellaneous payments were properly
charged to the FEHBP.? The results of these samples were not projected to the universe of
miscellaneous health befit payments and credits.

We judgmentally reviewed administrative expenses charged to the FEHBP for contract years
2006 through 2008. Specifically, we reviewed administrative expenses relating to cost centers,
natural accounts, out-of-system adjustments, prior period adjustments, pension, post-retirement,
employee benefits, executive compensation, non-recurring projects, return on investment, inter-
company profits, lobbying, mergers and acquisitions, Association dues, sale and leaseback
arrangements, foreign-based subcontracts, and Health Insurance Portability and Accountability
Act of 1996 compliance. We used the FEHBP contract, the FAR, and the FEHBAR to determine
the allowability, allocability, and reasonableness of charges.

We also reviewed the Plan’s cash management to determine whether the Plan handled FEHBP
funds in accordance with Contract CS 1039 and applicable laws and regulations.

2 See the audit findings for “Health Benefit Refunds” (A1), “Aging Health Benefit Refunds” (A2), “Provider Audit
Recoveries” (A3), “Fraud Recoveries” (A4), “Subrogation Recoveries” (A5), and “Unidentified Refunds” (A6) on
pages 6 through 19 for specific details of our sample selection methodologies.



1. AUDIT FINDINGS AND RECOMMENDATIONS

A. MISCELLANEOUS HEALTH BENEFIT PAYMENTS AND CREDITS

1. Health Benefit Refunds $1,348,189

The Plan did not support the return of, or timely return, $564,868 in health benefit
refunds and $98,808 in lost investment income (LII) to the FEHBP. In addition, the Plan
made a $684,513 banking error caused by a duplicate wire transfer. After receiving our
audit notification letter on March 27, 2009, the Plan returned $1,227,194 of the
questioned amount to the FEHBP, consisting of $1,219,816 for health benefit refunds and
the banking error and $7,378 for LIl on refunds deposited untimely into the FEP
investment account. As a result, the FEHBP is still due $29,565 for one questioned
refund and $91,430 for LII.

48 CFR 31.201-5 states, “The applicable portion of any income, rebate, allowance, or
other credit relating to any allowable cost and received by or accruing to the contractor
shall be credited to the Government either as a cost reduction or by cash refund.”

Contract CS 1039, Part I, Section 2.3 (i) states, “All health benefit refunds and
recoveries, including erroneous payment recoveries, must be deposited into the working
capital or investment account within 30 days and returned to or accounted for in the
FEHBP letter of credit account within 60 days after receipt by the Carrier.” Also, based
on an agreement between OPM and the Association, dated March 26, 1999, BlueCross
and BlueShield plans have 30 days to return health benefit refunds and recoveries to the
FEHBP before LIl will commence to be assessed.

FAR 52.232-17(a) states, “all amounts that become payable by the Contractor . . . shall
bear simple interest from the date due . . . The interest rate shall be the interest rate
established by the Secretary of the Treasury as provided in Section 611 of the Contract
Disputes Act of 1978 (Public Law 95-563), which is applicable to the period in which the
amount becomes due, as provided in paragraph (e) of this clause, and then at the rate
applicable for each six-month period as fixed by the Secretary until the amount is paid.”

Contract CS 1039, Part Il1, section 3.8 states, “the Carrier will retain and make available
all records applicable to a contract term . . . .”

For the period January 1, 2006 through June 30, 2009, we identified 314,803 FEP health
benefit refunds, totaling $165,084,861, for the 14 WellPoint, Inc. plans. From this
universe, we selected and reviewed a judgmental sample of 950 refunds, totaling
$49,317,332, to determine whether the Plan timely returned these funds to the FEHBP. For
each of the individual plans, if the annual refunds were greater than $5 million, we selected
the 30 highest dollar refunds to review for that year; if less than $5 million and greater than
$1 million, we selected the 20 highest dollar refunds to review for that year; and, if less
than $1 million, we selected the 10 highest dollar refunds to review for that year.



Based on our review, we noted the following exceptions:

Health Benefit Refunds Returned Untimely After Audit Notification

In eight instances, the Plan deposited refunds untimely into the FEP investment account
and/or returned the refunds untimely to the letter of credit account (LOCA) after receiving
our audit notification letter and standard information request (dated March 27, 2009).
Specifically, the Plan deposited five of these eight refunds into the FEP investment
account from 461 to 1,166 days late. Also, the Plan returned LII on these five refunds.
Although these eight refunds and applicable LIl were subsequently returned to the
FEHBP, we are considering this as a monetary finding since the Plan returned these
refunds to the FEP investment account and/or LOCA from 271 to 391 days after receiving
our audit notification letter and standard information request. We verified that these
refunds of $343,080 and LIl of $4,523 were returned to the FEHBP. However, the
FEHBP is still due an additional $24,138 in LIl for funds deposited untimely into the FEP
investment account.

In addition, five of the eight refunds were part of three batches, totaling $192,223
(excluding the refund amounts noted above), that were deposited untimely into the FEP
investment account. Although these refunds and some LII were subsequently returned to
the FEHBP, we consider these related batches as a monetary finding for the same reason as
noted above. We verified that these refunds and LII of $1,780 were returned to the
FEHBP. However, the FEHBP is still due an additional $26,948 in LIl for funds deposited
untimely into the FEP investment account.

Health Benefit Refunds Not Supported

In one instance, the Plan did not support the return of a health benefit refund, totaling
$29,565, to the FEHBP. Specifically, the Plan was unable to support the return of this
amount to the LOCA. However, since the Plan deposited this refund into the FEP
investment account, no LIl is due to the FEHBP.

Health Benefit Refunds Returned Untimely Before Audit Notification

The Plan returned 50 health benefit refunds untimely to the FEHBP. In each instance, we
determined that the funds were not deposited timely into the FEP investment account.
Specifically, the Plan deposited these refunds from 1 to 805 days late. The Plan calculated
and returned LII to the FEHBP; however, due to a variance in the Plan’s calculation
method, the FEHBP is due additional LII on these recoveries. Also, LII for 3 of the 50
refunds was not returned until 418 to 460 days after the date of our audit notification letter
(March 27, 2009). As a result, we will question the full amount of LII for these refunds.
We verified that LIl of $1,075 was returned to the FEHBP on these recoveries. However,
the FEHBP is still due $20,174 in LIl for refunds not deposited timely into the FEP
investment account.



In addition, 5 of the 50 refunds were part of a batch of refunds that were deposited
untimely into the FEP investment account. The Plan calculated and returned LIl on the
batch. However, since the Plan used an incorrect deposit date when calculating the LII,
the FEHBP is due an additional $20,170 (excluding the five refunds noted above) for LII
on the rest of the refunds in the batch.

Banking Error

In addition to the above refund exceptions, we identified a banking error during our review.
On February 20, 2009, the Plan made a duplicate wire transfer from the Virginia dedicated
FEP investment account into the corporate account, resulting in an amount due of $684,513
to the FEHBP. As a result of our finding, the Plan subsequently returned this amount to the
FEHBP in June 2010. We calculated LIl on this amount through June 30, 2010 in Schedule
C of this report.

Association’s Response:

The Association agrees with this finding. The Association states that the Plan provided
or will provide (by January 31, 2011) to the FEP Director’s Office documentation to
support the return of these funds to the FEHBP.

The Association states, “The Plan noted that 11 of the 59 items questioned were the result
of Health Benefit Refunds processed on a legacy system during 2007 that is no longer
utilized. The Plan has implemented the following action plan:

e Beginning August 1, 2007 the Plan enhanced their Drawdown Review Process to
include self review, peer review and management review. Two of the Virginia
sample refund findings were prior to the enhanced review process and would have
benefited from the Plan’s strengthened internal controls.

e Beginning August 1, 2008 the Plan has detailed documentation to support the daily
return of recoupment on the Virginia Plan. The sample finding, which was prior to
August 2008, was the result of the Plan not being able to support the return of the
recoupment due to insufficient detail.

e As of September 30, 2010 all working capital balancing reconciliations were brought
current. The working capital balancing is a monthly reconciliation of the FEP
Investment bank account balance to the working capital advance being held by the
Plan. This balancing tracks both wire transfers to and from the WellPoint Corporate
Bank Account and corresponding LOCA adjustments. Enhancements to this process
include establishing a monthly due date for completion and aging any differences
which allows for timely resolution of outstanding issues.”



OIG Comments:

In total, we verified that $1,219,816 of the questioned health benefit refunds and duplicate
wire transfer and $7,378 of the questioned LIl were returned to the FEHBP. However, we
were unable to verify that $29,565 for a questioned health benefit refund and $91,430 of
the questioned LIl were returned to the FEHBP.

Recommendation 1

Since we verified that $1,219,816 of the questioned health benefit refunds and duplicate wire
transfer were returned to the FEHBP, no further action is required for this questioned amount.

Recommendation 2

We recommend that the contracting officer verify that the Plan credited the FEHBP
$29,565 for a health benefit refund.

Recommendation 3

Since we verified that $7,378 of the questioned LIl was returned to the FEHBP, no further
action is required for this questioned amount.

Recommendation 4

We recommend that the contracting officer verify that the Plan credited the FEHBP
$91,430 for the remaining questioned LII on health benefit refunds that were deposited
untimely into the FEP investment account.

Recommendation 5

We recommend that the contracting officer have the Association verify that the Plan
implemented procedures to ensure that health benefit refunds are returned to the FEHBP
in a timely manner.

Health Benefit Refunds Aging Schedules $546,219

The Plan did not adjust the LOCA on a timely basis for health benefit refunds. As of
June 30, 2009 (end of audit scope), there were 1,003 refunds, totaling $546,219, that had
not been returned to the LOCA within 60 days of receipt according to the Plan’s aging
schedules.

Contract CS 1039, Part 11, Section 2.3 (i) states, “All health benefit refunds and
recoveries, including erroneous payment recoveries, must be deposited into the working
capital or investment account within 30 days and returned to or accounted for in the
FEHBP letter of credit account within 60 days after receipt by the Carrier.”



We obtained the Plan’s refund aging schedules as of June 30, 2009.® The aging schedules
for all plans, excluding Georgia and Virginia, captured refunds that were deposited into
the FEP investment account and returned to the LOCA but were pending claim
adjustments. The aging schedules for the Georgia and Virginia plans captured refunds
that were deposited into the FEP investment account but not returned to the LOCA. We
verified the validity of these schedules and used them to identify refunds that were
returned untimely to the LOCA.

The aging schedules for the Georgia and Virginia plans included 981 refunds, totaling
$491,843, that had not been returned to the LOCA within 60 days of receipt. The plans’
procedure is to return all refunds to FEP once the applicable claims have been identified
and adjusted. According to these plans, the claims associated with the refunds in question
had not been adjusted as of June 30, 2009.

In addition, we requested the composition of the New York plan’s investment account
balance as of June 30, 2009 to determine whether the account included any refunds that
were not returned to the LOCA. As a result, the Plan identified 22 refunds, totaling
$54,376, that had been deposited into the FEP investment account but not returned to the
LOCA within 60 days of receipt.

In total, based on our review of the refunds aging schedules, we are questioning health
benefit refunds of $546,219 that were deposited into the FEP investment account but had
not been returned to the LOCA within 60 days of receipt as of June 30, 2009.

Association’s Response:

The Association agrees with this finding. The Association states that the Plan provided
documentation to support the return of $54,376 to the FEHBP for the questioned New
York refunds. Specifically, the Plan returned to the FEHBP $33,271 on July 29, 2010
and $21,105 on August 5, 2010.

The Association also states that “the questioned Virginia and Georgia findings . . . had
been returned to the LOCA through the standard refund process . . . Subsequent to the
Audit Inquiry, OPM auditors selected 20 refunds . . . and requested that the Plan provide
documentation to support the return to the FEHBP . . . any funds owed. The
documentation was provided to the FEP Director’s Office .. ..”

In addition, the Association states, “the Plan has implemented the following Action Plan:

e As of September 30, 2010 all working capital balancing reconciliations were brought
current. The working capital balancing is a monthly reconciliation of the FEP
Investment bank account balance to the working capital advance being held by the
Plan. This balancing tracks both wire transfers to and from the WellPoint Corporate

® This included all WellPoint, Inc. plans except for Empire BlueCross BlueShield (New York). The New York plan
could not breakout the relevant aging information specific to FEP.
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Bank Account and corresponding LOCA adjustments. Enhancements to this process
include establishing a monthly due date for completion and aging any differences
which allows for timely resolution of outstanding issues.

e For the audit scope, Georgia and Virginia refunds were returned to the FEHBP upon
claim adjustment. Beginning January 1, 2011 Georgia refunds will be returned on a
cash received basis and will be incorporated into the Plan’s weekly refund process.
Virginia cash receipts were moved to the Claim Overpayment Recovery System
beginning July 1, 2010 and are now returned daily to the FEHBP. In addition to these
changes, in November 2010, the FEP Director’s Office began overseeing all Plans to
ensure appropriate monitoring of aging refunds.”

OIG Comments:

We reviewed a sample of 20 refunds from the Georgia and Virginia plans’ aging reports,
and determined that these refunds were returned to the LOCA. In addition, we found that
the sampled Virginia refunds (10) were returned timely and should not be questioned;
therefore, we removed these refunds from the above finding. We also reviewed a sample
of 10 refunds from the New York plan, and determined that these refunds were returned
to the LOCA. In total for the Georgia and New York plans, we verified that 20 refunds,
totaling $241,075, were returned to the LOCA.

Recommendation 6

Since we verified that $241,075 of the questioned aging refunds were returned to the
LOCA, no further action is required for this questioned amount.

Recommendation 7

We recommend that the contracting officer verify that the Plan credited the FEHBP
$305,144 for the remaining questioned aging refunds related to the Georgia, Virginia, and
New York plans. (Note: We verified that 20 of the questioned refunds, representing 44
percent of the total questioned refund dollars, were returned to the LOCA. The
contracting officer may consider this percentage of verification as an adequate basis to
accept that the remaining questioned refunds were returned to the LOCA. However, at a
minimum, the Association should provide a certification that these refunds were retuned
to the FEHBP.)
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3. Provider Audit Recoveries $364,459

The Plan did not make or support timely offsets for 12 provider audit recoveries totaling
$364,459.

As previously stated under audit finding Al, the Plan is required to promptly return
provider audit recoveries to the FEHBP with applicable LII. Also, the carrier must retain
and make available all records applicable to a contract term.

For the period 2006 through June 30, 2009, there were 28,562 provider audit recoveries,
totaling $10,425,635, for the 14 WellPoint, Inc. plans. From this universe, we
judgmentally selected and reviewed a sample of 80 provider audit recoveries, totaling
$2,461,562, for the purpose of determining whether the Plan returned these recoveries to
the FEHBP in a timely manner. Our sample included the 10 highest dollar recoveries
from each of the 8 audit types.

The following summarizes the exceptions noted:

e For nine provider audit recoveries, the Plan did not provide documentation to support
that provider offsets were made to future FEP claim payments in order to recoup
overpayments of $262,789.

e For three provider audit recoveries, the Plan did not make provider offsets to return
$101,670 to the FEHBP. After receiving our audit information request (dated March 5,
2010), the Plan made these provider offsets, which returned the funds to the FEHBP.

We did not assess LIl on these exceptions since the Plan did not hold the FEHBP funds.

Association’s Response:

The Association agrees with this finding. The Association states, “Documentation to
support the return of funds totaling $101,670 was provided to the OIG auditors during the
audit. The Plan is still in the process of seeking documentation . . . that will support that
offsets were made in the amount of $262,789. Documentation will be provided to the
FEP Director’s Office by January 31, 2011.

To enhance the timeliness of provider offset recoveries, the Plan included a review of
provider offset activity as part of its 2011 Compliance Audit plan. The objective of the
compliance plan is to ensure co