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ACRONYMS

CFR
CSL
DOL
EEOC
EPA
ETA
FAR
FSR
FY
G&A
HIP
HMC
JTPA
LOC
NCSC
NSCERC
OCD
OEC
oIG
OomMB
PY

SA
SCMICRRG
SCSEP
SEE

ACRONYMSAND GLOSSARY

Code of Federa Regulations

Combined Single Limit

U.S. Department of Labor

U.S. Equa Employment Opportunity Commission

U.S. Environmentd Protection Agency

Employment and Training Adminigiration, U.S. Department of Labor
Federd Acquisition Regulation

Financid Status Report

Fiscal Year

Genera and Adminigtrative (Expense)

Hospita Indemnity Plan

Housing Management Corporation (NCSC Subsidiary)

Job Training Partnership Act

L etter-of-Credit

National Council of Senior Citizens, Inc.

Nationa Senior Citizens Education and Research Center, Inc.
Office of Cost Determination, U.S. Department of Labor
Other Enrollee Cogts

Office of Ingpector General, U.S. Department of Labor

U.S. Office of Management and Budget

Program Y ear

Senior Aides (or SCSEP Enrollees)

Senior Citizens Mutud Insurance Company Risk Retention Group
Senior Community Service Employment Program

Senior Environmenta Employment (EPA)



GLOSSARY

Direct Costs

Indirect Costs

Allocation Base

Questioned Costs

Fiscal Year (FY)

Program Y ear (PY)

ACRONYMSAND GLOSSARY

Costs that can be identified specificdly with a particular cost
objective, eg., Senior Community Service Employment Program.

Costs which cannot beidentified with asingle, find cost objective but
are identified with two or more final cost objectives. Such codts are
combined into groupings for distribution to find cost objectives.

A group of costs used to digtribute indirect costs to benefitting fina
cost objectives.

Costs that are questioned because:

(@ the expenditure is an dleged violation of a provison of alaw,
regulation, contract, grant, cooperative agreement, or other
agreement or document; or is

(b) not supported by adequate documentation; or are
(0 expenditures that were unnecessary or unreasonable.

The annud period beginning with July 1 of each year and ending on
June 30 of the following year. For example, July 1, 1995 to June
30, 1996, is Fisca Year 1996 under NCSC/NSCERC' s financia
sysem.

The annud period beginning with July 1 of each year and ending on
June 30 of thefollowing year. For example, July 1, 1995 to June 30,
1996, is Program Year 1995 under the DOL Senior Community
Searvice Employment Program.



EXECUTIVE SUMMARY

AUDIT RESULTS

Myint & Buntua, CPAS, under contract with the Department of Labor (DOL), Office of Inspector
Genera (OIG), audited the cogts claimed for reimbursement ($60.8 million Federal share) by the Nationa
Council of Senior Citizens, Inc. (NCSC) and its related organization, the Nationd Senior Citizens
Education and Research Center, Inc. (NSCERC), for the performance of its DOL Senior Community
Service Employment Program (SCSEP) grant for Fiscdl Year (FY) 1996.

The SCSEPIinvolvestherecruitment of disadvantaged seniors (enrollees) 55 yearsof ageand older
who perform part-time services of up to 1,300 hours a year at community service organizations (host
agencies), such asschoolsand nursing homes. Enrolleesare paid a or near the minimum wagerate ($5.15
an hour during the period audited) from SCSEP. The assgnments are for training or retraining to assst
enrolleesin obtaining unsubsi dized employment. NSCERC has about 9,000 enrollees and receives annua
SCSEP grants of about $60 million a year. Loca community activities are managed by about 150
subrecipients.  Enrollees are employees of the subrecipients. NSCERC dso administers a smilar
Environmenta Protection Agency (EPA) grant program a a cost of about $7.2 million ayear.

WE QUESTION ABOUT $2.8 MILLION ($1.6 MILLION IN DIRECT COSTS AND $1.1
MILLION INDIRECT COSTS) OF THE $60.8 MILLION CLAIMED FOR
REIMBURSEMENT BY NCSC/NSCERC FOR FY 1996.

THE QUESTIONED DIRECT COSTS CONSIST OF:

T $948,983 IN HOSPITAL INDEMNITY INSURANCE PLAN (HIP) REFUNDS,
$244,584 IN HIP ADMINISTRATIVE FEES,

$237,532 IN GENERAL LIABILITY INSURANCE COSTS,

$103,545 IN PENSION PLAN COSTS, AND

! $108,872 IN FRINGE BENEFIT COSTS.

THE QUESTIONEDINDIRECT COSTSRESULTED FROM RECOMMENDED CHANGES
TO THE COSTSPROPOSED IN THE INDIRECT COST POOL AND THE ALLOCATION
BASE.

IN ADDITION, WE IDENTIFIED SEVERAL AREAS IN NCSC/NSCERC’'S
ADMINISTRATION OF THE DOL SCSEP PROGRAM WHERE COSTS COULD BE
REDUCED WITHOUT ADVERSELY AFFECTING PROGRAM OPERATIONS. THESE
FUNDS, WITH DOL APPROVAL, COULD BE USED TO INCREASE THE NUMBER OF
SCSEP ENROLLEES.




A summary of the Federd share of the direct and indirect costs proposed by NCSC/NSCERC
and the amount questioned by the auditors is shown below and in Exhibit A.

Proposed by Questioned Recommended
NCSC/NSCERC by Auditors by Auditors

Direct Costs $58,346,872  $1,643,516 $56,703,356
Indirect Costs 2,482,028 1,134,744 1,347,284
Total Costs $60.828,900  $2.778.260 $58,050,640

A.COSTS QUESTIONED

FINDING

1

HOSPITAL INDEMNITY PLAN REFUNDS*

NCSC/NSCERC provides DOL Senior Aides (enrollees)
Hospital Indemnity Plan (HIP) insurance. NCSC/NSCERC
pays the entire premium and charges the costs directly to the
DOL grant. The underwriter of the insurance plan - the
Monumental Lifelnsurance Co. - advised NCSC/NSCERC that,
based on the terms of the HIP agreement and its “favorable
claims experience,” NCSC/NSCERC had earned a substantial
premium“refund” for FY 1996. However, contrary to theterms
of the DOL grant, NCSC/ NSCERC did not “credit” the refund
to DOL, but included the amount received as“royalty income.”
We question NCSC/NSCERC' sfailureto credit the DOL grant
with the refund. (Finding No. 1.)

HOSPITAL INDEMNITY PLAN ADMINISTRATIVE
FEES

To compensate NCSC/NSCERC for its costs of performing

EY 1996 Costs

Direct Costs |ndirect Cost Pool

$948,983

costs for the adminigtrative

fees that NCSC/NSCERC

received. (Finding No. 2.)
* See Page xiii -- Subsequent

certain administrative duties for the HIP, the Monumental Life Events.

Insurance Co. pays an administrative fee of 14.5 percent of
earned premiums, which NCSC/NSCERC “shares’ with
Seabury & Smith, Inc. -- the intermediary who aso performs
certain administrative functions. NCSC/NSCERC credited the
amounts that it received to “membership promotion income”
instead of applying these amounts, as an “offset credit,” to the
DOL grant costs which were directly charged for the
adminigrative functions. We, therefore, credited the DOL grant



101,207

FY 1996 Costs

Direct Costs

Indirect Cost Pool

Furthermore, based on our review, we believe that the present
fee sharing arrangement (28% to NCSC/NSCERC and 72%to
Seabury) is inadequate to reimburse NCSC/NSCERC for the
adminigtrative work it performs as compared to Seabury. We
estimate that a “sharing” of 1/3 for Seabury and 2/3 for NCSC
would more equitably reflect the administrative work performed
by the two parties. Accordingly, we question the amounts paid
to Seabury in excess of 1/3 of the total administrative fees.
(Finding No. 2.)

THIRD-PARTY GENERAL LIABILITY INSURANCE

NCSC/NSCERC purchased third-party generd liability insurance
from an insurance company (Senior Citizens Mutual) with which
it shares management and executive personnel. The insurance
is for bodily harm and accidental damages to third parties that
may be caused by work related activities of DOL and EPA
enrollees. In soliciting bids from insurance companies and in
meaking the award to its “ affiliated” company, NCSC/NSCERC
did not follow acceptable competitive procurement procedures.

a.  TheFY 1996 insurance premium for DOL enrollees was
$337,532. The premium was charged, as a direct cost, to
the DOL grant athough the insurance a so covered NCSC
employees who worked on non-Federa projects. The
premium was considerably more than that paid by other
SCSEP national sponsors for comparable insurance. We,
therefore, question the premiums that NCSC/NSCERC

Vv

FINDING

2.

HOSPITAL INDEMNITY

PLAN (CONT’D)

$143377

pad to its affiliated
company in excess of
$100,000 a year, which
was the maximum
amount that we estimate
should have been pad
for the insurance if
NCSC followed
gppropriate competitive
procurement procedures.

(Finding No. 3a.)



b.  The FY 1996 insurance
premium for EPA
enrollees was $202,346.
In addition to the
procurement
weaknesses noted
above, the premium was
charged to the NSCERC
indirect cost pool for
allocation to
NCSC/NSCERC
projects, including the
DOL grant. We
“reclassified” the net
premium from the
NSCERC indirect cost
pool to EPA direct costs
and adjusted the
“dlowable’” premium to
$30,000 (net increase)
based on the premiums
pad by other EPA

237,532 grantees for similar
insurance. (Finding No.

3b.) (Also see Finding

No. 8b.)
172,346
(EPA)
FINDING
FY 1996 Costs Direct Costs Indirect 4. PENSION PLAN COSTS

Cost Pool
NCSC/NSCERC made FY

1996 year-end adjustments to



8.

reduce the amount of pension plan costs charged to its
programs. However, the adjustments did not include any
reductions to the DOL grant and to NCSC/NSCERC
indirect costs for the excessive costs that were charged
during the year. The adjustmentsto the DOL grant and to
the NCSC/NSCERC indirect cost pool were $103,545 and
($26,081), respectively.

Other year-end adjustments to correct initial pension plan cost
charges involved increases to NCSC programs ($77,737) and
decreases to NSCERC programs ($273). Net increase equals
$77,464. (Finding No. 4.)

FRINGE BENEFIT COSTS

Fringe benefit costs of NCSC and NSCERC employees who
work on Federal grants are charged to DOL and EPA by
intercompany billings. The amounts charged are based on
estimates and not on “actual” costs. At the end of FY 1996, the
amounts charged exceeded actual fringe benefit costs by
$108,872 for the DOL grant and $222,993 for the EPA grant.
Y ear-end adjustments should be made on the basis of actual
costs. (Finding Nos. 5 and 6.)

HOUSING SAFETY PROGRAM

Costs incurred for the NCSC/NSCERC housing safety program
wereincorrectly charged to theindirect cost pool instead of being
charged as a direct cost to this non-Federa program.

(Finding No. 7.)

INDIRECT G&A COSTS

a.  Sday and fringe benefits of NSCERC employees
managing EPA programswere charged to theindirect cost
pool instead of being charged as a direct cost to the EPA
program. (Finding No. 8a.)

b. Insurance premiums for third-party generd liability
insurance wereincorrectly charged to theindirect cost pool
instead of being charged as direct costs to the EPA
program. (Finding No. 8b.)

Vi

$103,545

(77,464)

108872 (DOL)
222993 (EPA)

102,384

235,768
(EPA)

202,346
(EPA)

FINDING

($26,081)

(102,384)

(235,769)

(202,346)



FY 1996 Costs Direct Costs Indirect

C.

Estimated charges for
postage and duplication
services exceeded the
actual costs. We
reduced the postage and
duplication costscharged
to the indirect cost pool
to recognize the
“overcharges.” (Finding
No. 8c.)

NCSC/NSCERC’s
library costs areincurred
in serving NCSC
members and not
DOL/EPA enrollees.
We reclassified the
library salaries from the
indirect cogt pool to
direct costs of
membership  services.
(Finding No. 8d.)

B. IN

DIRECT COST

Cost Pooal
($13,168)
$79,727 (79,727)
Adjustmentsto the Indirect Cost Allocation Base
9. INDIRECT COST ALLOCATION BASE

NCSC/NSCERC submitted its find indirect cost proposa to
DOL using a “modified total direct cost base’! to dlocate

DOL

1The use of this allocation base has not been approved by the
Office of Cost Determination.

Vil

FINDING

indirect costs to its programs.
The proposed cost alocation

base

includes $9.3 million,

which is 15 percent of the total

costs

by its

computed and reported
148 DOL subrecipients.

The bass for including 15




percent was not explained by NCSC/NSCERC officials.

Subrecipient operations are independently managed at the
local level. NCSC/NSCERC's indirect costs benefit and

support its in-house, headquarters program and activities.

Adminigtrative support for enrollee activities is provided by

and should be charged as indirect costs of the subrecipients
and not of NCSC/NSCERC. Accordingly, we utilized a
“modified total in-house direct cost base” to dlocate

NCSC/NSCERC indirect costs. This results in appropriately

lower indirect costs being charged to the DOL grant and

correspondingincreasesto NCSC/NSCERC' sother activities.

The tota adjustments to the allocation base amount to $8.4
million ($6,785,263 in adjustments for subrecipient costs and

$1,643,516 for questioned direct costs) as shown in Exhibit A.

(Finding No. 9.)

$3,428,779

C.

INDIRECT COSTS




NCSC/NSCERC’s FY 1996 indirect cost submisson to DOL included a modified total direct cost
alocation base of $24.4 million and an indirect cost pool of $4.1 million. The amounts we question and

the effect on the indirect cost rate are shown baow and in Exhibit C.

Proposed by Questioned  Recommended
NCSC/NSCERC by Auditors by Auditors
Cogt Allocation Base $24,386,630 $8,126,429 $16,260,201
Indirect Cost Pool $4,136,840 $607,312 $3,529,528
Indirect Cost Rate 21.71%
DOL Grant

Our audit aso resulted in questioning $1.1 million of indirect costs proposed for the DOL grant, as shown

in the following table and in Exhibit A.

Proposed by
NCSC/NSCERC

Questioned Recommended
by Auditors by Auditors

Cog Allocation Base $14,634,601
Indirect Costs $2,482,028

$8,428,779 $6,205,822

$1,134,744 $1,347,284

D. COST AVOIDANCE ISSUESAND
POTENTIAL SAVINGS

FINDING

10. EISCAL MONITORING OF SUBRECIPIENTS

Estimated Annual Savings

NCSC makes onsite fiscal reviews of DOL grant subrecipients
twice ayear. Each review costs about $4,090 and, based on a
sample of the audit reports, questioned costs average $234 per
audit. Reducing the number of audits to one a year (with
additional reviews performed on a risk-based approach) could
result in substantial savings without measurably adding to the
accountability risks of the grant program. (Finding No. 10.) $ 400,000



FINDING Estimated Annual Savings

11. PROGRAM MONITORING OF SUBRECIPIENTS

NCSC performstwo onsitefidd program reviews and onedesk
review of each subrecipient each year. The findings and
recommendations in 29 reports for FY 1996 showed that this
level of monitoring may be excessive. Reducing the number of
onsite reviews to oneayear (with additional reviews performed
on a risk-based approach) could result in savings of about
$500,000 per year. (Finding No. 11.) $500,000

AUDITEE’'S RESPONSE

By letter dated June 11, 1999, the Executive Director of the National Senior Citizens
Education and Resear ch Center (NSCERC), provided“ preliminary” written commentson
the draft report.

The Executive Director stated that the majority of the auditors’ findingsin this FY 1996
report are “ repeat findings’ fromthe prior audit report (FYs 1993, 1994, and 1995). In
thisregard, the Executive Officer said NSCERC’ scommentswill not respond to therepeat
findings and NCSC’ s response to the prior findings is currently being reviewed by the
Department of Labor Grant Officer as part of the audit resolution process.

Generally speaking, NSCERC disagrees with most of the audit findings.

Finding No. 1 -- Withrespect to the*” refunds’ that NCSC/NSCERC hasreceived fromthe
Monumental Life Insurance Company (Monumental) for the enrollee hospital indemnity
plan (HIP), NSCERC contendsthat theauditor shaveimproperly mischaracterizedroyalty
income as “ insurance premium refunds’ and that NSCERC has no obligation to the
Federal Government with respect to thisincome.

FindingNo. 2 -- Ontherelated subject of thelevel and handling of administrative fees for
theHIP, NSCERC contendsthat in comparison to the duties performed by Seabury & Smith
(Seabury), the insurance intermediary, NCSC put forth relatively little effort. NSCERC
further statesthat NCSC utilized only one staff member asthe insurance coordinator, who
performs this function along with her regular duties. NSCERC states that the
“ administrativefeesarenot costsclaimed for reimbursement under thegrant agreements.”

Xi



Finding No. 3 -- With regard to NCSC/NSCERC' s failure to use “ effective competitive
solicitation procedures’ and negotiateareasonablepricefor itsthird-party general liability
insurance, NSCERC said that it isin compliance with OMB Circular A-110, that

NCSC had instituted procurement procedures based on this same finding in a prior audit,
and that the DOL Grant Officer had accepted the corrective action it had taken. Therefore,
NSCERC disagrees with the auditors’ recommendation that it needs to improve its
solicitation procedures.

FindingNo. 4 -- NSCERC saysthat the pension plan became a multiple employer plan when
it was transferred from NCSC. That accounting for multiple employer plan requires that
the contribution expense recorded be equal to theactual contribution payment madeto the
pension plan. Therefore, NCSC was correct in not adjusting the pension costs.

Findings Nos. 5 and 6 -- NSCERC said that procedures are being implemented to ensure
adjustments are made annually to reconcile fringe benefit costs with actual costs prior to
close-out of thegrant. NSCERC said it isrevising therate charged each grant year so the
percentages are more consistent with actual costs.

FindingNo. 7 -- NSCERC agreed with our removal of the* Housing Safety” program costs
fromthe G& A pool and reclassification of these costs as direct costs of the safety program.

Findings Nos. 8 and 9 -- NSCERC agreed with our conclusions on Findings 8a-8c. It
disagrees with the auditors conclusions on Findings 8d and 9 on improper classification
and distribution of indirect costs.

Findings Nos. 10 and 11 -- With respect tothe excessive fiscal and programmonitoring of
subrecipients, NSCERC said that it had made some improvementsto reduce the number of
field visits, but added that it is currently reviewing these functions for the purpose of
making additional improvementsto mor e effectively managethe SCSEP. NSCERC further
said that it was attempting to combine fiscal and program monitoring program
responsibilities.

Finally, with regard to the amount of the costs ($2,778,620) questioned by the auditors,
NSCERC stated that for the fiscal year ending June 30, 1996, it had provided $9,006,060
as its non-federal share of the costs of the SCSEP (NSCERC refers to these Federally
required matching costs as “ stand-in costs.” ) NSCERC, then said that these costs should
be used to “ offset” the $2,778,620 in audit questioned direct and indirect costs.
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NSCERC's* preliminary” commentsareincluded in their entirety in the Appendix. [ Note:
Although the ExecutiveDirector said thesecommentsareonly* preliminary,” noadditional
or final comments were provided.]

AUDITORS COMMENTS

With regard to the total questioned costs of $2,778,620, NSCERC contends that the amounts it
submitted as* excess’ non-Federal costsshould beusedto* offset” the Federal share costswhich NSCERC
clamed for rembursement, but which was questioned by the auditors. DOL awarded NCSC/NSCERC
a cost-reimbursable grant. The“stand-in” costs (as NSCERC refers to them) are not expenditures made
by NSCERC, but are the amountsthat had been computed and reported by the gpproximately 150 SCSEP
subrecipients as the required non-Federa match. Thisis further illustrated in NCSC/NSCERC' s budget
indructions to the subrecipients, where it placed the responsibility for al disalowances of non-Federa
contributions on the subrecipients. The offset of NCSC/NSCERC' s Federal share questioned costs by
non-Federal share reported costs would result in NCSC/NSCERC being reimbursed for an amount which
they had not incurred and which they will not incur as a cost to them. All costs incurred by NCSC/
NSCERC have been clamed for rembursement as Federd share cogts. Furthermore, such suggestion
would violate the basic Federd regulations governing alowable costs found in OMB Circular A-122,
because these costs cannot be determined in accordance with generaly accepted accounting principles.
Also, OMB Circular A-122, Attachment A, Paragraph 12 Donations, states that the value of donated or
volunteer services, aswell asdonated goods and space, isnot reimbursable either asa direct or indirect
cost.

In connection with the “repest findings’ in thisreport, such asthose deding with theimproper handling
of HIP insurance “refunds,” NSCERC said that it has provided its comments to these findings in the FY's
1993-1995 report and, therefore, in its view, seesno useful purpose in repeating them. In thisregard, we
are presenting, in this report, the additional information needed to effectively respond to NSCERC's
currently stated position.

The amount of HIP refunds NSCERC receives each year isnot contingent upon or in any way based
ona*“marketability enhancement” or any type of “sdes benefit” occurring to Monumenta whichisnormaly
the bassfor “roydty” payments. In NSCERC' s case, the“refunds’ are computed recognizing the amount
of the insurance adminigtrative costs, the benefits provided to enrollees, and the amount of clams paid.
Becausethe"gan” redized each year wasfrom the premiumspaid by the DOL grant, NSCERC isrequired
by its grant provisons and the Federa cost principlesto credit the income to the DOL SCSEP grant.

NCSC/NSCERC dectsto cal the insurance premium refunds “roydty payments” Notwithstanding
whether such amounts are caled “refunds’ or “royaty payments,” the amounts paid to NCSC/NSCERC
by Monumenta are a premium reduction that, under existing Federal criteria, must be credited to the DOL
grant from which the premiums were paid.
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On the “adminigraive fees’ pad by Monumentd and the sharing arangement between
NCSC/NSCERC and Seabury (Finding No. 2), NCSC/NSCERC does nat, in its forma comments,
address the fact that it has not properly credited the DOL grant for the amounts that it has received from
Monumentd year after year. Also, on the sharing arrangement between NCSC/NSCERC and Seabury,
which is4.0 percent and 10.5, respectively, NCSC/NSCERC does not fully recognize the actud level of
effort expended by NCSC/NSCERC, whichincludesboth the solicitation and all theadminigtrativefunctions
associated with an estimated 9,000 enrollees year after year.

Also, NCSC/NSCERC does not adequately consider the commentsthat were made by both Seabury
and NCSC officids which demonstrate that no studies were performed nor were any work-load anayses
conducted (by either party) to ascertain the proper amount of feesto be paid for the inherent adminigtrative
functions. When Seabury and NCSC officidswere asked for support or ajudtification for the 14.5 percent
fee and the rdated sharing arrangement of 4.0 percent for
NCSC/NSCERC and 10.5 percent for Seabury, the officias said that there was no such andysis or
assessment. They added that the amount paid to Seabury, for example, was smply “the amount that
NCSC/NSCERC had agreed to pay.” Contrary to the statements included in the Executive Director’s
comments, the fees paid to Seabury, aswell as dl the amounts received by NCSC/NSCERC, are, aswe
have reported, amounts that were, in fact, charged to the DOL SCSEP grant. Therefore, they do provide
the basis for the related “cogt disalowances’ presented in thisfinding.

In purchasing third-party generd liability insurance (Finding No. 3), NCSC/NSCERC' sfalureto use
effective competitive solicitation procedures is well documented and supported by the statements, the
actions, as well as the related correspondence prepared by NCSC/NSCERC.  Specificaly,
NCSC/NSCERC's“ solicitations for bids” have been marked by an apparent lack of essentia details and
pertinent information which could have had avery sgnificant impact on NCSC/NSCERC' s ultimate ability
to receive a competitively based bid. As demonstrated by its related correspondence, NCSC/NSCERC
falled to provide, to potentid insurance carriers, important data on the description of the specific services
that the enrollees would generaly perform as well as the previous claims experience under the program.
Such notable omissions of key details can hardly be construed as a procurement practice that satisfies the
basic and fundamenta requirementsand objectivesof governing Federa regulations, suchasOMB Circular
A-110. Thereported correctiveaction, that wascited by NSCERC, which it statesit implemented to satisfy
aFY 1989 audit finding on itsinadequate procurement procedures, appearsto warrant, & thistime, an in-
depth reassessment to ascertain, among other things, if the June 1991 DOL concluson on
NCSC/NSCERC' s procurement practices as “satisfactory” isvalid today.

Fndly, nowhereinthedraft audit report have theauditors' expressed concern over thefact that NCSC
has €l ected to providethisinsurance. More sgnificantly, asthefinding details demondgtrate, the fundamenta
issue isrelated to inherent weaknessesin NCSC/NSCERC' s procurement practices and procedures. This
is supported by NCSC/NSCERC' slack of effective competitive action with regard to the information that
was or was not presented to bidders, as well as its failure to obtain a reasonable number of bids from
potentia insurance providers.
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As previoudy discussed, the aforementioned findings and related comments deal with the more
sgnificant agpects of thetotal questioned costs of $2,778,260 in thisreport onthe DOL grant for FY 1996.
Withregard to theremaining findings, NSCERC dtated it: (1) isimplementing proceduresto adjust thefringe
benefitsto actua each year, (2) intendsto revise the proposed indirect cost rate for EPA grant salariesand
insurance, (3) is reducing the postage and duplicating accounts by the rembursementsiit receives, and (4)
is attempting to combine the fisca and program monitoring responghbilities. NSCERC did not agree thét:
(2) the pension plan costsrequired adjustments, (2) thelibrary services costs should be charged to the direct
membership activities, or (3) theindirect cost base should exclude any subrecipient costs. The additiona
details and our comments in response to NCSC/NSCERC' s statements for these, and the other findings,
have been incorporated into the individua sections of the report.

Also, NSCERC's comments, in their entirety, are presented in the Appendix.

SUBSEQUENT EVENTS

OnJduly 2, 1999, aspart of the DOL/NCSCERC SCSEP Grant Agreement for the new program year
beginning July 1, 1999, certain Specia Conditions were included with respect to the Hospital Indemnity
Insurance Plan noted in this audit report (Finding No.1) asfollows:

a. The HIPinsurance program for Senior Aides will be phased out as soon as practicd, but no later
than September 30, 1999. Use of DOL grant fundsto buy HIP insurance will be smilarly limited
and precluded after program phase-out.

b. Monumentd Lifelnsurance Company will return to NCSC the positive retention account balances
related to its HIP and Medica Supplement premiums and NCSC/NSCERC will open aninterest
bearing escrow account in a financid inditution and deposit into that account, by no later than
August 1, 1999, an amount equa to al retention payments and credits as provided in the
Agreement. All such funds shdl remain in the escrow account until settlement or resolution of the
matters (audit findings) currently in contention with respect to these funds.

A memorandum from the Director of Financeto the Executive Director dated August 4, 1999 showed
that NCSC/NSCERC had established an escrow account with a value of $2,215,000.

These specia conditions resolve our concerns as noted in Finding No. 12 of our dréft report --
Adminidrative Costs of Federal Grant Programs; therefore, we have removed this finding from the fina

report.




INTRODUCTION AND BACKGROUND

Under contract to the U.S. Department of Labor (DOL), Office of Inspector Generd (OI1G), we
audited the costs incurred by the Nationa Council of Senior Citizens, Inc. (NCSC) and its related
organization, the Nationd Senior Citizens Education and Research Center, Inc. (NSCERC) for services
provided under the DOL Senior Community Service Employment Program (SCSEP) grant ($60.6 million
Federd share) for the Fiscal Year (FY) ended June 30, 1996.

NCSC/NSCERC's operations aso included administering a smilar $7.2 million senior employment
programfor the Environmenta Protection Agency (EPA). NCSC/NSCERC'’ snon-Government activities
include serving its members, at acost of about $5 million ayear. NCSC and NSCERC were established
in 1962 as not-for-profit corporations to administer programs and activities for Senior Citizens.

SCSEP

The Community Service Employment for Older Americans appropriation provides Federa grantsto
public and private nonprofit nationa-level organizations and to State governments. These funds are used
to subsidize part-time work in community service activities for low-income persons aged 55 and over.
Nationa and State sponsors share the funds with 78 percent being dlocated to the national sponsors and
22 percent to the State sponsors. In FY 1998, DOL funded 48,000 “positions’ with $343,356,000 for
the nationa sponsors and 13,500 “positions’ with $96,844,000 for the State sponsors.

The naiond sponsors portion of the SCSEP has been managed by nine naiond nonprofit
organizations and one Federa agency -- the U.S. Forest Service. Loca projects are managed under
subcontracts with local organizations, such as agencies for the aging or community groups, and through
locdl units of the national organizations. The local projects are coordinated with those of other State and
Federal programs serving older Americans to geographicadly distribute and coordinate the activities and
services.

SCSEP Grant

The DOL grant awarded to NCSC/NSCERC under the SCSEP for FY 1996 is summarized below.

This grant was initidly awarded to NCSC, but management responghility for the grant activities was

transferred to NSCERC on January 1, 1996, pursuant to a Novation Agreement between NCSC,
NSCERC, and DOL .2

2This Novation Agreement was the result of Congress’ passage of Section 18 of the Lobbying Disclosure

Act of 1995, which prohibits organizationsinvolved in political activity from receiving Federal grants. NCSC is
recognized under the Internal Revenue Code as a section 501(c)(4) tax exempt corporation, which allows it to
participate in some political activity. NSCERC, on the other hand, qualifies under section 501(c)(3) of the Internal

1



Grant Federal Non-Federal Budget
Grant Period Share Share Amount

D-5102-5-00-81-55 7/1/95 - 6/30/96 $60,569,504 $6,729,946 | $67,299,450

Under itsannua SCSEPgrant, NCSC/NSCERC providessubsi dized part-timecommunity service
employment and training to about 9,000 enrollees. These individuds are known as “ Senior Aides’ or
“enrollees” DOL grants specify the number of Senior Aides that NCSC/NSCERC is authorized each
year. NCSC/NSCERC entersinto “agreements’ with loca governmental agencies or loca not-for-profit
organizetions. These organizations are known as “subrecipients” Within their geographically assgned
aress, the subrecipients arerespongblefor recruiting and enralling digible“low income’ ederly individuds
(55 years or older) and placing them in employment/training positions at loca government offices or *not-
for-profit” community organizations, such as hospitas, schools, and nursng homes. The Senior Aides
(enrollees) work/train at these assigned organizations which are known as “host agencies.” Enrollees
usudly work 20 hoursaweek, are employees of the subrecipients, and are paid by the subrecipients a the
Federal or Stateminimumwagerate. Enrolleesa so receive certain fringe benefits, such asF CA, vacation,
and sck leave and hospital indemnity insurance. They are encouraged to seek and obtain unsubsidized
employment as soon as possible so they can leavethe program and alow other “ needy” individuasto enter.
Host agencies do not pay for enrollee services, they are, however, required to provide enrollees with on-
the-job training to assst them in obtaining unsubsidized employment.

Subrecipients are reimbursed by NCSC/NSCERC for enrollee sdlaries, fringe benefits, and other
enrollee costs.  The adminigtrative costs computed and reported by the subrecipients are not usualy
reimbursed by NCSC/NSCERC, but are expensesthat subrecipientsclaim as® contributions’ to satisfy the
non-federal-matching share of grant codts.

NCSC/NSCERC'’ s¢taff of about 60 SCSEP empl oyeesmake scheduled onsitefiscal and program
reviews at subrecipient locations. The staff isaso responsiblefor the budgeting and accounting functions,
as well as drawing down funds from the U.S. Treasury under a Letter-of-Credit arrangement. Overdl
direction and management of the program is performed by NCSC/NSCERC executive-level personnel
whose costs are charged to the DOL grant through an indirect cost alocation plan.

SCSEP Requirements

The 20 CFR Part 641.405 Limitations on Federal Funds (b)(1) Administration limits the
adminidrative costsof the SCSEPto 13.5 percent (15.0 percent with DOL approva) of thetota alowable
costs chargeableto SCSEP grants. Part 641.405 (b)(2) Enrolleewagesand fringe benefitsrequiresthat

Revenue Code as a charitable and education organization. Assuch, NSCERC is not permitted to engage in any
political or lobbying activity.



the amount of Federd funds budgeted for enrollee wages and fringe benefits be no lessthan 75 percent of
the grant. Part 641.407Non-Feder al shar eof pr oj ect costs limitsthe Department’ sshare of any project
to 90 percent. Allowable grant costs are determined by OMB Circular A-122, Cost Principlesfor Non-
Profit Organizations.

Environmental Protection Agency
Senior_ Environmental Employment (SEE) Program

NSCERC has performed EPA-Senior Environmental Employment (SEE) Program grant activities
cogting about $7.2 million ayear since 1984. Under these grants, NSCERC employs about 300 enrollees
55 years of age or older in full-time or part-time postions. The enrollees are assigned to work at EPA
offices, laboratories or other EPA facilities at wage rates of up to $15.00 an hour. They aso receive
certainfringebenefitsincuding hedlthinsurance. Recruitment, position assgnments, terminations, and travel
aremanaged by “resdent” EPA employees. NSCERC functionsinclude maintaining personnel and payroll
records for enrollees, payment of wages and travel expenses and preparation of reimbursement invoices
to EPA. In additionto direct enrollee costs, NSCERC claims a 15 percent “add-on” to the direct costs
for its adminigirative services. EPA grants are subject to the requirements set forth in OMB Circular A-
122. The enrollees are employees of NSCERC.

NCSC/NSCERC’s Accounting System

NCSC/NSCERC maintains a separate bank account and a separate set of accounting records
known as “NCSC or NSCERC Senior Aides’ for its DOL SCSEP grant activities. Costs applicable to
EPA grants are also separately maintained in the “NSCERC-EPA-grants’ accounts. Mogt financia
transactions (such as cash receipts from the U.S. Treasury and DOL and EPA grant disbursements) are
initidly recorded in these accounts. These include payments to subrecipients, codts of training seminars,
consultants, and most other direct costs.

Some direct cost items (such asemployee sdaries) and indirect costs applicableto the DOL Senior
Aides and EPA grants as well as to its non-Government programs are initialy recorded in NCSC or
NSCERC' s books of account. Costs recorded in these accounts include sdaries and fringe benefits for
NCSC or NSCERC employees who are directly engaged in and chargeable to the DOL SCSEP grant.
“Intracompany cost billings’ are processed to charge the DOL Senior Aides or the EPA grantsfor these
direct costs and for their alocated share of indirect costs based on the relative benefits received. NCSC
executive personne and certain support functions (such asrent) areinitially recorded in NCSC’ s accounts
and then dlocated to the benefitting programs.



OBJECTIVES AND SCOPE OF AUDIT

The primary objective of our audit was to determine whether the direct and indirect costs claimed
for reimbursement by NCSC/NSCERC for services performed under its DOL grant during FY 1996
($60.6 million Federd share) were reasonable, dlocable, and otherwise alowable in accordance with the
Office of Management and Budget (OMB) Circular A-122, Cost Principles for Non-Profit
Organizations, and the specific provisons of the grant. We did not perform a detalled audit of
NCSC/NSCERC' s non-Federal matching costs, because these were non-reimbursable costs.

We conducted our audit in accordance with generaly accepted auditing standards and the
standards for financid audits contained in theGover nment Auditing Standar ds issued by the Compitroller
General of the United States. Because NCSC/NSCERC management is responsible for compliance with
goplicable laws and regulationsrel ated to its Federd grants, our secondary objective wasto determinethe
overdl adequacy of NCSC/NSCERC internal operating controls and to ascertain its compliance with
Federd laws and regulations.

Scope of Audit

Our audit included such tests of the NCSC/NSCERC' s accounting records and other auditing
procedures as we deemed necessary under the circumstances after considering: (@) the effectiveness of its
internd controls, and (b) the results of the externd audit of NCSC/NSCERC's financia statements.
Statistical sampling was not used because the audit universe related to most individua accounts or cost
elements was not large enough to make its use practical.  Accordingly, we used a combination of risk
andyss as wel as random and judgmental sampling to test individual account transactions and cost
dlocations. These tests were expanded, as necessary, to provide afirm basis for our conclusions.

TheFY 1996 indirect cost proposa submitted to DOL consolidatescertain operating activitiesand
costs of both NCSC and NSCERC, primarily as a result of the transfer of DOL grant activities from
NCSC to NSCERC pursuant to a Novation Agreement with DOL, effective
January 1, 1996. The scope of our FY 1996 audit included both entities and their consolidated costs to
determine the reasonableness of the proposed indirect costs and rate.



Mr. John J. Getek

Assgant Ingpector Genera for Audit
Office of Ingpector Generd

U.S. Department of Labor

200 Condtitution Avenue, N.W.
Washington, D.C. 20210

INDEPENDENT AUDITORS REPORT

We audited thedirect costs claimed and indirect costs and rates proposed by the Nationa Council
of Senior Citizens, Inc. (NCSC) and the National Senior Citizens Education and Research Center, Inc.
(NSCERC) for the DOL SCSEP grant activities performed during the FY ended
June 30, 1996. The costs claimed for reimbursement ($60.8 million Federd share) and the indirect cost
rate proposed are the responsibility of NCSC/NSCERC. Our responsibility is to perform an audit and
express an opinion on the accuracy of the costsclaimed, including thefina indirect costsand rate proposed
under the DOL and EPA grants.

We conducted our audit in accordance with generdly accepted auditing standards and standards
gpplicable tofinancid audits contained in the Gover nment Auditing Standar dsissued by the Compitroller
General of the United States. These standards require that we plan and perform the audit to obtain
reasonabl e assurance about whether the cogts clamed arein compliance with the terms and conditions of
NCSC/NSCERC’'s DOL SCSEP grant and OMB Circular A-122, Cost Principles for Non-Profit
Organizations, and are free of materid misstatement. An audit includes examining, on a test bads,
evidence supporting the amounts clamed. An audit dso includes ng the accounting principles used
and the sgnificant estimates made by management, as well as evauating the overadl financid presentation.
NCSC/NSCERC' sfinancid presentationsfor FY 1996 and theresultsof our audit areincluded asExhibits
A through D. We believe our audit provides a reasonable basis for our opinion.

As described in Finding No. 1 - Hospital Indemnity Plan Refunds, and in the accompanying
schedule of questioned costs (Exhibit A), NCSC/NSCERC did not comply with the requirementsof OMB
Circular A-122, Attachment A, Subpart A Basic Considerations, paragraph 5.a. regarding Applicable
Credits that are applicable to its DOL SCSEP grant. NCSC/NSCERC had received a substantial
premium “refund” for FY 1996 based on the“ favorable clamsexperience’ for itsHospita Indemnity Plan




insurance; however, contrary to thetermsof the DOL grant and OMB Circular A-122, NCSC/NSCERC
did not “credit” the refund to the DOL grant, but instead included the amount received asroyalty income.
This finding ($948,983 in questioned cogts for FY 1996) had been previoudy reported in OIG Audit
Report No. 18-99-007-07-735, issued on February 3, 1999, in which $3,858,910 was questioned for
FYs1993-1995. NCSC/NSCERC' sfailureto credit the DOL grant has had adirect and material effect
on NCSC/NSCERC' s use of and accounting for DOL SCSEP funds.

In our opinion, except for the effects of the DOL Grant Officer’sresolution of the costs
proposed by NCSC/NSCERC which we question (as discussed above and in the Findings and
Recommendations section of this report), the Exhibitsreferred to above present fairly, in all
material respects, the allowable (audit-recommended) Federal sharedirect and indirect costs of
the DOL SCSEP grant for FY 1996.

The SCSEP authorizing legidation specifies that the Federa share of any project is limited to 90
percent. Assuch, thetotal grant budget consisted of aFederal share (reimbursable costs) of $60.6 million
(which isthe subject of this audit report) and the incurrence of $6.7 million of non-Federd share costs as
part of grant performance. The non-Federa share costs were computed and reported by NSCERC's
ubrecipients and their host agencies, who agreed that al such costs were to be reported on a
nonreimbursable basis to NSCERC.

I n accordance with the Gover nment Auditing Standards, we have aso issued our report, dated
June 18, 1998, on our consideration of NCSC/NSCERC sinterna control over financid reporting of grant
costs clamed for reimbursement and on our tests of its compliance with certain provisons of laws,
regulations, and Federd grants.

This report isintended solely for the information and use of the U.S. Department of Labor, the
Environmenta Protection Agency, and NCSC/NSCERC and is not intended to be used by anyone else.
Thisredtriction, however, isnot intended to limit the distribution of thisreport which, whenissued, becomes
amatter of public record.

We held an entrance conference with NCSC/NSCERC officidson January 5, 1998. Thelast day
of our ongite field work was June 18, 1998. On September 17, 1998, we held an exit conference with
mogt of the same officids. On June 11, 1999, NSCERC provided written comments on a draft of this
report, which have been considered in findizing thisreport. Thisreport isdated June 18, 1998, which was
the last day of our ondte audit field work.

Myint & Buntua, CPAs
Fdls Church, Virginia
June 18, 1998



Mr. John J. Getek

Assigtant Ingpector Generd for Audit
Office of Ingpector Genera

U.S. Department of Labor

200 Condtitution Avenue, N.W.
Washington, D.C. 20210

INDEPENDENT AUDITORS REPORT
ON INTERNAL CONTROL STRUCTURE

We audited the costs claimed and the indirect costs and rates proposed by the Nationa Council
of Senior Citizens, Inc. (NCSC) and the National Senior Citizens Education and Research Center, Inc.
(NSCERC) under its DOL grant for FY 1996. We issued our report thereon, dated
June 18, 1998. Weincluded in our audit the costs incurred/charged for all NCSC/NSCERC activities,
including administering grants for the Environmental Protection Agency.

We conducted our audit in accordance with generaly accepted auditing standards and the
Government Auditing Standards issued by the Comptroller General of the United States. These
standardsrequirethat we plan and perform an audit to obtain reasonabl e assurance about whether the costs
clamed for rembursement arefree of materia misstatement and whether NCSC/NSCERC complied with
gpplicable laws and regulations.

NCSC/NSCERC management isresponsblefor establishing and maintaining interna controls. In
fulfilling this respongbility, estimates and judgments by management are required to help assess the
expected benefits and related costs of interna control structure policies and procedures. The objectives
of internal controls areto provide management with reasonable, but not absolute, assurance that assetsare
safeguarded againg loss from unauthorized use or disposition, and that transactions are executed in
accordance with management's authorization and recorded properly to permit the preparation of financid
reports in accordance with the terms and conditions of the grant and OMB Circular A-122. Because of
inherent limitations in any internd control structure, errors or irregularities may nevertheless occur and not
be detected. Also, projection of an evauation of theinterna controlsto future periodsis subject to therisk
that procedures may become inadequate because of changes in conditions or thet the effectiveness of the
design and operation of policies and procedures may deteriorate.



For NCSC/NSCERC internd control over financia reporting of Federal grant costs, we obtained
an understanding of the relevant policies and procedures and whether they had been placed in operation.
We as0 assessed control risk.

In planning and performing our audit of the cogtsincurred for FY 1996 (including the find indirect
costs and rate proposed by NCSC/NSCERC), we considered NCSC/NSCERC'sinternal controls over
financid reporting. By doing S0, we were ableto formulate auditing proceduresthat allowed usto express
an opinion on the costs claimed, without providing assurances concerning theinterna controls themselves.
However, we noted certain mattersinvolving theinterna controls over financid reporting and itsoperation
that we cons der to bereportableconditions. Reportable conditions involve matterscoming to our attention
relating to sgnificant deficienciesin the design or operation of the internd controls over financid reporting
(costs clamed, including fina indirect costs and rate proposed) thet, in our judgment, could adversely
affect NCSC/NSCERC' s ahility to record, process, summarize and report financia data consstent with
the assartions of management in thefinancia reports submitted to U.S. Department of Labor. Reportable
conditions are described in the Findings and Recommendations section of this report.

A materiad weakness is a reportable condition in which the design or operation of one or more of
the control components does not reduce to a relaively low level the risk that errors or irregularities, in
amounts that would be materid in relaion to the costs claimed and final indirect costs and rate proposed,
may occur and not be detected within atimely period by employees in the norma course of performing
their assgned functions. Our condderation of theinterna control structure would not necessarily disclose
al mattersin theinterna control structure that might be materia wesknesses under standards established
by the American Ingtitute of Certified Public Accountants.

As discussed in the Findings and Recommendations section of this report, and in our
I ndependent Auditors Report, we identified a reportable condition relating to accounting for
Hospital Indemnity Plan Refunds (asdescribed in Finding No. 1) asaMATERIAL WEAKNESS.

This report is intended solely for the information and use of the U.S. Department of Labor, the
Environmenta Protection Agency, and NCSC/NSCERC and is not intended to be used by anyone else.
Thisregtriction, however, isnot intended to limit the distribution of thisreport which, whenissued, becomes
amatter of public record.

OnJanuary 5, 1998, we held an entrance conference with NCSC/NSCERC officials. Thelast day
of our ongite field work was June 18, 1998. On September 17, 1998, we held an exit conference with
most of these same officias. On June 11, 1999, NSCERC provided written comments on a draft of this
report, which have been consdered in finalizing this report. Thisreport is dated
June 18, 1998, which was the last day of our onsite audit field work.

Myint & Buntua, CPAs
Fdls Church, Virginia
June 18, 1998



Mr. John J. Getek

Assigtant Ingpector Generd for Audit
Office of Ingpector Genera

U.S. Department of Labor

200 Condtitution Avenue, N.W.
Washington, D.C. 20210

INDEPENDENT AUDITORS REPORT ON
COMPLIANCE WITH LAWSAND REGULATIONS

We audited the costs claimed and the indirect costs and rates proposed by the Nationa Council
of Senior Citizens, Inc. (NCSC) and the Nationa Senior Citizens Education and Research Center, Inc.
(NSCERC) under its DOL grant for FY 1996. We issued our report thereon dated
June 18, 1998. We included in our audit the costs incurred/charged for all NCSC/NSCERC activities,
including administering grants for the Environmental Protection Agency.

We conducted our audit in accordance with generaly accepted auditing standards and the
Government Auditing Standards issued by the Comptroller Genera of the United States. These
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financia reports (costs claimed, including the final indirect costs and rate proposed) are free of materid
misstatement. As part of obtaining reasonable assurance about whether NCSC/NSCERC' s financia
reports submitted to the U.S. Department of Labor are free of material misstatement, we performed tests
of NCSC/NSCERC's compliance with the terms and conditions of its DOL SCSEP grant and OMB
Circular A-122, Cost Principles for Non-Profit Organizations, noncompliancewithwhich could have
adirect and materia effect on the costs claimed, including the final indirect costs and rate proposed.
However, providing an opinion on compliance with those provisonswas not an objective of our audit and,
accordingly, we do not express such an opinion.

As described in Finding No. 1 - Hospital Indemnity Plan Refunds, and in the accompanying
schedule of questioned costs (Exhibit A), NCSC/NSCERC did not comply with the requirementsof OMB
Circular A-122, Attachment A, Subpart A, Basic Considerations, paragraph 5.a. regarding Applicable
Credits that are applicable to its DOL SCSEP grant. NCSC/NSCERC had received a substantial



premium “refund” for FY 1996 based on the “favorable clams experience’ for its Hospita Indemnity Plan
insurance; however, contrary to the terms of the DOL grant and OMB
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Circular A-122, NCSC/NSCERC did not “credit” the refund to the DOL grant, but instead included the
amount received as royaty income. ThisisaREPEAT FINDING. Thisfinding ($948,983 in questioned
costsfor FY 1996) had been previoudy reported in OIG Audit Report No. 18-99-007-07-735, issued
on February 3, 1999, in which $3,858,910 was questioned for FY's 1993-1995.

Furthermore, the fact that the Hospitd Indemnity Plan insurance premiums year-after-year were
ggnificantly higher than the redl cost of the insurance, resulting in substantia premium refunds, the excess
portion of the premiums (i.e., the amounts by which the premiums should have been reduced to diminate
the substantia premium refunds) represents an unnecessary and unreasonable cost.

As discussed in the Findings and Recommendations section of this report, and in our
I ndependent Auditors’ Report, we identifieda reportable condition reating to accounting for
Hospital Indemnity Plan Refunds (as described in Finding No. 1) as a MATERIAL
WEAKNESS.

This report is intended for the information and use of the U.S. Department of Labor, the
Environmental Protection Agency, and NCSC/NSCERC management and is not intended to be used
by anyonedse. Thisredtriction is not intended to limit the digtribution of this report which, when issued,
becomes a matter of public record.

We held an entrance conference with NCSC/NSCERC officialson January 5, 1998. Thelast day
of our ongite field work was June 18, 1998. On September 17, 1998, we held an exit conference with
mogt of the same officids. On June 11, 1999, NSCERC provided written comments on a draft of this
report, which have been consdered infindizing thisreport. Thisreport isdated June 18, 1998, which was
the last day of our ongte audit field work.

Myint & Buntua, CPAs
Fdls Church, Virginia
June 18, 1998
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FINDINGS AND RECOMMENDATIONS

FindingNo. 1- Hospital Indemnity Insurance Plan Refund

NCSC/NSCERC did not reduce the FY 1996 costs ($2,160,473) charged to the DOL Senior
Aides Program for enrollee Hospital Indemnity Plan (HIP) insurance by the premium refund received from
itsinsurance company ($948,983). The premium refund for the period August 1, 1995 to
July 31, 1996, as computed by the insurance company and shown in the financia statement, is presented
on Schedule No. 1 on page 18. Thefailure of NCSC/NSCERC to credit the DOL Senior Aidesprogram
for HIP premium refunds was noted in our prior audit report for FY's 1993, 1994, and 1995° and totaled
$3.8 million for the three fiscd years, plus imputed interest lost (not earned) by the Federd Government
from the time the funds became available to NCSC/NSCERC until DOL isreimbursed for these amounts.

Background

NCSC providesHIPinsurancetoitsenrolleesat no cost to them.  Theinitial agreement between
the Monumenta Lifelnsurance Co. (Monumental) and NCSC, for determining the HIPamount of premium
“refunds,” was effective October 1, 1992. About 70 percent of NCSC's enrollees participate in the
plan. The other enrollees do not participate because they may not benefit from the plan. These include
Senior Aides who can use Veterans Hospitals or others who are covered by Medicaid or supplemental
hedth insurance. The current monthly premium for each enrollee is $26.66. In FY 1996,
NCSC/NSCERC charged premiums of more than $2.0 million directly to the DOL grant.

| nsur ance Agreement

Theinsurance agreement between NCSC and Monumental, dated November 30, 1992, describes
the provisons and conditions of the insurance plan, as wel as the duties of the parties involved in
underwriting, marketing, and adminigtering the program. Section V of this agreement, entitled
“Compensation,” is included as Attachment A (see pages 19 to 21). Article 2 of Section V dates that
Monumental will prepare and present to NCSC a “Retention Accounting Statement” each policy year
(Augugt 1to July 31) together with any “Premium Refunds.” Thebasisfor therefundisdescribedin Article
3 of the agreement. From the premiums paid, Monumental deducts the clams paid, a “clam reserve’
amount, certain expenses, and fees for adminigrative costs. This computation results in an “Aggregate
Bdance’ which, if “pogitive,” isthe amount that isto be returned to NCSC as a“refund.”

Operating Cost Data

3DOL/OIG Audit Report No. 18-99-007-07-735, dated February 3, 1999.
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HIP operating costs and expenses reported by Monumenta pursuant to Section V of the
agreement, are presented in Schedule No. 1 (see page 18) for the 12-month period ended July 31, 1996.
The “positive’ or favorable balance ($948,983) represents the “Aggr egate Balance” and
the amount that will be returned to NCSC as arefund.

Applicable Credits

NCSC improperly recorded the “ refund amounts” it received asrevenue income instead
of an offset credit to the DOL Senior Aides program costs.

Inthisregard, OMB Circular A-122, Attachment A, Subpart A Basic Considerations, paragraph
5.a dates:

“5. Applicable Credits

a. The term applicable credits refers to those receipts, or reductions of
expenditures which operate to offset or reduce expense items that are allocable to
awards asdirect or indirect costs. Typical examples of such transactions are: . . .
insurance refunds. . . . To the extent such credits accruing or received by the
organizationrelatetoallowable cost they shall becredited to the Gover nment either
as a cost reduction or cash refund as appropriate.” (Underscoring added.)

Refunds

| nasubsequent agreement between NCSC and Monumentd, effective January 1, 1994, payments
that were reported as* Premium Refunds” (under the prior agreement) werereclassified as“royalty fees
paid to NCSC solely for the use of itsname and logo in solicitation of insurance.” No changes,
however, were made in either the method of computing the amount of the “refund” or in the nature of the
refund. Further, the reclassification (from a“refund” to a“roydty fee’) did not in any way affect the basis
upon which the amounts were determined, nor did it change the fact that the amounts refunded to NCSC
are based upon NCSC' s “claims experience.”

Whether deemed a “refund” or a “royalty fee,” the payments should have been
recognized as an appropriate reduction, or an offset “credit,” to the premiumsthat NCSC paid
to Monumental and which NCSC had charged directly to the DOL SCSEP grant.

In discussions with Monumenta we were informed that, contrary to the insurance agreement,
arrangements had been made with NCSC that the refundable amounts could be retained by Monumenta
and paid to NCSC/NSCERC upon request. In this regard, we noted that Monumenta’ s payments to
NCSC/NSCERC during FY 1996 were $850,000. However, instead of “crediting” theamountsreceived
to the DOL Senior Aides Program, NCSC “ credited” membership program income.

14



Unreasonable Costs

Because NCSC recaived subgtantia HIP premium refundsyear after year, not only during theaudit
period, but dso for the years immediately preceding it, its premiums were sgnificantly higher thanthered
cost of theinsurance. The HIP paymentswere calculated by deducting the Senior Aides insuranceclams
and theinsurance company’ s expenses and profit margin from the premiums. The high yearly returnswere
not diminished despite the fact that the Senior Aides insurance benefits increased, over time without any
increase in premiums. NCSC did not seek to reduce the premiums and, in fact, rgjected Monumentd’s
offer todo s0. Theexcess portion of these premiums (i.e., the amount by which the premiums should have
been reduced to eiminate the payments to NCSC) represents an unnecessary and unreasonable cost and
isunallowable.

OMB Circular A-122, Attachment A, Subpart A. Basic Considerations, paragraph 3 states:

“ 3. Reasonable Costs

A cost isreasonableif, in its nature or amount, it does not exceed that which would
be incurred by a prudent person under the circumstances prevailing at the time the
decision was made to incur the costs. The question of the reasonableness of specific
costs must be scrutinized with particular care in connection with organizations or
separate divisions thereof which receive the preponderance of their support from
awardsmade by Federal agencies. In determining thereasonableness of a given cost,
consideration shall be given to:

a. Whether the cost is of a type generally recognized as ordinary and necessary for
the operation of the organization or the performance of the award.

b. ...

c. Whether the individuals concerned acted with prudence in the circumstances,
considering their responsibilitiesto the organization, its members, employees, and
clients, the public at large, and the Federal Government.” (Underscoring added.)

NCSC did not act with prudence when it failed to reduce the amount of the insurance premiums
paid over and above that necessary to diminate the large premium refunds. As such, the excess
premiums paid were unreasonable cogts that should not have been incurred.

AUDITEE’'S RESPONSE

NSCERC said that we have “ improperly mischaracterized” NCSC royalty income
as" insurance premiumrefunds.” Continuing, NSCERC said that neither NCSC nor
NSCERC has any obligation to the Federal Government with respect to NCSC's
royalty income that it received from the Monumental Life Insurance Company
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pursuant to the agreement between Monumental and NCSC nor with respect to any
programincome earned “ after the close of the project period.”

NSCERC said that USDOL and previous Ol G-sanctioned auditors authorized and
approved the HIP for many years. NSCERC further said that the Ol G-sanctioned
auditorsreviewed and approved the treatment of NCSC’ s* royalties’ and financial
statement reporting consistently since 1988.

NSCERC also pointed out that, in their opinion, we have no basis for contending
that the HIP premiums were “ overcharges’ to the DOL grant. In this regard,
NSCERC referred to an Ernst & Young study that cited the NCSC [ premium] rate
asthe absolute lowest and averaged a very favorable 69 percent below the average
observation.

Concluding, NSCERC said NCSC has consistently reported the Monumental
payments as royalty income on its tax returns and its financial statements.

AUDITORS COMMENTS

The governing Federd criteriaiscdearly satedin OMB Circular, Attachment A, which specificaly
mentions, as atypica example of an applicable credit, insurance refunds.

In the initid agreement between NCSC and Monumenta (1992), al payments to NCSC from
Monumentd were classfied as Premium Refunds. 1n 1994, the agreement was modified to change these
paymentsfrom arefund to aroyaty. However, smply changing the name of these amountsfrom “refunds’
to “royalty fees’ doesnot dter, in any way, thefundamenta nature of the payments or the basisuponwhich
they are determined. An andyss of the basis upon which the payments are computed clearly servesto
dispe NSCERC's contention that “refunds of premiums’ are “roydty payments” The amounts 0
computed by Monumenta, under itsexisting agreement with NCSC/NSCERC (and asthey are supported
by their financia statements), show that the “premium refund” is (and adways has been) based upon the
amount of clams paid, the leve of the adminidrative fees, and the establishment (need for) of acdams
reserve. All of these amounts are deducted from the total amount of the premium paid to Monumental by
NSCERC. Nether Monumentad, nor NCSC/NSCERC, hasdemongtrated that the premium refund” now
suggested to becdled a“roydty” isbased upon the results of any type of “ marketing enhancement” and/or
related “sdes benefits’ to Monumenta for the “use of NCSC's name or logo.” In addition, if the HIP
program has clams and related expenses in excess of the amount of the premiums paid by
NCSC/NSCERC, then NCSC/NSCERC would not receive any payment.

It should also be noted that NCSC/NSCERC, initsprior comments, said they did not concur with
our finding on the need to credit DOL for these refunds because the finding, according to
NCSC/NSCERC, was based on NCSC making a“ retroactive adjussment.” However, in the case of the
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successor grantee (who at that time was to be NSCERC), NCSC sad that it iswilling to “renegotiate’ or
to “revisg’ its grants and its contracts, in accordance with any subsequent suggestions or directions from
the Department of Labor. 1n connection with this report, NCSC/NSCERC now hasreversed its position
and instead dected to claim that it does not need to make any adjustments for the refund payments, not
because they condtitute a “retroactive’ adjustment, but because they are now to be classified as “roydty
payments.”

NCSC/NSCERC has aso introduced an Ernst & Young study that dates that the NCSC
premiums are extremely low and very favorable. Using thisdata, NSCERC said that we have no basisto
contend that the HIP premiums were “overcharges.” It should be noted that no where in the report have
we sad that the premiums (in and of themsalves) represented an “overcharge” A careful reading of the
detailed supporting evidence presented by the auditors (in both thisand in the prior report) showsthat the
“premium refund amount,” asit iscomputed by Monumenta and paid to NCSC/NSCERC, isthe primary
issue. Where, year after year, Monumentd is returning over 50 percent of the premiums to the payee
(NCSC/NSCERC), there islikely abasis for some type of reduction to be made in the initid premiums.
In most cases like this, the payee would welcome the opportunity to reduce the annua premiums.
NCSC/NSCERC wasinformed by an actuary that, based upon the claims experience and the associated
related codts, the insurance benefits could be increased and/or the premiums reduced. However,
NCSC/NSCERC, contrary to normal business practices, preferred to keep the premium at the same level
which had been established at the inception of the program. Accordingly, the premium refunds continued
to bepaidto NCSC/NSCERC at about a50 percent level and NCSC/NSCERC then used such refunded
amounts for nongrant purposes.

In our opinion, the amounts paid to NCSC/NSCERC eachyear area“refund” of premiums, and
do not meet the tet of a “roydty fee” As such, and in accordance with gpplicable governing Federd
regulations, the “refunds of excess premiums paid” should be “ credited” to the Federd grant.

Asto USDOL approving the HIP, we have not questioned NCSC' sright to providethisinsurance
to the Senior Aides. Our concern iswiththe proper recording of the cost of the benefit and the premium
refunds received from the insurance company. NCSC did not draw down on these funds until November
1993. Therefore, any prior audits performed by the Ol G would not have revedled how NCSC accounted
for therefunds. Our first audit after that date covered fisca years 1993 - 1995. The auditors reviewing
that period promptly questioned NCSC's trestment of the premium refunds as NCSC income.
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RECOMMENDATIONS

1. Werecommend that the DOL Grant Officer:

a. Reduce NCSC/NSCERC'sFY 1996 direct DOL SCSEP grant costsby $948,983, to
recognize the insurance premium “refund” due NCSC from Monumental Life Insurance
Company for itshospital indemnity plan insurance, but which NCSC/NSCERC did not, as
required by Federal regulations, “ credit” to the DOL SCSEP grant.

b. Requirethat NCSC/NSCERC pay to DOL theamount of imputed interest that the
Federal Government lost (not ear ned) for the period that NCSC/NSCERC had accesstothe
$948,983.

c. Requirethat NCSC (NSCERC, asthesuccessor grantee) credit all future*refunds’
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Schedule No. 1
National Council of Senior Citizens
Monumental Lifeand Life Investors | nsurance Companies
August 1, 1995 to July 31, 1996

Description Amount
Collected Earned Premium $2,307,931
Prior Period Adjustments 22,167
Estimated Earned Due and Unpaid 200,084
Tota Retention Premium $2,530,182
Beginning Clam Reserve $ 280,928
Ending Clam Reserve 319,173
Changein Clam Reserves 38,245
Paid Claims or Ultimate Runoff 810,326
Paid Claims Prior Period Adjustments (1,125)
Less Totd Clams or Runoff 847,446
Adminigtrative Fees $ 366,876
Charged/Pending Marketing Expenses 0
Premium Taxes 63,255
Company Retention 303,622
Less: Tota Charges 733,753
Gain or (Loss) for the Period $ 948,983

( )Denotes decrease
NOTE: The amount shown for FY 1996 ($948,983) as“ Gain for the Period” is due to the Government asan

overdl credit applicable to the DOL grant. Premium refunds payable to NCSC may be subject to temporary
reductions for contingency reserves.
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SOURCE: MONUMENTAL LIFE INSURANCE CO.
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Attachment A
Pagelof 3

ABSTRACT OF NCSC INSURANCE PLAN AGREEMENT
Hospital Indemnity Plan
(November 30, 1992)

Section V: _Compensation

1. For purposes of this Agreement and the determination of the Retention Accounting, the
following terms shall apply:

a.

Retention Accounting Year -- “ Retention Accounting Year” isdefined asa period of twelve
(12) consecutive months commencing on August 1 of each year this Agreement remainsin
force and each succeeding 12 month period; with the exception that for the Policy Year
beginning in 1992, the Policy Year shall commence on October 1, 1992 and end on July 31,
1993.

Anniversary Date -- “ Anniversary Date” is defined as the first day of any Retention
Accounting Year.

Earned Premiums -- “ Earned Premiums’ are defined as the premium earned during the
Retention Accounting Year for the coverages provided by Insurer.

Claims-- “ Claims’ are defined as claimspaid during the Retention Accounting Year, plus
Claim Reserves and liabilities at the end of the prior Retention Accounting Year, as
determined by Insurer and as stated in the year-end accounting for the Policies governed by
the terms of this Agreement. Liabilities as determined within this section may result from
either a claim payment, settlement of a claim, or the resulting payment of a suit and costs
thereto.

ClaimReserve -- “ Claim Reserve” isdefined asareasonable claimreserve established and
held by Insurer to provide for future claim payments covering claimsincurred prior to the
Anniversary Date of each Retention Accounting Year, for claimsincurred and not reported
to Insurer until after the Anniversary Date of each Retention Accounting Year. Such
reasonable reserve shall be established by Insurer and will be maintained at the level
determined necessary for the coverages governed by the termsof this Agreement, and will
be subject to review by NCSC and its actuaries.
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f. Advertising Production and Dissemination Expenses -- “ Advertising Production and
Dissemination Expenses’ isdefined asthe sumof all actual mar keting expendituresincurred
in connection with the solicitation of the insurance programs, including typesetting and
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Attachment A
Page 2 of 3

mechanical work, printing and transportation of promotional materials to place of
dissemination, data processing services, mailhouse servicesand postage. No such expenses
may be incurred without the prior written approval by Insurer and NCSC jointly.

. Retention -- “ Retention” isdefined asthe sumdueInsurer whichismade up of thefollowing

for the Policies for each Retention Accounting Year: 12% of the first $6,000,000.00 of
Earned Premium each Policy Period, plus 11.5% of all Earned Premium in excess of
$6,000,000.00 each Policy Period, plusAdvertising Production and Dissemination Expenses,
plus 2.5% state premium taxes paid or payable, plus 14.5% administrative fees paid to
NCSC.

. Contingency Reserve -- “ Contingency Reserve’ is defined as an experience stabilization
reserve established by Insurer from Underwriting Results (as further described in Section 3
below) and held by Insurer. Such reserve shall be considered fully established whenit equals
12.5% of Premiums for the last completed Retention Accounting Year up to a maximum of
$5,000,000.00 in Premiums and 5% for Premiums in excess thereof.

[ Auditor’s Note: The NCSC Insurance Plan Agreement does not have a subsection i.]

Contingency Reserve I nterest Credit -- “ Contingency Reserve Interest Credit” isdefined
asinterest on the Contingency Reserve held at the beginning of each Retention Accounting
Year. The rate of interest will be that published in Insurer’s latest Annual Statement, as
derived fromthe ratio of net investment income to mean assets.

Each year, a Retention Accounting will be prepared and presented by Insurer, along with any
resulting Premium Refund, if one is payable, within 60 days of the end of each Retention
Accounting Year. In addition, unaudited quarterly Retention Accountings will be provided.

. The Retention Accounting for each Retention Accounting Year will show:

a. Calculation of the Underwriting Results for the Retention Accounting Year, in accordance

with the following formula:

Earned Premium

Less Retention

Less Claims and Claim Reserves

Equals Underwriting Results for the Retention Accounting Year
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Attachment A
Page 3 of 3

b. Calculation of the Aggregate Balance as of the end of the Retention Accounting Year, in
accordance with the following formula:
Underwriting Results for the Retention Accounting Year

Less any Deficit Accumulated at the beginning of the Retention Accounting Year
Plus any Contingency Reserve at the beginning of the Retention Accounting Year
Plus any Contingency Reserve Interest Credit for the Retention Accounting Year
Less any Contingency Reserve at the end of the Retention Accounting Year
Equals Aggregate Balance

. To the extent that the Retention Accounting for a Retention Accounting Year resultsin a
positive Aggregate Balance, that balance will be returned to NCSC as a Refund.

. To the extent that the Retention Accounting for a Retention Accounting Year results in a
negative Aggregate Balance, that balance will be called the Deficit Accumulated and will be
included in the succeeding Retention Accounting Year calculation of the Aggregate Balance.

For the purpose of this Agreement and the determination of the Retention Accounting, all
references to dollar amounts for Earned Premiums, Claims, State Premium Taxes, Claim
Reserves, Promotional Expense Charges, Contingency Reserves and Retentions shall refer to
the aggregate sum of such amountsunder all Policiesissued by Insurer for the benefit of NCSC
members as set forth in Exhibit A.

It is understood that nothing contained herein shall be construed or interpreted as a

guarantee of a Refund to NCSC. Whether any Refund will be made shall be determined
solely by the Retention Accounting Formula as determined hereunder.
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Finding No. 2 - Hospital Indemnity I nsurance Plan Administrative Fees

NCSC performs the recruitment, record keeping and most of the adminigtrative services related
to the enrollees participation in the Hospitd Indemnity Plan (HIP); Seabury & Smith, Inc. (Seabury) acts
asthe Plan Adminidtrator and is responsible for the payment of enrollee claims and certain other related
activities.  As compensation for performing these adminidtrative services, the NCSC/Monumenta
agreement provides for Monumental to pay an administrative fee (14.5 percent of earned premiums) to be
shared by NCSC and Seabury. Thecostsincurred by NCSCin performingitsassgned HIP adminigirative
sarvices are charged directly to the DOL Senior Aides grant. However, the adminigrative fees that it
receives are credited to Membership Promotion Income instead of being used to reduce DOL grant costs,
asrequired by OMB Circular A-122. Furthermore, based upon the adminigtrative functions that NCSC
performs as compared to those performed by Seabury, we believe that the amount of the fee that NCSC
receives (4.0 percent of the 14.5 percent) is inadequate and inequitable.

HIP Insurance Agreement

The agreement between NCSC and the Monumenta Life Insurance Co. provides:

“Section |11 Collection and Remittance of Premiums

Insurer [Monumental] shall remit to NCSC an amount equal to 14.5 percent
of earned premium as compensation within thirty (30) days after receipt of gross
earned premiumby Monumental*fromSeabury®. Thisamount of compensation shall
be reflected as administrative fees in Section V (1) (g) of this Agreement. In
consideration for performance of Seabury’s administrative duties and functions,
NCSC then shall pay to Seabury an amount of compensation to be agreed upon
between NCSC and Seabury from these funds remitted to NCSC by Monumental.

It is understood and agreed by and between the parties that any and all
compensation to Seabury for the performance of its duties hereunder shall be paid
from those funds designated as full compensation to NCSC under the terms of this
Insurance Agreement, and it isfurther understood and agreed that the Insurer shall
not be liable for any additional compensation to Seabury for the performance of its
duties hereunder.”

*The Monumental Life Insurance Company isthe “underwriter” for the HIP insurance program.

5Seabury & Smith, Inc. (Seabury) isthe “intermediary” for the insurance program. Seabury performs certain
functions, such as payments for claims by plan participants.
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Administr ative Fees

Based on the report that Monumentd sent to NCSC, the total administrative fees paid or payable
to NCSC under the above-mentioned agreement for FY 1996 was $366,876.

Notwithstanding the agreement provisions discussed above, Seabury withholdsthe adminidrative
fee (14.5 percent) from the grossmonthly premiumsit receivesfrom NCSC. Seabury retains 10.5 percent
of the 14.5 percent asits share and returns 4.0 percent of the fee to NCSC as payment for its services.
The 10.5 percent that Seabury receivesis 72 percent of thetotal fee; the 4.0 percent paidto NCSCis28
percent of the totd adminigtrative fee.

Both NCSC and Seabury officias said there are no written agreements nor records of the
negotiations between Seabury and NCSC on the establishment of the fee or the adlocation of the fee
between Seabury and NCSC. Seabury officids said that 10.5 percent of the fee was the amount that
“NCSC agreed to pay.”

Adminigtrative and M anagement Services by NCSC and Seabury

Seabury acts as the “Plan Adminigrator” and is the “intermediary” between NCSC and
Monumentd. NCSC, however, performs most of the administrative and managerial services. For
example, NCSC promotes and solicits enrollee participation, prepares and maintains monthly listings of
enrollees participating (including additions and terminations), computes monthly premiums, makes premium
paymentsand submits supporting documentation to Seabury to be sent to Monumental. Seabury processes
and pays enrollee claims from funds set aside for this purpose. Sesbury dso handles inquiries from
enrollees and subrecipients about the insurance plan.

Aswe have stated, NCSC performs most of the mgor administrative functions and dutiesrelating
to the management of the HIP. The functions performed by NCSC for the estimated 7,000 covered
enrollees included: (1) solicitation of new enrollees for HIP insurance; (2) completion of enrollment
gpplications, (3) maintenance of records and information on eachenrollee sparticipation; (4) preparation
of monthly premium payments for the enrollees; (5) updating records and information for the estimated
5,000 enrollees who terminate and the 5,000 new enrollees each year; and
(6) maintenance and reporting of grant cost information. Seabury, on the other hand:

(2) maintained an “800 number” to respond to enrollee inquiries; (2) processed and paid about 700
enrollee dams each year; (3) forwarded monthly premium amounts from NCSC to Monumentd;
and (4) maintained generd liaison functions with Monumenta and NCSC.

Based upon these duties and functions, we believe that a more equitable distribution of
administrative fees should be established between Seabury and NCSC.
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Sharing Arrangement

Thelevd andtypeof servicesthat NCSC performsindicatethat 4.0 percent (28 percent of thefee)
that it receivesis neither “fair nor reasonable’ when compared to the 10.5 percent (72 percent of the fee)
that Seabury receives. Seabury’slevd of effort and assgned duties are consderably less labor intensve
than those performed by NCSC. NCSC's Director of Finance said there were no records or any
documentation to demondtrate or to justify that the fee that NCSC recelves is equitable. In response to
our additiond inquiries, Seabury officias said that they had no cost data to support or to substantiate the
“reasonableness’ of the fee that they receive. Based upon the information we received from Seabury and
NCSC officids, we estimate that NCSC performs about two-thirds of the adminigtrative work applicable
to the program, while Seabury performs about one-third.

Applicable Credits

The cogts incurred by NCSC in performing its assigned HIP administrative services are charged
directly to the DOL Senior Aides grant. However, the feesthat it receives for its work are credited to
Membership Promotion Income instead of reducing DOL grant costs, as required by OMB Circular A-
122. Inthisregard, OMB Circular A-122, Attachment A, Subpart A. Basic Considerations, paragraph
5.a dates:

“5. Applicable Credits

a. The term applicable credits refers to those receipts, or reductions of
expenditures which operate to offset or reduce expense items that are allocable to
awards as direct or indirect costs. Typical examples of such transactions are: . . .
insurance refunds. . . . To the extent such credits accruing or received by the
organizationrelatetoallowable cost they shall becredited to the Gover nment either
as a cost reduction or cash refund as appropriate.” (Underscoring added.)

Summary
A summary of the adminigtrative fees paid by Monumental to NCSC and Seabury for FY 1996

isshown inthefollowing table. Thistable showsthe amountsreceived by NCSC and the amountsthat we
consder appropriate for the services rendered by Seabury and NCSC.
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Description Amount
1. Adminigtrative Fees Paid by Monumental $366,876
2. Amounts Paid to NCSC but not Credited to the DOL Grant 101,207
3. Bdance Retained by Seabury $265,669
4. Estimated Fair Share for Seabury’s Services (/3 of Line 1) 122,292
5. Excess Amount Retained by Seabury $143 377

NCSC improperly recorded the amounts (totaling $101,207) that it received (Line 2) as
Membership Promotion Income and did not “offset” or “credit” this amount to reduce the direct costs
charged to the DOL SCSEP grant, as required by OMB Circular A-122.

Edablishment/Allocation of Adminigrative Fees

Further, we believe that 4.0 percent of the 14.5 percent in administrative feespaid to NCSC isnot
equitable based upon NCSC's leve of effort as compared to the amount (10.5 percent) retained by
Seabury for its services. We believe, therefore, that one-third of the tota fee to Seabury would be an
equitable reimbursement amount. Accordingly, we question the excessamountsretained by Seabury (Line
5).

AUDITEE’'S RESPONSE

NSCERC states that the Myint & Buntua auditors' questioned costs and their
recommendations are based upon an “ unsupported and incorrect conclusion” that
NCSC performs twice as many administrative functions as Seabury & Smith
(Seabury) in managing the HIP program. NSCERC said in comparing the duties
performed by Seabury, NCSC puts forth “relatively little effort.” In contrast,
NSCERC said that Seabury hasthe full responsibility for communications with and
the handling of beneficiaries and vendors, dealing with payments for claims, and
making “ coverage” determinations.

In concluding its remarks, NSCERC states that the “ administrative fees’ are not

“ costs claimed” for reimbursement under the grant agreements and, as such, they
cannot be used as the basis for a “ cost disallowance.”

28



AUDITORS COMMENTS

Thisfinding, which was previoudy presented in the FY's 1993 to 1995 report, is based upon the
fact that NCSC/NSCERC has ignored appropriate governing regulations by failing to “credit” the DOL
grant with the amounts that it receives for its services and for which it makes charges to the DOL grant.
Accordingly, NSCERC' sstatement that the" administrativefees’ arenot * costsclaimed” for reimbursement
and should not be disadllowed, is not correct. Specificdly, the time, the effort, and the related expenses
devoted by NSCERC to assst in the administration of the HIP program are, in fact, charges that
NCSC/NSCERC clamsfor reimbursement under the DOL grant.

With regard to the other key aspect of this finding which concerns the individud leve of effort
expended by the two parties (Seabury and NCSC), NSCERC now contends -- but without any
subsgtantive or direct evidence -- that Seabury expends the effort to perform the maority of the
adminigrative functions. Based upon the evidence obtained during the audit, we do not agree. Although
NSCERC dates, for example, that Seabury has “full respongbility” for communications with the
beneficiaries (enrollees), it provides no support for this specific level of effort, and at the sametimeignores
the fact that NCSC/NSCERC -- initsnormal daily functions and duties -- performs many labor-intensve
tasks, such as the contact and solicitation of some 9,000 enrollees each year, completes dl the enrollment
goplications, explains the program and its applicability to dl enrollees, and then maintains and reports on
al the grant costs (for about 7,000 enrollees who join the program).

The primary issue with respect to this finding was communicated to NCSC/NSCERC both in the
prior report (FY's 1993 to 1995) and was discussed, in detail, with representatives of both Seabury and
NCSC during and at the conclusion of the audit work. When asked about the basis for the establishment
of the adminigtrative fee of 14.5 percent (based on earned premiums) and the related sharing arrangement
of 4.0 percent for NCSC and 10.5 for Seabury, these officia s admitted that no study or andysishad ever
been performed to arrive a these amounts. For example, Seabury officids said the amount that they
receive (10.5 percent) was smply “the amount that NCSC had agreed to pay.” Also, the Director of
Finance of NCSC could not furnish any supporting documentation and provided no information asto why
the amountsthat NCSC had received for its serviceswas not, asrequired, “credited” to the Federa grant.
Once again, contrary to NSCERC officid comments, the services that it performs for the administration
of the HIP are, in fact, charged to the DOL grant.

We, therefore, recommend that the FY 1996 claimed costs be reduced and that NCSC/NSCERC

provide a bass and support for the adminigrative feein genera, and aso for the Seabury/NCSC sharing
arrangement.
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RECOMMENDATIONS

2. Werecommend that the DOL Grant Officer:

a. ReduceFY 1996 allowable direct costs of the Senior Aides grant by $244,584 which
was theamount NCSC failed to credit tothe DOL grant and the excessamount that Seabury
retained for its services ($101,207 + $143,377 = $244,584).

b. Require that NCSC/NSCERC return to DOL theimputed interest that the Federal
Government lost (not earned) for the period that NCSC had accessto the $244,584.

c. Reguire NCSC/NSCERC to provide a basis for the propriety of the 14.5 percent
administrative feethat it had established for reimbur sement for the administr ative services
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Finding No. 3 - Third-Party General Liability Insurance

NCSC/NSCERC charged the DOL SCSEP grant $337,532 for “third-party” generd liability
insurance for the DOL enrollees and its own employees. NCSC/NSCERC' s procurement practices for
the purchase of this insurance were flawed as they did not: (1) use effective competitive procurement
proceduresto solicit asufficient number of competitivebids, and (2) negotiateareasonableprice. Instead,
as in the pagt, after receiving only a few bids, NCSC/NSCERC purchased the insurance, at what we
believe to be an excessive price, from arelated company with which it shared managerid and executive
personnel.

In this regard, NCSC/NSCERC did not provide sufficient pertinent information to al prospective
bidders and this could have had a significant impact on reducing the level of premiums. Moreover,
NCSC/NSCERC did not widdy circulate the proposa to an adequate number of insurance companiesto
obtain a reasonable number of bids. Inour view, the insurance premiums charged to the DOL grant could
have been reduced by about $200,000 a year had NCSC/NSCERC used more effective competitive
solicitationand procurement procedures. Furthermore, NCSC/NSCERC did not request that itspremium
be adjusted at the end of the policy year based on the clams experience and as provided for initsinsurance

policy.

Also, the premium for smilar insurance for the EPA Senior Environmenta Employment (SEE)
Program enrollees was improperly charged to “indirect costs’ rather than asa“direct” chargeto the EPA
grant. Thisresulted in anovercharge to the DOL grant through the alocation of excessve indirect cogts.

Conflicts of I nterest

NCSC/NSCERC has continudly purchased third-party generd ligbility insurance from the Senior
Citizens Mutua Insurance Company Risk Retention Group (SCMICRRG). SCMICRRG was organized
in 1986 to provideliahility insurance to not-for-profit organizationsinvolved in senior citizen activities. This
company hasmaintained close managerid relationshipswith NCSC/NSCERC. Both organizations shared
key executives and Board of Trustee members. INNCSC/NSCERC' s consolidated financid statements
for FY 1996, the following information was presented:

“ Several members of the NCSC [or NSCERC] Board are also members of the
Advisory Committee of SCMICRRG. A number of housing projects sponsored by
NCSC are subscribers of SCMICRRG. . . .”

On Jduly 1, 1996, the Treasurer of SCMICRRG became the President of NCSC/NSCERC. He
and the former Executive Director of NCSC/NSCERC are dso members of SCMICRRG's Board of

31



Trustees. Such arelationship, a a management policy level, raises a number of questions about the
independence and objectivity of NCSC/NSCERC' s decision to purchase insurance from this firm.

OMB Circular A-110,Uniform Admini str ative Requir ementsfor Grantsand Agreementswith
Institutions of Higher Education, Hospitals and Other Non-Profit Organizations, sets forth policies
and procedures related to the award and administration of grants and agreements with nonprofit
organizations and performance criteria applicable to grant recipients. Subpart C, Paragraph 43,
Competition, states:

“ All procurement transactions shall be conducted in a manner to
provide, to the maximumextent practical, open and free competition.
The recipient shall be alert to organizational conflicts of interest as
well asnoncompetitive practicesamong contractor sthat may restrict
or eliminate competition or otherwise restrain trade. . . .”

Procurement procedures under Federally-funded grants should reflect the following policies and
principles:
e Maximum “open and freg” competition must be sought for al purchases.

» The solicitation should be conducted to inform the greatest number of potential contractors of
the intent to buy and should describe, as specificaly as possible, what is desired.

» The reaionship between the purchasing organization and the prospective contractor must be
an “ams-length” business arrangement.

» Theaward should be made to the contractor who has the technica ability to perform a the
lowest codt.

Thus, where an organizationa conflict of interest exists (as in the case of NCSC/NSCERC and
SCMICRRG), sound procurement practices require that extra efforts must be made to ensure maximum
open and free competition and the avoidance of an appearance of favoritism in the award.

NCSC/NSCERC Failed to Use Effective
Competitive Solicitation Procedur es

NCSC/NSCERC did not follow the aforementioned guidelines for “acceptable’ competitive
procurement by fallingto: (a) prepare and issue a sufficiently informative solicitation, and (b) obtain bids
from a reasonable number of insurance companies, including “mgor” insurance companies. Inthisregard,
NCSC/NSCERC did not provide pertinent information to the prospective bidders which could have had
a ggnificant impact in reducing the level of premiums, nor did it circulate the proposd to a reasonable
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number of insurance companies and obtain a sufficient number of bids. In our opinion, this conditutes a
weaknessin NCSC/NSCERC' s procurement procedures. |nsurance premiumschargedtothe DOL grant
could have been reduced by over $200,000 a year if NCSC/NSCERC had used effective competitive
procurement procedures.

| nadeguate Salicitation

We bdievethat the NCSC/NSCERC, initssolicitation, failed to adequately describe theinsurance
coverage that it desred. The type of information that NCSC/NSCERC should have provided to dl the
insurance companiesto enablethem to submit abid based on congderation of al pertinent factorsincludes:

-- A generd overview and adetailed description of NCSC/NSCERC' soperations, thelocations
of its offices, and the volume of third-party “vistor” traffic.

-- A description of the type of services that the enrollees generdly perform and that they only
work on a part-time basis of about 20 hours a week.

-- NCSC/NSCERC's previous clams experience. No claims have been paid since a 1991
Settlement of an Equa Employment Opportunities Commission lawsuit that was filed by a
former NCSC/NSCERC employee. In addition, only two other claimstotaling $12,000 have
been paid since 1988.

--  The number of employees covered. NCSC/NSCERC has about 195 employees but the
solicitation gated that it had “ 10,000 employees.” NCSC/NSCERC's 10,000 enrollees are
not NCSC/NSCERC employees. They are employees of the subrecipients.

-- The fact that NCSC/NSCERC requires each of its subrecipients to carry a minimum of
$300,000 of third-party generd ligbility insurance for their enrollees (employees). Thus, the
insurance purchased by NSCERC under its third-party liability policy of DOL enrolleesis
coinsurance and third-party claims would most likely be made againgt the subrecipient.

Number of Bids

NCSC/NSCERC data on its solicitation included a letter, dated February 10, 1993, which
NCSC/NSCERC sent to a number of insurance companies and insurance brokers. Only SCMICRRG
and one other insurance company submitted a “bid.” Another company said it needed additiona
information.  Still another company declined to submit a bid because it said that the solicitation process
required additiona “data collection in much greater detail than had been possble” Because only two
companies actudly provided bids, and no bids were obtained from “mgor” insurance companies, we
bdieve that NCSC/NSCERC had not obtained a sufficient number of bidsto ensure that an award would
be made to a bidder at the lowest price.
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In purchasing this insurance for FY 1996, NCSC/NSCERC again did not obtain bids from a
reasonable number of insurance companies. Thebid proposad from SCMICRRG for FY 1996 wassigned
by SCMICRRG's Treasurer who a short time later became the President of NCSC/NSCERC.

Reasonableness of | nsurance Premiums

The insurance primarily covers bodily injury and property damage to third parties that may occur
from work/training activities of DOL and EPA enrollees and NCSC/NSCERC employees.
NCSC/NSCERC' s third-party ligbility insurance policy data for both the DOL and EPA enrollees are

presented below.
Approximate Number
of Enrollees and
Policy No. Period Covered Employees Insured Premium
GL1027-8 7/1/95-6/30/96 9,400 Enrollees
175 Employees HESfee
GL1064-5 7/1/95-6/30/96 400 Enrollees $202,346

Inthisregard, OMB Circular A-122, Cost Principles for Non-Profit Organizations, requires
that, to be dlowable under an award, costs must be reasonable for the performance of the award.
Attachment A Generd Principles, Paragraph A.3. Reasonabl e costs sates the following:

“ Acostisreasonableif, initsnatureor amount, it does not exceed that which would
be incurred by a prudent person under the circumstances prevailing at the time the
decision was made to incur the cost. The question of the reasonableness of specific
costs must be scrutinized with particular care in connection with organizations or
separate divisions thereof which receive the preponderance of their support from
awards made by Federal agencies. In determining the reasonableness of a given
cost, consideration should begivento: . .. b. Therestraintsor requirementsimposed
by such factors as generally accepted sound business practices, arms length
bargaining, Federal and Satelawsand regulations, and termsand conditions of the

award.

circumstances. . . .”

c. Whether the individuals concerned acted with prudence in the

In evauating the reasonableness of the DOL premium of $337,532, we obtained certain cost data
for amilar third-party liability insurance from two other nationa sponsors participating in this same DOL
program. One nationa sponsor, with about 18,000 enrollees (or twice asmany asNCSC/NSCERC) said
that theinsurance premium from amgjor insurance company for itsenrollees and employeeswas $127,500
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ayear. Another nationa sponsor said that itsinsurance policy covering both the DOL program and EPA
programenrollees (and itsemployees) cost $30,900 ayear and was aso from amajor insurance company.

Thetablebd ow showstheaverageinsurance premium per enrolleefor third-party liability insurance
for NCSC/NSCERC and two other national sponsors.

Average Average
Average Average Number of Premium
Annual Number of Number of Enrollees/ Per Enrolleg/
National Sponsor/Program Premium Enrollees Employees Employees Employee
NCSC/NSCERC
DOL $337,532 9,400 195 9,595 $35.18
NATIONAL SPONSOR A
DOL $127,500 18,000 450 18,450 $6.91
NATIONAL SPONSOR B
DOL/EPA $30,900 DOL 2,000 15 2,390 $12.93
EPA 375

*NOTE: The DOL Senior Aides enrollees each work 20 hours a week; most of the EPA
programenrolleeswork full-time. All threeinsurance policies covering the DOL enrolleesaso
include insurance for the national gponsor’s own employees.

The table shows that the third-party ligbility insurance purchased by NCSC/NSCERC for the
DOL enrollees (about $35.00 per person insured) is five times that of nationd sponsor A (about
$7.00) and dmogt thr ee times that of nationa sponsor B (about $13.00). Both national sponsors A
and B said that they followed competitive procurement procedures. Althoughthereare somevariables
which cause differences in the premium rates among national sponsors (e.g. the number of persons
covered), webdievethat NCSC/NSCERC' shigh premium cost per enrollee/femployee for the DOL
program would have been sgnificantly reduced had they:
(a) prepared/issued asufficiently informative solicitation, (b) obtained competitive bidsfrom asufficient
number of insurance companies, and (C) negotiated a reasonable premium amount.

We quegtion DOL third-party liability insurance premiums clamed for FY 1996 by
NCSC/NSCERC asbeing unreasonabl e becausethey resulted from ineffective procurement practices.
The following schedule shows the amount that we bdlieve to be the maximum reasonable cost for the
NCSC/NSCERC third-party liability insurance under both the DOL and EPA grants had
NCSC/NSCERC followed proper competitive procurement practices.
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Description DOL EPA
Grant Grant
Premium Charged $337,532  $202,346
Egtimated Maximum Premium 100,000 30,000
Excessive Premium Paid $237,532 $172,.346

| nsurance Contract Provisions Violated

The DOL insurance policy specifies that the premium stipulated in the policy is a * deposit
premium only” and is subject to an audit at the end of the policy year and a “recomputation” of an
“earnedpremium” for the period. Aswe have stated, no claims have been paid on the DOL policy
for FY 1995 and FY 1996. However, no action was taken by ether the insurance company
(SCMICRRG) or NCSC/NSCERC to comply with the contract provisions to adjust the premiums
paid. Wediscussed thiswithaSCMICRRG insurance company officid who said that, notwithstanding
the policy provisons, it was not their practiceto adjust paymentsto an“ ear ned premium” level. We
aso discussed thiswith NCSC/NSCERC' s Director of Finance who said NCSC/NSCERC did not
take any action to determine if arecomputation of the premium paid was appropricte.

In aletter dated March 19, 1997, SCMICRRG said that each policy it issuesisindividualy
rated by its consulting actuaries as to the risk and the premium charges, but that the details of such
studies “are of course proprietary to this company.” Thus, we could not obtain essentid information
to perform an assessment of the premiums paid by NCSC/NSCERC for the purpose of evauating
possible adverse impacts that the close managerid relationships (between the insurance company and
NCSC/NSCERC) may have had on the amounts that DOL was charged for this insurance. In this
regard, it should also be noted that the consulting actuaria reports on NCSC activities included the
following information.

“Werelied on data supplied to us by [SCMICRRG] . ... We did not audit this
data. ... Wehave not performed an underwriting analysis of the program. The
choice of the overall funding levels and the charges for each insured are
decisions of [ SCMICRRG] and not decision of M& RG (actuaries).”
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|mproper Accounting Treatment

The insurance premium of $337,532 applicableto the DOL grant ischarged as adirect cost of the
DOL Senior Aides program. In contrast, the premium of $202,346 for the EPA insurance policy is
charged to NSCERC G&A expense. Thisinconsstent trestment of premiums as both adirect cost and
anindirect codt resultsin greater amountsof the EPA insurance policy premiumsbeing charged to the DOL
Senior Aides grant than to the EPA program. NCSC/NSCERC' s Director of Finance could not explain
the basis for such improper cost accounting treatment.

This accounting treetment isaviolation of OMB Circular A-122, Cost Principlesfor Non-Profit
Organizations, Attachment A, Generd Principles, Subpart B. Direct Costs which dtates.

“1...Costsidentified specifically with awards are direct costs of the awards and
areto beassigned directly thereto. Costsidentified specifically with other final cost
objectives. . . are direct costs of those cost objectives and are not to be assigned to
other awards directly or indirectly.”

Therefore, we have reclassified the EPA insurance costs from indirect G& A codts to the EPA
program as a direct charge.

AUDITEE’'S RESPONSE

Thisfinding has been reported in the prior audit report. NSCERC repeatsits prior
statement that NCSC has followed appropriate “competitive solicitation
procedures’ in purchasing general liability insurance. In support of its position,
NSCERC cites an earlier (FY 1989) audit report (Audit Report No. 03-91-033-03-
360) which stated that NCSC was not following the directives of OMB Circular A-
110. NCSC said it then instituted a “ central purchasing system” to provide for a
“ competitive bidding process’ and added that in October 1991 the DOL Grant
Officer issued a final determination on the FY 1989 audit which expressed
satisfaction that the grantee’s (NCSC) response was adequate to determine that
corrective action was instituted.

Concluding, NCSC/NSCERC said that DOL has long since approved NCSC's
procurement procedures with respect to its procurement of general liability
insurance. With respect to the information that the auditor s presented which shows
that NCSC/NSCERC is paying an excessive amount for their insurance, NCSC said
it “highly doubts’ that adequate consideration was given by the auditors to
compar able coverageswith other similarly-situated sponsors. NCSC/NSCERC said
the “ employment-related coverage” that NCSC provides was “ uncommon,” and
believes that it is important to have insurance to defend against “ employment-
related claims.”
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AUDITORS COMMENTS

Notwithstanding NCSC/NSCERC's clam that DOL has long since approved its procurement
practices (based upon its statement on aFY 1989 audit report), NCSC/NSCERC' sactions, in FY 1996,
do not ensure that the Federal Government is receiving the benefit of acceptable required competitive
solicitation procedures.  The evidence aso shows that NCSC/NSCERC has failed to follow norma
acceptable procedures in its FY 1996 solicitations by: (1) failing to provide basic, relevant data and
pertinent information to prospective bidders, and (2) failing to request bids from an adequate number of
responsible insurance carriers cagpable of providing the desired insurance.

Despite NCSC' s gtated doubts and in the absence of any support or justification, the results are
clear that avery sgnificant disparity exists between the premium amounts paid by NCSC/NSCERC and
those of severd other nationa sponsorswho perform similar functions under the same type of DOL grant.

Fndly, we have aso reported that specific contract provisions have been violated because the
DOL -funded insurance policy specifiesthat theinsuranceis” subject to an audit at the end of the policy
year” and, inthisregard, a“recomputation” isto be made of the“earned premium.” Althoughnodams
were made on the DOL policy for FY's 1995 and 1996, no action was taken either by the insurance
company or NCSC/NSCERC to comply with the above policy provisons of the contract and to adjust
the premiums that were paid. NCSC/NSCERC, in its comments, failed to respond to this finding or to
provide any information releive to this violation of its standing insurance policy.

Withtheacknowledged continued* closemanagerid rdationships’ that haveexisted snceinception
of the program between NCSC/NSCERC and itsinsurancecompany (SCMICRRG), webelievethat there

exisgsan even higher degree of respongibility for NCSC/NSCERC toimplement and follow open, free, and
competitive procedures as it procures mgjor, significant cost items, such as thisinsurance.

{Intentiondlly Left Blank}
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RECOMMENDATIONS

3. Werecommend that the DOL Grant Officer:

a. Reduce FY 1996 allowable costsfor third-party liability insurancefor the DOL grant
by $237,532.

b. Ensaure that futuresolicitationsby NSCERC for insurance be conducted, asrequired,
in a competitively effective manner.

4. Werecommend that the Director of DOL’s Office of Cost Deter mination reclassify the
charges of $202,346 for EPA insurance costs from the NSCERC indirect cost pool to EPA
direct costs and ensure that all future third-party liability insurance costs are properly

40




Finding No. 4 - Pension Plan Costs

NCSC/NSCERC maintains a“ defined benefits’ penson plan (Plan) for itsemployees. The Plan
is funded by NCSC/NSCERC with a substantial portion of the “contributions’ charged to the DOL
SCSEP grant. NCSC/NSCERC made cost adjustments at the end of the fiscal year to recognize
appropriate reductionsin the pension plan costsfor excessamountsthat were charged to program activities
duringtheyear. These adjustments, however, did not include crediting the DOL grant program for itsshare
of the excess costs charged. The amount that should have been credited to the Federa grant programs
was $103,545.

The funding and the contributions to the pension plan are based on recommendations made by the
Sega Company -- NCSC/NSCERC' s actuarial consultants. The Segal Company, in its annua report,
estimated pension plan costs based on the estimated sdary costs of the participating employees. The
pension plan costs were funded at prescribed intervals as required by governing regulations. The annud
actuary report also provided astatus review of the plan’s assets and obligations at the close of the year as
described by the Statement of Financial Accounting Standards 87 (SFAS 87).

NCSC/NSCERC'sfinancid statementsfor FY 1996 stated that:

“NCSC adopted Statement of Financial Accounting Standards 87
[ SFAS 87] for pension accounting retroactive to 1987. SFAS 87
requires the use of the projected benefit obligation and plan cost.”

NCSC/NSCERC pension plan assets (on hand at the end of FY 1996) exceeded the maximum
leve prescribed by SFAS87 by $227,622. Therefore, NCSC madeayear-end cost adjustment to reduce
its pension codts by this amount.

Although the Senior Aides programwas charged during the year with amgjor portion of the 1996
pension plan cogts, the year-end adjustment did not credit the Senior Aides program with its share of the
excesspension plan costs. Accordingly, werecomputed theyear-end adjustment to credit the DOL Senior
Aides program. The net adjustments are shown on the following page and are d so presented in the report
Exhibits,
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Redllocation of Y ear-End Pension Costs

Fisca Year 1996
Net
FY 1996 Y ear-End Adjustments Per Reconailing
Program/Department Sday Costs NCSC/NSCERC Audit *  Adjusment
NCSC - Information $ 132,101 $ 20,208 $ 6,351
- Membership 387,378 59,258 18,642
- Legidation 161,142 24,650 7,762
- Political Action 60,735 9,290 2,914
Tota 113,406 35,669 $ 77,737
- G&A 746,653 114,216 35,919 **78,297
NSCERC - Organization 5,765 273 (273)
- G&A 1,085,290 52,216 **(52,216)
DOL Grant-NSCERC 1,080,497 51,989 (51,989)
-NCSC 1.071.412 51,556 (51,556)
Tota $4,730,973 $ 227,622 $227,622 $ 0

( )Denotes decrease.

*Computed in proportion to total salaries.
**Net adjustment to G& A $78,297 - $52,216 = $26,081

AUDITEE'S RESPONSE

This, onceagain, isarepeat finding that NCSC/NSCERC now statesisnot in need
of therecommended accounting adjustment. Thisisbecause OMB Circular A-122
requires that the allowable pension plan charges should be made in accordance
with Generally Accepted Accounting Principles. NCSC/NSCERC concludes by
stating that the DOL grant has been charged, based upon the actual contributions
made, in accordance with the aforementioned OMB Circular.

AUDITORS COMMENTS

NCSC/NSCERC has not responded to the finding as it is presented. The conversion from a
sngle employer to a multiple employer plan does not change the fact that the end-of-year accounting
adjustments must be equitably alocated.
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The required recommended accounting adjustments do not, in any way, “change’ or affect the
total amount ($227,622) of actual pension costs recorded by NCSC. The adjustment, however, is
necessary 0 that al of NCSC/NSCERC programs are “equitably” alocated with their fair share of
costs, in proportion to the amount of the charges that NCSC/NSCERC had made during the year. The
purpose of the adjustment is demongtrated by the table on page 38 of this report. Findly,
NCSC/NSCERC' s failure to implement appropriate end-of-year adjusments results in an inequitable
charge againgt the DOL -funded SCSEP.

RECOMMENDATION

5. Werecommend that the DOL Grant Officer require NCSC/NSCERC to equitably
allocateits FY 1996 year-end adjustmentsfor excess pension plan coststo all benefitting
programs, and to credit the DOL grant with $103,545 of such year-end adjustments.
(Reallocation of the year-end credits are described in the schedule on page 38 and in the




Finding No. 5 - Fringe Benefit Costs

NCSC/NSCERC charges employee fringe benefit costs to the DOL Senior Aides program on
the basis of an estimated rate of 34 percent. As of the end of FY 1996, the cumulative estimated
amounts charged to the program exceeded the actua costsby $108,872. Webelievethat the estimated
fringe benefit costs should be adjusted to “actuad” costs at the end of the year.

Sdary and fringe benefit cogts of the NCSC and NSCERC employees are recorded each pay
period. The sadary costs gpplicable to NCSC/NSCERC employees, who are identified with the DOL
Senior Aides program, are transferred to that program by an “Intra company billing entry.” As part of
this cost transfer, 34 percent is added to the sdary codts for related employee fringe benefits, such as
payrall taxesand hedth insurance. These estimated amountsarethen recorded inthe DOL Senior Aides
program accounts as “actud” fringe benefit costs.

Although the actud fringe benefit costs are readily determinable from NCSC and NSCERC
payrall records, no adjustments are made to the estimated amounts recorded in the genera ledger;
instead, the estimated amounts recorded are considered as actud fringe benefit costs and reported as
suchinthegrant close-out reports. The difference between the actual and the estimated amounts charged
to the program are recorded in NCSC and NSCERC accounts as a“ Deferred Credit - SA Program.”
NCSC/NSCERC said it follows this accounting practice because it assumesthat the variances between
the computed estimatesand the actud fringe benefit costswill beingignificant; however, asour audit work
has demondtrated, the differences are not insignificant and have resulted in excess charges being claimed
by NCSC/NSCERC.

The overcharges for fringe benefits for the 12-month period ended June 30, 1996 were:

Description Amount
NCSC- Deferred Credits $39,066
NSCERC- Deferred Credits 69,806
Tota Overcharges $108.872

The estimated fringe benefit costs should be adjusted to reflect theactua costs at the end of each
fiscd year and the estimated rate being used should be adjusted to more accurately reflect the actua
costs.

AUDITEE'S RESPONSE




NSCERC said that NCSC has always reconciled the differences between the
amounts “ received” from the DOL Senior Aides program for fringe benefits and
its actual costs. Any “excess’ funding was then “ held over” to cover fringe
benefit costs for a prior year that surfaced in the current year.

The amount that the auditors say had exceeded the actual costs ($108,872) is an
accumulation of costs and not an amount for the 12-month period ending June 30,
1996. The amount for the FY 1996 period is $65,018. In addition, NSCERC said
(without explaining the reason) that it had failed to make any charges for
insurance expenses and workers' compensation for the period.

Finally, NSCERC said that it is currently implementing the necessary procedures
to ensure that adjustments are made annually to reconcile “ estimated” fringe
benefit costs with the “ actual” costs prior to the close-out of the grant. NCSC
alsosaid that itisplanning to revise thefringe benefit rate that it chargesfromone
grant year to another so that the percentage (rate) is “ more consistent with the
actual costsincurred.” Thiswould minimize the possibility of having any “ excess
funds’ on hand at the end of the year.

AUDITORS COMMENTS

Although NSCERC has not described the proceduresit plansto use to ensure that adjustments
will be made each year, we fully agree that changes are necessary and should promptly and properly be
initiated.

NSCERC is correct in stating that the $108,872 represents a cumulative amount of deferred
credits. However, because adjustments to the Senior Aides Program were not madein prior years, we
are recommending that the entire amount be credited againgt the Senior Aides FY 1996 fringe benefit
balance.

With regard to the “planned changes,” it should be noted, however, that DOL grants are
awarded on an annua basis (program year basis) and that there should be “no excess’ funding to “carry
forward” costs of a prior year that may surface during the current year. The proposed procedural
changes, together with a needed “closer monitoring” of the fringe benefit rate, are changes that are
necessary to ensure that NSCERC will have no “excess funds on hand” at the end of the program year
and the DOL grant will be charged only for “actud amounts’ of fringe benfits.
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RECOMMENDATIONS

6. Werecommend the DOL Grant Officer:

a. Require NCSC/NSCERC toreduce FY 1996 amounts claimed asDOL grant costs
by $108,872, which was the amount that it over charged the DOL grant for employeefringe
benefits, as of June 30, 1996.

b. Monitor NCSC/NSCERC’ seffort toensur ethat estimated amountsmor eaccur ately
r eflect actual costs, and that employeefringebenefit claimsar ebased on actual costsrather
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Finding No. 6 - EPA Senior Environmental Employment Program --
Enrollees Fringe Benefits

NCSC/NSCERC charges enrallee fringe benefits to the EPA Senior Environmental Employment
(SEE) Program based on an edimated percentage each pay period. At the end of FY 1996, the
estimated amounts exceeded actud costs by $222,993. Under generally accepted accounting
procedures and applicable grant provisons, fringe benefits charged to EPA grants should be adjusted
to the “actud” codts at the end of the year.

Actua EPA enrollee salaries and related fringe benefits are recorded in NSCERC accounts.
These costsare used for reimbursement clamsto EPA. Although actua EPA enrolleefringe benefitsare
recorded in NSCERC' s accounts, the EPA grant records are based on an estimated 24 percent of the
enrollees sdlaries.  The difference between the “actual” and the estimated fringe benefit costs is
determined at the end of the fiscal year and recorded in an NSCERC “ suspense account” entitled
“Deferred Credit-EPA Program.” This accounting procedure is based on NSCERC' s assumption that
the fringe benefit differences (between actua and estimated) will not be significant.

However, as of June 30, 1996, the fringe benefits that were charged to the NSCERC-EPA
account had exceeded the actud costs by $222,993. These variances should be adjusted at the end of
the year and NSCERC should claim reimbursement from EPA based upon its actua costs and not on
estimates of fringe benefit costs. Further, because NCSC's estimates have continualy exceeded its
actua costs, NCSC should reexamineits basis for the establishment of its estimated percentage rate.

AUDITEE'S RESPONSE

NSCERC said it had adjusted its fringe benefit rate several times from 18 percent
initially, to 31 percent in 1994, and then to 24 percent effective July 1, 1995.
According to NSCERC, some of the variances between the “ estimated amounts”
and the “ actual charges’ for EPA enrollee fringe benefits resulted from EPA’s
recommendation that the SEE program commercial general liability insurance
costs be paid from the 15 percent that NSCERC receives for administering the
program.

NSCERC hasagreed to devel op proceduresto reducetherate being chargedtothe
programand, as necessary, said it will also monitor such costs on a monthly basis.
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AUDITORS COMMENTS

In light of NSCERC's recent recognition of its need to more closdly monitor actua cods for
fringe benefits on amonthly basis, we have no further comments. NSCERC' s procedures, which it now
states are being devel oped to ensure that the chargesfor enrolleefringe benefits are based on actud costs
rather than on estimated codgts, should be properly implemented as soon as possible.

RECOMMENDATIONS

7. Werecommend the Director of DOL’s Office of Cost Deter mination:

a. ReduceEPA’senrolleefringebenefit costsby $222,993for thecost allocation base,

whichistheamount that NCSC/NSCERC had claimed over the“ actual” costs as of June
30, 1996.

b. Monitor NCSC/NSCERC effort toreducethe estimated rate so that such charges
will not continually exceed NCSC/NSCERC' s actual fringe benefit costs.

c. Ensurethat NCSC/NSCERC, in thefuture, basesits EPA enrollee fringe benefit




Finding No. 7 - Housing Safety Program

During FY 1996, NSCERC received revenue for its “housing safety” program; however, the
sdary and fringe benefits of theindividua who had oversght of thisprogram were charged to NSCERC
G&A. We have removed these costs from the G& A pool and reclassfied them as direct codts of the

safety program.

The sources from which NSCERC received the revenue were;

Revenue Account Payee Amount
303001 NCSC Housing Management Corporation $ 68,000
303002 Senior Citizens Mutud Insurance Company 28,000
303003 Nationa Sted Oldtimers 10,000

Totd $106,000

Inresponseto our inquiry, we obtained aletter, dated February 8, 1994, sgned by the Executive
Director of NCSC. Theletter, addressed to the NCSC-Housing Management Corporation (HMC) and
the Senior Citizens Mutua Insurance Company Risk Retention Group (SCMICRRG), stated, in part:

“Youwill bothrecall that the Boardsof Directorsof Senior Citizens
Mutual Insurance Company and NCSC Housing Management
Corporation recently voted to allocate $40,000 each to a safety
program for the employees and tenants of our buildings, together
withfiscal oversight. The personto performthesedutiesis. ... He
will be coming on board on or about March 1st.

“Both . . . think it would be appropriate that the employing entity
be the National Senior Citizens Education and Research Center,
Inc. (NSCERC).”

NSCERC in FY 1996 charged the direct labor and related fringe benefit costs of theindividua
designated to perform this duties to NSCERC Genera and Adminidrative (G& A) costs as follows:
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Decription Amount

Sdary $ 79,000
Fringe Benefits (29.6%) 23,384
Tota $102,384

Under applicable Federa requirements and regulations, the housing safety program should have
been established as a separate cost center, and the sdlary and related costs should have been charged
to this cost center. Further, dthough NSCERC had received revenue from severa different sources,
such as the housing management corporation, it charged the sdary of the person designated to manage
this program to NSCERC G& A costswhich then resulted in additional costs being charged tothe DOL
grant. Therefore, we have reclassfied the individud’s salary and fringe benefit costs from NSCERC
G&A to the direct costs of the safety program.

AUDITEE'S RESPONSE

Withregardtotheinappropriatechargesto NSCERC’ sgeneral and administrative
expenses ($102,384) for its “ housing safety” program, NSCERC said that it did
not have sufficient time to review this matter and make any necessary changes at
the time the organizational change was made from NCSC to NSCERC for the
administration of the Federal grant programs. NCSC concludes, however, that it
agrees with this finding and will make the necessary changes.

AUDITORS COMMENTS

In view of NSCERC' s statement that changes are necessary with respect to the charges that
were madeto G& A expensesfor the“housing safety” program and that these costs should be removed
from the G& A pool and reclassified, we have no further comments to make on this finding.

RECOMMENDATION

8. Werecommend that the Director of DOL’s Office of Cost Deter mination reclassify
the salary and fringe benefits ($102,384) from NSCERC G& A to direct costs of the
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Finding No. 8 - Indirect G& A Costs

InitsFY 1996 proposa to DOL for indirect cost rates, NCSC/NSCERC included certainitems
initsindirect G& A cost pool (see Exhibit C) that were not properly classified asindirect costs or were
not alowable for Federa programs. The cost of theseitemsamounted to $531,013 and are discussed
in detail in the following sections.

a. Salaries and Fringe Benefits - EPA Program

Although NCSC/NSCERC'’ s correspondence, dated July 22, 1997, to DOL transmitting
its FY 1996 indirect cost proposa dates that the EPA Senior Environmental Employment (SEE)
Program “has no direct saaries recorded” in NSCERC' s accounts, NSCERC's organizationd charts
on the other hand describe the program as a “ departmental activity” comparable to the DOL Senior
Aides program. Also, NSCERC's g&ff directories list four employees who are directly involved with
the EPA program. Ther assgnment to the EPA program was confirmed in our discussions with the
program supervisor. These employees’ duties involved recruitment and termination of EPA enrollees;
the review and approva of EPA enrollees biweekly time sheets; program liaison with EPA headquarters
and fidd office operating officids, and, the review and gpprova of enrollees travel advances and
expense vouchers. Enrollee payroll processing, the disbursement of payroll and travel expenses and
accounting for EPA grant costswere performed by support staff members. Accordingly, wereclassfied
the salaries and fringe benefits of the four employees to direct program costs as follows:

Description of Expense Amount
EPA Program Sdaries $181,920
Fringe Benefits (29.6%) 53,848
Tota $235,768

b. Insurance and Taxes

The indirect cost account for insurance and taxes includes a $202,346 insurance premium
for third-party generd liability insurancefor EPA enrollees. Accordingly, wereclassfied thisamount from
theindirect G& A cost pool to adirect charge to the EPA SEE program.

Also, NCSC/NSCERC follows inconsistent accounting practices in that it charges the
premiums for the DOL third-party ligbility insurance policy directly to the DOL Senior Aides program,
whileit charges the EPA third-party policy premium to indirect G&A costs which it then didtributes to
dl its programs, including the DOL Senior Aides program. We discussed this matter with the NCSC
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Director of Finance who was unable to provide us with an explanation for this incongstent accounting
practice.
c. Postage and Duplication Expenses

Costs incurred for “in-house” postage and duplication are initidly charged by
NCSC/NSCERC to indirect costs. NCSC employees performing these functions maintain “usage’
records for each NCSC and NSCERC program and activity. Based upon these records, each program
is “interndly” billed and the amounts directly charged to the program. The tota amounts billed are
recorded as “Intra company” income accounts with the ultimate objective of reducing the indirect cost
amountsorigindly charged. Asof thecloseof FY 1996, the chargesto thedirect program cost accounts
exceeded the “credits’ to the indirect cost accounts by the following amounts that remained in the
intercompany income accounts.

Description of Activity Amount

Duplicating Reimbursement (Account 380060) $ 2,287

Postage Reimbursement (Account 380070) 10,881
Totd 13,168

Accordingly, wereduced theindirect G& A cost accounts by the amounts charged directly to the
programs in excess of the amounts “credited” to the indirect cost accounts. We discussed this matter
with the NCSC Director of Finance but were not provided with any information as to why
NCSC/NSCERC programs were charged “excess’ amounts for these type of support services.

d. Library Services

The NSCERC organizationa chart, dated January 1, 1996, shows that the library is part of
its“public policy” activity together with education and research related to socid security issues, hedth
care issues, safety issues, and planning for retirement. The library is located at NCSC/NSCERC's
headquarters and is staffed by an Information Center Supervisor and an Information Services
Coordinator whoselabor hours are charged to NSCERC indirect G& A cogts. Public policy and smilar
activities are directly reated to NCSC's membership activities and to its periodic publications and
newdetters that are prepared by NCSC's public information department.  Such information, however,
is not routindy distributed to DOL or EPA enrollees nor are the “public policy issues’ related to
NCSC/NSCERC’ s management or administration of the DOL or EPA Federally funded programs.

Accordingly, we reclassfied library personne sdaries and fringe benefits from indirect G& A
codsto direct membership activities as follows:
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Description of Expense Amount

Library Staff Sdaries $ 66,561
Fringe Benefits (19.78%) 13,166
Total $ 79,727

AUDITEE'S RESPONSE

NSCERC said that all EPA SEE program expensesweretreated as* indirect” for
the period ending June 30, 1996, because NSCERC employees “ had other
corporate responsibilities” NCSC said that it intends to revise the indirect cost
rate proposed for FY 1996 in order to reclassify EPA grant salaries and insurance
costs from “ indirect” to “ direct.” Such anticipated revision in itsindirect cost
proposal will, of course, be subject to approval by the DOL Office of Cost
Determination.

On the subject of insurance and taxes, NSCERC contends that the $202,346 was
an “indirect cost” and, in the absence of any guidance from DOL and EPA,
NSCERC continued to handle these program activities as they had been handled
in the past. NSCERC said that it had requested assistance from the DOL Office
of Cost Determination on how it should resolve the differences between the DOL
and EPA grants, but added that no assistance was ever received.

Withregardto the postage and duplication expenses, NSCERC said these accounts
should have been reduced by the amount of the reimbur sements received.

Finally, on the chargesthat NSCERC had madefor library services, NSCERC said
its organizational chart does not show the library as part of its “ public policy”
activities and the library and related personnel serve the organization as a
“whole” and provide a wide-range of materials relating to both the management
and administration of all its programs.

AUDITORS COMMENTS

NSCERC agreed that the EPA sdlaries and fringe benefits, insurance, and taxes should have been
charged directly to EPA. It also agreed that the postage and duplication expenses should have been
reduced by the rembursement received. Therefore, the Office of Cost Determination’s remova of these
costs from theindirect cost pool and the direct charging to EPA for the s aries, fringe benefits, insurance
and taxes should resolve this portion of the finding.

Although making certain generaizations about the purpose, functions, and day-to-day activities of
the library, NSCERC did not provide any information to indicate that the expenses of the Information
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Center Supervisor and I nformation Services Coordinator should be charged to NSCERC' sindirect G& A
costs. For the most part, absent the essentia supporting information, thelibrary services are appropriately
an item of expense that is chargeable to the “direct membership functions’ of NCSC and not to
NSCERC'sindirect codts.

RECOMMENDATIONS

9. WerecommendtheDirector of DOL’sOfficeof Cost Deter mination makethefollowing
revisonsin NCSC/NSCERC’sindirect cost proposal:

a. Reclassify salaries and fringe benefits applicable to EPA program grants from
NSCERC indirect coststo direct costs of such grants - $235,768.

b. Reclassify EPA enrolleethird-party liability insurance premiumsof $202,346 from
NSCERC indirect coststo direct costs of EPA program grants.

c. Reduce NCSC indirect costs of duplicating and postage by $2,287 and $10,881,
respectively.

d. Reclassify library salary and fringe benefit costs of $66,561 and $13,166,




Finding No. 9 - Digtribution of Indirect Costs

NCSC/NSCERC's FY 1996 indirect cost proposal alocates indirect genera and adminidrative
costs (G&A) of both organizations (NCSC and NSCERC) to al their programs, including the DOL Senior
Aides program, under a“ modified total direct cost” dlocation base. Thisisachange from theindirect
cost dlocation methodology used in prior years (e.g., adirect salaries and wages alocation base) which,
NCSC/NSCERC contends, was necessary becausethe DOL Senior Aidesprogram wastransferred from
NCSC to NSCERC.

We believe the proposed change to a “ modified total direct cost” alocation base would be
appropriate if NCSC/NSCERC had not arbitrarily included 15 percent of the subrecipient costs. The
modified total direct cost alocation base as formulated by NCSC/NSCERC does not, as required,
digtribute indirect cogts to benefitting activities on the basis of relative benefitsreceived. Instead, it results
in indirect cost charges to programs that do not correspondingly benefit from such charges.
NCSC/NSCERC’ snew allocation base adds about $400,000 of G& A coststo the FY 1996 DOL Senior
Aides program.

The sdary and fringe benefit costisfor NCSC/NSCERC personnel who perform: (a) the budgeting,
accounting, and fiscd review functions for the DOL Senior Aides program, aswell as
(b) the budget, accounting, reporting, cash drawdowns and cash transfers for subrecipients, are charged
directly tothe DOL Senior Aidesprogram. Therefore, the Senior Aidesprogram isaready being charged
itsfair share of theindirect costs. That isbecause by charging NCSC/NSCERC personnel costsasdirect
costs to the DOL grant, the costs are included in the indirect cost dlocation base used to dlocate
NCSC/NSCERC's indirect costs. Furthermore, the G&A costs computed and reported by these
subreci pientsto support their enrollee activities are charged to the DOL grant asthe non-Federal matching
share of grant codts.

NCSC/NSCERC's action is contrary to the terms of the January 1, 1996 Novation Agreement
betweenNCSC, NSCERC, and DOL for the Senior Aidesprogram. The Novation Agreement statesthat
the Federal Government is not obligated to pay or to reimburse either NCSC or NSCERC for any
increases in codts that may result from the transfer of the DOL Senior Aides program from NCSC to
NSCERC.

NCSC/NSCERC Proposed Revision to the
DOL -Approved Indirect Cost Allocation Base

OnJduly 22,1997, NCSC/NSCERC submitted anindirect cost proposal to DOL’ s Office of Cost
Determination (based on actud FY 1996 costs) for the purpose of establishing: (1) a Find Indirect Cost
Ratefor FY 1996, and (2) Provisonal indirect cost billing rates for FY's 1997 and 1998. The transmittal
letter to DOL accompanying its FY 1996 indirect cost proposal states:
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“ Because of the change whereby National Senior Citizens Education &
Research Center (NSCERC) now administersall federal grant programs, the
organization must utilize an alter nate method of establishing anindirect cost
rate. Thisisdue to the fact that the current method which is based on the
direct salarieswould nolonger beapplicabletoall programswithin NSCERC
(i.e., EPA’s Senior Environment Employment Program (SEEP), a program
whichiscomprised primarily of contract service payments and has no direct
salaries).

“ Accordingly, the organization is utilizing a modified total direct cost base
which will result in a more equitable distribution of indirect costs to all
benefitting activities.” (Underscoring added.)

Althoughthetransfer of the DOL program from NCSC to NSCERC warrantscertainindirect cost
alocation changes or modifications, we do not agree that NCSC/NSCERC' s proposed “ modifiedtotal
direct cost” dlocationbaseresultsinamore equitabledistribution of indirect cogts. Instead, thisalocation
base reaults in the digtribution of indirect costs to the DOL grant subgtantidly in excess of the benefits
received by the grant.

Proposed Indirect Cost Allocation Base

The “modified total direct cost” allocation base that NCSC/NSCERC proposed for the
dlocationof indirect G& A costsincludes $9,321,951 (or 15 percent of $62,143,340 of DOL subreci pient
grant costs) which represents most of the costs computed and reported by NCSC/NSCERC's 148
Subrecipients who operate a the community leve, recruiting, managing, and sustaining the DOL grant
operation in their local areas. The costs computed and reported by the subrecipients include enrollee
sdaries, fringe benefitsand other enrollee costs such asphysicd examinationsand training. DOL enrollees
receive their primary indirect G& A support from their local subrecipient organizations. The G&A costs
computed and reported by these subrecipients to support their enrollee activities are charged to the DOL
grant as the non-Federa matching share of grant cogts. Including this amount in the dlocation base will
result in $1,581,334 of NCSC/NSCERC' stota proposed indirect costs ($4,136,838) being allocated to
the DOL program.

We requested information from the NCSC Director of Finance to explain: (a) the bass for the
percent (15%) or the amount ($9,321,951) of subrecipient costs being included in NCSC/NSCERC's
proposed indirect cost dlocation base, and (b) the amount of indirect costs ($1,581,334) to be alocated
to the DOL Senior Aides program. The Director of Finance was unable to provide any information or to
explain the basis or the rationde for NCSC/NSCERC' s decision.

NCSC/NSCERC Headquarters|Indirect Costs
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OMB Circular A-122 providesthat an alocation base used to distributeindirect costs should result
in the assgnment of tota indirect costs or aspecific indirect cost grouping to the organization’ s programs,
in accordance with the relative benefits received by each program. Bendfits, for the most part, are
measured by a“ cause and effect” relationship.

NCSC/NSCERC's indirect codts, incurred in FY 1996, are shown in detall in Exhibit C. The
magor support functions which NCSC/NSCERC has included in its indirect costs and which it dlocates
to its program activities include:

--  Executive management services

-- Finance and accounting services

--  Generd maintenance and housekeeping services
-- Office rent and occupancy costs

-- Depreciation of headquarter’ s equipment

-- Supplies

NCSC/NSCERC headquarters indirect cost activities shown above benefit its own program
operations performed at its own office facility. They do not, however, provide any measurable direct
benefits to subrecipient’s operations or enrollees’ day-to-day activities conducted at the loca community
level. The adminidrative support at the loca leve is based essentialy on thoseindirect cost functionsthat
are performed at that level and not at the NCSC/NSCERC headquarters level.

Budget and Accounting Oper ations

The budget and accounting personnd and their related costs represent a major component of the
indirect cost pool and must be considered in determining the best method of alocation. The sdary and
fringe benefit costsfor NCSC/NSCERC personnd performing budgeting and accounting functionsfor the
DOL Senior Aides program are charged directly to the program. In addition to maintaining DOL grant
accounts, these empl oyees perform the budget, accounting, reporting, cash drawdownsand cash transfers
for subrecipients. For FY 1996, the personnd costs for these employees were $1,420,464.

On the other hand, these sametypes of functionsfor other Federal and non-Federa programsare
performed by NCSC/NSCERC personnel whose time and related costs are accounted for as indirect
G&A costs and thus dlocated to al programs, including the DOL Senior Aides program. Including the
sdariesof DOL Senior Aidesprogram budget and accounting personnel asdirect costsresultsin substantia
additional indirect cost chargesto the DOL grant program. We have accepted the sdlary and related costs
of DOL Senior Aides accounting personne because the program receives some benefits, such as payrall
services from the headquarters support function.

With respect to the: (1) Hospitd Indemnity Plan (HIP) insurance costs, and (2) DC subrecipient

enrolleecogts, webdievedifferent accounting trestment iswarranted. AlthoughtheHIPinsuranceprogram
involves subrecipient enrollees, the record keeping and accounting operations for the determination and

57



payment of the monthly premiums are performed by NCSC/NSCERC headquarters Senior Aides
personnel and aredirectly chargedtothe DOL grant. Similarly, NCSC/NSCERC performsthe accounting
and payroll functions related to the DC subrecipient enrollees. DC enrollees are NCSC/NSCERC
employeesfor payroll and payroll tax reporting purposes. Therefore, we have reclassified these costs - -
$2,160,473 (HIP) and $376,215 (DC) -- from subrecipient costs to headquarters costs so they can be
included in the headquarters’ direct cost alocation base.

Novation Agreement

Trangferring management responsibility for the FY 1996 DOL Senior Aidesprogramto NSCERC
from NCSC was officidly gpproved under a Novation Agreement, effective January 1, 1996, signed by
representatives of DOL, NCSC, and NSCERC. Paragraph B(7) of this agreement states:

“The Transferor and the Transferee agree that the Government is not
obligated to pay or reimburse either of themfor, or otherwise give effect to,
any costs, taxes, or other expenses, or any related increases, directly or
indirectly arising out of or resulting from the transfer of this Agreement,
other than those that the Government in the absence of this transfer or
Agreement would have been obligated to pay or reimburse under the terms
of the contracts.” (Underscoring added.)

The terms of the Novation Agreement precludes either organization from receiving fundsin excess
of the amounts which “the Government would have been obligated to pay or reimburse”’ in the absence of
the transfer. However, the NCSC/NSCERC “modified total direct cost” alocation base adds about
$400,000 to the indirect costs of the DOL Senior Aides program and is contrary to the terms specified in
the Novation Agreement.

AUDITEE'S RESPONSE

NSCERC said that the auditors “inappropriately and arbitrarily” developed a
“modified total in-house direct cost base” to allocate indirect costs because this
would result in lower indirect costs being charged to the DOL grant. NSCERC
contends that the auditors' recommendation is “ arbitrary” and not in conformity
withOMB directives. Contrary to thesedirectives, NSCERC statesthat theauditors
have added $2,160,473 (gross HIP insurance premiums) to the allocation base.
Because the insurance premiumis not an appropriate measure of benefits received,
NSCERC said that this amount should not be included in the distribution base.

Withregardto DC enrolleewages, NSCERC said theauditor shave beeninconsistent

becausein this FY 1996 report they included 100 percent or ($376,215) in the base
which distortsthe“ indirect benefits provided to thisactivity.” For FY 1997, NCSC
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proposes to use an allocation base consisting of “ total direct costs,” but excluding
that portion of each subaward (subrecipient) in excess of $25,000 and seniority
printing and postage expenses. In conclusion, NSCERC said that its proposed
allocation base recognizes that the indirect costs benefit the * subawards’ and it
eliminates the printing and postage contract which, if included in the base, would
“distort” the distribution of indirect costs.

AUDITORS COMMENTS

It was NCSC/NSCERC, not the auditors, who proposed the use of a “modified total direct
cost” alocation base. This became necessary when NCSC transferred the DOL SCSEP grant to
NSCERC. The auditors have adjusted the base to ensure that it is the most equitable method for
digributing NCSC/NSCERC combined indirect costs. We removed the “arbitrary” 15 percent of the
DOL subrecipient grant costs that NCSC/NSCERC proposed to include in the base, because each
subrecipient recelves indirect support from its own G&A personnd and organization. The locd G&A
support cogts are charged to the DOL grant as “non-Federal share” grant costs. In addition, the
budgeting, accounting and finance activities which support the subrecipients are performed by NSCERC
Senior Aides finance employees who are directly charged to the DOL grant, are included in
NCSC/NSCERC's dlocation base and, therefore, absorb their share of G& A expenses. This then
provides the DOL grant with its“fair share’ of G& A cods.

The equity objectives and the purpose of the auditors recommendations to include the HIP
insurance costs and the DC enrollee sdlary codts, in the indirect cost dlocation base is to recognize, as
appropriate, that these functions are performed by NCSC/NSCERC headquarters personng and,
NCSC/NSCERC should be charged with their portion of indirect costs incurred for the headquarters.

RECOMMENDATIONS

10. Werecommend that the Director of DOL's Office of Cost Deter mination:

a. Establish indirect cost rates for FY 1996 using a total “in-house” direct cost
allocation base, recognizing the allowable indirect costs as presented in Exhibit C.

b. Disallowthe15 percent of subrecipient costs($9,321,951) included in theallocation
base and include $2,160,473 and $376,215 r epresenting thegr ossHI P insur ance premiums
and the DC enrollee costs, respectively, in the allocation base.

c. Require NCSC/NSCERC toadopt an equitableindirect cost method for theFFeder al
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Findings No. 10 - Fiscal Monitoring of Subrecipients

NCSC/NSCERC' s fiscad audit staff visted most of the 148 DOL grant subreci pientstwice during
Fiscal Year 1996 to perform “full on-site” audits (interim and find) of the accounting and fiscal records of
the DOL Senior Aides program. A “full on-gte” audit conssts of a review of the interna controls and
certain tests of the accuracy of subrecipient costs.  Although we were informed by the Chief Fisca
Representative that in FY 1997, NSCERC reduced its vidits to one fiscal audit each year of each
subrecipient, and a second audit only when needed, NSCERC did not make a corresponding reduction
initsbudget or reduce the number of itsfisca representativesfor FY 1998. A reductionintheaudit activity
should have resulted in direct cost savings (saary, fringe benefits and travel costs) of about $400,000 a
year.

Results of NCSC/NSCERC Audits of Subr ecipients

We randomly selected for review 27 subrecipient audit reports performed by NCSC/NSCERC' s
fiscd audit gaff. The results of these audits are summarized in the following schedule together with
comparable data that we had included in our prior NCSC audit report (FY's 1993, 1994 and 1995).

FY 1996*

Budgeted total direct costs of the fiscal department $1,063,625
Results of our review of fiscd audits:

Number of audits reviewed 27

Audits with no questioned costs 19

Audits with questioned costs 8
Totd amount of questioned costs 311
Average amount of questioned cogts (per audit) $234
Average amount of direct costs (per audit) $3,593

*Includes budget amounts for sdlaries, fringe benefits and travel.

Each subrecipient, whether a local government entity or a not-for-profit organization, is audited
each year by its own independent accounting organization. 1n addition, each subrecipient is required, by
itsagreement with NCSC, to have an annual OMB Circular A-133 single audit of its government activities
and submit a copy of the audit report to NCSC/NSCERC. The single audit is conducted in accordance
with Government-mandated procedures designed specificaly to disclose any weaknessesin cost charges
toindividua government programsand to report thefindings. Thecostsof theseauditsaredirectly charged
to the DOL Senior Aidesgrant. These audits should be utilized in indicating which subrecipient(s) require
additiond reviews.
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Although NCSC/NSCERC officids have reduced the number of fisca auditsto oneayear, using
the same review guide as in the padt, they have not reduced the staff time devoted to performing these
functions. Asaresult, the cost per fisca audit has increased significantly and possible cost savings have
not been redized.

AUDITEE’'S RESPONSE

NSCERC said that it is always evaluating its staff relative to effectiveness,
efficiency, and economy. NSCERC said since it implemented the one visit per year
policy, it has reduced its fiscal monitoring staff by 3 members (from 12 to 9).
NSCERC added that it also iscurrently attempting to “ combine” fiscal monitoring
responsibilities with program monitoring duties.

In conclusion, NSCERC said that after it completesitscurrent “ field representative
monitoring experiment,” it anticipates further economical improvements and
overall effectivenessin its administration of the SCSEP.

AUDITORS COMMENTS

Based upon: (&) NSCERC's comments and plans to revise its procedures on this finding and the
related finding on*“programmonitoring” (Finding No. 11) which should result in gppropriatestaff reductions
and commensurate cost savings, and (b) NSCERC' s agreement to make additiond improvements in its
program administration, we have no further comments.

RECOMMENDATIONS

11. We recommend that the DOL Grant Officer monitor NCSC/NSCERC'’s agreed-upon
effortsto:

a. Combine thefiscal monitoring and program monitoring duties, and

b. Improvethe effectiveness of itsadministration of the SCSEP.
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Findings No. 11 - Program Monitoring of Subr ecipients

NCSC/NSCERC has 26 full-time employees and related support personne to monitor the
program activities of its subrecipients. This monitoring conssts, on average, of two vigts ayear to each
subrecipient, plusoneor twointerim desk reviews of theinformation that subrecipientssubmit. Webdieve
that thisleved of monitoring can be substantidly reduced, without adversdy affecting program management
and control. Ongite program vigits can belimited to oneayear which could resultin cost savings of about
$500,000 ayear. Also, duplication between fisca and program monitoring should be diminated to hep
reduce overdl monitoring efforts and expenses.

Program Monitoring

The budgeted costs for program monitoring, as included in NCSC/NSCERC's FY 1996 grant
proposd, is.

Codt Element Amount

Staff sdaries $ 941,583
Support staff sdaries 198,051
Fringe benefits (34.25%) 390,324
Trave 270,000

Tota direct costs $1,799,958
Indirect costs (95% of saaries) 1,082,652

Tota cost $2,882.610
Monitoring costs (per subrecipient) $ 12,245
Direct costs for each “on-sit€” review $ 3,534*

*Based on an estimated average of 2 weeks of staff time to perform each review.

Subr ecipient Reviews

We reviewed the FY 1996 program monitoring filesfor 10 randomly selected subrecipients. The
results of the reviews are presented on the next page.

63



PY 1996 Number of Reviews Review Reports
Subrecipient Number Fdd Desk Totad Recommendations® Directives®*

10
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51
61
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* Recommendations to improve the quality of the project and must be approved by a supervisory
program representative.

**Directivesidentify problems and describe corrective action to comply with NCSC' s Policy and
Procedures.

M onitoring Results

We randomly selected reports on 10 subrecipients for review which included monitoring dataon
22 ondte vigts and 7 desk reviews performed by the NCSC program staff. Our analysis of these reports
disclosed:

» Of the 29 ongite and desk reviews, 20 reports had no recommendations and 10 had no
directives.

» Directives cdling for corrective action related mainly to recurring items such as: a need to
“maintain authorized enrollment strength,” or the need to ‘increase the number of
placements.”

» The monitoring had identified 27 items that should be examined by the program reviewer. Of
these items, 23 were determined from reports that subrecipients had submitted; and 4 items
were of the type that only could be determined by an ongte review.

Other Matters Relating to NCSC Program Monitoring

1. Duplication of Monitoring Reviews




The fiscal and program review manuds are used as guidance for the reviews of subrecipients
and contain asignificant amount of duplicateinformation. For example, sevenitemswerediscussedin both
manuas which relate to enrollment numbers, digibility, wage rates per hour, tota work hours, durational
limits for host agency service, use of training funds, and physica examinations.

Such duplication should be avoided, to the extent possible, and a consolidation and coordination
of fisca and program monitoring implemented.

2. Data Available at NCSC/NSCERC Headquarters

NCSC/NSCERC hasincreased the amount of subrecipient operating and financid dataat its
headquarters by purchasing the “ Grant Management System Development” a a cost to the DOL Senior
Aides grant of $341,865. Under this system, the data from each subrecipient location on enrollees
recruitment, assgnment, and termination history, as well as financia information on program operetions,
is available to headquarters personnd. Also, available are the monthly and quarterly status reports
submitted by each subrecipient showing pertinent information on their operations.

Thisinformation and the computer summariesand anayses can be used to hel p reduce the need
for “on-gte’ monitoring.

AUDITEE’'S RESPONSE

NSCERC states, as it has in the past on discussions of this finding, that the main
objective of site monitoring is to provide “ technical assistance” to Senior Aides
program personnel, which they believeis most effective through on-site monitoring.
NSCERC said that serious consideration will be given to including the technical
assistance provided initsfuturereports. NSCERC said that it isalso evaluating the
meritsof“ consolidating” general programand fiscal monitoringresponsibilitiesinto
one position.

NSCERC also said that the auditors failed to comprehend the true purpose of the
“ guidance provided for fiscal and program staff.” In reality, NSCERC said that
there is no duplication of effort but only a clear delineation and guidance on
program and fiscal perspectives and responsibilities.

Concluding, NSCERC said that upon the completion of its “ field representative
monitoring experiment,” one person will perform the functions of “enrollee
accountability” and “ compliancereview.” This process, NSCERC said, will begin
in the next grant period.
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AUDITORS COMMENTS

It appears that NCSC/NSCERC is now planning to reduce the number of field visits and to take
certain actions to avoid the gpparent duplication of effort by combining its fiscd monitoring and program
monitoring dutiesand respongibilities. Thisaction, if properly implemented and effectively managed, should
make additiona funds available to accomplish the primary objectives of the SCSEP.

RECOMMENDATION

12. Werecommend the DOL Grant Officer monitor NCSC/NSCERC’s planned efforts
to reduce the staff time for program monitoring commensurate with the unwarranted
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EXHIBITS
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National Council of Senior Citizens, Inc.
National Senior Citizens Education & Research Center, Inc.

Proposed and Audit-Recommended Federal Share Direct and | ndirect Costs of

DOL SCSEP Grant for Fiscal Year 1996

Cod Element
Sdaries
Fringe Bendfits and Payroll Taxes

Professional Fees and Contract Services
(Federd Share Only)
Supplies
Office Furniture
Teephone
Postage and Shipping
Building Occupancy
Rentd Equipment
Repairs and Maintenance
Travel
Conferences and Megtings
Printings and Publishing
Data Processing
Insurance and Taxes
Other Expenses
HIP Premiums Pad
Adminidrative Fees
Total Direct Costs(a)

Adjustment for Subrecipients
Less: Professional Fees/Contract Services
Plus Subrecipient Cogts*
HIP Premiums Paid
DC Enrollee Wages
Basefor Allocation of Indirect Costs (b)

Indirect Cost Rate (c)
Indirect Costs (bxc)=(d)

Total Costs (a+d)

Exhibit A

Reaults of Audit
Proposed  Questioned Recommended  Finding
by NSCERC by Auditors by Auditors Number
$ 2,151,909 $ 2,151,909
768,971 $ 103,545 4
108,872 556,554 5
53,034,222 53,034,222
15,486 15,486
702 702
29,091 29,091
27,696 27,696
460,620 460,620
21,159 21,159
25,101 25,101
498,404 498,404
353,304 353,304
37,250 37,250
534,200 534,200
337,532 237,532 100,000 3
51,225 51,225
948,983 (948,983) 1
244,584 (244,584) 2
$58,346,872 $1,643,516 $56,703,356
(53,034,222) (53,034,222)
9,321,951 9,321,951 9
(2,160,473) 2,160,473 9
(376.215) 376,215 9
$14,634601 $8.428.779 $ 6.205.822
__0.1696 02171 ExhibitC
$ 2482028 $1.134.744 $ 1.347.284
$60.828,900 $2.778.260 $58.050,640
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*The NCSC/NSCERC proposed share of subrecipent costs ($9,321,951) was based on 15 percent of thetotal
direct professonal fees and contract services, including the non-Federa share.
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National Council of Senior Citizens, Inc.
National Senior Citizens Education & Research Center, Inc.

Proposed and Audit-Recommended Direct and I ndir ect Codts of

EPA SEE Program Grant for Fiscal Year 1996

Cost Element

Enrollees

Sdaries

Fringe Benefits and Payroll Taxes
Employees

Sdaries

Fringe Benefits and Payroll Taxes

Supplies

Teephone

Postage and Shipping
Building Occupancy
Renta Equipment
Travel

Printings and Publishing
Medica Monitoring
Traning

Insurance

Miscellaneous Expenses

Unexplained Differences*
Total Direct Costs

Indirect Cost Rate

Indirect G& A Costs

Total Costs

Exhibit B

Results of Audit
Proposed Ouestioned Recommended Finding
by NSCERC by Auditors by Auditors  Number
$4,776,118 $4,776,118
1,107,313 1,107,313
(181,920) 181,920 8a
(53,848) 53,848 8a
222,993 (222,993) 6
448 448
2,516 2,516
554 554
99 99
367 367
214,079 214,079
446 446
31,829 31,829
4,858 4,858
(202,346) 3&8b
172,346 30,000 3
2,150 2,150
(7.276) __(7.276)
$6,133,501 $(42,775) $6,176,276
(Note No. 1) 0.2171 Exhibit C
$1,089,748 $(251,122) $1,340,870
$7,223,249 $(293,897) $7,517,146

Note No. 1. NSCERC added 17.6471 percent to each direct charge item to provide atotal
indirect cost charge of 15 percent of total codts.
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* Difference between amount shown in NSCERC - Grant records and NSCERC indirect
cost proposal.
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National Council of Senior Citizens, Inc.

National Senior Citizens Education & Research Center, Inc.

Proposed and Audit-Recommended Indirect Costs and Rates

Indirect Cost Element

Sdaries

Fringe Benefits and Payroll Taxes

Professiona Fees and Services
Supplies

Office Furniture
Teephone

Postage and Shipping
Building Occupancy

Renta Equipment

Repairs and Maintenance
Travel

Conferences and Meetings
Printings and Publishing
Supportive Grants

Data Processing
Depreciation

Insurance and Taxes
Other Expenses

Total Indirect Costs

Allocation Base

Exhibit C

Fiscal Year 1996
Results of Audit
Proposed Questioned Recommended Finding
by NSCERC by Auditors by Auditors  Number
$1,710,582 $181,920 8a
66,561 8d
79,000  $1,383,101 7
506,121 53,848 8a
13,166 8d
23,384 7
(26,081) 441,804 4
319,166 319,166
29,977 29,977
1,580 1,580
54,484 54,484
38,548 10,881 27,667 8c
759,654 759,654
19,267 19,267
15,682 15,682
64,571 64,571
45,511 45,511
54,294 2,287 52,007 8c
5,439 5,439
47,892 47,892
191,310 191,310
250,324 202,346 47,978 3&8b
22,438 22,438
$ 4136840 $ 607,312 $3529,528
$24,386,630  $8,126.429  $16,260,201 Exhibit D
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Indirect Cost Rate 0.1696 0.2171

()denotesincrease

Exhibit D
National Council of Senior Citizens, Inc.
National Senior Citizens Education & Research Center, Inc.
Fiscal Year 1996 Allocation Base of Indirect and Direct In-House Costs
Results of Audit
Proposed Questioned Recommended Finding
Program by NSCERC by Auditors by Auditors  Number
DOL SCSEP $ 14,634,601 $ 948,983 1
244,584 2
237,532 3
103,545 4
108,872 5
Subtotal 1.643.516*
(2,160,473) 9
(376,215) 9
9,321,951 9
Subtotal 6.785,263** $ 6,205,822
EPA SEE 6,133,501 222,993 6
(202,346) 8b
172,346 3
(235,768) 6,176,276 8a
.M. CARES 279,139 279,139
WHOA 6,000 6,000
NCSC 2,792,795 (77,737) 4
(79,727) 2,950,259 8d
NSCERC 29,082 273 4
(102,384) 131,193 7
Overdl Adjustments per NCSC Submisson 511,512 511,512
Total Direct In-House
Program Costs $24.386.630 $8.126,429 $16,260,201 (Exhibit C)
Indirect Costs $ 4.136.840 $ 607312 $3.529,528 (Exhibit C)
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Indirect Cost Rate 0.1696 0.2171

()denotesincrease
* Direct costs questioned
** Allocation base adjustments
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APPENDIX
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Appendix - Auditee's Comments
(Dated June 11, 1999)
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