








 DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inspector General 
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Office of Audit Services 

50 United Nations Plaza, Room 171 

San Francisco, CA 94102 


April 25, 2003 

Report Number: A-10-03-00001


Mr. James E. Verdick, Vice President 

Medicare Northwest 

P.O. Box 8110 

Portland, Oregon 97207-8110 


Dear Mr. Verdick: 


This report provides you with the results of our audit entitled, "Review of Medicare Northwest 

Data Center Claims Processing Costs for Fiscal Year 2000." The audit objective was to 

determine whether Medicare Northwest’s data center costs represented reasonable and allowable 

costs in conformity with the reimbursement principles contained in the Federal Acquisition 

Regulation (FAR) and the conditions set forth in the Inter-Plan Operating Agreements 

(agreements) between Medicare Northwest and other Medicare contractors (users) who utilized 

the services of the data center. 


Based on our review, we concluded that the $4,306,787 of data center costs billed to other 

Medicare users for fiscal year (FY) 2000 was reasonable and allowable. 


INTRODUCTION 

BACKGROUND 

Medicare Northwest is a division of Regence BlueCross BlueShield of Oregon. The Regence 
Group is an affiliation of BlueCross BlueShield health plans in Oregon, Washington, Idaho, and 
Utah (plans). The costs of The Regence Group are accumulated and allocated as home office 
expenses to each of its affiliated plans. 

During FY 2000, Medicare Northwest operated a data center that processed Medicare Part A 
claims for nine users, including itself. The users entered into agreements with Medicare 
Northwest for processing Medicare claims. Under terms of the agreements, the data center billed 
each user a per-claim amount for claims processed on its behalf. The agreements further 
required that claims processing costs be based on actual costs. In FY 2000, Medicare Northwest 
charged its users $4,306,787 for processing Medicare Part A claims. 

Users’ payments to the data center were included in their administrative cost proposals, which 
were submitted to the Centers for Medicare and Medicaid Services (CMS) for reimbursement. 
The CMS reimbursed the users for 100 percent of the cost of processing Medicare claims. There 
was no direct contractual relationship between CMS and Medicare Northwest’s data center. 
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OBJECTIVE, SCOPE AND METHODOLOGY 

Our audit was conducted in accordance with generally accepted government auditing standards. 
The objective of our audit was to determine whether the costs billed for the operations of 
Medicare Northwest's data center were reasonable and allowable in accordance with the 
contractual conditions set forth in the nine user agreements, and were in conformity with the 
reimbursement principles contained in the FAR. 

In planning and performing our audit, we considered only those internal controls considered 
necessary to achieve our objectives. Our evaluation of internal controls was for the purpose of 
expressing an opinion on whether data center costs billed to users in FY 2000 were acceptable 
and not to provide assurance on the overall internal control structure or the accounting system. 

In summary, our review consisted of: 

• 	 Interviewing The Regence Group officials for the purpose of understanding and 
evaluating the cost allocation processes and methodologies used to allocate costs to each 
of the plans and lines of business, 

• 	 Reviewing cost reports and cost allocation methodologies supporting costs charged to 
Medicare, 

• 	 Reviewing selected transactions to determine that the allocation methodologies were 
being appropriately followed and that the costs were reasonable and allowable in 
accordance with applicable contractual conditions and were in conformity with the 
reimbursement principles contained in the FAR, and 

• 	 Meeting with Medicare Northwest officials for the purpose of understanding and 
evaluating how costs are accumulated and billed to users. 

Our fieldwork was conducted during the period November 2002 through April 2003 and 
included site visits to The Regence Group and Medicare Northwest’s offices in Portland, 
Oregon. 

RESULTS OF AUDIT 

We have concluded that the $4,306,787 of data center costs billed to Medicare users for FY 2000 
was reasonable and allowable in accordance with applicable contractual conditions and was in 
conformity with the reimbursement principles contained in the FAR. The results of our audit 
were discussed with Medicare Northwest officials. 





This reportwaspreparedunderthe directionof Lori Ahlstrand(RIGA). Otherprincipal Office of 
Audit Servicesstaffwho contributedinclude: 

JerryMcGee,Audit Manager 
AnthonyRocha,SeniorAuditor 
JerryBartlett,Auditor 

For infonnation or copies of this report, pleasecontactthe Office of Inspector General's Public 
Affairs office at (202) 619-1343. 
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