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DEPUTMENTOF HEALTH It HUMAN SERVICES OffIceof InspectorGeneral 

Office of Audit ServIces 
1100Commerce,Room6B6 
Dallas,TX 75242 

CommonIdentificationNumber 

Apr1116,2002 

A-06-01-00044 

Mr. J. KennethJansson

Vice President

Audit andPerfonnanceReview

HealthCareServiceCorporation

300EastRandolphStreet

Chicago,illinois 60601-5099


Dear Mr. Jansson: 

Enclosedfor your informationaretwo copiesof anauditreportpreparedby Conradand

Associates,L.L.P.,on behalfof theDepartmentof HealthandHumanservices(HHS),Office of

InspectorGeneral(OIG), Office of Audit Services(OAS). TheOAS exercisedtechnical

oversightovertheexamination.


Thereportcoverstheauditof administrativecostsclaimedby Blue CrossandBlue Shieldof

Texastotaling$27,271,016for PartA and$78,217,344for PartB of theMedicareProgramfor

theperiodof October1, 1998throughSeptember30, 1999andincludedprogramtennination

andtransitioncostof $8,030,886($1,855,265,PartA and$6,175,621PartB). It alsoincluded

ForwardFundingcosttotaling $4,839,218($1,691,549PartA and$3,147,669PartB) incurred

subsequent
to September30, 1999. 

Thereportidentifiesquestionedcoststotaling$1,091,848($354,838for PartA and$737,010for 
PartB). Your attentionis invited to theResultsof Audit sectionthatidentifiesthereasonsfor 
questioningthecost. 

Finaldeternrinationasto actionsto betakenon all matterswill bemadeby theHHS action 
official named.We requestthatyou respondto theofficial within 30 daysfrom thedateof this 
letter. Your responseshouldpresentanycommentsor additionalinfonnationthatyoubelieve 
mayhavea bearingon the final detennination. 

In accordancewith theprinciplesof theFreedomof InformationAct, 5 U.S.C.552,asamended 
by PublicLaw 104-231,OIG, GAS reportsaremadeavailableto membersof thepublic to the 
extentinformationcontainedthereinis not subjectto exemptionsof the Act (see45 CFRpart 5). 
As such,within 10businessdaysafterthe final reportis issued,it will bepostedon theworld­
wide-webat http:/oig.hhs.gov. 



Page 2 - Mr. J. KennethJansson 

To facilitateidentification,pleasereferto CommonIdentificationNumberA-06-01-00044in all
correspondencerelatingto thisreport. -

Sincerely, 

Enclosure 

l,/~~f~~~~;<f1itJ 
GordonL. Sato 
RegionalInspectorGeneral 

for Audit Services 

Direct Reply to UUS Action Official 
JamesR. Farris,M.D. 
RegionalAdministrator 
Centersfor Medicare& MedicaidServices 
1301YoungStreet,Suite714

Dallas,Texas75202
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BLUE SmELDOFBLUECROSS TEXAS 

Audit of MedicareFinal 
AdministrativeCostProposals 

For thePeriod 
1, 1998throughSeptemberOctober 30, 1999 

ExecutiveSummary 

Conrad and Associates, L.L.P., Certified Public Accountants, under contract 
Department of Health and Human Services(DHHS), performed a financial and 
of expenditures claimed by Blue Cross Blue Shield of Texas (BCBS) related 
the Medicare Part A and Part B programs. The audit covered Final 

for the Medicareprogramsubmittedby BCBS 
which included 

Part and $6,

Proposals(FACP's) 
1998through September30, 1999
$8,030,886($1,855,265, A 175,621 In 
$4,839,218of Section208 forward funding costs($1,691,549Part A . subseq to 30, 1999. 

with the U.S. 
complianceaudit 

to administrationof 
Administrative Cost 

for the period of October1,
and transition costsof 
the FACP(s) included 

and $3,147,669Part B)

J Our audit includedsuchtestsnecessaryto assurethat costschargedto Medicarewereallowable 
and allocableand wereprovidedin an economicand efficient manner. Our audit efforts tested 
the allowability of those administrativecosts as well as their allocability to the Medicare 
program using the Medicare agreements,the Federal Acquisition Regulation (FAR), and 
appropriatecost accountingstandardsand generallyacceptedaccountingstandardsas guiding 
criteria. 

As prescribedby the U.S. Departmentof Health and Human Services,Office of the Inspector 
General(OIG) audit guideusedfor this review,pensioncostsclaimedby BCBS and includedin 
the FACP's wereexcludedfrom the scopeof our audit.The OIG will perfonn a separateaudit to 
determinethe allowability of the pension costs claimed in accordancewith the FAR, and 
appropriateCostAccountingStandards.Pensioncostsclaimedby BCBS during the periodunder 
auditwereasfollows: 

-J 

1. UNSUPPORTEDCOSTS
j 

j 

J 

BCBS was unableto providesupportingdocumentationfor varioustransactionsselectedfor 
testing. As a result, expenditurestotaling $458,377 were not adequatelysupportedto 
demonstratethatthe costswererelatedon or properlyallocableto Medicare. 

I 
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J Audit of MedicareFinal 
CostProposals 

For thePeriod 
1, 1998throughSeptemberOctober 30, 1999 

The failure to provide adequatedocumentationto supportcostschargedto Medicareresulted 
in overstatementsof coststo the FACPsasfollows: 

~..& ~~ 

9,917 
165.617 

175.534 

No documentationprovided 
Insufficiently documented 

Total $282.843 

2. SELFFUNDED INSURANCE COSTOVERSTATED~ ~- ~­program costs

contributionshaving
result, Medicare 

J The self funded 
recordingsfor employer
period ending date. As a 
deficits which got chargedto 
adjustmentsrepresentan allocablecredit, 
reducethecoststo Medicare. 

Theoverstatementof costsis summarizedasfollows: J 
Self funded insurance costs 

3. RETURN ON INVESTMENT EXPENSE 

BCBS imputed$820,796as an expenseto the FACPsfor 
contractorusedfacilities capital employedas its basein 
calculating the expense. However, documentationof 
maintainedor providedfor our review. 

...J 

ExecutiveSummary.(Continued) 

Total 

16,259 
442.118 

458.377 

$ 6,342 
276.501 

were overstatedby $528,745 as a result of 
not beenrecordedcorrectlyprior to the contract

self funded insuranceprograms reflected 
as an expenseon the FACP. Employer contribution 

which shouldhavebeencreditedto the FACP to 

the 
Medicare

~~ Total 

528.745 

PartA 

$45.510 483.235 

on investment. The 
the cost of money rate in 

capital employed was not 

return 

By using a facilities capital base estimatedfrom the depreciationexpensecharged to 
Medicareand the cost of money rate computedby the contractor,the auditorscalculateda 
returnon investmentexpenseof$716,O70. 

The excess amount charged to Medicare 
questioned as follows: 

is isa result 

Returnon investmentexpense 

considered

PartA 

$26.485 

~ 
104.726 

unsupported, and as 

~~ 

ZIJ.4l 
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Audit of MedicareFinal 
AdministrativeCostProposals 

For thePeriod 
October1, 1998throughSeptember30, 1999 

ExecutiveSummary.(Continued) 

A summaryof the questionedcostsfor MedicarePartsA andB is asfollows: 

Findin~No. ~ ~~ Total 

1 
2 
3 

Total $354.838 737.010 1.091.848 

For a complete discussion of these fmdings, refer to the Findin2s and Recommendations section 
of this report. 

$ 282,843 
45,510 
26.485 

175,534 
483,235 
78.241 

458,377
528,745
104,726 

We evaluatedBCBS's systemof significantinternalaccountingandadministrativecontrols,and 
compliancewith laws and regulationsthat can materially affect BCBS's financial Statements. 
Based on our evaluation, except for the questionedcosts noted above, we believe control 
procedureswere adequatefor the Departmentof Health and Human Services'(HHS) purposes, 
and that BCBS complied with the terms and provisions of laws and regulations for the 
transactionstested. In addition, we believe that BCBS had eStablishedeffective systemsof 
internal control, accounting,and reportingfor administrativecostsclaimed for reimbursement 
underthe Medicareprogram. 

...; 

A 

A draft copy of the reportwasprovidedto BCBS. Their responses,whereappropriate,havebeen 
includedin thebody of the reportandasAppendixA. 

J 
BCBS in their responseprovidedadequatedocumentationto support$1,819,917of equipment 
purchasesas well as $934,839 of complementaryinsurance credits that were originally 
questionedin the draft report. As a result,thosequestionedcostswere removedfrom the final 
report.In addition,BCBS providedsupportingdocumentationfor variousothercostsquestioned 
in the draft as unsupported.Basedupon a review of the documentationprovided, questioned 
costswere reducedfrom $1,885,907to $458,377in the final report. Although BCBS did not 
dispute questionedcosts of $528,745identified in the draft report related to overstatedself­
insurancecosts,BCBS nonethelessreservedthe right to commenton this finding at a later point 
in time. Finally, BCBS took exceptionto the methodologyusedby the auditorsto determinethe 
reasonablenessof the return on investment(ROI) claimedon the FACP. However,BCBS failed 
to provide adequatedocumentationwith their responseto fully supportthe ROI calculationused 
to claim ROlon the FACP in accordancewith the documentationrequirementssetforth in FAR 
Section31.205-10(a)(3).As a result,$104,726ofROI remainsquestionedin the final report asJ 

1 -I

inadequatelysupported. 

3 
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SHIELD OFBLUE CROSSBLUE TEXAS 

Audit of MedicareFinal 
CostProposals 

For the Period 
October1, 1998throughSeptember30,1999 

This report is madepursuantto ContractHHS-l00-95-0023with ConradandAssociates,L.L.P., 
Certified Public Accountants,1100 Main Street, Suite C, Irvine, California 92614. Certain 
information containedherein is subjectto disclosureunderthe Freedomof Information Act, 5 
V.S.C. 522(b)(4). The task Coordinator was Mr. Richard Warczynski, u.S. Departmentof 
Health and Human Services,Office of the InspectorGeneral,Office of Audit Services,7500 
SecurityBoulevard,Baltimore,Maryland21244. 

! 
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U.S.Departmentof HealthandHumanServices 

Final AdministrativeCostProposal 

FederalAcquisitionRegulation 

FiscalYear 

FiscalYearEnd 

Notice of BudgetAuthorization 
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BLUE CROSSBLUE SHIELD OF TEXAS 

Audit of MedicareFinal AdministrativeCostProposals 

For the Period

October1, 1998throughSeptember30, 1999


Health Insurance for the Aged and Disabled (Medicare), Title XVIII of the Social Security Act, 
provides for a hospital insurance program (part A) and a related supplementary medical 
insuranceprogram (part B). 

The Centers for Medicare and Medicaid Services (CMS), within the U.S. Department of Health 
and Human Services (DHHS), administers the Medicare program. Title XVIII provides, 
however, that public or private organizations (known as "intennediaries" for Medicare Part A 
and "carriers" for Medicare Part B) may assist in the program's administration. 

mtennediaries functions 
bursementof allowable administrative 

Agreementswith the . andcarriersdefinethe to bepen andprovide 

for the reim costsincurred in their perfonnance. Each 
participatingintennediaryandcarrier(contractor)submitsa prospectivebudgetof administrative 
coststo be incurredduring the to the CMS RegionalOffice for review 
and approval. Following the close administrativecost proposal 
(FACP) is submitted,reportingthe functions incurredduring the 
year. This costproposaland of 
administrativecosts. 

Drmed 

fiscal 
of each 

of 
dataserveas for final settlement allowable 

was paid its costs for administrationof the Medicarecontractsunder the principle of 
profit nor loss. AppendixB of the contractsandreferencedfederalregulationsidentified 

allowable administrative costs that could be reimbursed. Included in the administrative costs 
claimed for reimbursement are costs for general and administrative expensesattributable to the 
general management,supervision, and conduct of a contractor's businessas a whole. 

The MedicareAgreementstates".. .costsallowableand allocableunderthis agreementshall be 
determinedin accordancewith the provisionsof Part 31 of the FederalAcquisition Regulation 
(FAR), asinterpretedandmodifiedby AppendixB of theagreement." 

Section31.201of the FAR definesthe total cost of a contractasthe sumof the allowabledirect 
and indirect costsallocableto a contract,incurredor to be incurred,less applicable 
The regulations also state that items of cost are allowable charges 
reasonablenessandallocability andif generallyacceptedaccountingprinciples 

incurredby an ordinaryprudentpersonin the 
is allocableif it is assignableor chargeableto 
to thebenefitsreceived. 

This report detailsthe resultsof our audit of the FACP's submittedby BCBS to CMS for the
period October 1, 1998through September30, 1999 . programtermination and 
transition costs of $8,030,886($1,855,265,Part A and ,621, Part B). In addition, the 
FACP(s) included $4,839,218of Section208 forward costs ($1,691,549,Part A and 
$3,147,669,PartB) incurredsubsequentto September30, 1999. 

BCBS 
neither 

A reasonablecost is definedasonethat would be 
conductof a competitivebusiness.Further,a cost 
a particularcostobjectivein reasonableproportion 

any credits. 
if they meet tests of 

arefollowed.

J 
J 
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BLUE CROSSBLUE SHIELD OF TEXAS 

Audit of MedicareFinal AdministrativeCostProposals 

For the Period 
1, 1998throughSeptember30, 1999October 

ObjectivesandSCODeof Audit 

Our audit of the FACP's submittedby BCBS for the fiscal year(FY) endedSeptember30, 1999 
was made in accordancewith auditing standardsgenerally acceptedin the United Statesof 
America andthe standardsfor financial auditscontainedin the GovernmentAuditing Standards 
as revised in 1999 and issuedby the Comptroller Generalof the United Statesof America. 
Thosestandardsrequirethat we plan andperform the auditto obtain reasonableassuranceabout 
whetherthe FACP's are free of materialmisstatement.An audit includesexamining,on a test 
basis,evidencesupportingthe amountsand disclosuresin the FACP's. An audit also includes 
assessingthe accountingprinciplesusedand significantestimatesmadeby management,aswell 
as evaluatingthe overall presentationof the FACP's. We believe that our audit provides a 
reasonablebasisfor our opinion. 

Our audit includedsuchtestsnecessaryto assurethat costschargedto Medicarewereallowable 
and allocableand wereprovidedin an economicandefficient manner. Our audit efforts tested 
the allowability of those administrativecosts as well as their allocability to the Medicare 
program using the Medicare agreements,the Federal Acquisition Regulation (FAR), and 
appropriatecost accountingstandardsand generallyacceptedaccountingstandardsas guiding 
criteria. 

The audit was performedto provide CMS with sufficient data to close out the FACP's and 
determineif controls were adequatefor administrationof the Medicareprogram. The scopeof 
the audit includedcostsfor the year 2000 (Y2k) remediation,which were includedin the total 
costsincurred. 

An entranceconference was held on March 5, 2001 with BCBS in Dallas, Texas. Fieldwork was 
performed during the period of March 5, 2001 through June 8, 2001 at BCBS's office in Dallas,Texas. A ... held with BCBS representatives in Dallas, Texas on 

May 10,2 related to the 1to discusstentative 

Administrativecostsclaimedunderauditwereas 

PartA ~!!!1! 

J 
FiscalyearendedSeptember30, 1999 

The specificobjectivesof our auditwereto: 

1. DeterminewhetherBCBShadestablishedan effectivesystemof internal 
andreportingfor administrativecostsincurred1 

2. Ascertainwhetherthe FACP's present 
accordancewith FAR, Title 48, Chapter 1, Part 
Medicareagreements. 

$27.271.016 78.217.344 

control,accounting, 

fairly the costof 
31 

administrationallowablein 
and modified by theas 
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Audit of MedicareFinal AdministrativeCostProposals 

For the Period

October1, 1998throughSeptember30, 1999


Objectives and SCODeof Audit. (Continued) 

3. AscertainwhetherBCBShascomplied 
governingspecificitemsof cost. 

with contractualand administrativerequirements 

or problems noted and make 
claimedasappropriate. 

As prescribedby the U.S. Departmentof Health and Human Services,Office of the Inspector 
General(OIG) audit guideusedfor this review, pensioncostsclaimedby BCBS andincludedin 
the FACP's wereexcludedfrom the scopeof our audit. TheOIG will perfonna separateaudit to 
determinethe allowability of the pensioncostsclaimedin accordancewith the FAR, Title 48, 
Chapter1,Part 21.205-6(j)andCostAccountingStandards412 and413. Pensioncostsclaimed 
by BCBS during the periodunderauditwereasfollows: 

~~ ~ ~ 
FiscalyearendedSeptember30, 1999 $1.123.851 3.548.211 4.672.062 

To meet the above stated objectives,our audit included a study of those internal control 
proceduresof BCBS to the extentwe considerednecessaryto evaluatethe systemanddetennine 
specificcompliancetherewith. In addition,we perfonnedtestof specificcoststo detenninethat 
BCBS complied with contractual and A11~1",";~"""'+ :+--~ - J 
~..-=-~ ~ ". .. . 

During our audit we usedjudgmentalsamplingtechniquesfor the purposeof determiningthe 
audit samplesizes. Our samplesweredesignedto berepresentativeandadequatefor the purpose 
of expressingan opinion on the FACP's and includedtestsof wages,non-personnelcosts,cost 
allocation policies and procedures,as well as specific tests for unallowablecosts. Findings 
includedin this reporthavebeenbasedsolelyuponour sampleresults. 

8 
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U.S.Departmentof HealthandHumanServices 
Centersfor MedicareandMedical Services 

(949) 474-2020 
Fax (949) 263-5520 

INDEPENDENT AUDITORS' REPORT ON 
MEDICARE FINAL ADMINISTRA nVE COST PROPOSALS 

We haveauditedthe Final AdministrativeCostProposals(FACP's) (SchedulesA andB) of Blue 
CrossBlue Shieldof Texas(BCBS) for the fiscal yearendedSeptember30, 1999. The amounts 
reportedin the FACP's are the responsibilityof BCBS's management.Our responsibilityis to 
expressanopinion on theFACP's basedon our audit. 

We conductedour audit in accordancewith auditing standardsgenerallyacceptedin the United 
Statesof America andthe standardsapplicableto financial auditscontainedin the Government 
Auditing Standards,issuedby the ComptrollerGeneralof the United Statesof America. Those 
standardsrequire that we plan and perform the audit to obtain reasonableassuranceabout 
whetherthe FACP's are free of materialmisstatement.An audit includesexamining,on a test 
basis,evidencesupportingthe amountsclaimedon the FACP's. An auditalsoincludesassessing 
the accountingprinciples used and significant estimatesmade by management,as well as 
evaluating the overall presentationof the FACP's. We believe that our audit provides a 
reasonablebasisfor our opinion. 

The accompanyingscheduleswere preparedin 
Departmentof Health and Human Servicesand reflect 
operatingthe MedicarePartA and PartB programs. 
are not intended to present fmancial position or results of 
accepted accounting principles. 

with the 
administrau 

instructions of the u.s. 
.ve costs reported for 

, the accompanying schedules 
in conformity with generally 

In our opinion, subjectto the ultimateresolutionof the $1,091,848of questionedcostsidentified 
in this report andthe resultsof a U.S. Departmentof Health and HumanServices,Office of the 
InspectorGeneralaudit regardingthe allowability of $4,672,062of pensioncostsclaimed and 
included in the FACP's submittedby BCBS, the FACP's presentfairly the costsof allowable 
program administrationfor the fiscal year endedSeptember30, 1999,in accordancewith the 
FederalAcquisition Regulation,Title 48, Chapter1, Part 31, as interpretedandmodified by the 
Medicareagreements. 

J 

In accordancewith GovernmentAuditing Standards,we havealsoissuedour reportdatedJune8, 
2001on our considerationofBCBS's internalcontrol overfinancial reportingandour testsof its 
compliancewith certainprovisionsof laws,regulations,andcontractprovisions.Thatreportis an 
integral part of an audit performed in accordancewith GovernmentAuditing Standards,and 
shouldbereadin conjunctionwith this reportin consideringtheresultsof our audit. 

This report is intendedsolely for the information and use of BCBS, the U.S. Departmentof 
Health and Human Services,Office of InspectorGeneral,and the Centersfor Medicare and 
Medicaid Servicesandis not intendedto be andshouldnot be usedby anyoneotherthan these

j 

J 

specifiedparties. 

l"""",, ~ ,). ~ ~ ~ ~ ~ 0..~ s 1... La . 
, 

June 8, 2001 

P. 
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TES, L.L.P: 

U.S Departmentof HealthandHumanServices 
Centersfor MedicareandMedicaid Services 

j REPORT ON COMPLIANCE AND ON INTERNAL CONTROL OVER 
FINANCIAL REPORTING BASED ON AN AUDIT OF FINAL ADMINISTATIVE 

COST PROPOSALS PERFORMED IN ACCORDANCE WIm 
GOVERNMENTAUDITING STANDARDS 

We haveauditedthe Final AdministrativeCostProposals(FACP's) (SchedulesA andB) of Blue 
CrossBlue Shield of Texas (BCBS) for the fiscal year endedSeptember30, 1999and have 
issuedour report thereondated June 8, 2001. We conductedour audit in accordancewith 
auditing standardsgenerally acceptedin the United States of America and the standards 
applicable to fInancial audits contained in GovernmentAuditing Standards,issued by the 
ComptrollerGeneralof theUnited Statesof America. 

Compliance 

As part of obtaining reasonableassuranceabout whether BCBS's Final Administrative Cost 
Proposalsare free of materialmisstatement,we performedtestsof its compliancewith certain 
provisionsof laws, regulations,contractsand grants,noncompliancewith which could have a 
direct and material effect on the determinationof FACP amounts. However, providing an 
opinion on compliancewith thoseprovisionswasnot an objectiveof our audit and,accordingly, 
we do not expresssuchanopinion. The resultsof our testsdisclosedinstancesof noncompliance 
thatarerequiredto bereportedunderGovernmentAuditing Standards,which aredescribedin the 
accompanyingScheduleof FindingsandRecommendations. 

InternalControl OverFinancialReportin~ 

In planningandperformingour audit, we consideredBCBS's internalcontrolsover reportingof 
FACP's in order to determineour auditingproceduresfor the purposeof expressingour opinion 
on the FACP's and not to provide assuranceon the internal control over FACP reporting. 
However,we notedcertainmattersinvolving the internalcontrol over financial reportingandits 
operationthat we considerto be reportableconditions. Reportableconditionsinvolve matters 
coming to our attentionrelating to significant deficienciesin the design or operationof the 
internal control over financial reporting that, in our judgment, could adverselyaffect BCBS's 
ability to record,process,summarize,and reportfinancial dataconsistentwith the assertionsof 
managementin the FACP. Reportableconditionsnotedand the resultantquestionedcostsare 
describedin the accompanyingScheduleof FindingsandRecommendations. 

A material weaknessis a condition in which the design or operationof one or more of the 
internalcontrol componentsdoesnot reduceto a relatively low level the risk that misstatements 
in amountsthat would bematerialin relationto the financialstatementsbeingauditedmayoccur 
andnot be detectedwithin a timely periodby the employeesin the normalcourseof performing 
their assignedfunctions. Our considerationof the internalcontrol over financialreportingwould 
not necessarilydiscloseall mattersin the internalcontrolthat might bereportableconditionsand, 
accordingly,would not necessarilydiscloseall reportableconditionsthat are also consideredto 
be materialweaknesses.However,we believethat noneof the reportableconditionsdescribedin 
the Scheduleof FindingsRecommendationsarematerialweaknesses. 
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U.S. Departmentof HealthandHumanServices 
Centersfor MedicareandMedicaidServices 
PageTwo

This report is intendedsolely for the infonnation and use of BCBS, the U.S. Departmentof 
Health and Human Services,Office of InspectorGeneral,and the Centersfor Medicare and 
Medicaid Servicesand is not intendedto be andshouldnot be usedby anyoneother than these 
specifiedparties. 

~-.p.'~A.cl~ ~ ~ J L. L . P. 

J June8, 2001 
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BLUE CROSSBLUE SmELD OF TEXAS 

Audit of MedicareFinal AdministrativeCostProposals 

For thePeriod 
October1, 1998throughSeptember30, 1999 

Finding;sandRecommendations 

1. UNSUPPORTED COSTS 

BCBS was 
testing. As 
demonstrate 

unableto provide 
a result, expenditures 
thatthecostswere 

documentationfor varioustransactionsselectedfor 
$1,885,907were not adequatelysupportedto 

relatedto or properlyallocableto Medicare. 

FAR Section31.201-2(d) statesin part; "A contractoris responsiblefor accountingfor costs 
appropriatelyand for maintainingrecords,including supportingdocumentation,adequateto 
demonstratethat costsclaimedhavebeenincurred,areallocableto the contract,and comply 
with applicablecostprinciples...The contractingofficer maydisallow all or part of a claimed 
costwhich is inadequatelysupported." 

The failure to provideadequatedocumentationto supportcostschargedto Medicareresulted 
in overstatementsof costson theFACPsasfollows: 

No documentationprovided 
Insufficiently documented 

~~ 
$ 24,378 
518.271 

~ ~ 

Total 

85,108 
1.251.550 

1.343.258 

110,086 
1.775.821 

1.885.907 

Recommendations 

We recommend that the FACPs be adjusted to 
above. 

AuditeeReSpOnse 

excludethe unsupportedcosts summarized 

BCBS submitted various fOmlS of supporting documentation 
identified in the draft. 

for the questioned costs 

Auditor Comment 

Baseduponour review of the additional
werereducedto $458,377asfollows: 

documentationprovidedby BCBS, questionedcosts 

No documentationprovided 
Insufficiently documented 

Total 

The detailsof the unsupported 
this report in AppendixB. 

~~ 
$ 6,342 
276.501 

$282.843 

~ 
16,259

442.118 

~ 
9,917 

165.617 

175..534 458.377 

asan attachmentto 

J
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BLUE CROSSBLUE SmELD OF TEXAS 

Audit of MedicareFinal AdministrativeCostProposals 

For thePeriod 
October1, 1998throughSeptember30, 1999 

FindingsandRecommendations.(Continued) 

2. SELFFUNDED INSURANCE COSTOVERSTATED 

costs were overstated by $528,745 as a result of 
having not beenrecorded correctly prior to the contract 

As a result, the Medicare self funded insurance programs reflected 
charged to Medicare as an expenseon the FACP. 

FAR Section 31.201-1 (a) states in part; "The total cost of a contract is the sum of the direct 
and indirect costs allocable to the contract, incurred or to be incurred, less any allocablered. " 
c ItsThe employer contribution adjustments representan allocable credit which should have been 

credited to the FACP to reduce the costs to Medicare. 

The overstatement of costs is summarized as follows: 
~ ~ ~ 

costs $45.510 483.235 528.745 

The self funded insurance 
recordingsfor employer 
period ending date. 
deficitswhich got 

Self fundedInSurance 

Recommendation 

~e recommendthat the FACP's total costsbe adjustedfor the overstatementof self funded 
msuranceexpenses. 

AuditeeResponse 

The auditee did not dispute the questionedcosts as presentedbut reservedthe right to 
commenton this issueat a laterpoint in time. 

Auditor Comment 

The finding andrecommendationremainsaspreviouslystated. 

13




BLUE CROSSBLUE SmELD OF TEXAS 

Audit of MedicareFinal AdministrativeCostProposals 

For the Period

October1, 1998throughSeptember30, 1999


Finding;sandRecommendations.(Continued) 

3. RETURN ON INVESTMENT EXPENSE 

BCBS imputed $820,796as an expenseon the FACPs for return on investment. The 
contractorusedfacilities capital employedas its basein applyingthe cost of money rate in 
calculatingthe expense. However, documentationto supportfacilities capital employedin 
the calculationwasnot maintainedor providedfor our review. 

FAR Section31.205-10(a)(3)statesin part; "The facilities capitalcostof moneyneednot be 
enteredon the contractor'sbooksof account. However,the contractorshall... (ii) Maintain, 
in a mannerthat permits audit and verification, all relevantschedules,cost data,and other 
datanecessaryto supportthe entry fully." 

By using a facilities capital base estintatedfrom the depreciationexpensecharged to 
Medicareand the cost of moneyrate computedby the contractor,the auditorscalculateda 
returnon investmentexpenseof$716,O70. 

The excess amount chargedto Medicare is 
questionedasfollows: 

Returnon investmentexpense 

considered

PartA 

$26.485 

unsupported,and as a result is 

Total 

104.726 

PartB 

1~ 

Recommendation 

We recommendthat the return on investmentexpensebe reduced
amountdueto lack of documentationprovidedby BCBS. 

by the abovequestioned 

Auditee 

BCBS statedthat the use of depreciationexpensedoesnot reflect the assetacquisition or 
disposalsthat have an effect on the return on investmentcomputation.BCBS included 
severalpagesfrom the monthly computations,which allocatethe return on investmentto 
eachcostcenterto supporttheir claim. 

In addition, BCBS noted that they incurred $389,099 of depreciationexpenseon the 
Trailblazer Fixed Assetsthat were not chargedto the Medicareline of business.A summary 
sheetof the assetpurchaseswas attachedfor review along with a notationthat supporting 
documentationwasavailableuponrequest. 

14
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BLUE CROSSBLUE SInEW OF TEXAS 

Audit of MedicareFinal AdministrativeCostProposals 

For the Period 
1, 1998throughSeptemberOctober 30, 1999 

Findin~sandRecommendations.(Continued) 

3. RETURN ON INVESTMENT EXPENSE.(Continued) 

Auditor Comment 

We agreewith BCBS that the methodology
expenseto calculatethe reasonablenessof the 
into considerationthe effect of assetacquisition 
was only used becauseBCBS ~as unable to 
system,andpresentto us for verification,where assetbase
usedto calculatethe ROI costsclaimedon the FACP. As a 
adequaterecords to supportROI costs claimed in accordance
IO(a)(3)andthe questionedcostscalculatedremainaspreviousl

employedregardingthe use of depreciation 
ROI costsclaimedon the FACP did not take 

However,the methodology 
identify from their accounting 
figurescamefrom which were 

result,BCBS failed to maintain 
with FAR Section 31.205-

y stated 

j CAPITAL EQUIPMENT PURCHASESRECORDEDAS EXPENSES 

, 
...J 

I 
.J 

J 
! 

.J 

J 
I 

~ 

j 

J 
.J 

4. 

BCBS chargeddirectly to expensesthe purchaseof new office furnishingsand equipment. 
The purchasewhich was madeon October 1, 1999was chargedto Part B in the amountof 
$1,819,917. 

FAR Section31.205-24(b) statesin part; "Expendituresfor plant and equipment... which 
shouldbe capitalizedandsubjectto depreciation,accordingto generallyacceptedaccounting 
principles as applied under the contractor's establishedpolicy... are allowable only on a 
depreciationbasis." 

The contractor's capitalization policy required that equipmentcosting over $1,500 and 
havinga useful life overoneyearbecapitalizedanddepreciatedovertheir respectivelives. 

BCBS recorded the expenditure as a direct expenseand as a result overstatedfurnishings and 
equipment expenseson its FACP. 

Recommendation 

We recommend that the cost of these furnishings and equipment be capitalized and 
depreciated over the assetsuseful lives. 

.5 



BLUE CROSSBLUE SInEW OF TEXAS 

Audit of MedicareFinal AdministrativeCostProposals 

For thePeriod 
October1, 1998throughSeptember30, 1999 

4. CAPITAL EQUIPMENT PURCHASESRECORDEDAS EXPENSES.(Continued) 

AuditeeResponse 

BCBS statedthat the individual itemspurchasedon the questionedinvoiceswere below the 
dollar capitalizationthresholdand were thereforeexpensed.In addition, BCBS noted that 
there was a high volume of items suchaschairs,desks,file cabinets,storagecabinetsand 
moveablepanels,with eachitem underthethreshold.Finally, BCBS notedthat the transition 
budget included this transactionand the funds for the purchaseswere from the transition 
budget. 

BCBS also included correspondencethat supportedtheir claim that the expenditurewas 
originally part of thetransitionbudget. 

Auditor Comment 
, 

We reviewed the additional documentationprovided, along with the original invoice 
supportingthe purchase,andagreewith BCBSthatthe costof the individual items included 
in the purchasewere below the contractor'scapitalizationpolicy threshold.In addition, we 
concur with BCBS that the purchasewas part of the approvedtransition budget and was 
properly reported on the FACP. Accordingly, the questionedcosts identified in the draft 
reportassociatedwith this finding havebeenremovedfrom the final report. 

COMPLEMENTARY INSURANCECREDITS 

BCBS routinely bills supplementalinsurancecarriers for information provided to them 
concerningtheir own subscribers. Complementaryinsurancecredits are amountsreceived 
from the supplementalcarriersfor this infonnationwhich is creditedto BCBS's Medicare 
costs. 

J 

s. 

BCBS doesnot n. .
Insurancecamero 
outstandingbillings 
on the FACP. 

record 
Since 

~sasof 

FAR Section 31.201-5 states in part; "The appl 
allowance,or other credit relatingto any allowable. 
contractor (emphasisadded)shallbecreditedto the 

The amountof complementarycreditsaccruedbut not recognizedasa credit on the FACP at 
the contract ending date totaled $934,839(part A $233,710and Part B $701,129). The 
questionedcostswere allocatedto PartA andPartB in approximateproportionto the total 
MedicareCostsreportedon theFACP(s)(i.e.250/0/75%). 

16 

the credit until the amount is received from the supplemental 
BCBS accountsfor the credits on a cash basis,the amount for 

, the periodendingdatehadnot beenrecognizedasa costreduction 

licable portion of any income, rebate, 
costandreceivedby or accruing to the 
: Governmentasa costreduction..." 



BLUE CROSSBLUE SmELD OFTEXAS 

Audit of MedicareFinal AdministrativeCostProposals 

Finding,sandRecommendations.(Continued) 

5. COMPLEMENTARY INSURANCE CREDITS.(Continued) 

Recommendation 

We recommend that the FACP be adjusted to reflect the accruablecomplementary credits as 
of September 30,1999. 

AuditeeResponse 

Documentation was provided by Trailblazer Health Enterprises (THE) as successor 
intennediaryto BCBS for the MedicareProgram,to supportthatthe creditsin questionwere 
receivedandrecognizedby THE. 

Auditor Comment 

Basedon the documentationprovided,it appearsthat the complimentarycredits in question 
were collected by THE and accordingly would be reflectedas a credit on the FACP(s) 
preparedby nIE. Questionedcostsareconsideredresolved. 

For thePeriod 
October1, 1998throughSeptember30, 1999 

17 



OTHERMA1TERS


j




J Audit of MedicareFinal 

1. Resolutionof Prior Audit Findin2s 

A prior examinationof BCBS was perfonnedby O'Neal Saul,L.L.C., Certified Public 
Accountants,covering the period October I, 1994through September30, 1998. Their 
report (No. 06-99-00006) identified questionedcosts of $1,615,063which remain 
unresolvedasof thedateof our report.J 

2. Interim EX1)enditure Reports 

J As part of our audit, we perforDleda limited reviewto ascertainthe accuracyof BCBS's 
Interim ExpenditureReports. Our review was limited to a review of methods and 
proceduresfollowed by BCBS in developingexpendituresreports. 

Om tests disclosed that the methods and procedmes used to report Medicare 
administrativecostson the Interim ExpenditmeReportswereadequate. 

3. DataProcessing,Costs 

Otherthanfor year2000(Y2K) remediation,BCBSdid not incur anysignificantcostsfor 
planning,developmentor modification of the Medicareclaimsprocessingsystemduring 
the auditperiod. 

4. ComplementaryInsuranceCredits 

As part of our audit.we performedtestson the reportedcomplementaryinsurancecredits 
andascertainedthat adequateprocedureswerebeingfollowed to ensurecompliancewith 
the Medicarecontract. 

5. Year2000(Y2K) RemediationCosts 

...; 

The Departmentof Health and Human ServicesOffice 
performedan audit of BCBS's Y2K coststhroughthe per 
The report identified costs totaling $320,709 as bein~ 
However,the OIG's reportgoeson to statethatthe 
other Medicarecostsif they benefitedthe Medicareprogr~ 
0034wasdatedNovember1999. 

The final resolutionof the aboveaudit or actiontakenby CMS or BCBSasa result of the 
audit were not documentedin the contractor'sfiles or madeavailablefor our review. 
However, we saw no evidencethat the questionedcostswere reclassifiedor removed 
from the Y2K costsreportedon the final FACP. J 

J 

BLUE CROSSBLUE SInELD OF TEXAS 

CostProposals 

For thePeriod 
October1, 1998 through September30, 1999 

)f Inspector General (OIG) 
d ended February28, 1999. 
disallowed as Y2K costs. 
=dcostsmaybe allowableas 
[1. The reportNo. A-O6-99-

of Inspector 
od endedFe} 

18 



SCHEDULES




I 
!-J 

BLUE CROSSBLUE SHIELD OF TEXAS 

al AdministrativeCostProposalsby CostClassification-PartA 

For the PeriodOctober1. 1998throughSeptember30. 1999 

Final 

J 

Cateaon 

Salariesandwages 
Fringebenefits 
Facilitiesor occupancy 
Electronicdataprocessingequipment 
Outsideprofessionalservices 
Telephoneandtelegraph 
Postageandexpress 
Furnitureandequipment(Non EDP) 
Materialsandsupplies 
Travel 
Returnon investment 
Mi sce 11an eo us 

Forwardfunding 
Credits 

Totals 

RecommendedAdjustments: 
Costsnot adequatelysupported 
Self fundedinsurancecosts 
Returnon investment.; 

Total recommendedadjustments 

Total adj costsusted 

I 
i 

-" 

ScheduleA 

Incurred 
Costs 

Reported 

S 12,741,986 
3,484,271 

753,401 
516,124 
26,298 

355,821 
1,585,457 
1,020,591 

873,279 
353,418 
207,578 

3,978,658 
1,691,549 
(317,415) 

(282,843) 
(45,510) 
(26,485) 

(354,838) 

$ 26,916,178 
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BLUE CROSSBLUE SHIELD OF TEXAS 

Final AdministrativeCostProposalsby CostClassification-PartB 

For thePeriodOctober1, 1998throughSeptember30, 1999 

J 

CateKoa 

Salariesandwages 
Fringebenefits 
Facilitiesor occupancy 
Electronicdataprocessingequipment 
Outsideprofessionalservices 
Telephoneandtelegraph 
Postageandexpress 
Furnitureandequipment(Non EDP) 
Materialsandsupplies 
Travel 
Returnon investment 
Miscellaneous 
Forwardfunding 
Credits 

Totals 

RecommendedAdjustments: 
Costsnot adequatelysupported 
Self fundedinsurancecosts 
Returnon investment 

Total recommended 

Total adjusted costs 

ScheduleB 

Incurred 
Costs 

Reggrted 

$38,672,097 
11,584,773 
2,244,040 
1,857,776 

101,919 
1,993,348 
6,067,769 
6,435,250 
3,132,128 
1,058,561 

613,218 
1,849,782 
3,147,669 
(540,986) 

78,217,344 

(175,534) 
(483,235) 
(78,241) 

(737,010) 

$77,480,334 

20 
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J' 
BLUE CROSS BLUE SHIELD OF TEXAS 

Final Administrative Cost Proposal -Budget to Actual -PartA 

For the Period October 1, 1998 through September30, 1999 

J 
J 
J 

Bills/Claims Payment 

Appeals/Reviews 
Inquiries 
ProviderEducationandTraining 
Reimbursement 
ProductivityInvestment 
Credits 

J 

MedicalReview 
MedicareSecondaryPayer 
BenefitsIntegrity 
ProviderEducationandTraining 
Audits 
Specialprojects 

J 
! 

-' 

ScheduleC 

Variance-
Favorable 

Wnfavorable) 
(Note) 

Administrative 
Costs 

Claimed 
Budget 

Authorization 

90,980 
(156,995) 
(50,536) 
68,172 
89,365 

(1,267,279) 
(55,474) 

$ 5,315,400 
927,900 

1,711,700 
856,900 

2,260,300 
1,695,200 
(354,100) 

5,224,420 
1,084,895 
1,762,236 

788,728 
2,170,935 
2,962,479 
(298,626) 

2,685,503 (39,303) 
1,386,159 (106,659) 

732,035 59,165 
125,413 (14,213) 

8,633,418 (221,318) 
13,421 6,779 

2,646,200 
1,279,500 

791,200 
111,200 

8,412,100 
20,200 

Totals 

Note: FACPcostsclaimedinclude$1,691,549of Section208ForwardFundingCostsnot 
included in Budget A' 

27,271,016 (1,597,316)$ 25,673,700 

(NOBA). 

21 

(315,549)13,575,949medicareJ Subtotal- 13,260,400 



BLUE CROSSBLUE SHIELD OF TEXAS 

Final AdministrativeCostProposal-Budgetto Actual- PartB 

For the PeriodOctober1, 1998throughSeptember30, 1999J 

ScheduleD 

J 

J O~ration 

Bills/Claims Payment $ 38,031,200 38,787,950 (756,750) 
Appeals/Reviews 5,521,700 6,153,570 (631,870) 
Inquiries 19,213,000 21,603,469 (2,390,469) 
ProviderEducationandTraining 2,146,200 2,371,205 (225,005) 
ParticipatingPhysician 430,800 728,397 (297,597) 
ProductivityInvestments 5,072,300 8,591,254 (3,518,954) 
PM SpecialProjects 5,000 4,223 777 
Credits (9,230,900) (14,420,631) 5,189,731 

Subtotal- programmanagement 61,189,300 63,819,437 (2,630,137) 

MedicalReview 
MedicareSecondaryPayer 
BenefitsIntegrity 
ProviderEducationandTraining 
ProductivityInvestments 
Specialprojects 

Subtotal-medicareintegrity 

Totals 

Note: FACP costsclaimedinclude$3,147,669ofScction 208 ForwardFundingCostsnot 
includedin BudgetAuthorization(NOBA). 

Administrative 
Costs 

Claimed 

Variance-
Favorable 

Wnfavorable) 
(Note) 

Budget 

7,048,988 
3,252,036 
2,419,990 
1,642,598 

23,195 
11,100 

7,157,400 
3,186,600 
2,286,900 
1,542,800 

55,000 
42,600 

108,412 
(65,436) 

(133,090) 
(99,798) 
31,805 
31,500 

$ 75,460,600 78,217,344 (2,756,744) 
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BLUE CROSSBLUE SHIELD OF TEXAS 

Note to Schedulesof AdministrativeCostProposals 

October1, 1998throughSeptember30, 1999 

I 

-i 

Note 1 During the yearendedSeptember30, 1999BCBS changedits accountingprocedures 
from the cashmethodto the accrualmethodfor certainexpenses. 

Thoseexpensesand the 
follows: 

liability recordedat September30, 1999are summarizedas 

Expense 

FringeBenefits 

Salariesand 

Salariesandwages 

Total 

AccumulatedPost-
EmploymentRetirement 
BenefitsPayable 

Nonvestedcompensated 
absences(accruedfrom 
employees'anniversary
dateto theyearenddate) 

Accruedsick leave 

wages 

..J 

-J 23 

Amount 

$6,000,000 

1,246,724 

296.688 

$7.543.412 
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APPENDIX A 

AUDlTEE'S RESPONSE 



BlueCross 
of DJinois." BlueShield 

September21,2001 

RonRolwes,C.P.A 
EngagementPartner 
Conrad& Associates,L.L.P. 
1100Main Street,SuiteC 
Irvine, California 92614 

Re: TexasTrailblazer Final Administrative Cost Audit 
1, 1998through tenninationOctober 

DearMr. Rolwes: 

Enclosedpleasefind our responses,aswell asadditionaldocumentation, 
positionon the five findings includedin theDraft Report. All responses 
easyreference. 

It is our understandingthat our written responseswill be incorporated 
sectionsof the final report. 

PleasecontactDaveReidat 312-653-8448or 
you requireadditionalinformation. 

DeniseBujak 
Jim Burda 
MikeCervanka 
Tara Dowd -Gurber 
Mark Ellis 

cc: 

An IndependentLi~ of the 
BlueCrossaIMiBlueSbieJd~~on 

300EastRandolphSboeet 
Chicago,Dlinois~ 1~ 
5~ 

J. Kenneth Jan.taon 
Vice President 
Audit and Performance I\evtew 

to supportour 
arelabeledfor 

into the appropriate 

shouldat 312-653-2773 

SueGajda 
GeneGeorge 
GeorgeHamilton 
FrankHarzheim 
JustineKnizeski 

Marti Mahaffey-Trailblazer 
Mary Jo Peters 

AI Trotter 
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I --' HCSC Trailblazer Audit 
Conrad & Associates 

Draft Responsesto Report: 

1) CAPITAL EQUIPMENT PURCHASES RECORDED AS 
EXPENSES 

The individual itemspurchasedon the questionedinvoiceswere 
below the dollar capitalizationthresholdsandweretherefore 
expensed.Therewas a high volume of items suchaschairs,desks, 

. 

file cabinets,storagecabinetsandmoveablepanels,with eachitem 
underthe threshold. The transition budgetincludedthis transaction 
andthe fundsfor the purchaseswerefrom the transitionbudget. 

. We've alsoincludedcorrespondencethat supportsour claim that this 
wasoriginal part of the transition ly 

2) UNREPORTED COMPLEMENTARY 

Pleasesee. attached 

INSURANCE CREDITS 

3) UNSUPPORTED COSTS 

j Pleaseseeattacheddocumentation. 



4) SELFFUNDED INSURANCECOSTOVERSTATEDJ 
At this time, HCSCdoesnot object to this finding, but would like to 
reservethe right to commenton this issueon the final report. 

. 

5) RETURNON INVESTMENT EXPENSE 

Useof depreciationexpensedoesnot reflect the assetacquisitionor 
disposalsthat havean effect on the returnon investmentcomputation. 
Weare including severalpagesfrom the monthly computations, 
which allocatethe return on investmentto eachcost center. We 
would like to havea telephoneconferencethe week of September 
24th,to go overthe methodologybetweenAl Trotter from our Tax. 
DepartmentandConrad& Associates(see5 Exhibit A). 

. 

J 
. In addition, we've incurred$389,099of depreciationexpenseon the 

TrailblazerFixed Assetsthat were not chargedto the Medicareline of 
business.A summarysheetof the assetpurchasesis attachedfor your 
review. Supportingdocumentationis availablefor you uponrequest 
(see5 Exhibit B). 

J 

.J 
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I
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r 
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J 
J 
J 

Exhibit A 
Exhibit B 

1) 
2) 

J 

RETURN ON INVESTMENT 
EXPENSE 

ENCLOSED 
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