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forth in Article V, Section 1 of the State Constitution and Article II, Section
8 of the State Finance Law.  We list major contributors to this report in
Appendix A.  
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Scope of Audit

Audit Observations
and Conclusions

Executive Summary

Department of Civil Service
New York State Health Insurance Program
Administration of the Empire Plan

The Department of Civil Service (Department) is responsible for
administering the New York State Health Insurance Program (NYSHIP),
which provides hospital, medical, mental health/substance abuse and
prescription drug coverage for active and retired employees and dependents
of the State and local governments that elect to participate in the State
program.  The Empire Plan is NYSHIP’s primary health insurance plan,
with more than 800,000 enrollees and annual premiums of $1.7 billion.  The
Department’s responsibilities include executing contracts with insurance
companies to provide health insurance coverage, monitoring compliance with
contracts, collecting insurance premiums from the State, participating
agencies and enrollees, approving payments to the insurance carriers,
maintaining enrollment, premium billing and accounting records, and
providing health benefit information to enrollees. Within the Department, the
Employee Benefits Division (Division) has day-to-day responsibility for
NYSHIP.  

In 1991, the Department and the Office of the State Comptroller (OSC)
entered into an agreement to use dedicated OSC staff to provide
comprehensive audit coverage of NYSHIP insurance companies.  Under this
arrangement, the Department and OSC agreed to coordinate their audit
efforts, to ensure comprehensive audit coverage and to optimize savings to
employers and enrollees.

Our audit of Department operations addressed the following questions for the
period January 1, 1993 through November 13, 1998:

! Has the Division effectively administered the Empire Plan?

! Has the Department been effective in implementing an enrollment
management system for the NYSHIP program?

A longstanding agreement between the Department and OSC pertaining to
audits of NYSHIP insurance carriers has not worked as intended.  For this
and for other reasons, there are significant opportunities to improve the
administration of the Empire Plan to adequately protect the interests of the
employers and enrollees whose premium payments fund the Empire Plan.

While not required to be bid, the original contracts for the hospitalization and
medical services components of the Empire Plan were let without
competitive bidding in 1959.  The hospitalization contract has been renewed
annually since.  The medical services contract was renewed annually until
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Department
Officials

1986 when it was bid and has been renewed annually since.  Subsequent to
our audit period, the Department issued a Request for Proposals (RFP) for
the Empire Plan’s hospitalization contract and has begun to develop an RFP
for the medical services contract as well.  We  found that the existing
contracts for hospital and medical services themselves inhibit effective
program administration, because of language that is unclear, incomplete and
ambiguous regarding areas such as performance standards, access to records
and conduct of audits of insurance carrier activities.  We recommend that the
Division bid the insurance contracts as soon as possible.  (See pp. 5-7)

Since 1991, OSC has issued 27 audit reports of Empire Plan insurance
carriers identifying $51.3 million in overpayments pertaining to insurance
claims paid by the carriers.  However, according to their reports, the
insurance carriers have repaid only $8.5 million of the overpayments as of
October 1998.  An additional $19.3 million in overpayments is not
recoverable.  The low rate of recovery of audit findings is attributable to the
fact that the existing arrangement between the Department and OSC has not
worked as intended.  The primary reason is that there has been disagreement
and confusion regarding statistical sampling methodologies used by OSC in
conducting audits of insurance carriers.  Other factors also contributed to the
low rate of recovery.  Disagreements over audit findings have not been
resolved, the Department has not actively pursued recovery of overpayments,
and contract language is unclear concerning carrier responsibility for
collecting overpayments.  To remedy these matters, we recommend that the
Department and OSC work together to amend the current agreement between
the two agencies as part of a collective effort to improve the working
relationship and increase the rate of recovery of overpayments identified by
OSC audits.  (See pp. 9-11)

There are deficiencies in the Division’s own audits of insurance carriers.
The Division’s audit working papers lack summaries, documentation to
support methodologies used, and appropriate cross-referencing.  Also, we
found that the Division is not issuing audit reports in timely fashion.  Of 21
audit reports issued between April 1993 and January 1998, eleven were
issued three or more years after the audit period.  Further, we identified an
instance where the Division did not document its decision to reduce an $8.8
million overpayment identified in an audit of MetLife to $1.3 million.  We
make recommendations to improve the Division’s audit activities.  (See pp.
11-15)

In their response to our draft report, Department officials stated that they
agree with each of the recommendations made in the report and will continue
to work to implement them.  The Department’s complete response is
included as Appendix B to this report.  We have prepared an Appendix C,
containing State Comptroller’s Notes, which addresses certain comments
made by the Department in its response.
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Background

Introduction

The Department of Civil Service (Department) is responsible for managing
and administering the New York State Health Insurance Program (NYSHIP).
NYSHIP provides hospital, medical, mental health/substance abuse and
prescription drug coverage for active and retired State employees and their
dependents.  In conjunction with the Department, the Governor’s Office of
Employee Relations negotiates the health benefits covered under NYSHIP
with unions representing State employees, and the Division of the Budget
approves the annual premium rates the Department pays the insurance
companies.  NYSHIP also provides health insurance coverage for local
government agencies, such as counties, cities and school districts, that elect
to participate in the program (participating agencies).  
The Department’s responsibilities include executing contracts with insurance
companies to provide health insurance coverage, monitoring contractor
compliance, collecting insurance premiums from the State, participating
agencies and enrollees, approving premium payments to the insurance
carriers, maintaining enrollment, premium billing and accounting records,
and providing benefit information to enrollees.  Within the Department, the
Employee Benefits Division (Division) has day-to-day responsibility for
NYSHIP.  At the time of our audit, the Division had 139 staff organized into
four units: Contract Management and Audit, Operations, Financial
Management and Benefits Management.  

The State, participating agencies and enrollees jointly pay the insurance
premiums that fund NYSHIP.  The Empire Plan is NYSHIP’s primary health
insurance plan.  Active and retired State employees and their dependents may
enroll in the Empire Plan or one of 27 Health Maintenance Organizations
(HMOs) that are available geographically throughout the State.  NYSHIP
enrollees covered by local governments must enroll in the Empire Plan
because the HMO option is not available for these individuals. Total
premiums during calendar year 1997 for all NYSHIP insurance carriers
were $2.0 billion, including $1.7 billion for the Empire Plan and $300 million
for the HMOs.  As of November 1998, total NYSHIP enrollment including
spouses and dependents was 1.04 million people, including 845,322 in the
Empire Plan and 199,277 in the HMOs.

During calendar year 1997, the Department approved premium payments of
over $1.7 billion to the three insurance carriers that comprise the Empire
Plan, as follows:  Empire Blue Cross Blue Shield (Empire) provides
hospitalization coverage, $566 million; Metropolitan Life Insurance Company
(MetLife) provides medical and mental health/substance abuse coverage,
$854 million; and CIGNA provides prescription drug coverage, $304 million.
Subsequent to the completion of our fieldwork for this audit, the Department
awarded new mental health and prescription drug contracts that were
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Audit Scope,
Objectives and
Methodology

effective January 1, 1999.  Additionally, on July 29, 1999, subsequent to our
audit period, the Department issued a Request for Proposals for the
hospitalization contract.

In 1991, the Department and the Office of the State Comptroller (OSC)
entered into an agreement to use dedicated OSC staff to provide
comprehensive audit coverage of NYSHIP insurance companies.  Under this
arrangement, the Department and OSC agreed to coordinate their efforts to
ensure comprehensive audit coverage and to optimize savings to employers
and enrollees.  The parties anticipated that with the increased audit resources
and an aggressive response by the Department to hold the carriers
accountable for properly administering the health insurance program,
significant savings to the State would result.

We audited the operations of the Department’s Employee Benefits Division
(Division) for the period January 1, 1993 through November 13, 1998.  The
objectives of our performance audit were to determine whether the Division
is complying with State requirements to solicit competition for contracts,
whether the audit arrangement between the Department and OSC has been
effective, and whether the Division has been successful in developing and
implementing automated systems necessary to properly administer the Empire
Plan.  To accomplish our objectives, we evaluated the Department’s internal
control framework, interviewed Department management, and reviewed and
analyzed pertinent laws, contracts, records and reports.  We also reviewed
the Department’s efforts to implement an enrollment management system.
  
We conducted our audit in accordance with generally accepted government
auditing standards.  Such standards require that we plan and perform our
audit to adequately assess those operations of the Department that are within
our audit scope.  Further, these standards require that we understand the
Department’s internal control structure and its compliance with those laws,
rules and regulations that are relevant to our audit scope.  An audit includes
examining, on a test basis, evidence supporting transactions recorded in the
accounting and operating records and applying such other auditing procedures
as we consider necessary in the circumstances.  An audit also includes
assessing the estimates, judgments and decisions made by management.  We
believe that our audit provides a reasonable basis for our findings,
conclusions and recommendations.  

We use a risk-based approach when selecting activities to be audited.  This
approach focuses our audit efforts on those operations that we have identified
through a preliminary survey as having the greatest probability of needing
improvement.  Consequently, by design, we used our finite audit resources
to identify where and how improvements can be made.  Thus, we devoted
little audit effort to reviewing operations that may be relatively efficient and
effective.  As a result, our reports are prepared on an “exception basis."
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Response of
Department
Officials to Audit

This report, therefore, highlights those areas needing improvement and does
not address activities that may be functioning properly.

We provided draft copies of this report to Department officials for their
review and comment. Their comments have been considered in preparing this
report and are included as Appendix B.  Appendix C contains State
Comptroller’s Notes, which address matters contained in the Department’s
response.

In addition to the matters discussed in this report, we provided Department
officials with detailed comments on other matters.  Although these matters
are of lesser significance, our recommendations relating to these matters
should be implemented to improve operations.

Within 90 days after final release of this report, as required by Section 170
of the Executive Law, the Commissioner of the Department of Civil Service
shall report to the Governor, the State Comptroller and the leaders of the
Legislature and fiscal committees advising what steps were taken to
implement the recommendations contained herein, and where
recommendations were not implemented, the reasons therefor.
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Solicitation of
Competition for
Empire Plan
Contractors

Contract Administration
Contract premiums for the Empire Plan’s hospitalization and medical
services insurance contractors total about $1.3 billion annually.  In contract-
ing for such services, it is important to seek competition for a number of
reasons.  Competition is important for contracts of the magnitude of the
Empire Plan hospitalization and medical services contracts because it helps
to ensure best value for all parties.  In addition, periodic solicitation of
competition through bidding helps to ensure that contracts protect the interests
of all parties and contain clear, complete and unambiguous language to
promote administrative efficiency.  While not required to obtain bids for
these contracts, the original contracts for the hospitalization and medical
services components of the Empire Plan were let without competitive bidding
in 1959.  The hospitalization contract has been renewed annually since 1959.
The medical services contract was renewed annually until 1986 when it was
bid and has been renewed annually since 1986.

Since 1995 the State Finance Law has required a formal, competitive process
for all service contracts that exceed $15,000.  As of the time of our audit,
the hospitalization contract had not been bid and the medical services contract
had not been rebid, although the Division had prepared a bid schedule.  In our
judgement, bidding these contracts would help to ensure the Empire Plan
employers and enrollees are getting the best value for the insurance
premiums they pay.  Further, bidding the contracts would afford the Division
the opportunity to strengthen and enhance language contained in the contracts
that has hindered the Division’s ability to administer the contracts.  On July
29, 1999, subsequent to our audit period, the Department issued a Request for
Proposals (RFP) for the Plan’s hospitalization contract.  The RFP and its
model contract contain contractor responsibility, performance standards and
audit authority provisions, which should facilitate and improve the Depart-
ment’s administration of the prospective contract.

The Division’s Contract Management and Audit Unit is responsible for
managing and auditing contracts pertaining to the delivery of health benefits
to enrollees.  The two largest contracts are for hospitalization and medical
services.  Empire Blue Cross Blue Shield provides hospitalization coverage,
and MetLife is the medical contractor.  When originally negotiated in 1959,
neither of these contracts was awarded on the basis of competitive bids.
Both contracts contain annual renewal provisions.  However, the renewals
are automatic unless either party requests otherwise.  The Empire contract
has been renewed annually since 1959. The MetLife contract was renewed
annually until 1986 when it was bid; it has been renewed annually since 1986.
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Since 1995, Section 163.6 of the State Finance Law (Law) requires a formal,
competitive process for all service contracts that exceed $15,000.  In
conjunction with the Law, the State has issued procurement guidelines, which
state that competition in the procurement process serves both State agencies
and offerers by:

! ensuring that the procurement process produces an optimal solution
at a reasonable price;

! guarding against favoritism, fraud and collusion; and

! allowing qualified vendors an opportunity to obtain State business. 

The guidelines use the term “best value” as the basis for awarding all
service contracts, the definition of which is the optimizing of quality, cost and
efficiency among responsive and responsible offerers.  The guidelines also
state that the best value basis will be quantifiable, wherever possible.

In October 1993, the Division submitted a schedule to OSC which indicated
that the Division would bid its various insurance contracts, including the
hospitalization and medical services contracts.  The schedule showed that a
new medical services contract would be in effect by January 1, 1996 and a
new hospitalization contract by January 1, 1998.  In March 1994, the Division
submitted an amended schedule to OSC showing revised effective dates for
the new medical services and hospitalization contracts as January 1, 1998 and
January 1, 2000, respectively.  As of November 1998 the Division had not
yet begun the process of soliciting bids for either of these contracts.

According to Department officials, at the time the 1993 bid schedule was
developed, the Department indicated to OSC that changes to the health
insurance program resulting from legislation or collective bargaining could
require modification to the schedule.  Also, according to Department
officials, such changes did occur and additional concerns regarding the
procurement process, coupled with other procurements, required modification
of the schedule.

In our judgement, by soliciting bids for the hospitalization contracts and
medical services, the Division would help to ensure that the State, participat-
ing agencies and enrollees are receiving the best value for their insurance
premiums.  Renewing these contracts annually without exploring what
competitors can offer may not be in the best interest of the various parties
to these contracts.  Additionally, because the contracts have been in place so
long, certain State administrative requirements have not been followed.  For
example, State guidelines require a standard “Appendix A” attachment for
contracts, which contains provisions requiring contractors to make their
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Recommendation

1. Comply with the State Finance Law and solicit competition for all
Empire Plan contracts as soon as is practicable.  In carrying out this
process, include Appendix A requirements and performance
standards in all health insurance contracts negotiated by the
Division.

records available for examination to OSC, the State Attorney General (AG)
and the agency involved in administering the contract.  Neither the medical
services nor the hospitalization contract contains the Appendix A attachment
and neither contains language giving OSC and the AG access to records.
Also, the Empire contract does not contain a provision giving the Department
access to the carrier’s financial records, despite a recommendation in a 1988
OSC audit of the Department titled Employees Health Insurance Program
(Report 88-S-144), with which the Department agreed. 

Further, the Empire Blue Cross Blue Shield contract does not contain
performance standards.  Generally, these standards provide for financial
incentives and/or penalties depending on contractor performance levels.
Examples of performance standards include claim turnaround time and claim
payment accuracy.  The 1988 audit report noted above also included a
recommendation that the Department amend the Empire contract to include
performance standards.  While Department officials agreed, they did not
implement the recommendation.  We note that the MetLife contract contains
performance standards.



8



9

State Comptroller
Audits of Empire
Plan Activities

Audits of NYSHIP Activity
In 1991, the Department and OSC entered into an agreement to ensure
comprehensive audit coverage of expenses charged to NYSHIP by Empire
Plan insurance companies.  In accordance with this agreement, OSC auditors
routinely conduct independent audits of health insurance claims paid by the
Empire Plan to ensure that expenses are appropriate.  We determined that
the existing agreement between the Department and OSC has not worked as
intended.  Consequently, the significant savings to the State envisioned by this
agreement have not been realized.  Division officials need to work with the
OSC auditors to address the many unresolved issues that are precluding
recovery of overpayments identified by the OSC audits.  In addition, the
Division conducts its own audits of expenses charged to the Empire Plan.
We found that the Division needs to improve its operating practices relating
to these audits.

The 1991 agreement between the Department and OSC acknowledged that the
sheer size and complexity of NYSHIP demanded an aggressive and
comprehensive audit plan to ensure contract compliance and maximum cost-
effectiveness.  The agreement recognized that an increase in audit resources
using independent OSC auditors and an aggressive response by the Depart-
ment could result in significant savings to employers and enrollees.  Further,
the agreement recognized OSC’s ability to conduct audits of insurance
company costs using the mainframe computer, and that the Department
lacked the resources to carry out this function.  In 1994, the Department and
OSC also signed a “guiding principles” agreement to clarify the terms and
conditions of the 1991 agreement.  The guiding principles agreement requires
OSC to issue audit reports directly to the Empire Plan’s insurance compa-
nies, and makes the Department responsible for recovering overpayments.

Since the initiation of the agreement between the Department and OSC in
1991 through October 1998, the OSC audit unit has issued 27 audit reports on
the Empire Plan carriers.  As shown in Exhibit A, these audits identified
$51.3 million in potential overpayments.  However, through October 1998,
the insurance carriers reported they had repaid only $8.5 million of these
overpayments.  Further, as detailed in Exhibit A, approximately $19.3 million
in potential overpayments identified by OSC is not recoverable, leaving $23.6
million in potential overpayments uncollected as of the end of October 1998.
About $2.6 million in overpayments identified in several prescription drug
audits is not recoverable because the State’s right of recovery for improper
prescription drug payments was limited by performance standards contained
in the contract.  In addition, $16.7 million in overpayments is not recoverable
from Medicare because of the Department’s participation in 1996 settlement



10

agreement between the Federal Health Care Financing Administration and
Blue Cross.

We identified a number of reasons which contributed to the low recovery of
overpayments identified by OSC audits.  The primary reason is the audit
methodology used by OSC auditors to identify potential overpayments.  The
1994 guiding principles agreement between the Department and OSC contains
specific language concerning the use of statistical sampling.  The agreement
states that when it is not possible or practical to identify actual errors, valid
statistical sampling methods will be used to project findings or savings.
OSC, in its professional judgement, used statistical sampling on most audits
of insurance carriers to project the amount of claims in the population which
were overpaid.  OSC expected that these projected overpayments would be
accepted by the carriers and the Department as a basis for recovering
overpayments from the carriers.

However, Department officials maintain that the State’s contracts with
Empire Plan insurers do not provide for the recovery of overpayments based
upon projections from statistical samples.  Therefore, they contend that they
have no legal basis for demanding such recoveries.

In addition, other factors have contributed to the low rate of recovery, as
follows:

! Disagreement over OSC audit findings

OSC audits identify overpaid claims processed and paid by the Empire Plan
insurance carriers.  Pursuant to the guiding principles agreement, OSC issues
audit reports to the insurance carriers and discusses matters contained in
these reports with the Department.  There have been many instances where
the insurance companies have disagreed with OSC findings.  However, there
are no provisions for resolving findings disputed by the carriers.

The Department, as administrator of NYSHIP, is responsible for recovering
overpayments identified by OSC audits.  However, the Department’s
involvement in the report process is limited to responding to management
letters sent by OSC to the Department relating to NYSHIP audits.  The
Department is not required to respond to OSC NYSHIP audit reports.  For
the relationship between the Department and OSC to succeed, there needs to
be continual dialogue and a process to resolve issues in dispute.

! The Department does not actively seek recovery of overpayments
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Division Audits of
NYSHIP Activities

As previously stated, the Department is responsible for seeking recovery of
audit findings identified by OSC audits.  However, to date, as previously
stated, minimal recoveries have been facilitated by the Department.

The carriers have raised the concern that overpayments are not always
possible or cost effective to recover.  However, neither the carriers nor the
Department have supported this position with a cost/benefit analysis showing
that the cost of insurance company recovery efforts would exceed the
overpayments identified by audits.  An example which illustrates this
deficiency is an OSC audit titled Inadequate Coordination of Benefits Resulted
in $2.75 Million in Empire Plan Overpayments (Report 93-S-49), which
identified overpaid claims totaling $2.75 million.  Department officials agreed
with the report’s recommendations and stated they were working to recover
the overpayments.  However, Department officials also stated that the cost
to recover overpayments should not be borne solely by the carrier without
charge to the Empire Plan.  As shown in Exhibit A, the entire $2.75 million
overpayment remains outstanding.

In 1997, Empire Plan insurance carriers were paid $127.8 million in
administrative cost reimbursements for paying claims.  Therefore, any
discussion of the cost/benefit of pursuing overpaid claims should consider the
fact that the carriers have already been reimbursed to pay the claims
correctly.

! Contract language is unclear concerning carrier responsibility to
collect overpayments

For overpayments identified by OSC audits, there are no provisions in the
contracts which define the process that Empire Plan insurance companies
must follow to review claims, assess their collectibility, seek recovery from
providers, and take action to prevent the future occurrence of claims
processing errors.  Absent such language, there has been disagreement
between the Department, the insurance carriers and OSC concerning the
sufficiency of the carrier’s recovery efforts.  Consequently, the Empire Plan
carriers’ processes for recovery vary significantly both in the steps taken and
the outcomes.

Each Empire Plan insurance company submits an annual financial report
(settlement report) to the Division.  The Division uses the settlement report
as the basis for setting the rates that employers and enrollees pay for health
insurance coverage in the Empire Plan.  Therefore, to protect the interests
of the employers and enrollees, it is very important that reported numbers
are accurate.  The settlement report contains information concerning
insurance premium and interest income, and claims and administrative
expenses.  In 1997, the Empire Plan insurance companies reported total
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premium income of $1.7 billion, total claims expenses of $1.5 billion, total
administrative expenses of $127.8 million and total interest income of $8.5
million.  The Division, through its Audit Unit, which employs 8 auditors,
conducts audits of these amounts to determine their accuracy.  Our audit
shows that the Division needs to improve its audit practices. 

! Audit Standards

According to AICPA standards, working papers are the principal support of
the auditor’s report.  They should include documentation showing that the
work is adequately planned and supervised, the system of internal control has
been evaluated, and the audit evidence obtained, the audit procedures used
and the audit tests performed have provided sufficient, competent evidential
material to form a reasonable basis for a conclusion.  In addition, Generally
Accepted Government Auditing Standards (GAGAS) contain standards for
audits of government organizations, programs, activities and functions.  In a
prior OSC audit of the Department’s administration of NYSHIP titled
Employees Health Insurance Program (Report 88-S-144), we determined that
the Division was not complying with AICPA standards concerning audit
documentation.  We recommended that the Division comply with AICPA
standards when it conducts audits of insurance company expenses.  In
responding to the prior audit report, Department officials stated that they
would improve compliance with accepted standards through staff training and
a systemic review of working papers.  However, during our current audit,
we found that the Division is not complying with these standards.

The Division issued 21 audits during our audit scope period.  To determine
whether the Division is complying with applicable audit standards, we
reviewed the working papers for a judgmental sample of three audits.  The
sample included the only audit of administrative expenses the Division
completed during our audit scope period and two audits which focused on
claims reimbursed by the insurance carriers.  Generally, we found that the
working papers did not include a source, purpose or conclusion, evidence of
supervisory review, documentation to support the audit sampling method
used, or an evaluation of internal controls.  In addition, although not
specifically required by GAGAS or AICPA standards, the working papers
did not include a summary of findings, a cross-referenced audit program or
a cross-referenced audit report.  We found it difficult to find support for audit
conclusions; also, the Division failed to adequately document its reasons for
reducing or eliminating audit findings, as we discuss in the next sub-section
of this report, Documenting Changes In Audit Findings.  Division officials
acknowledged these problems in their response to our audit, and indicated
that the Audit Unit’s working papers have improved with respect to standards
and will continue to do so.
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In our prior audit, we also recommended that the Division improve the
timeliness of issuing audit reports.  The prior report cited a Division decision
to eliminate an audit finding under the prescription drug contract because the
audit was so old that the contract had expired and the company was no longer
the administrator.  The Department’s response to our prior audit indicated
that it would develop a new audit plan which would reflect time schedules
and man-day allocations to ensure completion of the audits.  During our
current audit, we again found that the Division is not issuing reports in a
timely fashion.  Of the 21 audit reports issued during our audit period, eleven
were issued three or more years after the audit period.  Officials told us that
it is their goal to issue audit reports within one year after the audit period.
They acknowledged that they are not meeting this goal, but stated that the
timeliness of reports is improving.  To be effective, the Audit Unit must
achieve its stated goals with regards to timeliness.

! Documenting Changes In Audit Findings

In 1995, the Division issued a final audit report titled Division of Employee
Benefits Audit of Metropolitan Administrative Expenses 1989 and 1990 (audit
302) concerning administrative expenses that MetLife charged to the Empire
Plan.  The scope period for this audit was the 1989 and 1990 calendar years.
In its preliminary report, the Division questioned $8.8 million in payments;
the final report questioned only $1.3 million in payments. Our audit shows
that the Division reduced the overpayment amount without adequate support.
For example, MetLife’s 1989 settlement report included $2.7 million in
expenses deferred from 1986.  In its preliminary report, the Division
questioned this amount, by taking the position that deferred expenses were not
allowed without a contract amendment.  However, the finding did not appear
in the final report.  The Division also questioned in its preliminary report
MetLife’s charging of $400,000 for payroll and benefit administrative
expenses and a charge for check-writing that exceeded costs by $1.1 million.
These findings were eliminated from the final report, despite the fact that
MetLife did not provide sufficient supporting documentation for these
charges.  Division officials were not able to provide us with sufficient
documentation to substantiate their decision to drop these matters. 

These findings are similar to those OSC reported in a 1990 audit titled The
State’s Health Insurance Program is Paying for Significant Undocumented
Administrative Expenses (Report 90-S-83) of MetLife’s undocumented
administrative expenses.  In response to that audit, Department officials
reported that they had begun issuing guidelines to define administrative
expenses and that they would incorporate the guidelines into the MetLife
contract, when appropriate.  However, officials acknowledged during our
current audit that they did not amend the contract and did not issue guidelines
to define administrative expenses.  For the Empire Plan insurance carriers,
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administrative expenses amounted to $127.8 million in 1997 or about 10
percent of total contract costs with the carriers; close attention and scrutiny
of these expenditures is warranted because of the high inherent risk
associated with these costs.

! Recovering Overpayments From Final Audit Reports

The Division’s Audit Unit reported recoveries of $10.8 million from the 21
audit reports issued between April 1993 and January 1998.  Division officials
provided us with documentation to show that the Empire Plan was credited
with $8.4 million of this amount; officials could not provide documentation to
support recovery of the remaining $2.4 million.  Officials did provide a
report that Empire prepared showing the status of its disallowed amounts.
However, the Division did not verify the accuracy of this report.
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Recommendations

2. Work cooperatively with OSC auditors to amend the current
agreement between the two agencies.  At the minimum, the revised
agreement should:

! establish mutually acceptable audit methodologies;

! establish a process for resolving disagreements over audit
findings;

! require the Department to respond in writing to OSC audit
reports of Empire Plan insurance carriers;

! specify the steps the Department should take to recover
overpayments identified by OSC audits;

! establish procedures for determining the cost/benefit of
insurance company recovery efforts;

! require the Department to verify the validity of insurance
company reasons for not recovering overpayments
identified by audits; and

! clarify the insurance companies’ expectations and
responsibilities for recovery of overpayments.

3. Improve the operations of the Division’s Audit Unit.  At a
minimum, this should include the following actions:

! Comply with AICPA audit standards and GAGAS.

! Issue audit reports in a timely fashion.

! Ensure that decisions to eliminate or reduce audit findings
are fully supported and properly documented in the audit
working papers.

4. Establish procedures to ensure that reported recoveries of
overpayments identified by OSC and Division audits are credited to
the Empire Plan.
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Appendix C

STATE COMPTROLLER’S NOTES
3. Our report does not conclude that the Division does not have sufficient assurance Empire Plan

employers and enrollees are getting the best value for the insurance premiums they pay.
Rather, we state that bidding the hospitalization contract and rebidding the medical services
contract would help to ensure the Empire Plan employers and enrollees are getting the best
value for the insurance premiums they pay.  At the time of our audit, the hospitalization
contract had not been bid since it was let in 1959 and the medical services contract had not been
rebid since 1986.  Further, bidding the contracts would afford the Division the opportunity to
strengthen and enhance language contained in the contracts that has hindered the Division’s
ability to administer the contracts.  We note that the Department agrees with our recommenda-
tion to solicit competition for the hospitalization and medical services contracts as soon as is
practicable.

4. The 27 OSC audits of Empire Plan insurance carriers conducted between 1991 and 1998
identified $51 million in potential overpayments.  The Department collected $8 million of these
overpayments and about $19 million is uncollectible for reasons stated in the report.  However,
the remaining nearly $24 million in potential overpayments is not uncollectible; it remains to be
collected.  As noted in its response to recommendation 2, the Department and OSC are engaged
in meetings to improve the working arrangement.  These meetings include analysis and
discussion of uncollected overpayments identified by OSC audits.

5. We believe there are significant opportunities to improve the administration of the Empire Plan.
They lie in bidding the insurance contracts, clarifying contract language, improving the working
relationship between the Department and OSC, collecting potential overpayments identified by
OSC audits and improving the activities of the Division’s audit unit.

6. As stated in our report, we reviewed the working papers for three audits to determine whether
the Division’s audit unit was complying with applicable auditing standards.  The purpose of this
review was not to assess the effectiveness of the Division’s audit unit.  We selected the only
audit of administrative expenses completed during our audit period and two relatively recent
audits of claims payments, which should be reflective of current practices.  

7. We recognize that changes occur between draft and final audit reports.  However, as stated in
our report, the Division was not able to provide us with sufficient documentation to substantiate
the decision to make the changes.  Hence, we recommended that decisions to eliminate or
reduce audit findings be fully supported and documented in the working papers.


