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in subsequent correspondence. A draft report was also provided to the Plan for review and
comment. The Plan’s comments were considered in preparation of this report and are included,
as appropriate, as an Appendix to the report.
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This performance audit covered contract years 2013 through 2015. For these years, the FEHBP
paid approximately - million in premiums to the Plan.

The Office of the Inspector General’s
(OIG) audits of community-rated carriers
are designed to test carrier

compliance with the FEHBP contract,
applicable laws and regulations, and the
rate instructions. These audits are also
designed to provide reasonable assurance
of detecting errors, irregularities, and
illegal acts.

We obtained an understanding of the
Plan’s internal control structure, but we
did not use this information to determine
the nature, timing, and extent of our audit procedures. Our review of internal controls was
limited to the procedures the Plan has in place to ensure that:

e The FEHBP MLR calculations were accurate, complete, and valid; claims were
processed accurately; appropriate allocation methods were used; and, that any other
costs associated with its MLR calculations were appropriate.

In conducting the audit, we relied to varying degrees on computer-generated billing, enrollment,
and claims data provided by the Plan. We did not verify the reliability of the data generated by
the various information systems involved. However, nothing came to our attention during our
audit utilizing the computer-generated data to cause us to doubt its reliability. We believe that
the available data was sufficient to achieve our audit objectives. Except as noted above, the audit
was conducted in accordance with generally accepted government auditing standards, issued by
the Comptroller General of the United States.

The audit fieldwork was performed from November 13, 2017, through May 4, 2018, at the Plan’s

offices in Minnetonka, Minnesota and Cypress, California, as well as in our offices in Cranberry
Township, Pennsylvania and Washington, D.C.

METHODOLOGY

We examined the Plan’s MLR calculations and related documents as a basis for validating the
MLR. Further, we examined claim payments, quality health expenses, taxes and regulatory fees,
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and any other applicable costs to verify that the cost data used to develop the MLR was accurate,
complete, and valid. We also examined the methodology used by the Plan in determining the
premium in the MLR calculations. Finally, we used the Contract, the Federal Employees Health
Benefits Acquisition Regulations (FEHBAR), and the rate instructions to determine the propriety
of the Plan’s MLR calculations.

To gain an understanding of the internal controls over the Plan’s MLR process, we reviewed the
Plan’s MLR policies and procedures and interviewed appropriate Plan officials regarding the
controls in place to ensure that MLR calculations were completed accurately and appropriately.
Other auditing procedures were performed as necessary to meet our audit objectives.

We also interviewed Plan officials and reviewed the Plan's policies and procedures associated
with its internal controls over the claims processing system, FWA, debarment, and offshore
contracting programs.

We determined whether the Plan has adequate hold harmless language in its provider contracts to
ensure that the subscribers are not liable for payment obligations in the event of Plan insolvency.

The tests performed for the medical and pharmacy claims, along with the methodology, are
detailed in Exhibit E at the end of this report.

Finally, we examined the Plan’s financial information and evaluated the Plan’s financial
condition and ability to continue operations as a viable ongoing business concern.
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ITII. AUDIT FINDINGS AND RECOMMENDATIONS

A. Medical Loss Ratio Review

In accordance with Federal regulations and the U.S. Office of Personnel Management’s (OPM)
Community Rating Guidelines, our audit identified the following issues:

1. Overstated Medical Loss Ratio Credit -

For contract year 2013, the Plan calculated an MLR of - percent. Since this ratio
exceeded the OPM established threshold of 89 percent, the Plan received an OPM MLR credit
of - However, during our review of the Plan’s MLR submission, we identified
issues that resulted in an audited MLR percentage that was lower than that calculated by the
Plan (see MLR Claims Data [page 8] and Defective Certificate of Accurate MLR [page 12]
below). As a result, we determined that the Plan’s OPM MLR credit should be reduced by

- for contract year 2013.

Plan Response:

The Plan agrees with the adjustment to the credit balance for contract year 2013. The Plan
discovered that the detailed supporting documentation provided during the audit did not
match the OPM MLR form information that was submitted on September 30" -

The Plan
submitted a revised MLR Form to the OIG auditors, which calculated a lower credit
amount for 2013. The _ issue has been corrected and there is now a
process in place to ensure that all changes are reviewed and incorporated into the reporting
for the OPM MLR Form.

2. Understated Medical Loss Ratio Credit -

The Plan calculated an OPM MLR of - percent for contract year 2014, and - percent
for contract year 2015. Since the ratio for contract year 2014 exceeded the OPM established
threshold of 89 percent, the Plan received an OPM MLR credit of - The Plan did not
receive a credit or pay a penalty during contract year 2015 since its ratio fell between 85 and
89 percent. However, during our review of the Plan’s OPM MLR submissions for both years,
we identified issues that resulted in audited MLR percentages that were higher than those
calculated by the Plan (see MLR Claims Data [page 8] and Defective Certificate of Accurate
MLR [page 12] below). As a result, we determined that the Plan’s OPM MLR credits should
be increased by _ and - in contract years 2014 and 2015, respectively.
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Plan Response:

The Plan disagrees that it did not timely terminate coverage for these dependent
members and stated that it used the method prescribed by OPM to calculate the
appropriate termination dates. The Plan reviewed OPM’s Handbook for the
requirements for termination which states in part, “Coverage terminates at midnight
on the date of terminating event - not at the end of a pay period” and “Days-
Whenever, in this Handbook, a period of time is stated as a number of days, or as a
number of days from an event, the period is computed in calendar days, excluding
the day of the event.” The Plan reviewed the . specific members identified by the
OIG and determined that they were terminated in compliance with OPM’s
methodology. The Plan disagrees with the calculation of the number of days that
the auditors used stating it does not appear to conform to OPM’s definition/method.

OIG Comment:

During the review, we calculated the dependents' 26th birthday plus 31 days of
extended coverage granted to the dependents per OPM's guidelines. Therefore, we
maintain that our termination date calculation is correct for the ineligible dependents.

b. Non-Covered Benefits

We identified - claims that were paid for non-covered benefits, specifically elective
abortions, during contract year 2013.

OPM’s Contract Section 2.2(a) states that, “The Carrier shall provide the Benefits as
described in the agreed upon brochure text ... .” The FEHBP Benefits Brochure, Section
6, General Exclusions, notes that any costs related to abortions are not covered except
when the life of the mother would be endangered if the fetus were carried to term or in
cases of rape or incest.

The Plan acknowledged that these - claims were paid incorrectly and stated that the
claims contained an alert for review. However, the claims adjuster did not review the alert
or validate the services against the member's evidence of coverage.

We verified that the claims did have suspend messages in the Plan’s system and that
training provided to adjusters instructs them to review and fully process all claims that
contain a suspend code. Although the Plan had both system and procedural controls in
place to process only those benefits allowed per the contract and benefit brochure, the
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In calculating our audited MLRs in each year, we identified the following discrepancies
between the Plan’s numbers used in its original FEHBP-specific MLR that was filed with
OPM and its revised submission, provided during the audit. Specifically, for contract year
2013, the pharmacy and capitation claims were overstated b}r aF respectively,
and the intersegment and vision claims were understated by and , respectively. The
Plan was also unable to support its original Line 2.1(b) claims amount, which reduced our
audited claims by . In contract year 2014, the pharmacy, vision, and dental claims
were understated by , -, and _, respectively, and the Plan was
unable to support its original Line 2.1(b) claims amount, which reduced our audited claims by

. Finally, in contract year 2015, the vision and dental claims were understated by

, and , respectively. The Plan’s Line 2.1(b) claims amount was also

understated by

Plan Response:

The Plan acknowledges an issue which required the re-filing of the OPM MLR submission
and agrees with the revised credit amounts outlined.

Conclusion

We recalculated the Plan’s 2013 through 2015 OPM MLRs, incorporating the above mentioned
adjustments. A comparison of our audited MLR calculations to those submitted by the Plan
showed an overstated OPM MLR credit amount of - for 2013 and understated MLR

credit amounts of - and - for 2014 and 2015, respectively (see Exhibits B, C,
and D).

Recommendation 1

We recommend that the contracting officer instruct OPM’s Office of the Actuary to reduce the

Plan’s 2013 credit by -

Recommendation 2

We recommend that the contracting officer instruct OPM’s Office of the Actuary to increase the

Plan’s 2014 credit by -

Recommendation 3

We recommend that the contracting officer instruct OPM’s Office of the Actuary to increase the

Plan’s 2015 credit by -
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controls for compliance with ... the special requirements of Government contracting, including--
(1) Monitoring and auditing to detect criminal conduct;

(2) Periodic evaluation of the effectiveness of the ... internal control system, especially if
criminal conduct has been detected; and

(3) Periodic assessment of the risk of criminal conduct, with appropriate steps to design,
implement, or modify ... the internal control system as necessary to reduce the risk of criminal
conduct identified through this process.”

Additionally, OPM’s Contract Section 1.11(b) requires insurance carriers to maintain all records
relating to the contract and to make these records available for a period of time specified by
FEHBAR 1652.204-70. The referenced clause is incorporated into the contracts at Section 3.4,
which requires the carrier to maintain “all records applicable to a contract term ... for a period of
six years after the end of the contract term to which the claim records relate.”

During our review of capitated claims, we determined that the benefit factors used in the
calculation of the 2013 through 2015 capitated rates varied from the supporting rate workbooks
provided by the Plan. The Plan explained that the supporting rate workbooks were periodically
adjusted. Therefore, the discrepancies identified were caused by changes between the rates used
during the audit scope and the rates that are currently being used. The Plan was unable to provide
a copy of the workbooks that would support the benefit factor adjustments during 2013 through
2015.

We determined that the impact of the benefit factor variance on the overall capitated rate was
immaterial. However, the Plan is not in compliance with its contractual and regulatory
requirements for the maintenance of records since it did not maintain the historical records used
to support the benefit factor adjustments.

Finally, as mentioned previously, due to a lack of adequate written policies and procedures over
the MLR process, we were unable to determine if the Plan had sufficient oversight over its MLR
calculation for our audit scope and were unable to obtain supporting documentation for various
pieces of the MLR calculation in each year.

Plan Response:

The Plan stated that it does have standard policies and procedures to govern the MLR process
and has implemented a process to ensure the issue that occurred in the calculations during the
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audit scope does not occur in the future. The Plan maintains that it is in compliance with the
record retention requirements of its contract and stated it will continue to ensure compliance in
the future.

OIG Comment:

We maintain that the Plan’s written policies and procedures were not adequate, which resulted in
OPM MLR calculation discrepancies for all years of the audit scope. Furthermore, we disagree
that the Plan was in compliance of its record retention requirements due to the lack of accurate
supporting documentation for its capitation benefit factors used in the OPM MLR calculation for
each year of the audit.

Recommendation 8

We recommend that the Plan develop adequate written, standardized policies and procedures over
its MLR calculation and reporting process.

Recommendation 9

We recommend that the Plan comply with the record retention requirements of its contract.

. Premium Review

The Plan opted to use OPM’s subscription income in its FEHBP MLR calculations. We
confirmed that the Plan accurately reported OPM’s subscription income in its FEHBP MLR
submissions. Consequently, no further reviews were necessary.

. Quality Health Improvements Review

Our review determined that the Plan’s quality health improvements included in its MLR filing
were allowable and equitably allocated to the FEHBP-specific MLR using a reasonable allocation
method.

. Tax Review

Our review determined that the Plan’s Federal and state taxes and licensing or regulatory fees
included in its MLR filing were allowable and consistently allocated based on the principles and
methods described in the Public Health Service Act section and the Federal Register.
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. Fraud, Waste, and Abuse Review

Our review determined that the Plan had adequate procedures in place to provide reasonable
assurance of detecting fraud, waste, and abuse and other illegal acts.

. Debarment Review

Our review determined that the Plan had procedures in place to identify providers debarred or
suspended from participation in the FEHBP. Additionally, the Plan had procedures in place to
notify both the provider and the subscriber and to stop payment to debarred or suspended
providers.

. Financial Statement Review

Our limited review of the Plan’s audited financial statements found that the Plan maintained
sufficient financial resources to be compliant with its OPM contract.

Offshore Contracting Review

Our review determined that the Plan had processes and procedures in place to ensure oversight of
its offshore activities.

. Hold Harmless Review

Our review determined that the Plan has sufficient hold harmless language in its provider
contracts to certify that the member will not be held liable for payments in the case of Plan
insolvency.
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APPENDIX

July 20, 2018

U.S. Office of Personnel Management
Office of the Inspector General

1900 E Street, N.-W.

Room 64

Washington, DC 20415

RE: Comments to the Draft Audit Report on UHC of California,
Plan Code CY, Report No. 1C-CY-00-17-047

On May 18, 2018, the United States Office of Personnel Management, Office of the Inspector General
(“OPM/OIG”) submitted to UHC of California (“the Plan”) a “Draft Report” (1C-CY-00-17-047)
(“Draft Report”), detailing the results of its audit of the Federal Employees Health Benefits Program
(“FEHBP”) operations of the UHC of California (“the Plan”), rate code CY, for contract years 2013 —
2015. Upon submission, OPM/OIG requested the Plan provide comments to the Draft Report.

The Plan appreciates the opportunity to respond to this Draft Report and the willingness of OPM to
help resolve the outstanding issues in this audit. The Plan has used its best efforts to obtain all relevant

information to respond to the Draft Report’s findings and recommendations. This Response will
address each issue presented in the Draft Report.

Deleted by the OIG - Not Relevant to the Final Report
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July 20, 2018
Page Two

Overstated/Understated MLR Credit Carryforward

The Auditors state “The Plan submitted inaccurate MLR calculations to OPM and was unable to provide
sufficient documentation to support its incurred claims amounts for contract years 2013 through 2015. This
resulted in significant variances in each year’s MLR calculation, which were identified once revised
FEHBP-specific MLR forms and supporting documentation were provided during our audit. We used the
revised MLR forms and supporting documentation to calculate our audited MLR calculations.”

The Plan discovered that the detail support gathered to confirm the information provided on the MLR
Form submitted on September 30 of each year did not match exactly to the numbers reported on the
MLR Form. This was due to change in the account mapping within the financial reporting area. As a
result the Plan submitted revised MLR Forms (which resulted in the overstated and understated MLR
Credit Carryforward numbers mentioned in the Draft Report) to the OIG Auditors. The revised
numbers did not result in a change to the position of the Plan relative to a rebate or carryforward stance.
The Plan remained in a credit carryforward position for all three years within the scope of the audit,
the amount of the credit carryforward decreased in 2013 and increased in 2014 and 2015. The account
mapping has been corrected and going forward there is a process to insure that all changes are reviewed
and incorporated into the reporting used as the basis for completing the FEHBP-specific MLR Form
submitted to OPM September 30 of each year.

Claims Paid for Ineligible Dependents

The auditors state “Based on our review, we determined that claims were paid for members whose (i)
dependent eligibility status could not be supported, and (ii) coverage was not terminated timely, which
inflated the claims costs used in the Plan’s Federal Employees Health Benefits Program (FEHBP) MLR
submissions.”

The Plan has reviewed the specific dependents identified in the workpapers and has determined the
following:

Medical & Prescription Drug Claims Paid

Of the 15 dependents identified as disabled by the Plan and questioned for Medical and Prescription
Drug claims by the OIG Auditors:

5 dependents — The Plan followed up with requests to the relevant agency and no response was received
from the agency,

2 dependents — The Plan requested the original data and the agency indicated their records were not
available for the historical period requested,
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Page Three

6 dependents - The Plan provided documentation for a different time period where the dependent
disability was documented and by the age logic implemented on the program would be eligible and,

2 dependents - The Plan previously provided MB1000 (internal system) report based on the EDI
received from OPM at the time of the enrollment.

Deleted by the OIG — Not Relevant to the Final Report
Based on the Plan’s review of the relevant information, the Plan maintains these dependents were
eligible for benefits during the review period within the scope of the audit and therefore no adjustments

to the medical or prescription drug claims should be made for these eligible disabled dependents.

Termination of Coverage

The Auditors state ““...The Plan did not timely terminate coverage for dependent members who had
become ineligible for coverage in contract years 2013 through 2015.”” The Auditors conclude
“...However, it was determined that no claims were paid for these members during the dependents’
ineligible timeframes.”

The Plan reviewed the requirements for termination based on OPM’s Handbook which states in part
*“...Coverage terminates at midnight on the date of terminating event - not at the end of a pay period"
and "Days-Whenever, in this Handbook, a period of time is stated as a number of days, or as a
number of days from an event, the period is computed in calendar days, excluding the day of the
event."

The Plan has reviewed the specific members identified by the OIG auditors and has determined that
all 5 members identified were terminated in compliance with OPM’s methodology as stated in the
handbook referenced above (and can also be found at the following address --
https://www.opm.gov/healthcare-insurance/healthcare/reference-materials/reference/glossary/)

Therefore the Plan does not believe any adjustment to claims is necessary (as the Auditors
acknowledge there were not claims questioned as a result of the termination dates). Further, the Plan
disagrees with the calculation of the number of days that the Auditors used as it does not appear to
conform to OPM’s definition/method outlined in their own handbook. The Plan does not believe the
methodology that is utilized by the Plan requires any adjustment.

Non-Covered Benefits

In the Draft Report, the Auditors state: “We identified two claims that were paid for non-covered
benefits, specifically elective abortions, during contract year 2013.”
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The Plan acknowledges (as also stated in the Draft Report) that the claims were paid in error. Further,
the Plan implemented a re-training process for the claims processor involved in the error. The Auditors
acknowledge “....the Plan had both system and procedural controls in place™....and....””We verified
the claims did have suspend messages in the Plan’s system and that training provided to adjusters
instructs them to review and fully process all claims that contain a suspend code.”

The Plan believes the issue was addressed appropriately and no further action is required as the
Auditors did remove the $3,144 from the MLR numerator in contract year 2013.

Deleted by the OIG — Not Relevant to the Final Report

Conclusion
Each of the recommendations made in the Draft Report are addressed by the Plan as follows:

Recommendation 1 — 3 - MLR Credit Carry Forward Adjustments

The Plan agrees with Recommendations 1 through 3 regarding the adjustments necessary to the credit
carry forward balances for contract years 2013 through 2015.

Recommendation 4 — Supporting Documentation — Disabled Dependents

The Plan agrees that supporting documentation is required for designated FEHBP disabled dependents.
However, the Plan does assert that the information supplied by OPM through electronic data transfer
is sufficient to support the ongoing designation of these dependents.
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Report Fraud, Waste, and
Mismanagement

Fraud, waste, and mismanagement in
Government concerns everyone: Office of
the Inspector General staff, agency
employees, and the general public. We
actively solicit allegations of any inefficient
and wasteful practices, fraud, and
mismanagement related to OPM programs
and operations. You can report allegations
to us in several ways:

By Internet: http://www.opm.gov/our-inspector-general/hotline-to-
report-fraud-waste-or-abuse

By Phone: Toll Free Number: (877) 499-7295
Washington Metro Area: (202) 606-2423
By Mail: Office of the Inspector General

U.S. Office of Personnel Management
1900 E Street, NW

Room 6400

Washington, DC 20415-1100
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