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The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, 
as amended, is to protect the integrity of the Department of Health and Human Services 
(HHS) programs, as well as the health and welfare of beneficiaries served by those 
programs. This statutory mission is carried out through a nationwide network of audits, 
investigations, and inspections conducted by the following operating components: 

Office of Audit Services 

The OIG's Office of Audit Services (OAS) provides all auditing services for HHS, either by 
conducting audits with its own audit resources or by overseeing audit work done by others. 
Audits examine the performance of HHS programs and/or its grantees and contractors in 
carrying out their respective responsibilities and are intended to provide independent 
assessments of HHS programs and operations in order to reduce waste, abuse, and 
mismanagement and to promote economy and efficiency throughout the Department. 

Office of Evaluation and Inspections 

The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and 
program evaluations (called inspections) that focus on issues of concern to the Department, 
the Congress, and the public. The findings and recommendations contained in the 
inspections reports generate rapid, accurate, and up-to-date information on the efficiency, 
vulnerability, and effectiveness of departmental programs. 

Office of Investigations 

The OIG's Office of Investigations (OI) conducts criminal, civil, and administrative 
investigations of allegations of wrongdoing in HHS programs or to HHS beneficiaries and 
of unjust enrichment by providers. The investigative efforts of OI lead to criminal 
convictions, administrative sanctions, or civil monetary penalties. The OI also oversees 
State Medicaid fraud control units, which investigate and prosecute fraud and patient abuse 
in the Medicaid program. 

Office of Counsel to the Inspector General 

The Office of Counsel to the Inspector General (OCIG) provides general legal services to 
OIG, rendering advice and opinions on HHS programs and operations and providing all 
legal support in OIG's internal operations. The OCIG imposes program exclusions and civil 
monetary penalties on health care providers and litigates those actions within the 
Department. The OCIG also represents OIG in the global settlement of cases arising under 
the Civil False Claims Act, develops and monitors corporate integrity agreements, develops 
model compliance plans, renders advisory opinions on OIG sanctions to the health care 
community, and issues fraud alerts and other industry guidance. 



EXECUTIVE SUMMARY 

Background 

The accounts receivable reported to the quarterly HCFA 750/751 by Medicare 
contractors represent the most visible assets in the Centers for Medicare and Medicaid 
Services (CMS) annual financial statements. To report accounts receivable information, 
CMS has established Contractor Financial Reporting Directives. The directives require 
that Medicare contractors maintain accounting records according to government 
accounting principles and applicable government laws and regulations. The directives 
are based on the requirements of the Chief Financial Officers (CFO) Act of 1990. The 
CFO Act requires Federal agencies to improve systems of financial management, 
accounting and internal controls to assure the issuance of reliable financial information. 
Such controls include adequate audit trails to support financial information reported by 
Medicare contractors. 

Our original review of Anthem Health Plans of Maine (Anthem)1 accounts receivable 
activity for the period ended March 31, 1999, determined $17.5 million in unsupported 
receivables overstated the ending balance for MSP accounts receivable. We also noted 
that its financial reporting procedures needed to be strengthened. This review was 
requested by CMS and follows-up on the corrective action taken by Anthem in response 
to our prior report (A-01-99-00512). 

Objective 

The objectives of this review were to determine whether (1) recommended actions in our 
prior report have been implemented or are in process, and (2) such actions have led or 
will lead to the resolution of the prior findings. 

Summary of Findings 

We found that Anthem had adequately made most of the recommended adjustments and 
adequately strengthened its financial reporting system by implementing a general ledger 
system and related controls. However, we noted that Anthem continued to carry forward, 
on its balance sheet, unsupported MSP receivables from prior periods. 

In 1997, Anthem acquired $17.5 million in unsupported MSP balances from Blue Cross 
of Massachusetts. Our prior review noted that Anthem continued to carry forward this 
amount as of March 31, 1999. Our current review of the Medicare financial statements 
(HCFA750/751) for December 31, 2001, showed a $7.3 million reduction in unsupported 
MSP receivables. Our analysis of the $7.3 million reduction ($17.5 million less $10.2 
million) concluded that it is reasonable. Specifically, the reduction includes: 

1 Anthem, previously Associated Hospital Service of Maine, is located in South Portland, Maine, and 
maintains field offices in Massachusetts. 



 $6.5 million in incorrect interest calculations; and 

 $800,000 in adjustments from an internal scrub of MSP balances. 


Although Anthem made these reductions, it continued to carry $10.2 million in 
unsupported MSP balances on its financial statements (HCFA 750/751) at December 31, 
2001. 

Recommendation 

We recommend that Anthem adjust the MSP receivable balance reported on the financial 
statements (M751) downward by $10.2 million at March 31, 2002. The adjustment 
should only apply to the principal portion of the MSP receivables (line 5.a of the). 

Auditee Comments 

Anthem agreed with our recommendation and made the $10.2 million adjustment on the 
March 31, 2002 M751. (See Appendix B) 

II 



TABLE OF CONTENTS 


Page 

INTRODUCTION 1


Background 1


Objectives, Scope and Methodology 1 


FINDINGS AND RECOMMENDATIONS  2


Unsupported MSP Balance 3 


Recommendation 4


Auditee Response 4 


Appendix A – Prior Audit Recommendations and Corrective 
Action Taken 

Appendix B – Auditee Response 



INTRODUCTION 


Background 

The accounts receivable balances reported by the Medicare contractors to the quarterly 
HCFA 750/751 represent the most visible assets in the Centers for Medicare and 
Medicaid Services (CMS) annual financial statements. To report accounts receivable 
information in the financial statements (HCFA750/751), CMS established Contractor 
Financial Reporting Directives that require Medicare contractors to maintain accounting 
records according to government accounting principles and applicable government laws 
and regulations. The directives are based on the requirements of the Chief Financial 
Officers (CFO) Act of 1990. Specifically, the CFO Act requires Federal agencies to 
improve systems of financial management, accounting and internal controls to assure the 
issuance of reliable financial information. Such controls should include adequate audit 
trails to support financial information reported by Medicare contractors. 

Anthem Health Plans of Maine (Anthem), previously Associated Hospital Service of 
Maine (AHS), is located in South Portland, Maine and maintains field offices in 
Massachusetts. A centralized department is responsible for reporting accounts receivable 
information to CMS on a quarterly basis.1 We originally reviewed the accounts 
receivable activity for the period ended March 31, 1999, and found that the ending 
balance for MSP accounts receivable of $53.9 million was overstated by $17.5 million in 
unsupported receivables. In addition, we noted that the financial reporting procedures 
needed to be strengthened. This review was requested by CMS and follows-up on the 
corrective action taken by Anthem in response to our prior report (A-01-99-00512). 

Objective, Scope and Methodology 

The objectives of this review were to determine whether (1) recommended actions in our 
prior report have been implemented or are in process, and (2) such actions have led or 
will lead to the resolution of the prior findings. 

Our audit was conducted in accordance with generally accepted government auditing 
standards. A limited review of internal controls was performed since the objectives of 
this follow-up review were focused on evaluating financial reporting. To accomplish our 
objectives, we used December 31, 2001, to evaluate the receivable information reported 
on the financial statements. Our evaluation included the following procedures: 

 	Identified the population of accounts receivable transactions at December 31, 2001, 
for all components that reported accounts receivable balances. 

 	Reconciled amounts reported on the financial statements (HCFA750/751 and M751) 
to the general ledger. 

1 HCFA750/751 for non-MSP receivables and the M751 for MSP receivables 



 	Selected a sample of 15 MSP receivable balances from the detailed general ledger 
and traced each one to the MSP database (subsidiary ledger) and supporting case 
folders. 

 	Selected a sample of 15 MSP receivable balances from the MSP database (subsidiary 
ledger) and traced each one to supporting case folders and the detailed general ledger. 

 	Selected a sample of 15 open MSP case folders and traced each one from the MSP 
database (subsidiary ledger), to the general ledger and finally to the financial 
statements (M751). 

To determine whether Anthem adequately implemented our recommendations made in 
the prior report, we performed the following procedures: 

 	To ensure daily collections are reconciled to the general ledger, we selected a 
judgmental sample of 26 collection transactions reported on the HCFA751 for the 
quarter ended December 31, 2001, and traced each one to source documentation 
(checks and adjustment registers for offsets). We also selected a second sample of 
9 checks and adjustments and traced them through to the HCFA751 for the same 
quarter. 

 	Reconciled total periodic interim payments (PIP) for the quarter ended December 31, 
2001, to the financial statements (HCFA750/751) to determine whether PIPs are 
accurately reported. Also, we tested totals and other formulas on the PIP schedules to 
ensure they were correctly calculated. 

 	Reconciled total receivables from the Provider Overpayment Report (POR) for the 
quarter ended December 31, 2001, to the general ledger and the HCFA750/751. 

The review was performed during March 2002, at Anthem in Portland, Maine. Our 
review included discussions with CMS personnel at the central and regional office. The 
draft report was issued on June 17, 2002, and Anthem formerly responded to our 
recommendation on July 16, 2002. (See Appendix B) 

FINDINGS AND RECOMMENDATIONS 

Our prior review determined that Anthem should have adjusted its Medicare accounts 
receivable balance and related activity for the period of October 1998 through March 
1999 by $34.9 million. These adjustments should have been made to reflect the 
appropriate balance on the financial statements (HCFA750/751) for the period ended 
March 31, 1999. Specifically, we found that: 

 	PIP receivables were not reported by one provider audit reimbursement department, 
resulting in a $13 million understatement. 

 PIP reporting errors, resulting in a $4.4 million overstatement. 
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 Unsupported MSP receivables, resulting in a $17.5 million overstatement. 

Additionally, we indicated that improvements to the financial reporting procedures of 
reconciliation, summarization of accounts receivable activity, independent reviews and 
MSP control files were necessary. Accordingly, we recommended: 

 Collections reported on the H751 are reconciled to source documentation. 

 	Provider audit reimbursement departments’ overpayments per its internal records are 
reconciled to the CMS POR on a timely basis. 

 	All accounts receivable information, including PIP data and amounts reported as 
reclassified/adjusted, is properly summarized to support accounts receivable activity. 

 	Independent audit or management reviews are performed on a periodic basis to 
determine whether the accounts receivable data is accurate, and reported in 
accordance with CMS financial reporting directives. 

 	MSP control files and case folders are continually reviewed to assess the validity of 
the overpayment. 

With the exception of the $17.5 million overstatement in the MSP receivable balance 
reported in the March 1999 financial statements (HCFA750/751), we found that Anthem 
had adequately made the recommended adjustments and adequately strengthened its 
financial reporting by implementing a general ledger system and related controls. Below 
details our analysis of the $17.5 million in unsupported MSP balances and Appendix A 
summarizes corrective actions taken by Anthem since the prior review. 

Unsupported MSP Balance 

In 1997, Anthem acquired $17.5 million in unsupported MSP balances from Blue Cross 
of Massachusetts. Our prior review disclosed that Anthem continued to carry forward 
this amount of unsupported MSP receivables as of March 31, 1999. 

Our current review focused on the most current MSP accounts receivable balance 
available and related practices for tracking and reporting MSP activity. According to the 
chart below, MSP accounts receivable at December 31, 2001, was $26.7 million. We 
reviewed source documents and determined that $16.5 million could be supported, 
leaving an unsupported balance of $10.2 million, which Anthem continued to carry on its 
financial statements (HCFA750/751). 
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MSP balance at 12/31/01 $26.7 M 
Less: ported at 12/31/01 (16.5)M 
Total unsupported MSP balances at 12/31/01 $10.2 M 

Original MSP overstatement as of 3/31/99 $17.5 M 
Less: ent as of 12/31/01 (10.2)M 
Total Reduction $ 7.3 M 

MSP balances sup

MSP overstatem

Our analysis also disclosed that the $7.3 million reduction in unsupported MSP 
receivables was attributable to: 

 	$6.5 million in incorrect interest calculations. A CMS review performed in 
September 2000 discovered that Anthem was incorrectly calculating interest and 
instructed the fiscal intermediary to re-assess its interest calculations. Accordingly, 
Anthem reduced the MSP interest receivable balance by $6.5 million; and 

 	$800,000 in adjustments that appears to be part of the scrub Anthem performed on the 
MSP receivable balances received from Blue Cross of Massachusetts in FY1997. 
Our analysis noted that Anthem made over $19 million (including the $6.5 million in 
interest above) in adjustments for MSP from March 1999 through December 2001, 
indicating that the $800,000 reduction in unsupported MSP receivables is reasonable. 

Recommendation 

We recommend that Anthem adjust the MSP receivable balance reported on the financial 
statements (M751) downward by $10.2 million at March 31, 2002. The adjustment 
should only apply to the principal portion of the MSP receivable (line 5.a of the M751). 

Auditee Response 

Anthem agreed with our recommendation and made the $10.2 million adjustment on the 
March 31, 2002 M751. (See Appendix B) 
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Prior Audit Recommendations and Corrective Actions Taken 

Recommendation: 

Include the $13 million in unreported PIP receivables in the accounts receivable balance 
reported in the financial statements (HCFA750/751). 

Corrective Action Taken: 

Anthem included the $13 million in the financial statements (HCFA750/751) for the 
quarter ending June 30, 1999. 

Recommendation: 

Reduce accounts receivable by $4.4 million in reporting errors that overstated the March 
1999 balance. 

Corrective Action Taken: 

Anthem reduced accounts receivable by $4.4 million in the financial statements for the 
quarter ending June 30, 1999. 

Recommendation: 

Reconcile collections reported on the HCFA751 to source documentation. 

Corrective Action Taken: 

Anthem implemented procedures to reconcile cash collections and offsets reported on the 
HCFA750/751 to source documentation on a monthly basis. 

Recommendation: 

Reconcile overpayments identified by the provider audit reimbursement departments to 
the HCFA POR on a timely basis. 

Corrective Action Taken: 

Anthem implemented Y2K compliant software to facilitate the reconciliation of 
overpayments from its internal accounting records to the POR. 



Appendix A 
Page 2 of 2 

Recommendation: 

Summarize all accounts receivable information, including PIP data and amounts reported 
as reclassified/adjusted. 

Corrective Action Taken: 

Beginning with the quarter ended June 30, 1999, Anthem has estimated PIP receivables 
and payables. Previously identified calculation and reporting errors were also corrected, 
including incorrect formulas in electronic spreadsheets. 

Recommendation: 

Perform independent audit or management reviews on a periodic basis to determine 
whether accounts receivable data is accurate, reliable, and reported in accordance with 
HCFA financial reporting directives. 

Corrective Action Taken: 

Since the prior review, Anthem’s internal audit department has audited its financial 
reporting process for the HCFA750/751, as well as management’s progress in 
implementing this recommendation. Management has, for example, implemented the 
procedure of reconciling the POR to internal accounting records prior to reporting the 
HCFA750/751 to CMS. 

Recommendation: 

Review MSP control files and case folders on a continual basis to assess the validity of 
any overpayment. 

Corrective Action Taken: 

Since the prior review, Anthem has performed a detailed review of the MSP accounts 
receivables and has made over $19 million in documented adjustments. Its MSP 
department also reviews outstanding receivables for accuracy and has implemented cross 
checks to determine the validity of each case in order to update and/or close the case if 
necessary. 
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