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DEPARTMENT OF HEALTH & HUMAN SERVICES Office of Inspector General 

JUL I5 1994 Memorandum-

Subject 	 Review of Unfunded Pension Costs of Health Care Service Corporation 
(A-07-94-00762) 

TO Bruce C. Vladeck 

Administrator 

Health Care Financing Administration 


This memorandum is to alert you to the issuance on JUIY 19, 1gg 4 


of our final audit report. A copy is attached. 


Our review showed that as of January 1, 1992, Health Care Service Corporation 

(HCSC) had accumulated $1.2 million in pension costs that are unallowable for 

Medicare reimbursement. 


This is one of a series of pension audits requested by the Health Care Financing 

Administration (HCFA) of Medicare contractors. The audits are conducted as 

joint efforts using Office of Inspector General auditors and HCFA pension 

actuarial staff. We are alerting you to the issuance of this particular report 

because of the dollar amount involved. The general issue of funding for pension 

costs is highly technical. The report contains the details needed by your program 

staff to settle this issue with HCSC. . As a basic rule, however, for Medicare 

reimbursement, pension costs must be annually calculated in accordance with 

established Federal contracting criteria. Only appropriate costs funded by actual 

contributions to a pension trust fund are allowable under Medicare. 


We found HCSC only partially funded their pension costs for Plan Years 1986 

through 1991. For each of those years, we considered the unfunded portion of 

the pension costs to be unallowable. The accumulated unallowable costs 

amounted to $1.2 million (including interest) as of January 1, 1992 that must be 

separately identified and excluded in future calculations of Medicare pension 

costs. 


We are recommending that HCSC make proper accounting adjustments to repay 

Medicare for the unallowable unfunded pension costs. 
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The HCSC disagreed with our calculation of $1.2 million for unfunded pension 
costs. They stated they wish to discuss the potential waiver of the established 
Federal pension rules with HCFA officials. Regional HCFA officials declined to 
comment on our draft report. 

For further information contact: 

Barbara A. Bennett 
Regional Inspector General for 

Audit Services, Region VII 
(816) 426-3591 

Attachment 
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HEALTH CARE SERVICE CORPORATION 


JUNE GIBBS BROWN 
Inspector General 

JULY 1994 
A-OM4-00762 



DEPARTMENT OF HEALTH & HUMAN SERVICES 

Office of Inspector General 

Office of Audit Services 


Region VI I 

601 East 12th Street 

Room 204A 

Kansas City, Missouri 64106 


CIN: A-07-94-00762 


Mr. Richard J. Giba 

Internal Audit/Controls Consultant 

Health Care Service Corporation 

233 North Michigan Avenue, 17th Floor 

Chicago, Illinois 60601 


Dear Mr. Giba: 


This report provides you with the results of an Office of 

Inspector General (OIG), Office of Audit Services (OAS) review 

titled I'REVIEWOF UNFUNDED PENSION COSTS OF HEALTH CARE SERVICE 

CORPORATION." The purpose of our review was to determine whether 

pension costs for Plan Years 1986 through 1991 were funded in 

accordance with the Federal Acquisition Regulations (FAR). 


As of January 1, 1992, Health Care Service Corporation (HCSC) had 

accumulated $657,538 in Medicare A pension costs and $575,799 in 

Medicare B pension costs which are unallowable for Medicare 

reimbursement. Pension costs assigned to an accounting period, 

but not funded by the tax filing deadlines, may not be reassigned 

to or claimed in subsequent accounting periods. Also, interest 

on the portion not funded in a period can not be a component of 

pension costs of any future cost accounting periods. 


The HCSC made contributions to the pension trust fund for Plan 

Years 1986 through 1991. However, HCSC did not fully fund the 

pension costs identifiable with its Medicare segments for Plan 

Years 1988 through 1990. As a result, HCSC accumulated unfunded 

Medicare pension costs of $1,233,337 (Medicare segment A of 

$657,538 and Medicare segment B of $575,799) as of January 1, 

1992. The HCSC must separately identify and eliminate this 

amount from the amortization components of future pension costs. 


The HCSC disagreed with our calculated amount for unfunded 

pension costs as of January 1, 1992. This difference resulted 

from HCSC's use of another funding methodology. In contrast to 

our more equitable approach, HCSC used a funding methodology that 

fully covered the segments' CAS pension cost for 1988 and 1989 

even though the total Plan was only partially funded. The 

response to our draft report is included as Appendix B. 
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INTRODUCTION 


BACKGROUND 


For Medicare reimbursement, pension costs must be (1) measured, 

assigned, and allocated in accordance with Cost Accounting 

Standards (CAS) 412 and 413, and (2) funded as specified by 

part 31 of the FAR. The CAS deals with stability between 

contract periods and requires that pension costs be consistently 

measured and assigned to contract periods. The FAR addresses the 

allowability of pension costs and requires that pension costs 

assigned to contract periods be substantiated by funding. 


The FAR funding requirement has traditionally been satisfied by 

trust fund deposits qualifying for tax-exemptions under the 

Employees Retirement Income Security Act of 1974 (ERISA). The 

ERISA provided for a minimum and a maximum deposit to pension 

funds as determined each year. The minimum represented a 

required deposit while the maximum represented the upper limit 

that could be deducted for income tax purposes for the year for 

which the deposit was applicable. 


Pension costs computed in accordance with CA.5represented an 

assignment of pension costs to specific accounting periods. The 

CAS pension costs often fell between ERISA minimum and maximum 

contributions. If contractors deposited the minimum ERISA 

contribution in their qualified trust funds, and the CAS pension 

costs exceeded the ERISA minimum, the contractors could only 

claim the funded portion of the CAS amount as allowable contract 

costs. Additionally, the excess of the CAS costs over the ERISA 

minimum contribution could not be carried forward as a component 

of future CAS pension costs. 


In contrast, before 1986, if CAS pension costs were greater than 

maximum ERISA contributions, contractors could deposit the CAS 

amounts in qualified trust funds, claim them as allowable 

contract costs, and take ERISA maximums as tax deductions. The 

excess of the CAS amount over the ERISA maximum could be carried 

forward to future years for tax deductibility. Similarly, if 

contractors deposited ERISA maximums that were larger than CAS 

computed amounts, differences could be carried forward to fund 

allowable contract costs for future years. 


The Tax Reform Act of 1986 (TRA 86) changed the effect of making 

pension plan contributions in excess of ERISA maximums. The 

ERISA maximum was still the tax deductible limit and the excess 

could still be carried forward to future years for deductibility. 

However, TR9 86 imposed an excise tax of 10 percent on 

contributions in excess of ERISA maximums. The excise tax is 

cunulatiy7efrom year to year ar.dapplied on a first-in/first-out 

basis considering carry-forwards and current year contributions. 




Page 3 - Mr. Richard J. Giba 


With the Omnibus Budget Reconciliation Act of 1987 (OBRA 87), the 

Congress took additional action affecting contractors' pension 

plan contributions to qualified trust funds. Prior to OBRA 87, 

ERISA's full funding limitation traditionally considered 

accumulated assets and the actuarial liability. If assets 

equalled or exceeded the actuarial liability, then the tax 

deductible amount was limited to zero. 


The OBRA 87 imposes a second more restrictive test to the full 

funding limitation. It considers the accumulated assets and 

150 percent of the amount designated "current liability.t' The 

actuarial liability under the pre-OBRA 87 test was based on 

projected benefits and conservative valuation assumptions. The 

current liability test of OBRA 87 considers only currently 

accrued benefits and values the liability using interest rates 

based on Treasury rates. The effect was that most pension plans 

that were already in full funding would remain there longer. 

Also, the same effect would push additional plans into full 

funding. 


SCOPE 


We made our examination in accordance with generally accepted 

government auditing standards. Our objective was to identify 

unfunded CAS costs, plus appreciation on the unfunded costs, from 

January 1, 1986 to January 1, 1992. Achieving our objective did 

not require that we review the internal control structure of 

HCSC. 


This review was done in conjunction with our audit of pension 

segmentation (CIN: A-07-94-00763) at HCSC. The information 

obtained and reviewed during that audit was also used in 

performing this review. 


The Health Care Financing Administration (HCFA) Office of the 

Actuary developed the methodology used for computing the CAS 

pension costs based on HCSC's historical practices. 


We performed site work during September 1993 at HCSC's corporate 

offices in Chicago, Illinois. Subsequently, we performed audit 

work in the OIG, OAS, Jefferson City, Missouri Office. 


FINDING AND RECOMMENDATIONS 


As of January 1, 1992, HCSC had accumulated $1,233,337 in 

unallowable direct pension costs ( Medicare A segment costs of 

$657,538 and Medicare B segment costs of $575,799). These costs 

are unallowable because the pension costs were not funded within 

specific time periods set by regulation. Imputed interest on the 

unfunded costs is also unallowable. These costs represent 

unfunded pension costs and imputed interest for Plan Years 1988 
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through 1990. The HCSC cannot claim any of these unfunded costs 

in future cost accounting periods. 


For Medicare reimbursement, pension costs must be (1) measured, 

assigned, and allocated in accordance with CAS 412 and 413 and 

(2) funded as specified by part 31 of the FAR. The CAS deals 

with stability between contract periods and requires that pension 

costs be consistently measured and assigned to contract periods. 

The FAR addresses the allowability cf pension costs and requires 

that pension costs assigned to contract periods be substantiated 

by funding. 


The FAR, 48 CFR 31.205-6(j) (3)(i) and (iii), states: 


"***costs of oension plans not funded in the year incurred,
. 

and all other components of pension costs***assignable to 

the current accounting period but not funded during it, 

shall not be allowable in subsequent years***." 


"Increased pension costs caused by delay in funding beyond 

30 days after each quarter of the year to which they are 

assignable are unallowable." 


Furthermore, the CAS within 48 CFR 30.412-50(a) (7) States: 

"If any portion of the pension costs computed for a cost 

accounting period is not funded in that period, no amount 

for interest on the portion not funded in that period shall 

be a component of pension cost of any future cost accounting 

period." 


In addition, the CAS within 48 CFR 30.412-50(a) (2) states: 


"Pension costs applicable to prior years that were 

specifically unallowable in accordance with then 

existing Government contractual provisions shali be 

separately identified and eliminated from any unfunded 

actuarial liability being amortized***." 


We compared CAS pension costs for the Medicare segments, computed 

by HCFA Office of the Actuary, to actual contributions to the 

Medicare segments and found the following: 


Medicare A Segment 

CAS Pension Costs $itEhs%m*aa 
Interest to End of Year 31:954 35;299 36;413 35:09a 36;600 39;786 

Less: 
Actual Contribution 397,i41 438,720 396,654 197,465 242,840 573,710 

Interest to End of Year -o- -O- 2,329 3.670 3.C96 5,708 

Under (Over) funding S -o- s -o- S 78,795 $259,388 1234,305 E(57,3i3) 
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Medicare B Segment 

CAS Pension Costs 
Interest to End of Year 
Less: 
Actual Contribution 322,109 289,620 338,901 163,952 227,903 577,070 
Interest to End of Year -o-- -o- 1,990 3.047 2.905 5.741 _ 
Under (Over) funding s -o- s -o- S 67,322 $215,366 5219,894 S(57,709) 

Appendix A provides additional information on the CAS pension 

costs. 


For Plan Years 1988 through 1990, HCSC had not fully funded the 

CAS pension costs within the required time periods. For these 

years, HCSC made contributions to the pension trust fund based on 

the ERISA minimum contribution amounts. 


The CAS pension costs not funded are unallowable as a component 

of pension costs for any future years. Interest related to these 

unfunded costs is also unallowable as a component of future 

years' pension costs. 


The following table shows the unfunded amounts, plus interest, 

which are unallowable on a cumulative basis. We computed the 

unfunded amounts for each year as shown on the previous 

schedules. We increased the unfunded amounts by the assumed rate 

of interest used in the valuation reports. Our computation of 

the unfunded amounts plus interest considers those costs which 

should have been funded for the applicable years. In other 

words, if HCSC funded the costs, the assets of the Medicare 

segments would have been greater at the specified time periods. 


Medicare A Segment Unfunded Pension Costs and Interest 

1988 1989 1990 1991 
t 78,795 t -O- $ -o- s -O-

85;296 259,388 -O- -o-
92,333 280,788 234,305 -o-
99,950 303,953 253,635 -o-

Medicare B Segment Unfunded Pension Costs and Interest 

Date 1988 1989 1990 1991 
l/l/89 L 67,322 s -o- S -O- $ -O­
l/l/90 72,876 215,366 -o- -O­
l/1/91 78,888 233,134 219,894 -O­
l/l/92 85,396 252,368 238,035 -O-

Recommendations 


We recommend that HCSC: 


Total 
t 78,795 
344,684 
607,426 
657,538 

Total 
Z 67,322 
288,242 
531,916 
575,799 

0 	 Identify $1,233,337 (Medicare A segment costs of $657,538 
and Medicare B segment costs of $575,799) as an unallowable 
cmponent of direct pension costs as of January 1, 1992. 
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o 	 Update annually the unallowable pension cost component 

related to the unfunded CAS costs for Plan Years 1988 

through 1990. 


0 	 Identify and update unfunded pension costs for any later 
years in a similar manner. 

Auditee Comments 


The HCSC disagreed with the results of our review: "Your report 

states that HCSC has accumulated unfunded Medicare pension costs 

for Segment A and Segment B of $1,233,337. We do not agree. 


llContributionsto the plan are allocated first to Medicare 

Segments A and B in order to fully cover the CAS pension cost. 

As a result of funding the total CAS pension costs for fiscal 

1987 through fiscal 1991 for Medicare Segments A and B, there 

will be no unfunded Medicare pension costs." 


OIG Response 


As stated in the report, HCSC did not fund the total company CAS 

pension costs for Plan Years 1988 through 1990. Since HCSC only 

partially funded the CAS costs, we allocated the contributions 

among the Medicare segments -and other segment using each 

segment's CAS computed pension costs in relation to total CAS 

computed pension costs. 


Both the Medicare contracts and CAS provide for the consistent 

treatment of costs among different cost objectives. For example, 

Paragraph B, Section II, Appendix B of the Medicare contracts 

state "***the criteria for determining the allocation of 

costs***should be the same for all similar objectives." The CAS 

413.50(c) (1) and (10) state "***the base to be used for 

allocating such costs shall be representative of the factors [on] 

which the pension benefits are based." and "where pension cost is 

separately calculated for one or more segments, the actuarial 

cost method shall be the same for all segments***.tt 


The HCSC made several deposits into the pension trust fund during 

the period 1988 through 1990. We found no evidence that the 

deposits were specifically dedicated to a particular cost 

objective or group of employees. As such, our proration of the 

funded costs is appropriate as it provides consistent and 

equitable treatment of the funded costs among the segments. 

Therefore, we did not change our computation of the unfunded 

pension costs. 
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INSTRUCTIONS FOR AUDITEE RESPONSE 


Final determinations as to actions to be taken on all matters 

reported will be made by the HHS action official identified 

below. We request that you respond to each of the 

recommendations in this report to the HHS action official; 

presenting any comments or additional information that you 

believe may have a bearing on the final determination. 


In accordance with the principles of the Freedom of Information 

Act (Public Law 90-231, OIG, OAS reports issued to the 

Department's grantees and contractors are made available, if 

requested, to members of the press and general public to the 

extent information contained therein is not subject to exemptions 

in the Act which the Department chooses to exercise. (See 45 

CFR part 5.) 


Sincerely, 


. 

\ 


(57lA 

Vincent R. Imbriani 

Regional Inspector General for 


Audit Services, Region VII 


Enclosures 


HHS Action Official: 


Mr. Chester Stroyny 

Regional Administrator, Region V 

Health Care Financing Administration 

105 West Adams Street, 15th Floor 

Chicago, Illinois 60603 




’ . 

APPENDIX A 

Page 1 of 4 


HEALTH CARE SERVICE CORPORATION 

CHICAGO, ILLINOIS 


STATEMENT OF CAS PENSION COSTS AKD FUNDING _ 


FOR THE PERIOD 

JANUARY 1, 1986 TO JANUARY 1, 1992 


Total A B 
Plan Seqment 

01/01/86 Uormal Cost I/ t 3,022,569 S 
-Amortization Payment I/ 2.850.422 57.148 

01/01/86 CAS Pension Cost I/ 5,872,991 5,211,612 S 296,192 
Interest to l2/31/86 41 513.887 25,917 

12131186 CAS Funding Target 51 6,386,878 397,141 
Contribution b/ (6,386,878) (397,141) (322,109) 
Interest on Contribution I/ 0 0 

12/31/86 Unfunded Pension Cost s/ L 0 0 0 s 

01/01/87 Normal Cost S 3,475.698 S 
Amortization Payment 3.087.214 56,946 

CAS Cost 6,562,912 5,893,174 403,421 
to 515.653 35,299 

12131187 Funding 7,137,167 438,720 
(7,137,167) (438,720) (289,620) 

on 0 0 

Unfunded Cost 0 0 f Ls--a 0 

Normal S 3,716,411 S 295,431 
Amortization 3.270.394 177.761 

01/01/8-8 Pension 7,545,840 441,365 
Interest 12/31/88 555.008 31,111 

CAS Target 7,282,381 408,213 
(6,781,427) (396,654) 

Interest Contribution (35.506) (1.990) 

Unfunded Cost 1.347.120 1.201.003 S S 

01/01/89 Cost 3,788,919 3,239,945 S 286,044 
Payment 162.495 

01/01/89 Pension 6,369,026 425,425 
Interest 12/31/89 461.206 29.141 

CAS Target 6,051,583 382,365 
(2,956,245) (197,465) 

Interest Contribution (48.226) (3,047) 

Unfunded Cost 3.883.283 3.408.553 259.383 215.366 
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HEALTH CARE SERVICE CORPORATION 

CHICAGO, ILLINOIS 


STATEMENT OF CAS PENSION COSTS AND FUNDING ^ 


FOR THE PERIOD 

JANUARY 1, 1986 TO JANUARY 1, 1992 


01/01/90 Normal Cost 
Amortization Payment 

01/01/90 CAS Pension Cost 
Interest to 12/31/90 

12/31/90 CAS Funding Target 
Contribution 
Interest on Contribution 

Unfunded Pension Cost12/31/90 


01/01/91 Normal Cost 
Amortization Payment 

01/01/91 CAS Pension Cost 
Interest to 12/31/91 

12/31/91 CAS Funding Target 
Contribution 
Interest on Contribution 

Unfunded Pension Cost12/31/91 


Total 
Plan 

S 4,382,417 
2,508,122 

6,890,539 
568.469 

7,459,008 
(3,771,737) 

(48,079) 

f3,639.192 


S 4,982,377 
2.895.754 

7,878,131 
649,946 

8,528,077 
(9,372,073) 

(93,246) 

s (937,242) 

Other Medicare A Medicare B 
Segment 

S 3,743,580 S 283,556 S 355,281 
2.286.965 

6,030,545 
497,520 

6,528,065 
(3,300,994) 

(42,078) 

s3.184.993 


160,085 61,072 

443,641 416,353 
36.600 34.349 

480,241 450,702 
(242,840) (227,903) 

(3.096) (2.905) 

S 219.894 


S 4,283,479 S 297,545 s 401,353 
2.627.310 184.714 83,730 

6,910,789 482,259 485,083 
570.141 39,786 40,019 

7,480,930 522,045 525,102 
(8,221,293) (573,710) (577,070, 

(81,797) (5,708) (5.741) 

j (822.16!) ,, (57,373) f (57.709) 
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HEALTH CARE SERVICE CORPORATION 

CHICAGO, ILLINOIS 


STATEMENT OF CAS PENSION COSTS AND FUNDING 


FOR THE PERIOD 

JANUARYl, 1986 TO JANUARY 1, 1992 


FOOTNOTES 


rl 	 We obtained the total company normal costs from HCSC's actuarial 
valuation reports. Except for the 1986 Medicare B normal cost, 
we obtained the Medicare segments' normal costs from the 

participant data files provided by HCSC's consulting actuary. 

The 1986 Medicare B normal cost was estimated by HCFA, Office of 

the Actuary. 


21 	 We based the amortization payment on a CAS amortization schedule 
developed from information obtained from HCSC's valuation reports 
and IRS Form 5500 reports. We developed a separate CAS 
amortization schedule for the Medicare A segment starting in 

1988. For the Medicare B segment, we developed a separate 

amortization schedule starting in 1986. 


The CAS pension cost represents the sum of the normal cost and 

amortization payment. For 1986 and 1987, our computation of the 

Medicare A segment's CAS pension costs is the product of the 

formula (total company CAS cost - Medicare B segment CAS cost) x 

(Medicare A segment covered payroll / (total company covered 

payroll - Medicare B segment covered payroll)). We separately 

calculated Medicare A CAS pension costs for 1988 through 1991. 

For the Medicare B segment, we separately calculated the 1986 

through 1991 CAS pension costs. 


The amounts shown the "other segment" represent the 

difference between the total company and the Medicare segments, 


41 	 We applied one year's interest at the assumed rate reported in 
the actuarial valuation reports. For 1986 and 1987, the interest 
rate is 8.75 percent. For 1988 through 1991, the interest rate 
is 8.25 percent. 


sl 	 The annual CAS pension cost, adjusted with interest to the end of 
the year, must be funded by current and prepaid contributions to 
satisfy the allowability criteria of FAR, section 31.205-6(j). 

sl 	 We obtained total company contributions from IRS Form 5500 
reports. Ne allocated contributions to the filedicare segments 
based on the CAS funding target at the end of the year. 




. . 

APPENDIX A 

Page 4 of 4 


HEALTH CARE SERVICE CORPORATION 

CHICAGO, ILLINOIS 


STATEMENT OF CAS PENSION COSTS AND FUNDING . 


FOR THE PERIOD 

JANUARYl, 1986 TO JANUARY 1, 1992 


11 	 We applied interest on the contributions at the assumed rate from 
the date of deposit to the end of the year. 

81 We computed the unfunded pension cost by subtracting the value of 

contributions and interest at year-end from the CAS funding 

target. We calculated a prepayment credit (a negative value) in 

those instances where our computed CAS pension costs are less 

than the contributions for the Medicare segments. The HCSC may 

carry forward a prepayment credit to fund future CAS pension 

costs. 
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Mr. Aasmunds!ed 

cf and Services 

cf.the General 
of Services 

Vi1 
601 Em 12th Street 


Room 284A 

Kansas City, Missouri 64106 


Re: 	 A-07-94-0076 7 

A-07-94-00762 

A-07-94-00763 

Dear h9r. Aasmundstad: 

I am writing in response to the thre, 0 reports prepared by the O%ce of the Inspector 

General, Office of Audit Services reviewing: 

w 	 Pension costs claimed for h’ledicare reimbursement by Health Care Service 
Corporation, GIN: A-07.94-00761, 

a 	 Unfunded pension costs of Health Care Service Corporation, CIN: A-07-94-00762, 

an d 

P Medicare Contractcr’s pension segment at:on, Health Care Sewice Corporalion, 

GIN: A-07-34-00763. 

:.i 
c­

.[. 
-.. Pension c0srs Claimedi-:. 

Your rEFGrt stetes tht HCSC his received reimbursement for $2,811,800 in h’ez’kait? 

pensicn cos!s frcm the Hetlyh Cere Financir,g A dmjEistra:;cn jl-!CFA) for iiSc2l years 

~$37 t>.rcush 1991, \f’e eerie. Tka iur,ded pcrijcn ci CAS cc,m;c:ed penzicn CCS:S 
C3,137,433, Cn ;+,ls ~;r,cvz;, \a,~ dire.cree, ECsC fuiil; f;r.tr s.i CAS\;‘;s r2ZCCE3’ C> -
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penslcn ccsts for the Me?ice:e Pan A and Pert 5 segments and, ttIus, ihe e-mount 

funded \‘;es actually SJ,2S6,117. 

Our 2mcu,?!s differ fcr tivo reescns: 

1. 	 For fiscal years Is87 through iSs1, HCSC acttiaily funded the total CAS pension 

cost for Medicare Se5ments.A and 5, and 

2. 	 The calculation cf the indirect allowable pensicn cost should multiply the 

Medicare indirect percentage by the CAS pension cost rather than the allocable 
pension cost. 

Attached is Exhibit I, which shows revised calculations of Appendix A to report CIN: 

A-07-34-00761. 

As a result, HCSC claims en add$cnal S1,474,227 in ellov:able CAS pension ccsts for 

fiscal years 1587 through 1991, rather than the additional $325,513 as stated in your 

report. 

Unfunded Pension Costs 

Your report states that HCSC has accumulated unfunded h’ledicare pension costs for 

Segment A and Segment B of $1,233,337. We do not agree. 

Contributions to the plan are allocated first to h’ledicere Segments A and 5 in order 

to fully cover the CAS pension cost, As a result cf funding the total CAS pensicn 

ccsts for fiscal 1937 through fiscal 1991 for Medicare Segments A and B, there wiil 
be no unfunded Medicare pension ccs?s. 

Attached is Exhibit II which shcws revised calculaiions of Appendix A to report CIN: 

A-07-24-00762. 

Pension Segmenfatfon 



-- 
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As a result cf funding tke ?ct;l CAS pension ccsts for fiscEI 1987 through f&l 1891 


fcr hkdicare Segments A and B, the ~sscts are unders%ted even more, hktiicare A 


shouid have 23,339,187 in Bes&iS,under&:&d 2s of JS~;UEIY 1, 1992 by $858,C47. 


Medicare B shccld hme S3,936,8PO in esseis, underst&zd ES of Jenuary 1, 1582 by 


$1,557,489. 


Atiached is Exhibit III, which shows revised calculaiions cf Appendix A to report GIN: 


A-07-94-00763. 


We agree with all other findings and recommendations outlined in the three reports, 


Please contact me with your comments to my revisions. 


Eichard Giba 

Internal Audit/Controls Consultant 


cc: 	 Mr. Vincent lmbriani DHHS/OIG/OAS 

Ms. Denise Bujak Health Care Service Corporation 

Mr. Mark Ellis Health Care Service Corporation 

Mr, John Nutting Health Care Service Corporation 

Ms. Virginia Vlcek Towers Perrin 

Mr. John Whitney Towers Perrin 
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Toid FIX Secment SecrtErlt Secment 

1965 	 Fian Yeer Contiibuticns 
Cisccur,! fcr IfiiElECt 

Fresent Vaiue of Funding 
CAS Persian Ccsts 
Fercentage of Costs Funded 

Funded CM Pension Cost 
Allowable Interest 

Allocable Pension Cost 
Medicare Segment Percentage 

SS,SE6,878 SS,E67,628 S397,1:1 SP22,l c9 
j513.667) p3.0; q /31.%) 

5,872,991 6211,612 3.55,137 
53872.991 5.21 I .612 365.187 

100% 100% 100% 

5,872,991 5,211,612 365,187 
364,003 323.011 22634L 

0 
6,236,904 5,534,623 387,621 

ti n/a 100% 

pz.917) 

296,192 
295.192 

100% 

296,192 
18.358 

314,550 
100:6 

t-da 

n/a 


n/a 

n/a 

S269,620 
123.303) 

266,317 
266.317 

100% 

265,317 
16.506 

282,823 
100% 

nia 

n/a 

n/a 

2,‘s 

,r,‘z 

Xi!owrble Segment Pension Cost 387,821 

titedicare indirect Percen!age 1.6112% 

Allowable Indirect Pension Cost 83,969 

Calendar Year Pension Cost 471,790 

1987 Plan Year Contributions S7,137,167 $6,408,827 $438,720 
Discount for Interest 1574.255) jSlS.653) J35.299) 

Present Value of Funding 6,562,912 5,893,174 403,421 
CAS Pension Costs 6562.912 $893.174 403.421 
Fercentage of Costs Funded 100% 100% 100% 

Funded CAS Pension Cost 6,552,912 5,893,174 403,421 
Rllowab!e Interest 406,764 365.254 25 004A 

0 
Aliocabie Pension Cost 6,969,676 6,256,428 428,425 
Redicare Segment Fercentage -n!a -n/a 100% 

Allowabie Segment Pension Cost 428,425 

... 
t,?EdiCXE Indirect Pixcentege 1.3373% 

73,615 

E”j7.2-;9 



., - 

0 

Other likdicare A 
-i-c%! Fl2.n Sement SeomEnt 

1958 Fix Ye;r Cc,n:rkhons s474,aa S405,630 
Discccnt :cr In:trest 133.622) /28,iiE) 

F;eser,t Vz:ue of Funding 5,482,021 4:1,;05 377,; 02 
CAS l=EnsiGn costs 6727,373 441.365 377.102 
Percer,:ac_e of Costs Funded 81.5GX 100:: 100% 

Funded CAS Pension Cost 6,301,38 5,4&2,:21 441,365 377,102 
Allowable Interest 358.237 320,408 25.742 22.037 

0 
Allocabie Pension Cost 6,669,625 5,803,329 467,157 399,139 
Medicare Segmefit Percentage An/a n&Q 100% 100% 

Aliovrzble Segment Pension Cost 467,157 n/a 

Medicare Indirect Percen?Ege 1.8858% n/a 

Allowable Indirect Pension Cost 126,865 n/a 

Calendar Year Pension Cost 594,022 n/a 

Fiscal Year Pension Cost 572,327 n/a 

1959 Plan Year Contributions 82,956,245 $2,128,737 S-452,1 20 $375,388 
Discount for Interest fl74.547) I1 25.66&j (26.60:) 122.164) 

Present Va!ue of Funding 2,781,698 2,003,049 425,425 353,224 
CAS Pension Costs 6.369,026 5,590.377 4i5,425 353.224 
Percentage of Cos?s Funded 43.66% 35.83% 100% 100% 

F+xded CAS Pension Cost 2,761,698 2,003,049 425,425 353,224 
Allov:aS!e Interest 162.555 117,053 24 661 20,641A 

0 

X!loczble Pension Cost 2,9$4,253 2,120,102 450,286 373,865 
Medicare Seg,ment Percentage I& -n/a 1 OR6 1 0% 

All0~2ble Swment Pension Cost 450.235 373,E65 

f,!e&care Irdirect Fe:cei%ge 1.6545% 

==, ‘It­
“--,_” 3 

_,-. 
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lOC0 	 pkn Year Cm;ribv:ions 
Discomt :cr ln:e!ect 

Present Va!se of Funding 
CAS Pension Costs 
Fercen!age of Costs Funded 

Funded CAS Pension Cost 
Allowable Interest 

Allocable Per&on Cost 
Medicxe Segment Percentage 

Oihf,r h?edicare A h’edicore 8 
Tct21 PI23 Secmmt Seoment SECTieZt 

S3,771.757 S2$52,511 $374,197 S44:5,029 
12~,EC) Il63.ZO7) (30.55E) ti3.67E) 

3,528,6Si 2,658,704 443,641 416,353 
6.E90.559 6.030.545 M-3.641 416.353 

51.21 :‘o 44.25% 100% 1cat,: 

3,528,698 2,668,704 443,Wl 416,353 
206.208 155.952 25.925 24 331L 

0 
3,734.906 2824,656 469,566 440,684 

nia -nla 100% 100%-

Allowable Segment Pension Cost 

h’tedicare Indirect Percentage 

Allowab!e Indirect Pension Cost 

Calendar Year Pension Cost 

Fiscal Yea Pension Cost 

1991 	 Plan Year Contributions 
Discount for Interest 

Present Va!ue of Funding 
CAS Pension Costs 
Percentage of Costs Funded 

Funded CAS Pencion Cost 
Allowable Interest 

Pllocabie Pension Cost 
’ hiedicare Segment Percentage 

Allo\v2bie S?gmEr;t Pension Cost 

Medicare Indirect Percentege 

469,566 440,684 

2.0200% 2.5105% 

121,817 151,397 

591,383 592,080 

578,814 565,870 

s9,372,073 $8335,241 $516,903 s519,929 
1628.129) l558.639) 

8,743,944 7,776,602 
7,878.131 6.910.789 

1 oo?!e 100% 

7,8i8,131 6,91’0,769 
460.378 403.849 

0 
8,338,509 7,314,638 

n!a -n/a-

134.644) 134,8:6) 

482,259 485,083 
482,259 4850i33 

100% 100% 

482,259 465,083 
28,182 28 347A 

510,Ml 513,GO 
m 1 oc46 

5lO,-Gl 513,430 

1 .8217% 2.2CG45Y 

125,032 152,SC3 
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AFFETDIS 3 
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n/a n/a 

a 1rla 

5 87;L991 5,211,612 265,187 
'513.837 456.016 31.954 

12/3llSS CAS Funding Target 6,386,873 $667,628 397,141 
Contribfution (6,386,8X) (5,667,623) 
In;erM on Contribution 0 0 (597,‘4; 

12/31/86 Unfunded Perision Cost e 2 e 

01/01/87 Rormzl Cost $3,475,698 n/a 

296,192 
a25 917 

322,109 
(3alo9) 

0 

e 

S209,371 
56.9-G 

266,317 
I23 303 

289,620 
(269,620) 

0 

P 

S295,431 
81.671 

377,102 
31.111 

Amcriization Payment 

01/01/87 CAS Pefsion Cost 
interest to 12131187 

12/31/87 CAS Funding Target 
Contribtiion 

Interest on CxJribthon 


la31/87 Unfunded Pension Cost 

I 

01/01/88 Normal Cost 
Amoriization Payment 

. 
:. 
i! OllOll88 CAS Fension Cost 
;; Interest to 12/31/88 

i	
5 

5 i2/3l/E8 CAS Funding Target 

c
?$ Contribution 


2I 
Interest on CoMribtiion 


p.­
rl
2. 12/31/83 Unfunded Pension Cost 

..
& 
3 
-: 

17‘ Ol’Ol/E9 I\‘c:r;,ai Cost 


Arcr,iza:ion Fajlmcnt 

3.087.214 b 

6,56&912 5,893,174 403,421 
574,255 515.653 35,299 

7,137,167 6,408,827 
(7,137,167) (6,408,827) 

0 0 

P P B 

$4,275,4:6 !Z3,716,411 S263,604 
3.270.394 S3.010.962 Sl77,761 

7,545,840 6,727,373 441,355 
622.5?2 555.038, 35,413 

8‘168,372 7,282,38 1 477,778 
(6,781,427) 'j'W$'~'; 

FC 
(4;$,9E;{ 

j39,625) . "L .i91 

1.347.120 1347.120 9 

S3,763,919 	 S3,239,945 S26Z930 f2EE,044 
c72.589.: 07 &-.“I‘33.L32 Si62.495 67.163 

5,5co,377 
'51.233 

-. . 
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FORTE FERiOD 

$XUXFiY 1, 1Cc5 TO J.W&SY 1,1992 


Ol/OlJOO 	 Norrnti Cost 
AmottizZiDn Peynent 

ClJOlJ90 	 CAS Pension Cost 
Inter& to 12/31/90 

12/3lJCO 	 CAS Funding Tuget 
Contribution 
Interest on Contribvtion 

To?4 ?!^dl SEamErIt Scoment Secment 

$4,3t.2,417 s3,7$3,550 S283,556 5355,281 
2.5C3.122 S2.cL55.95 El60.W5 61 0'72-

6,69@,539 6,030,545 4Q,E41 416,253 
568.439 497.520 36603I -34349 

7,459,008 6,528,065 480,241 450,702 
(3,771,737) (2,852,511) (445,029) 

148,079) 136.361) 15.673) 

lZY31190 UnfundedPension Cost 3.639.192 3,639.192 P E 

OiJOlJ91 	 Normal Cost 
AmonizZiion Payment 

OlJOlJ91 CAS Pension Cost 
Interest to 12J3lJ91 

la3lJ91 	 CAS Funding Target 
Contribution 
Interest on Contribution 

12/31/91 UnfundedPensionCOst 

$4,982,377 $4,283,479 5297,545 $401,353 
2.895754 S2.627.310 Sl84,714 83,733 

7,878,131 6,910,7&g 482,259 485,083 
649.946 570.140 39,785 40- 019 

8,528,077 7,480,929 522,045 525,102 
(9,372073) (8,3 35,241) (516,903) (519,929) 

/93,245) 162.9%) /5,142) 15,173) 

1937.242) 1937.242) P P 



Ccnlributc~s 
Ecr,eL:s 
Exptr,ses 
Ea:r.ir,Ss 
Kct Trtrders 

ConVibuS'ont 
3zntZts 
Expenses 

Earnin9s 
NStTru.SkIS 

,ksse!sJ~wrryl, 1968 

Ccntribu$ons 
Eenefi!s 
Expenses 
Earninss 
NetTrans?ert 

CentribuSons 
Eenefi!:, 
Expenses 
Earnings 
Asst:Trrns!er 
HetTranrfers 

Assets Januql, 1990 

ContibuSons 
5enefits 
Expenses 

Earnings 
NetTraders 

Xsse!sJantiarfl,lESl 

CotVibuScntu 
Benef!s 
Expeztes 
Earnings 
h'etTrms:ers 

;.::e::'i:'i-,:e 

63 

6,363,670 

0 

0 

0 

0 

55,X6,678 

7.137,167 
(438,757) 
(40,7SC) 

(254,635) 

0 

Sl2,7B3,650 

6.761,427 
(1,940,166) 

(W447) 
627,213 

0 

SlB,l91,075 

2.956.245 
(619,045) 
(149,617) 

5.162.938 


77,633 


I 0 


S25,619.B29 

3,771,737 
(975,728) 
(171,090) 
l,O50,406 

0 

s29,503,154 

9,372.0?3 

5,567,5i5 
0 
0 
0 

49.456 

S5,717,124 

6,4C6,@27 
(391,512) 
(56.521) 

(227,937) 
5145.674) 

S11,274,307 

5,903.609 
(l,E72,263) 

(56,573) 
552,691 
169.919) 

Si5.727,052 

2,12B,737 
(611,854) 
(130,715) 

4,463,410 
77,633 
j36.070) 

S21,618,193 

2,652,511 
(640,012) 

(140,725) 
63,090 

m 

S24,363,396 

8.355,241 

?22,lC9 
0 
0 

j4& 

s317,173 

458,720 2B9,620 
(31,421) (15.E24) 
(2,252) (2.026) 

(14,057) (12,645) 
l17.lf2 70.491 

5660,753 SE54.540 

474,968 405,e:o 

(60,160) (7,745) 
(4,472) (3,402) 
42,211 32,111 
22.907 47,012 

S1,336,227 51.i28.595 

452,120 375,368 

P,191) 
(10.35:) (8,743) 
379,227 320,301 

1156.54; 172.617 

si.s80.05a 

474,197 445,029 

(10,596) (125.120) 
(11,122) (11,243) 
13,478 61,838 

fi57.669) . 249.350 

S2,290,937 S2,620,&21 

516,903 519,929 
(B4,225) (30,56E) 
(12,40E) (15,333) 
X5,:62 633,&95 
125.iiC) ZB.155 

(699,404) (7B4,-­ccl) 
(214,14i) (1E6,432) 

8,968,260 7.479,222 

P (12.951) 

S:6,5:9,SE2 S:9,213,EtS 

$41 ,EZ?,LZl 

$3 

- . . . ^’ _ _ - -‘. :r- .t,--, f ..-_- ~ ..” 
: 	 . . ; ,, _ . . ‘--. :---

.-’ ‘-’ :.’ .~ 

0 


