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Audit Summary
Eligibility for Health Insurance Benefits

What we did

Background

Determined if employees and
dependents were eligible for
health insurance benefits.

The city of Buffalo (COB) spends approximately $80 million annually
on health insurance. The COB’s health insurance provides
coverage to approximately 12,000 individuals.

How we did it
Selected participants in the
health insurance plan. Verified
that subscribers were
employees or former
employees of the city.
Determined if dependents
were eligible for health
insurance by reviewing
available documentation.

What we found
Documentation proving dependent eligibility for health insurance
benefits is not consistently obtained and retained. Supporting
documents were not available for 52% of dependents tested. It is
estimated that the COB is spending $23 million annually for
participants whose eligibility cannot be verified.
Documented policies and procedures related to offering employees
health insurance benefits do not exist.
Annually, a certification of eligibility for health insurance coverage is
sent to all subscribers (the Form). The Form lists all the subscriber’s
dependents who receive health insurance. The Form requires the
subscriber to certify that the listed dependents are eligible for
coverage. No follow-up procedures are performed if the Form is not
returned. This could lead to the COB providing coverage to
ineligible dependents.

What we recommended
A dependent eligibility audit should be performed to determine if all
individuals receiving benefits are eligible. The audit should be
performed by a qualified independent auditor.
Evaluate the annual certification process. Determine and document
how this process can be used to enhance the internal controls over
benefit eligibility to ensure all individuals receiving health benefits
are eligible.
View other audit reports at
www.buffalony.gov/373/Audits

Create formal written policies and procedures for enrolling new hires
and their dependents into the health insurance plan and for adding
dependents after employment begins.
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Preface
.

In accordance with the goals set forth in the Annual Audit Plan, we conducted
an audit of the eligibility of employees and dependents for health insurance
benefits at the City of Buffalo (COB). The audit was conducted in
conformance with the International Standards for the Professional Practice of
Internal Auditing issued by the Institute of Internal Auditors.

Background
The City of Buffalo
provides health
insurance to
approximately 12,000
individuals.

As of July 2018, the COB had approximately 2,500 active employees, 2,700
retired employees (collectively the “subscribers”) and approximately 6,800
dependent spouses and children receiving health insurance benefits, for a
total of approximately 12,000 covered individuals. The COB incurs
approximately $80 million in health care expenditures annually, representing
15% of total COB expenditures.

The COB Human Resources Division of Compensation & Benefits
(Compensation and Benefits) is responsible for managing health insurance,
including verifying the eligibility of all participants in the health insurance plan.

Audit Objectives and Scope
The objectives of the audit are to determine employee and dependent
eligibility for health insurance benefits, and to document and evaluate the
benefits administration process at Compensation and Benefits.
To achieve the objectives, the auditors:

Selected a sample of active and retired COB employees receiving health
insurance. The sample included random and judgmental selections,
comprised of 60 subscribers, 38 dependent spouses and 92 dependent
children.

Determined whether subscribers are eligible for coverage by verifying
inclusion in COB payroll records.

Determined if subscribers have provided COB with the annual certification
verifying the subscriber and dependents qualify for health insurance coverage.

Verified that dependents listed on the census are included on annual
certification from subscriber.

Reviewed birth certificate or adoption agreement for dependent children,
to verify subscriber is listed as parent. For dependents listed as spouses,
verified that marriage certificate lists subscriber as spouse.

Verified that dependent children are under 26 years of age, the age limit
for dependent medical coverage.
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Audit Findings
It is estimated that the
City of Buffalo is
spending $23 million
annually on health
insurance for
participants whose
eligibility cannot be
verified.

1. Marriage and Birth Certificates Not Consistently Obtained and
Retained when Enrolling Employees and their Dependents in Health
Insurance Plan
In the sample of 130 dependent spouses and children, only 48% had
supporting documents (marriage or birth certificates) proving eligibility for
coverage. Verifying that dependents receiving health insurance are eligible is
not possible without supporting documents. It is estimated that the COB is
spending $23 million annually on health insurance for participants whose
eligibility cannot be verified.

2. Open Enrollment Annual Certification Forms not Returned by
Employees
All active and retired employees are mailed Certification Forms on an annual
basis, listing all individuals covered by the COB health insurance plan. In the
sample of 60 subscribers, none had returned the Certification Form. There is
no follow-up performed by Compensation and Benefits when subscribers do
not return the Certification Form. This is of particular concern for dependent
spouses, as marital status could change without COB knowledge. This could
lead to the COB providing coverage to ineligible dependents.

3. No Written Documentation of Process to Enroll Employees and
Dependents in Health Insurance
A formal written procedure for enrolling and removing employees and their
dependents in the health insurance plan, or adding/deleting dependents to the
health insurance plan after employment begins, does not exist.
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Audit Recommendations
1.

Perform a Dependent Eligibility Audit

A dependent eligibility audit should be performed by a qualified independent
vendor. The audit would require dependents to provide birth and/or marriage
certificates to document that they are eligible for health insurance. The audit
would also would require verification that the marriage is still in existence. The
audit would allow the COB to adjust the population of individuals receiving
health insurance to include only individuals who have verified their eligibility.
There is a large potential savings to the COB, as each ineligible individual
receiving health insurance costs the city approximately $6,600 per year. If 1%
of the total population receiving health insurance is determined to be ineligible,
it is estimated that the COB would save $800,000 annually.

2. Perform an Analysis of the Annual Certification of Dependent
Eligibility Process
The lack of responses to the Certification Form suggests the need to evaluate
the annual certification process. Electronic distribution of the Certification
Form or utilizing a website has the potential to increase responses and save
the COB and taxpayers money. Follow-up procedures should be instituted to
ensure all Certification Forms are returned and reviewed by Compensation
and Benefits. The procedures should be formalized and documented so that
there are clear consequences for non-compliance.

3. Document and Standardize Process for Enrollment in Health
Insurance Plan
Compensation and Benefits should create a formal written policy and
procedure for enrolling new hires and their dependents into the health
insurance plan and for adding dependents after employment begins.
Compensation and Benefits should institute a procedure to obtain marriage
and birth certificates of dependents prior to enrollment in the health insurance
plan. Supporting documents should be obtained and retained for all
dependents enrolled in the health insurance plan. Obtaining and reviewing
supporting documents reduces the potential for paying health insurance claims
for ineligible dependents.
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DAC Evaluation of Auditee Comments
Auditee Comments – Relevant Background
“Prior to the Department of Audit and Control’s initiation of an audit regarding dependent
health insurance benefits eligibility, the Division of Compensation and Benefits (the Division)
had already initiated its own audit of this issue. In September 2017, the Division met with
Premier, the City’s healthcare consultant for purposes of determining how to best complete this
task.”
DAC Evaluation
It does not appear that an audit has been initiated by Division of Compensation and Benefits. A
Request for Proposals has not been issued, therefore no vendor is in place to begin an audit. In
the year since the initial planning meeting it does not appear that any progress has been made
toward performing an audit.

Auditee Comment – Response to Recommendation 1
“It is the Division’s position that currently, because there is no demonstrable number of
individual who have been inappropriately covered through City heath care benefits, there is no
way to estimate a potential savings to the City of Buffalo.”
DAC Evaluation
The Division’s documentation for benefit eligibility is unreliable, which is the main reason a
complete audit of eligibility for health insurance benefits should be conducted.

Auditee Comment – Response to Recommendation 1
“Preliminary findings suggest however, that since 2010, all newly hired employees who are
eligible for the healthcare benefits have been required to provide appropriate documentation in
order to add any family members to their healthcare coverage.”
DAC Evaluation
This is contradictory to our audit findings. 13% of the children tested, who were enrolled since
2010, did not have birth certificates on record with the Division.

Auditee Comment – Response to Recommendation 2
“The Division is aware of the need for a formal policy to ensure that forms verifying eligibility of
dependents for City healthcare benefits are returned; however, as discussed above, the recourse
for non-compliance with returning such information to the Division has been raised as a subject
of collective bargaining, making enforcing compliance difficult at this time.”
DAC Evaluation
The certification form has been sent out to subscribers for at least five years without having a
formal policy for addressing non-compliance. Prior to mailing the certification form out next
year, the Division should determine if it can seek recourse for non-compliance.

Auditee Comment – Conclusion
“In conclusion, the Division of Compensation and Benefits looks forward to progressing with its
audit of this issue once collective bargaining issues are settled.”
DAC Evaluation
The Division does not appear to be progressing toward conducting this audit as no progress has
been made in more than a year. This audit should be conducted as soon as possible, due to the
potential cost savings to the city.
We are willing to assist the Division of Compensation and Benefits with an independent audit of
eligibility for health insurance benefits in order to move this process forward as quickly as
possible.

*******
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