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Office of Inspector General 
http://oig.hhs.gov 

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 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. These assessments help reduce waste, abuse, and mismanagement and promote 
economy and efficiency throughout HHS. 

Office of Evaluation and Inspections 

The Office of Evaluation and Inspections (OEI) conducts national evaluations to provide HHS, 
Congress, and the public with timely, useful, and reliable information on significant issues. 
Specifically, these evaluations focus on preventing fraud, waste, or abuse and promoting 
economy, efficiency, and effectiveness in departmental programs.  To promote impact, the 
reports also present practical recommendations for improving program operations. 

Office of Investigations 

The 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.  

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.  OCIG imposes program exclusions and civil monetary penalties on 
health care providers and litigates those actions within HHS.  OCIG also represents OIG in the 
global settlement of cases arising under the Civil False Claims Act, develops and monitors 
corporate integrity agreements, develops compliance program guidances, renders advisory 
opinions on OIG sanctions to the health care community, and issues fraud alerts and other 
industry guidance. 
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EXECUTIVE SUMMARY 


BACKGROUND
 

Section 101 of the Medicare Prescription Drug, Improvement, and Modernization Act of 
2003 (Public Law 108-173) established a Retiree Drug Subsidy (RDS) program effective 
January 1, 2006. Under the program, subsidy payments are made to sponsors (employers 
and unions) of qualified retiree prescription drug plans for each qualifying retiree covered 
under the plan. A qualifying covered retiree is a Part D eligible individual who is not 
enrolled in a Part D plan but who is covered by a qualified retiree prescription drug plan.  
The subsidy payments for each qualifying covered retiree generally equal 28 percent of 
allowable retiree drug costs. 

Medicare requires that the sponsor of a qualified retiree prescription drug plan submit an 
RDS application to CMS each year.  As part of the application process, plan sponsors 
must submit a list of qualifying covered retirees.  The submitted list should include 
retiree identification information as well as the plan sponsor’s coverage effective and 
termination dates.  Plan sponsors, or their vendors, must accumulate retiree drug costs 
and prepare and submit cost reports to CMS before requesting subsidy payments.  CMS 
created the RDS secure Web site as a secure portal for plan sponsors participating in the 
subsidy program to submit RDS applications and requests for payment.   

Blue Cross Blue Shield of Massachusetts, Inc., (BCBSMA) is a not-for-profit health care 
company headquartered in Boston, Massachusetts, that offers prescription drug coverage 
to its retired employees.  BCBSMA uses a third-party vendor to report prescription drug 
costs to CMS. BCBSMA received approximately $460,000 in plan year 2006 interim 
subsidy payments based on reported gross retiree drug costs of approximately $2.2 
million and allowable retiree costs of approximately $1.6 million.   

OBJECTIVES 

The objectives of our review were to determine whether BCBSMA (1) met the 
requirements to be a plan sponsor, (2) established controls to ensure that drug subsidy 
costs were correctly reported, and (3) established administrative safeguards over retiree 
data included in the RDS secure Web site. 

SUMMARY OF FINDINGS 

BCBSMA’s employment-based retiree health coverage met the requirements to be 
considered a qualified retiree prescription drug plan.  However, BCBSMA did not 
establish sufficient controls to prevent incorrect costs from being reported under the 
newly established RDS program.  BCBSMA included gross retiree costs for retirees who 
were not qualifying covered retirees for all or a portion of plan year 2006.  As a result, 
BCBSMA overstated its gross retiree costs reported to CMS.  Using a judgmental sample 
that contained retirees at high risk of having overstated costs, we found that BCBSMA 
had overstated costs by $12,798 for 6 of the 50 retirees sampled. 
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In addition, BCBSMA did not establish adequate administrative safeguards over retiree 
data. Specifically, BCBSMA did not revoke a former employee’s access to RDS 
information.  As a result, the confidentiality, integrity, and availability of electronic 
protected health information could be diminished.  This lack of administrative safeguards 
was due to management oversight.  

RECOMMENDATIONS 

We recommend that BCBSMA: 

•	 revise its 2006 plan year cost report at reconciliation to eliminate the $12,798 in 
overstated gross retiree costs for the six retirees that we identified,  

•	 work with its vendor to ensure that all costs that its vendor submitted to CMS for 
plan year 2006 were incurred for qualifying covered retirees within both the 
retiree’s plan coverage dates and the subsidy period approved by CMS,  

•	 establish procedures to ensure that costs that its vendor submits in future years are 
incurred for qualifying covered retirees within both the retiree’s plan coverage 
dates and the subsidy period approved by CMS, and 

•	 follow CMS procedures to ensure that only eligible employees have access to the 
RDS secure Web site. 

AUDITEE’S COMMENTS 

In its written comments on our draft report, BCBSMA agreed with our findings and 
recommendations.  We have included BCBSMA’s comments in their entirety in the 
Appendix. 
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INTRODUCTION
 

BACKGROUND 

Retiree Drug Subsidy  

Section 101 of the Medicare Prescription Drug, Improvement, and Modernization Act of 
2003 (Public Law 108-173) established a Retiree Drug Subsidy (RDS) program effective 
January 1, 2006. Under the program, the Centers for Medicare & Medicaid Services 
(CMS) makes subsidy payments to sponsors (employers and unions) of qualified retiree 
prescription drug plans for each qualifying retiree covered under the plan. 

The subsidy payments for each qualifying covered retiree generally equal 28 percent of 
allowable retiree drug costs.  The allowable retiree drug costs are based on gross retiree 
costs between a cost threshold and a cost limit, minus any price concessions such as 
discounts or rebates. 

Plan Sponsor Requirements 

Medicare requires that the sponsor of a qualified retiree prescription drug plan submit an 
RDS application to CMS each year.  The application must include identifying 
information for the plan sponsor, an actuarial attestation that the actuarial value of the 
retiree prescription drug coverage under the plan is at least equal to the actuarial value of 
the defined standard prescription drug benefit under Part D, a list of qualifying covered 
retirees and identifying information, and a sponsor agreement signed by an authorized 
representative of the plan sponsor. 

Qualifying Covered Retirees 

As part of the application process, plan sponsors must submit a list of qualifying covered 
retirees. The submitted list should include retiree identification information, as well as 
the plan sponsor’s coverage effective and termination dates.1  To process a retiree file, 
CMS queries the Medicare Beneficiary Database and determines whether each individual 
is a qualifying covered retiree eligible for the subsidy based on Medicare entitlement.  
CMS then determines the periods of time during the plan year when the retiree is eligible 
for the subsidy. CMS includes the subsidy effective and termination dates in the retiree 
response file that it returns to the plan sponsor. 

CMS recommends that plan sponsors submit updated retiree files on a periodic basis to 
reflect (1) new retirees not reported previously, (2) updates to previously accepted retiree 
records, (3) deletions for previously accepted retiree records, and (4) resubmissions.   
Each time a plan sponsor submits an updated retiree file, CMS prepares a response file.   

1The plan sponsor’s coverage effective and termination dates represent the dates that the plan sponsor 
provided the retiree with coverage under the qualified retiree prescription drug plan. 
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CMS also sends plan sponsors a notification file when an event occurs—such as a 
retiree’s death or enrollment in Medicare Part D—that may affect a plan sponsor’s ability 
to receive the subsidy for a retiree. 

Plan sponsors, or their vendors, must accumulate retiree drug costs and prepare and 
submit cost reports to CMS before requesting subsidy payments.  Plan sponsors can elect 
to receive interim subsidy payments based on costs reported to date.  A plan sponsor 
receiving interim payments is required to reconcile interim subsidy payments within 15 
months after the end of its plan year.  CMS will make any necessary adjustments to 
interim payments for the plan year when the reconciliation is completed.  

Because plan sponsors submit retiree costs to CMS on an aggregate (rather than an 
individual retiree) basis, plan sponsors must carefully manage retiree response and 
notification files to ensure that costs are accumulated only for qualifying covered retirees 
during valid subsidy periods. 

Retiree Drug Subsidy Secure Web Site 

CMS, through its contractor ViPS, Inc., created the RDS secure Web site as a secure 
portal for plan sponsors participating in the subsidy program to submit RDS applications 
and requests for payment.  Plan sponsor personnel requiring access to the secure Web site 
are assigned roles, including authorized representative, account manager, actuary, and 
designee. The authorized representative or account manager can assign designees various 
duties including completing portions of the RDS application, submitting retiree data, and 
requesting subsidy payments.   

Blue Cross Blue Shield of Massachusetts 

Blue Cross Blue Shield of Massachusetts, Inc., (BCBSMA) is a not-for-profit health care 
company headquartered in Boston, Massachusetts.  Through its benefits department, 
BCBSMA offers prescription drug coverage to its retired employees.  

BCBSMA creates retiree lists using information from its medical plan enrollment file.  
BCBSMA’s outside vendor then downloads information from the medical plan 
enrollment file to accumulate retiree costs and to prepare and submit cost reports to CMS 
on BCBSMA’s behalf.  BCBSMA submitted a list of 1,039 retirees with its plan year 
2006 application and received approximately $460,000 in plan year 2006 interim subsidy 
payments based on reported gross retiree drug costs of approximately $2.2 million and 
allowable retiree costs of approximately $1.6 million.  BCBSMA must reconcile its plan 
year 2006 interim subsidy payments by March 31, 2008. 
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OBJECTIVES, SCOPE, AND METHODOLOGY 

Objectives 

The objectives of our review were to determine whether BCBSMA (1) met the 
requirements to be a plan sponsor, (2) established controls to ensure that drug subsidy 
costs were correctly reported, and (3) established administrative safeguards over retiree 
data included in the RDS secure Web site. 

Scope 

We reviewed BCBSMA’s plan year 2006 RDS application, retiree lists, retiree response 
and notification files, and cost reports.  Our review was limited to determining whether 
BCBSMA reported drug costs for qualifying covered retirees.  We will perform a 
separate review to determine the allowability of the drug costs reported.  We also 
reviewed the RDS secure Web site users associated with BCBSMA’s applications for 
plan years 2006 and 2007. 

Our objectives did not require an understanding or assessment of the complete internal 
control system at BCBSMA.  We limited our review of internal controls to obtaining an 
understanding of BCBSMA’s process for monitoring and updating its retiree files and 
coordinating with its outside vendor to ensure that costs claimed for subsidy payments 
represent costs for qualifying covered retirees. 

We performed our field work at BCBSMA’s office in Boston, Massachusetts, from April 
through November 2007. 

Methodology 

To accomplish our objectives, we:  

•	 reviewed applicable laws, regulations, Medicare program guidance, and the 
American Academy of Actuaries’ (AAA) guidance; 

•	 met with BCBSMA’s actuary and reviewed his working papers to verify that the 
actuary had completed and submitted the attestation in accordance with CMS and 
AAA guidance; 

•	 reviewed BCBSMA’s notice of creditable coverage sent to Part D eligible retirees 
for the period beginning January 1, 2006; 

•	 reviewed BCBSMA’s 2006 plan year RDS application to determine whether the 
information provided was complete, accurate, and submitted to CMS by the 
October 31, 2005, deadline and to verify that the application was approved; 

3 



•	 reviewed BCBSMA’s medical plan enrollment file along with the 2 response files 
and the 35 notification files to select a judgmental sample of 50 plan year 2006 
retirees based on whether they were accepted or rejected for the subsidy or had a 
change in status; 

•	 reviewed information from the Medicare Beneficiary Database to determine 
whether the sampled retirees were Medicare eligible, Part D eligible, and not 
enrolled in a Part D prescription drug plan; 

•	 reviewed documentation provided by BCBSMA to determine if the sampled 
retirees met BCBSMA’s criteria for retiree health coverage and were enrolled in a 
retiree health plan approved for the RDS; 

•	 met with BCBSMA personnel responsible for the RDS process to obtain an 
understanding of the application process and their procedures for submitting 
retiree files to CMS and processing retiree response and notification files received 
from CMS; 

•	 reviewed BCBSMA’s plan year 2006 enrollment files to determine actions that 
the plan sponsor had taken to remove unqualified retirees from the RDS program;   

•	 reviewed BCBSMA’s plan year 2007 retiree, retiree response, and enrollment 
files to determine actions taken by the plan sponsor to cancel or remove 
unqualified retirees from future plan year submissions; 

•	 reviewed plan year 2006 interim cost reports submitted by BCBSMA’s vendor in 
January and April 2007 to determine the costs submitted for the 50 sampled 
retirees; and 

•	 identified BCBSMA’s secure Web site users for the 2006 and 2007 plan years’ 
applications and determined whether the users were assigned and registered in 
accordance with program policies. 

We conducted this performance audit in accordance with generally accepted government 
auditing standards. Those standards require that we plan and perform the audit to obtain 
sufficient, 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. 

FINDINGS AND RECOMMENDATIONS 

BCBSMA’s employment-based retiree health coverage met the requirements to be 
considered a qualified retiree prescription drug plan.  However, BCBSMA did not 
establish sufficient controls to prevent incorrect costs from being reported under the 
newly established RDS program.  BCBSMA included gross retiree costs for retirees who 
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were not qualifying covered retirees for all or a portion of plan year 2006.  As a result, 
BCBSMA overstated its gross retiree costs reported to CMS.  Using a judgmental sample 
that contained retirees at high risk of having overstated costs, we found that BCBSMA 
had overstated costs by $12,798 for 6 of the 50 retirees sampled. 

In addition, BCBSMA did not establish adequate administrative safeguards over retiree 
data. Specifically, BCBSMA did not revoke a former employee’s access to RDS 
information.  As a result, the confidentiality, integrity, and availability of electronic 
protected health information could be diminished.  This lack of administrative safeguards 
was due to management oversight.  

QUALIFIED RETIREE PRESCRIPTION DRUG PLANS 

Federal Requirements 

Pursuant to 42 CFR § 423.884, employment-based retiree health coverage is considered 
to be a qualified retiree prescription drug plan if: 

•	 the plan provides CMS with an attestation that the actuarial value of the retiree 
prescription drug coverage under the plan is at least equal to the actuarial value of 
the defined standard prescription drug benefit under Part D and 

•	 Part D eligible individuals covered under the plan are provided with appropriate 
notification regarding creditable drug coverage. 

Pursuant to 42 CFR § 423.884(c), the sponsor of a qualified retiree prescription drug plan 
must submit an application for the retiree drug subsidy to CMS each year.  The 
application must include identifying information for the plan sponsor, an actuarial 
attestation, a list of qualifying covered retirees and identifying information, and a sponsor 
agreement signed by an authorized representative of the plan sponsor.  For plan years 
ending in 2006, the application deadline was October 31, 2005.   

Results of Review of Plan Sponsor Requirements 

BCBSMA’s employment-based retiree health coverage met the requirements to be 
considered a qualified retiree prescription drug plan under the RDS program.  Our review 
of BCBSMA’s application shows that all requirements were met on a timely basis and 
that BCBSMA was accepted by CMS as a sponsor of a qualified retiree prescription drug 
plan eligible for subsidy payments.   

QUALIFYING COVERED RETIREES  

Federal Requirements 

Pursuant to 42 CFR § 423.882, a qualifying covered retiree is a Part D eligible individual 
who is not enrolled in a Part D plan but who is covered by a qualified retiree prescription 
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drug plan. Eligible plan sponsors receive subsidy payments for each qualifying covered 
retiree’s prescription drug costs. 

The retiree response files that CMS returns to the plan sponsor indicate the subsidy 
period dates for which a retiree has been approved.  CMS instructions published on the 
RDS secure Web site on August 30, 2005, state that plan sponsors need to check subsidy 
period dates in the response file to determine the time period for which the subsidy can be 
claimed. 

Results of Review of Qualifying Covered Retirees 

Using a judgmental sample that contained retirees at high risk of having overstated costs, 
we found that all 50 sampled retirees met BCBSMA’s criteria for and were enrolled in 
one of the benefit plans included in its plan sponsor application.  However, six of the 
sampled retirees who incurred prescription drug costs were not qualifying covered 
retirees at the time the costs were incurred because they were enrolled in a Part D 
prescription drug plan. As a result, BCBSMA, through its vendor, overstated its reported 
gross retiree costs by $12,798. 

Adequate Controls Not Established During First Year of Program 

BCBSMA did not establish adequate controls to prevent incorrect costs from being 
reported under the newly implemented RDS program.  Specifically, it did not routinely 
process response and notification files that it received from CMS.  In addition, 
BCBSMA, through its vendor, reported plan year 2006 costs based only on the coverage 
effective and termination dates on the enrollment file.  It did not also consider the subsidy 
effective and termination dates.  As a result, each overstated amount was for costs 
incurred during the retiree’s plan coverage dates but outside of the subsidy period 
approved by CMS. 

We acknowledge that, because plan year 2006 was the initial year for the retiree drug 
subsidy, CMS continued to develop program policies throughout the plan year in 
response to unanticipated developments. In addition, BCBSMA revised and improved its 
policies and procedures throughout the year. In plan year 2007, both BCBSMA and its 
vendor had procedures to more closely monitor retiree files. 

SAFEGUARDING RETIREE DATA 

Data Security Requirements 

The plan sponsor agreement included with the RDS application requires sponsors to 
establish and implement proper safeguards against unauthorized use and disclosure of the 
data exchanged under the application. By signing the application, the plan sponsor 
certifies that its retiree group health plans have established and implemented appropriate 
safeguards in compliance with the Health Insurance Portability and Accountability Act 
(HIPPA) administrative simplification, privacy, and security rule (45 CFR Parts 160, 162, 
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and 164) in order to prevent unauthorized disclosure of such information or data. The 
sponsor also agrees that if it participates in the administration of the plans, then it has also 
established and implemented the same safeguards in compliance with the above HIPAA 
citations. 

45 CFR § 164.308(a)(3)(ii)(C) requires that covered entities implement procedures 
terminating access to electronic protected health information when the employment of a 
workforce member ends. 

Results of Review of Administrative Safeguards Over Retiree Data  

BCBSMA had not established administrative safeguards over the electronic protected 
health information on the RDS secure Web site.  Our review of secure Web site users 
associated with BCBSMA’s applications found that a designee established for the 2006 
and 2007 plan year applications had left the company but that BCBSMA had not revoked 
the designee’s access to the secure Web site when that individual left.  During the period 
of our fieldwork, this individual still had access to the RDS secure web site, which 
contains confidential retiree information.  This lack of administrative safeguards was due 
to management oversight.  

Effect on Electronic Protected Health Information 

Individuals who have access to sensitive retiree information and are no longer employed 
by BCBSMA diminish the confidentiality, integrity, and availability of electronic 
protected health information. 

RECOMMENDATIONS 

We recommend that BCBSMA: 

•	 revise its 2006 plan year cost report at reconciliation to eliminate the $12,798 in 
overstated gross retiree costs for the six retirees that we identified,  

•	 work with its vendor to ensure that all costs that its vendor submitted to CMS for 
plan year 2006 were incurred for qualifying covered retirees within both the 
retiree’s plan coverage dates and the subsidy period approved by CMS,  

•	 establish procedures to ensure that costs that its vendor submits in future years are 
incurred for qualifying covered retirees within both the retiree’s plan coverage 
dates and the subsidy period approved by CMS, and 

•	 follow CMS procedures to ensure that only eligible employees have access to the 
RDS secure Web site. 
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AUDITEE’S COMMENTS 

In its written comments on our draft report, BCBSMA agreed with our findings and 
recommendations.  BCBSMA stated that is has created a project team to review the RDS 
process with the goal of identifying opportunities for improvement and has established 
procedures for removing terminated associates as designees from the RDS secure Web 
site. We have included BCBSMA’s comments in their entirety in the Appendix. 
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