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The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-452, 
as amended, is to protect the integrity of the Department of Health and Human Services 
(HHS) programs, as well as the health and welfare of beneficiaries served by those 
programs.  This statutory mission is carried out through a nationwide network of audits, 
investigations, and inspections conducted by the following operating components: 
 
Office of Audit Services 
 
The OIG's Office of Audit Services (OAS) provides all auditing services for HHS, either by 
conducting audits with its own audit resources or by overseeing audit work done by others.  
Audits examine the performance of HHS programs and/or its grantees and contractors in 
carrying out their respective responsibilities and are intended to provide independent 
assessments of HHS programs and operations in order to reduce waste, abuse, and 
mismanagement and to promote economy and efficiency throughout the department. 
 
Office of Evaluation and Inspections 
 
The OIG's Office of Evaluation and Inspections (OEI) conducts short-term management and 
program evaluations (called inspections) that focus on issues of concern to the department, 
the Congress, and the public.  The findings and recommendations contained in the 
inspections reports generate rapid, accurate, and up-to-date information on the efficiency, 
vulnerability, and effectiveness of departmental programs. 
 
Office of Investigations 
 
The OIG's Office of Investigations (OI) conducts criminal, civil, and administrative 
investigations of allegations of wrongdoing in HHS programs or to HHS beneficiaries and 
of unjust enrichment by providers.  The investigative efforts of OI lead to criminal 
convictions, administrative sanctions, or civil monetary penalties.  The OI also oversees 
state Medicaid fraud control units, which investigate and prosecute fraud and patient abuse 
in the Medicaid program. 
 
Office of Counsel to the Inspector General 
 
The Office of Counsel to the Inspector General (OCIG) provides general legal services to 
OIG, rendering advice and opinions on HHS programs and operations and providing all 
legal support in OIG's internal operations.  The OCIG imposes program exclusions and civil 
monetary penalties on health care providers and litigates those actions within the 
department. The OCIG also represents OIG in the global settlement of cases arising under 
the Civil False Claims Act, develops and monitors corporate integrity agreements, develops 
model compliance plans, renders advisory opinions on OIG sanctions to the health care 
community, and issues fraud alerts and other industry guidance.   

 





EXECUTIVE SUMMARY 
 

BACKGROUND 
 
Since its inception, Medicare has paid a portion of the annual contributions that contractors make 
to their pension plans.  In claiming cost reimbursement, contractors are to follow the principles 
contained in the Federal Acquisition Regulations (FAR), the Cost Accounting Standards (CAS), 
and the Medicare contracts.  Pension plan payments represent allowable pension costs under 
FAR.  
 
The Centers for Medicare & Medicaid Services (CMS) incorporated segmentation requirements 
into Medicare contracts starting with fiscal year (FY) 1988.  The Medicare contracts define a 
segment and require separate identification of the pension assets for the Medicare segment, 
including the methodology for the initial allocation of pension assets to the Medicare segment.  
The contracts further require that, in accordance with CAS 413, the Medicare segment assets be 
updated for each year after the initial allocation.  In addition, the Medicare contracts and FAR 
require contractors to remit excess Medicare pension assets to the Federal Government in 
situations such as contract terminations.  
 
Blue Cross and Blue Shield of Texas (Texas) administered Medicare Part A and Part B 
operations under cost reimbursement contracts until its contractual relationship with CMS was 
terminated on September 30, 1999.  
 
OBJECTIVE 
 
Our objective was to quantify any excess assets that Texas should remit to Medicare as a result 
of the termination of the Medicare contractual relationship.  
 
FINDING 
 
As a result of the termination of the Medicare contracts, Texas identified $11,152,093 in excess 
pension assets as of September 30, 1999.  We determined that this figure was materially 
accurate.  As required by the Medicare contracts and FAR, these excess assets should be credited 
to the Medicare program.   
 
RECOMMENDATION 
 
We recommend that Texas remit $11,152,093 to the Federal Government for excess Medicare 
pension assets.  
 
AUDITEE’S COMMENTS 
 
Texas noted that the summary spreadsheet that it used to identify excess Medicare pension assets 
of $10,753,575 failed to include attributable allocation percentages for the “other” segment.  
According to Texas, the correct figure was $11,152,093.  Texas’s comments are included in their 
entirety as an appendix.  
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We determined that Texas’s revised figure was materially correct.  Therefore, Texas should 
remit $11,152,093 to the Federal Government.   
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CAS  Cost Accounting Standards 
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INTRODUCTION 
 
BACKGROUND 
 
Medicare Program 
 
Texas administered Medicare Part A and Part B operations under cost reimbursement contracts 
from the start of the Medicare program until its contractual relationship with CMS was 
terminated on September 30, 1999.  Since its inception, Medicare has paid a portion of the 
annual contributions that contractors make to their pension plans.  In claiming cost 
reimbursement, contractors are to follow the principles contained in FAR, CAS, and the 
Medicare contracts.  Pension plan payments represent allowable pension costs under FAR.  In 
1980, both FAR and the Medicare contracts incorporated CAS 412 and 413.1  
 
CMS incorporated segmentation requirements into Medicare contracts starting with FY 1988.  
The Medicare contracts define a segment and require separate identification of the pension assets 
for the Medicare segment,2 including the methodology for the initial allocation of pension assets 
to the Medicare segment.  The contracts further require that, in accordance with CAS 413, the 
Medicare segment assets be updated for each year after the initial allocation.  
 
Regulations 
 
CAS 9904.413-50(c)(12) addresses contract terminations and segment closings and states: 
 

If a segment is closed . . . the contractor shall determine the difference between the 
actuarial accrued liability for the segment and the market value of the assets allocated to 
the segment, irrespective of whether or not the pension plan is terminated.  The 
difference between the market value of the assets and the actuarial accrued liability for 
the segment represents an adjustment of previously determined pension costs.  

 
(i) The determination of the actuarial accrued liability shall be made using the accrued 
benefit cost method.  The actuarial assumptions employed shall be consistent with the 
current and prior long-term assumptions used in the measurement of pension costs . . . . 

                                                           
1 CAS 412 regulates the determination and measurement of the components of pension costs.  It also regulates the 
assignment of pension costs to appropriate accounting periods.  CAS 413 regulates the valuation of pension assets, 
the allocation of pension costs to segments of an organization, the adjustment of pension costs for actuarial gains 
and losses, and the assignment of gains and losses to cost accounting periods. 
 
2 According to the Medicare contracts: 
 

The term ”Medicare segment” shall mean any organizational component of the contractor, such as a division, 
department, or other similar subdivision, having a significant degree of responsibility and accountability for the 
Medicare agreement/contract, in which: 
 

1. The majority of the salary dollars is allocated to the Medicare agreement/contract; or 
2. Less than a majority of the salary dollars is allocated to the Medicare agreement/contract, and these salary 

dollars represent 40 percent of more of the total salary dollars allocated to the Medicare 
agreement/contract. 
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(ii) The calculation of the difference between the market value of the assets and the 
actuarial accrued liability shall be made as of the date of the event (e.g. contract 
termination, plan amendment, plant closure) that caused the closing of the segment . . . . 
If such a date is not readily determinable, or if its use can result in an inequitable 
calculation, the contracting parties shall agree on an appropriate date. 

 
Blue Cross and Blue Shield of Texas  
 
CMS awarded Medicare Part A and Part B contracts to Texas in 1966.  Texas formed 
Trailblazers Health Enterprises, LLC in 1998.   Texas merged with the Health Care Service 
Corporation in 1999.  Subsequently, on September 30, 1999, Texas terminated its contract and 
closed its Medicare segment.  Upon the segment’s closing, most of its Medicare employees left 
or transferred to the successor contractor.   
 
OBJECTIVE, SCOPE, AND METHODOLOGY 

 
Objective 
 
Our objective was to quantify any excess assets that Texas should remit to Medicare as a result 
of the termination of the Medicare contractual relationship.  
 
Scope 
 
Because Texas’s Medicare contract terminated and the Medicare segment closed on 
September 30, 1999, we determined September 30, 1999 as the appropriate date to measure the 
segment closing adjustment amount.  Therefore, we reviewed Texas’s identification of the 
Medicare segment and update of Medicare assets from April 1, 19943 through September 30, 
1999. 
 
We did not review Texas’s internal control structure because it was not relevant to the objectives 
of our audit. 
 
Methodology 
 
In conducting our review, we used information provided by Texas’s actuarial firm, Watson 
Wyatt Worldwide.  The information included liabilities, normal costs, contributions, benefit 
payments, investment earnings, and administrative expenses.  We examined Texas’s accounting 
records, pension plan documents, annual actuarial valuation reports, and Department of 
Labor/Internal Revenue Service Forms 5500.  Using these documents, we, along with CMS 
pension actuarial staff, reviewed Texas’s update of Medicare segment assets from April 1, 1994 
to September 30, 1999 and prepared our own update for the same period.  We compared Texas’s 
update with ours to determine the accuracy of Texas’s identification of excess pension assets.  
 

                                                           
3 We chose April 1, 1994 as the start of our audit period because our previous audit of Texas’s pension segmentation 
(A-07-95-01135, issued July 11, 1995) covered the period up to that date. 
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CMS pension actuarial staff and we used Texas’s historical practices to develop the methodology 
for computing the Medicare segment excess pension assets. 
 
We conducted this review in conjunction with our review of Texas’s pension costs claimed  
(A-07-03-03046, expected to be issued shortly).  The information obtained and reviewed during 
that audit was also used in performing this review.  
 
We performed our audit in accordance with generally accepted government auditing standards. 
 

FINDING AND RECOMMENDATION 
 
EXCESS PENSION ASSETS 
 
As a result of the termination of its Medicare contracts, Texas identified $11,152,093 in excess 
Medicare pension assets as of September 30, 1999.  Texas’s identification of the excess assets is 
materially accurate.   
 
The Medicare contracts and FAR requires Texas to remit excess Medicare pension assets to the 
Federal Government.  Medicare contracts specifically prohibit any profit (gain) from Medicare 
activities.  Therefore, any pension gains that occur when a Medicare segment closes should 
revert to the Medicare program.  In addition, FAR addresses dispositions of gains in situations 
such as contract terminations.  When excess or surplus assets revert to a contractor as a result of 
the termination of a defined-benefit pension plan, or such assets are constructively received by a 
contractor for any reason, the contractor shall refund or credit the Government an amount equal 
to its equitable share (FAR § 31.205-6(j)(4) and CAS 9904.413-50(c)(12)).  
 
RECOMMENDATION 
 
We recommend that Texas remit $11,152,093 to the Federal Government for excess Medicare 
pension assets. 
 
AUDITEE’S COMMENTS 
 
Texas noted that the summary spreadsheet that it used to identify excess Medicare pension assets 
failed to include attributable allocation percentages for the “other” segment.  According to 
Texas, the excess Medicare pension assets should be $11,152,093 instead of the previously 
submitted $10,753,575.  Texas’s comments are included in their entirety as an appendix.  
Texas’s comments also address two other Office of Inspector General reports.  Our response to 
those comments is included in the respective reports. 
 
OFFICE OF INSPECTOR GENERAL RESPONSE  
 
We determined that the $11,152,093 in excess Medicare pension assets identified by Texas was 
materially correct.  Therefore, Texas should remit $11,152,093 to the Federal Government.  
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