C DEPARTMEN;I‘ OF HEALTH & HUVAN SERVI CES Office of Inspector General

oCT 23 1984 Memorandum

Date W
From Y¥*hard P. Kusserow

| nspect or Cener al

subject Report on the Audit of Adm nistrative Costs Incurred by
Nat i onwi de Mutual | nsurance Conpany Under Part B of the
Health Insurance for the Aged and Di sabl ed Program

To ( A-05-91- 00064)

Gl R WIensky, Ph.D
Admi ni strat or
Health Care Financing Adm nistration

Thi s nenorandum alerts you to the issuance on Cctober 24, 1991
of our final audit report. This report was prepared under
audit contract with the certified public_accounting firm

Kant Doshi and Associates, P.C. A copy is attache

Adm nistrative costs clainmed by Nationwi de Miutual |nsurance
Conpany (Nationw de) for the period Cctober 1, 1986 through
Sept enber 30, 1989 under Part B of the Health Insurance for
the Aged and Di sabled program contai ned anounts recomended
for financial adjustments of $3.3 million. Financial

adj ustments pertained to postage charges in excess of
reasonabl e needs of $1,453,465, unaut hori zed costs of
$739,708, overstated charges for |easehold inprovenents of
$269,226, vvercharges for data processing costs of $251, 476,
unallowable fringe benefit costs of $211,422, inputed
interest on excess postage of $180,649, overcharges from

i nappropriate accruals of $105,369, and unall owabl e pensi on,
return on investnent, travel, service charge and depreciation
expenses of $78,.012.

We are recommendi ng that Nationw de make &gpropriate
financial adjustments in these anounts. are al so
recomrendi ng appropriate procedural inmprovements in relation
to financial recomrendations. The auditee concurred with
financial adjustments amounting to $710,523 and the
procedural recomrendations. Regional Health Care Financing
Adm nistration officials generally concurred with the
financial and procedural reconmmendations.

For further information contact:
Martin D. Stanton
Regi onal Inspector GCeneral
or Audit Services, Region V
FTS:  353-2618

At t achnent



OFFICE OF INSPECTOR GENERAL

The mission of the Office of Inspector General (OIG), as mandated by Public Law 95-
452, as amended, is to protect the integrity of the Department of Health and Human
Services’ (HHS) programs as well as the health and welfare of beneficiaries served by
those programs. This statutory mission is carried out through a nationwide network of
audits, investigations, and inspections conducted by three OIG operating components:
the Office of Audit Services, the Office of Investigations, and the Office of Evaluation
and Inspections. The OIG also informs the Secretary of HHS of program and
management problems, and recommends courses to correct them.

OFFICE OF AUDIT SERVICES

The OIG’s Office of Audit Services (OAS) provides all auditing services for HHS,
either by conducting audits with its own audit resources or by overseeing audit work
done by others. Audits examine the performance of HHS programs and/or its grantees
and contractors in carrying out their respective responsibilities, and are intended to
provide independent assessments of HHS programs and operations in order to reduce
waste, abuse and mismanagement and to promote economy and efficiency throughout
the Department.

OFFICE OF INVESTIGATIONS

The OIG’s Office of Investigations (OI) conducts criminal, civil, and administrative
investigations of allegations of wrongdoing in HHS programs or to HHS beneficiaries
and of unjust enrichment by providers. The investigative efforts of Ol lead to criminal
convictions, administrative sanctions, or civil money penalties. The OI also oversees
State Medicaid fraud control units which investigate and prosecute fraud and patient
abuse in the Medicaid program.

OFFICE OF EVALUATION AND INSPECTIONS

The OIG’s Office of Evaluation and Inspections (OEI) conducts short-term
management and program evaluations (called inspections) that focus on issues of
concern to the Department, the Congress, and the public. The findings and
recommendations contained in the inspections reports generate rapid, accurate, and up-
to-date information on the efficiency, vulnerability, and effectiveness of departmental
programs.
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"_o a DEPARTMENT OF HEALTH AND HUMAN SERVICES

o ) REGION V

b 300 SOUTH WACKER DRIVE

CHICAGO. ILLINOIS 60606 OFFICE OF
INSPECTOR GENERAL

Qur Reference: Comon ldentification Number A-05-91-00064

“rvera

M. WIIliam Ransey

Vice President, Medicare

Nati onwi de Mutual |nsurance Conpany OCT 2 4 99l
P.O. Box 16788

Col umbus, Chio 43216

Dear M. Ransey:

Encl osed for your information and use are two copies of an Ofice
of Inspector General audit report titled "Report on the Audit of
Adm nistrative Costs Incurred Under Part B of the Health

| nsurance for the Aged and D sabled Prograns"” for the period
Cctober 1, 1986 through Septenmber 30, 1989. The report was
prepared under audit contract wwth the CPA firm Kant Doshi and
Associates, P.C. Your attention is invited to the audit findings
and recommendati ons contained in the report.

Final determnations as to actions to be taken on all natters
reported will be made by the HHS official named below. The HHS
action official will contact you to resolve the issues in this
audit report. Any additional comrents or information that you
bel i eve may have a bearing on the resolution of this audit may be
presented at that tine.

| n accordance with the principles of the Freedom of Information
Act (Public Law 90-23), Ofice of Inspector Ceneral audit reports
issued to the Departnent's grantees and contractors are nmade
available if requested, to nenbers of the press and genera

public to the extent information contained therein is not subject
to exenptions in the Act, which the Department chooses to

exerci se. (See 45 CFR Part 5).

To facilitate identification, please refer to the referenced
comon identification nunber in all correspondence relating to

this report.
§‘incere1y,\ .
7/
et L et
Regi onal | nspector Gener al
or Audit Services
Encl osures

Direct reply to:

Judith stec o
Asociate Regi onal Adm nistrator
Di vision of Medicare



SUMVARY

Nationwi de Mt ual I nsurance  Conpany (Audi t ee) cl ai med
adm ni strative costs for Medicare, Part B, as foll ows:

Fi scal Year

1989 1988 1987 Tota
$39,884,363 $34,662,303 $32,259,775 $106,806,441

O the $106,806,441 in admnistrative costs clainmed by the
Auditee during the period covered by our audit, we are
reconmending $3,289,327 for financia adj ust ment. Tne
remai ni ng $103,517,114 i s reconmended for acceptance.

Qur findings and recommendations are summarized in the
paragraphs that follow

POSTAGE COSTS

At the end of FY 89 the Auditee had a bal ance of $1,788,553 in
postage. This bal ance incl uded: (1) s$1,388,553 of postage on
hand and (2) $400,000 of accrued postage expense not purchased
or received. Further, we noted that the average nonthly
prepai d postage bal ances were considerably in excess of the
average nonthly usage during the three fiscal years audited.
These excess bal ances cost the Federal governnent at | east
$180,649 in interest expense. We have recomended that
$1,453,465 of postage costs and $180, 649 of inputed interest
expense be cost questi oned.

UNAUTHORIZED COSTS

A total of $739,708 was clained in FY 89 for activities
outside of the normal Medicare operations that was not
authorized in the approved NOBA. The Medi care Agreenent
provides that such costs are allowable if specifically
approved in the NoBA. These costs were clainmed appropriately
on Line 9 of the FACP. However such costs were never approved
by HCFA on Line 9. The Auditee indicated these costs would be
al l owabl e on Line 1. W determned that the total anount
clained on Line 1 was already at the naxinun1ap8roved NOBA.
Any additional costs identified to Line 1 would be in excess
gf t he approved anount and woul d exceed t he "CAP" est abl i shed
y HCFA.



LEASEHOLD IMPROVEMENTS

The Auditee overstated Medicare costs in Fy 89 by $269, 226 for
| easehol d i nprovenents. Rat her than capitalizing the cost of

inproving its conputer room such costs were expensed. The
Medi care Agreenment requires that itens of equipnent with a
unit cost greater than $500 and a useful life of one year or
nore should be capitalized. W are recommendi ng the Auditee
depreci ate the |easehold inprovenent and the ampunt in excess
of current depreciation be disallowed.

DATA P I T

The Auditee cl aimed $251,476 for data processing costs in FY
89 that represented a subcontractor's work on conversion of
the Common Working File. This work was actually performed in
FY 90. W are recomrendi ng the cost be questioned in FY 89

FRI NGE BENEFI TS

Contrary to Federal Acquisition Regulations (FAR) the Auditee
i ncl uded anounts for a contingency reserve for catastrophic
losses in its fringe benefit costs clained. Medi care was
charged $211, 422 of the contingency costs in FY 89 that we
recommend be disal | owed.

ACCRUED EXPENSES

The Auditee established an accrual of $100,000 for relocation
and renodeling projects and electricity charges in FY 809.
However, these projects were not performed until FY 90. Al so
an accrual of $5,369 was established in FY 87 for |egal

expenses related to the Edgepark operation. Due to an
oversight, this accrual was not reversed in FY 88. As a
result, Medicare was overcharged in FY 88. W have cost

questioned the $105,369 as unal | owabl e.
PENSI ON EXPENSES

The auditee changed its enployee's retirement plan year in FY
89 froma fiscallyear ended on February 28 to a cal endar year
As a result o this change the Auditee inadvertently
overstated Medicare's share of the pension expenses for FY 89
by a total of $27,471. This amount was applicable to FY 90.
W have recommended the overstated pension expenses be
di sal | owed.

Medi care costs were overstated by a net anount of $19, 164.
This resulted from the inappropriate conputation of the RO
rate.  The Auditee did not use the average net book val ue of
assets and the cost of investnents in the conputations.
| nstead the Auditee used an adjusted quarterly net book val ue



and the market value of the investnents. Further, the Auditee
failed to credit Medicare for RO related to a prior audit
reconmendat i on. W are recomending the $19,164 be
di sal | owed.

UNALLOMBLE TRAVEL COSTS

During the three fiscal years audited, the Auditee clained a
total of $15,415 in travel costs related to the enpl oyee's

personal use of conpany autos. This was unallowable in
accordance with FAR W are reconmmendi ng these costs be
di sal | owed.

SERVI CB CHARGES

Medicare  was overcharged $7,789 in Cafeteria and Human
Resources costs during the period audited. These overcharges
resulted from (1) the use of an erroneous Medicare enpl oyee
head count and (2) the inclusion of certain personnel costs
that did not benefit Medicare. We have recomended these
costs be disall owed.

DEPRECI ATI ON EXPENSE

The Auditee had not followed its established policy in
relation to depreciation. Normal [y a 10 percent sal vage val ue
was used for fixed assets. I n sonme instances the Auditee had
depreci ated the asset bel ow the 10 percent sal vage value. In
an attenpt to correct the depreciation expense the Auditee
credited a corporate account rather than Medicare. W are
recommrendi ng that Medicare receive the appropriate adjustnent
of $8,173 in FY 88.

COVPLENMENTARY CREDI TS

During the three fiscal years audited the Auditee had charged
out si de organi zations a conplenentary insurance rate of $.43
per claim that was approved by =~ HCFA This rate was
Insufficient to recover the Auditee's full cost of processing
a claim W determ ned the Auditee had undercharged outside
organi zations and overcharged Medicare a total of $905, 724
during the three years. Since HCFA had formally approved the
$.43 conplenentary credit rate used by the Auditee, we have
not questioned the undercharge. However we are recommendi ng
that in the future the Auditee should review the conplenentary
credit rate at least annually to determne if the rate is
adequate to cover the full cost of processing a claim
Further HCFA should be provided the results of the study.



ALLOCATION SYSTEM

The Auditee did not have a cost accounting system that
provided for the identification and accumnul ation of costs by
FACP operation line item | nstead the Auditee estimated the
costs at the beginning of each fiscal year by line item and
made periodic adjustnments to reconcile to the NOBA. Further,
t he Auditee did not maintain the necessary records to supﬁort
the estimates or basis of adjustnents. As a result of these
weaknesses, we could not determne the validity or accuracy of
costs distributed to the line itens. However, except as
di scl osed el sewhere in this report, we determned that the
total costs clainmed were incurred, reasonable and all owabl e.
W are recommending certain changes to the Auditee's
accounting system

CORPORATE SUPPORT OVERHEAD

The Auditee needs to perform a study of the Corporate support
overhead costs and salary base. W found that (1) unallowable
costs were included in the overhead pool and (2) the salary
base was understated. Further there were considerabl e anmounts
of m ddl e managenent costs that were not clained. However
these m ddl e nanagenent costs would be allowable if clained.

UNTI MELY ALLOCATI ON UPDATE

The Auditee had not updated its allocation tables for the
Pur chasi ng Depart ment cﬁar es to Medicare. Although the rates
charged during this period had no adverse effect on Mdicare,
the Auditee should perform periodic studies (at |east
annual ly) to justify the reasonabl eness of such rates. W are
recommendi ng that studies be perfornmed and docunent ed.

AUDITEE COMMENT

Subsequent to processing the draft audit report we received
additional information that resulted in adjustnents in the

final report. W revised the Conplenentary Credits and
Corporate Support Overhead findings by deleting the costs
questioned and recommendi ng certain procedural changes. The

Productivity Investnment Sales tax finding was elimnated.

The Auditee has agreed to $710,523 of our recomended
adj ust nent s. They expressed di sagreement with the remaining
questioned costs. Further, they generally d|sa?reed Wi th our
procedural findings and recomendati ons. Details relating to
our adj ust ment s are provided 1in the Fi ndi ngs and
Recommendation section of this report. A copy of the
Auditee’s Comments is attached.
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Doshi & Associates, P.C.
Accountants and Management Consultants
Kant D. Doshi, C.P.A. 4520 Madison, Suite 105 Managers:
Kansas City, Missouri 64111
James R. Gray, C.P.A. Gerald E. Black
Mary M. Duff, C.P.A. Phone (816) 756-3020 William J. Anderson
Fax (816) 756-3021

| NDEPENDENT AUDITOR' S REPORT
OPINION
W have audited the "rinal Adm nistrative Cost Proposals"

(Form HCFA 1524) of Nationw de Mitual |nsurance Conpany for
the fiscal years ended Septenber 30, 1989, 1988 and 1987.

These  financial statenents are the responsibility of
Nati onwi de Miutual |Insurance Conpany's managenent.  Qur re-
sponsi bi |i t% IS to express an opinion on these financial
statements based on our audit.

We conducted our audit in accordance with generally accepted
auditing standards, "Governnment Auditing Standards," and the
" Audit @Quide for Review of Adm nistrative Costs Incurred by
Medicare Internmediaries and Carriers under Title XVII|I of the
Social Security Act.™ (draft interimaudit instruction E-I,

dated August 30, 1990). These standards require that we plan
and perform the audit to obtain reasonabl e assurance about
whether the financial statenents are free of nmaterial
m sst at ement . An audit includes exam ning, on a test basis,

evi dence supporting the amounts and I sclosures in the
financial statenents. An audit also includes assessing the
accounting principles used and significant estinmates nmade b

managenent, as well as evaluating the overall financia

statenent presentation. W believe that our audit provides a
reasonabl e basis for our opinion.

W have identified $3,289,327 in costs reconmended for
financial adjustnent. The final determ nation as to whether
such costs are allowable will be nmade by the United States
Department of Health and Human Servi ces.

Excl uded fromour audit was a review of pension segnentation
and a determnation of the effect of the FY 88 fully-funded
pensi on plan on pension costs in future periods. These
exclusions were requested by the Departnent of Health and
Human Services, Office of Audit Services (O G. According to
O G officials a separate audit wll be perforned of the
pension segnmentation at a later date. Based on the
segnentation audit O Gindicated a final settlenent would be
made by HCFA of these pension issues.

In our opinion, with the exception of the ultimate resolution
of the costs recommended for financial adjustnent and the
effects of such adjustments, if any, as mght have been
determined to be necessary for pension segnentation described

Members

Amoriran Tnetitnts ~f Cortllad Do Rlis Acrmiintamis



above, the "Final Admnistrative Cost Proposals" referred to
above present fairly, in all mterial respects, t he
adm nistrative costs applicable to Part B of the Health
Insurance for the Aged and D sabled Program cl ai med by
Nati onwi de Mutual Insurance Conpany for the fiscal years ended
Septenmber 30, 1989, 1988 and 1987 in accordance with the
rel mbursenent principles of Part 31 of the Federal Acquisition
Regul ati ons, as contained in 48 Code of Federal Regul ations
(CFR) Chapter (CH) 1, interpreted and nodified by the Medicare
Agr eenents.

This report is intended solely for the use of managenent of
Nati onw de Mitual |nsurance Conpany and the Departnent of
Health and Human Services in regard to their agreenent to

adm ni ster the Medi care program and should not be used for any
ot her purpose.

Dok Chssocates pe.

Kansas City, Mssouri
January 24, 1991
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BACKGROUND

Title XVIIl of the Social Security Act established the Health
| nsurance for the Aged and D sabl ed Program (Medicare). Par t
A of the program provides insurance protection against the
costs of hospital and related care. The Medi cal [Insurance
Program Part B - Supplenentary Medical |nsurance Benefits for
the Aged and Disabled, is a voluntary program and provides
protection against the cost of physicians' services and other
heal th services not covered under Part A The Medicare
programis admnistered at the Federal level by the Health
Care Financing Admnistration (HCFA), an agency of the
Department of Health and Human Servi ces.

Title XMII1 provides that public or private organizations,
known as Internediaries for Part A and Carriers for Part B,
may assist in the admnistration of the Medicare program
Part A Intermediaries are nom nated by provider groups.
Nom nations are submtted to HCFA, and agreenents are entered
into with approved Internediaries. Part A Internediaries
receive funds for paynents to providers for the cost of
service to eligible individuals and for the Internediaries'
adm ni strative costs in operating the program Carriers are
rei mbursed for all reasonable and allowable costs incurred in
adm nistering the Part B program

Nati onwi de Miutual Insurance Conpany (hereafter referred to as
the Auditee), serves as a Part B Carrier. Benefit paynents
were made in the follow ng anmounts:

Fiscal Years

1989 1988 1987
$1. 363. 209. 969 $1,232,955,200 $1,045,423,488

SCOPE OF AUDI T

An exam nation was perforned in accordance with the generally
accepted auditing standards, "Government Auditing Standards,”
and the "Audit Quide for Review of Admnistrative Costs
I ncurred by Medicare Internediaries and Carriers under Title
XVIIl of the Social Security Act." (draft interim audit
instruction E-1, dated August 1990). W examned the
adm ni strative costs clained by the Auditee for the period
Cctober 1, 1986 through Septenber 30, 1989 to the extent that
we consi dered necessary to determne if anounts clainmed were
in accordance wth applicable Federal requirenents, policies,
and program instructions.

Qur exam nation included audit procedures which were designed



to achieve the follow ng objectives:

Determine whether the Auditee has
establ i shed effective systens of internal

control, accounting and reporting for
adm ni strative costs 1ncurred under the
program

Ascertain whet her t he Fi nal

Admi nistrative  cost Proposal s  present
fairly the costs of program adm nistration
all onabl e in accordance with Part 31 of
t he Federal Acquisition Regulations (FAR),
as interpreted and nodified by the
Medi care Agreenents.

Ascertain whether the Auditee has
conpl i ed with ~contract ual and
adm ni strative requi rements gover ni ng
specific items of costs.

| dentify the underl %i ng causes of
significant errors or problens noted and
make recommendations for inprovenents or
adj ust ment of costs clai med as

appropri ate.

Qur audit procedures included exam nation of pertinent
accounting records and supporting docunentations.

Qur audit excluded the review of pension segnentation and the
effect of the fully-funded FY 88 pension plan on future

periods' pension costs. These areas were excluded at the
request of A G A separate audit wll _be performed of the
segnentation by O G at a |later date. Further O G officials

i ndi cated that a final settlenent of these pension ISsues
woul d-be made at that tinmne.

The audit fieldwork was performed at the offices of Nationw de

Mut ual I nsurance Conpany in Col unbus, Chio during the period
June 13, 1990 through January 14, 1991.



FI NDI NGS AND RECOMVENDATI ONS

POSTAGE COSTS

W determned that the Auditee had clained an excessive anmount
of postage costs in FY 89. At Septenber 30, 1989 the Auditee
had a bal ance of $1,788,553 in postage. This bal ance included
(1) $1,388,553 in postage on hand and (2) $400, 000 of accrued
post age expense not purchased or received. By allow ng the
Auditee tOo nmaintain an average nonth's usage on hand at
Sept enber 30, 1989, we consider that $1,453,465 was in excess
of Medicare's needs. Mai nt ai ni ng the excess prepai d postage
bal ance cost the Federal Covernnent at |east $180,649 in
interest expense. W are recomendi ng the excess bal ance and
I nterest expense totalling $1,634,114 be disal |l owed.

The Auditee purchases postage directly fromthe |ocal post
office and froma subsidiary of Pitney Bowes (RKRS). The
Auditee recorded postage ~“expense on the ~cash® Dbasis.
Therefore, the anmount of postage expense claimed did not agree
to the tinme period (fiscal year) 1in which the postage was
actual |y used.

W noted that the anount of postage expense clainmed increased
during the audit period. For FY 86 through FY 89 costs
cl ai med were:

Costs
FY d ai ned
86 $2,302,924
87 2,696,974
88 2,958,392
89 3,126,523

Part .of the increase in the postage expense is due to the
Auditee’s increase in mail vol une.

Also we noted that the Auditee had the foll owi ng anount of
po;ta%e on hand at the end of each of the fiscal years
audi t ed:

Anmount  of
FY Unused Post aae
87 $1,000,536
88 1,399,745
89 1,388,553

The average nonthly postage claimed was:



Average Monthly

FY Postage C ai ned
87 $218, 914
88 246, 533
89 260, 544

At Septenber 30, the Auditee had the follomdng_nnnthly_average
supply of postage on hand that had been clainmed during the
previous fiscal year:

Nunmber of Average
Mont hs Post age

FY On_Hand at _9/30
87 4.57
88 5.68
89 5.32

For the year ended 9/30/90 the Auditee's average nonthly
postage usage was $335, 088.

According to 48 CFR 31.201-3, a cost is reasonable if it does
not exceed an anmount that would be incurred by a prudent
person in the conduct of conpetitive business. Consi deri ng
the Auditee's volune of Medicare mailings and the tinely
access to postage neters, we believe a one nonth's supply of
postage on hand is reasonable. A one nonths reserve of
postage would allow sufficient time to replenish the supply.

Based on the average nonthly postage usage of $335,088 in FY
90, we determ ned the Auditee had overcharged Medicare a total
of $1,053,465. ($1,388,553 bal ance on hand 9/30/89 - $335, 088
average nonthly postage FY 90)

In addition to the above, the auditee made a nmanual accrual

adjustment to the FY 89 FACP in Septenber 1989 to claim
anot her $400, 000 of postage. The actual purchase and recei pt
of this postage did not occur until October 1989. V& consider
this $400,000 to be an unall owabl e cost for FY 89.

Nhintainin? these excess postage inventory bal ances has cost
t he Federal government at |east $180,649 1 n inputed interest
costs. For the three years audited, we calculated the
interest costs based on the Auditee’s RO rate charged
Medi care.  The calculation was as follows:



Average FY 87 EY 88 EY 89 Tot al

Mont h End

Bal ance $758, 643 $1,184,129 $1,603,949

Mont hl y

Usage 218,914 246, 533 260, 544

Excess

Bal ance $539, 729 $937, 596 $1,343,406

RO Rate 6% 6. 5% __ 6.5%

| mput ed

I nt erest $32. 384 $60. 944 $87. 321 $180,649
W consider these RO rates to be reasonable for calculating
t he conputed interest costs. Application of the Auditee's

actual RO rates for the three fiscal periods would result in

total conmputed interest expense of $256, 432. The actual RO
rates were 10.29%, 9.62% and 8.24% for FY87, FY88 and FY89,
respectively.

RECOMMENDATI ON

W recommend that the Auditee make the appropriate financial
adjustnents for the foll ow ng:

EY 89
Post age Purchased $1,053,465
Post age Accr ual 400, 000
| mput ed | nterest 180, 649
Tot al $1.634.114

AUDITEE COMMVENTS

The Auditee agreed that nost of the postage purchased during
the last six nonths of FY 89 was not used until FY 90.
However, they disagreed with our position that only one
month's supply of postage should be allowed. Al so the Auditee
provi ded details of several conditions including program
changes and neter breakdowns that contributed to the |arge
bal ance at FY 89 year end. Considering these conditions, they
recormended that 3 nonths usage, or $1,005,364 be all owed as
an acceptable balance at FY 89 year end. Further, they
indicated that $783,289 should be repaid to HCFA

The conputed interest costs questioned were added to the
report subsequent to receiving the Auditee’s comments on the
draft report. Consequently no official response has been
received for inclusion in this report.



AUDI TOR RESPONSE

We contend that one nonth's supply of postage on hand was
adequate for the FY 89 year end. According to the Auditee’s
Adm ni strative Services Departnent it normally took 10 to 14
days to obtain additional postage. Considering this tine
frame, we felt that the average nonthly usage for FY 90 woul d
be representative of the postage needs for Cctober 1990.

The FY 90 average nonthly usage of $335,088 was considerably
hi gher than the FY 89 ayerage usage of $260, 544. The
difference of $74,544 accounted for Medicare program changes
that resulted in increased postage usage in FY 90.

Regarding the additional postage costs resulting fromthe

meter breakdowns, these costs were reflected in the Auditee's
endi ng inventory bal ance of $1,388,553.

September 1989 Bal ances

Beai nni ng Pur chases Usaae Bal ance on Hand
$1.225 474 $415, 333 $252,254 $1.388. 553

The purchases of $415, 333 includes postage neter replacenents.

The endi ng bal ance is the net anount avail able for Cctober

1990. Considering these facts, we concluded that the use of

the FY 90 average nnnthl& usage of $335,088 was an adequate
e

adjusgggnt in conputing t excess postage costs at Septenber
30, 1 .

We al so noted that the actual anobunt of postage in neters at
the Auditee’s facilities was generally |ess than 20 percent of
the total postage avail able. For the three years audited we
noted the foll ow ng:

Post aae | nventorv_ Recorded

Tot al Metered at Avai |l abl e at Per cent age
Sept. 30 Postage Nationw de RMRS at _Nationw de
FY 87 $1,000,536 $96, 768 $903, 768 9.67%
FY 88 1,399,745 280, 745 1,119,000 20. 05%
FY 89 1,388,553 219, 554 1,168,999 15.81% *

* This does not include the $400,000 accrual adjustnent.

In summary, we still contend that the excess postage at
Sept enber 30, 1989 was $1,453,465. Al so we believe that HCFA

shoul d cost question $180,649 of inputed interest costs.



UNAUTHORIZED COSTS

The Auditee cl ai med $739, 708 on the FY 89 FACP that had not
been approved on the NOBA. W recommend the anmount be
di sall owed since it was not approved on the NOBA.

On the FY 89 FACP the Auditee clained a total of $1,239,134
for wvarious activities outside of the nornal Medi care
operations. These costs were clained and included on O her
[1ne items <9-11> on the FACP for the follow ng activities:

Activity Cost _d ai ned
Movi ng Costs $471, 739
System | npl enentation 449, 638
I ncentive Paynent 230, 200
Litigation Costs 55, 506
Request for Proposal 32, 051

$1.239.134

The latest approved NoBA, Supplenental Nunmber 8 dated
Sept enber 29, 1989, authorized only the Incentive Paynment
Activity.

The Medicare controller indicated that the Auditee notifi ed
HCFA that costs for the activities |listed above would be
incurred. However, funding for only one of the activities was
included in the approved budget. Al so the Auditee indicated
t hat HCFA coul d approve these costs on Line | of the FACP as
processi ng costs.

The Medi care Agreenent contains references to the allowability

of costs incurred for activities outside of nornmal Medicare
oper ati ons.

Article XV C. states:

“In connection wth the allowability of any
particular item of cost, the Carrier may, fromtine
to tine, submt to the Secretary a request as to
whet her such item of cost is allowable. Awitten
comuni cation fromthe Secretary to the Carrier that
such itemof cost is allowable shall constitute a

determnation of allowability for purposes of this
contract."

More specific guidance was provided in Section 4213.9 of the

Carriers Manual relating to Lines 9, 10, and 11 on the FACP,
whi ch st ates:

"Use these lines only upon receiving specific
aut hori zation by HCFA."



Rﬁgarding the litigation costs clained, Article XV E. of the
Medi care Agreenment provides that admnistrative costs:

» . shall only be reinbursable if such settlenent
was entered into with the prior witten approval of
the Secretary."”

Considering the above provision, we concluded that the Auditee
needed specific approval for each of the subject itens. The
anounts and activities we consider unallowable are:

Costs
Activitv d ai ned
Movi ng Cost s $202, 513 *
System | npl enentation 449, 638
Litigation Costs 55, 506
Request for Proposal 32. 051
Tot al $739,708

* The total noving costs of $471, 739 have been reduced by
$269, 226, representing an anount questioned under the
"Leasehold Improvements" finding addressed el sewhere in this
report.

Regar di ng approval of these costs on Line 1 of the FACP, we
noted that costs clainmed were already at the nmaxi num anount
aﬁproved on the | atest NOBA. | f the Auditee were to claim
these costs on Line 1 they would exceed the naxi mum al |l owabl e
or the CAP established by HCFA. Thus such anmounts woul d be
quest i onabl e.

RECOMMVENDATI ON

W recommend the Auditee make the appropriate financial

adhﬂftnents for the unauthorized costs clained of $739,708 in
FYy 89.

AUDITEE COVMENTS

The Auditee di sagreed with the finding and reconmendati on.

They indicated that the Edgepark Litigation and Request for
Proposal was approved in the FY 88 NoBA. However, the FY 88
FACP was al ready submtted when approval was received. In FY
89 these costs were approved but the final NOBA has not been
issued. According to the Auditee, the noving costs and system
i npl ementation were included in the FY 89 Budget Request and
negotiated w th HCFA. Again these costs have not been
approved on a final NOBA.

AUDI TOR RESPONSE
We recogni ze that such costs were included in the various

Medi care contractual docunents. However, Section 4213.9 of
the Carriers Manual requires the anounts clainmed on Lines 9,
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10 and 11 of the FACP nust receive specific authorization.
These costs have not received specific approval on a final
NoBA for FY 89. Consequently we still contend our finding and
recommendati on are valid.

LEASEHOLD | MPROVEMENTS

The Auditee did not capitalize certain |easehold inprovenents
in FY 89. This resulted in an overstatenent of Medicare costs
by $269, 226.

During FY 89 the Auditee npved its Medicare operations to a
new of fi ce buil ding. In order to accommodate the Medicare
operations, the Auditee was required to nake inprovenents to
the offices. The inprovenments were primarily to the conputer
room The inprovenents consisted of:

Improvement cost

Air Conditioning Equi pment $113, 229
Power Distribution Units 55, 535
Engi neering and Ot her Fees 54,518
Ral sed Fl ooring 30, 433
Card Key Readers 23,278
Bal uns 22, 147

$299, 140

The Medicare controller had several discussions wth the
Corporate Ofice regarding the proper procedures to account
for these costs. The Medicare controller requested that the
cost of the |easehold inprovenents be anortized over 5 years.
However, the Corporate O fice decided that the |easehold
i nprovenmrents should be expensed. The Corporate Ofice
i ndi cated that conpany policy was to recoup the cost of the
i nprovenments over the term of the |ease, and the Medicare
Agreenment was for only one year. Consequently the total cost
was charged to Medicare in Fy 89.

Aﬂpendix B, Section IV to the Medicare Agreenent provides
that all equipment having a unit cost greater than $500 and a
useful life of nore than one year should be depreciated.

The Medicare operations were transferred to the new | ocation
at approximately half-way through Fy 89. Medi care was
al |l ocated enough space to equal the estimated need for a five
year period. Allowable anortization for the six nmonths in FY
89 would be calculated as foll ows:

Costs dained $299, 140
Al'l owabl e Anortization for 1/2
Year 29.914

Costs Recommended to be Disallowed $269. 226
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RECOVMVENDATI ON
We recommend that the Auditee:

1. Capitalize the leasehold inprovenents of $299, 140 over
five years.

2. Make the apgrppriate financial adjustnent for the
$269, 226. his is the difference between the allowable

anortization for FY 89 and |easehold inprovenent costs
cl ai med.

ITEE

The Auditee agreed with our finding and recommendatjon related
to Leasehol d | nprovenents. In addition, they indicated such

costs would be claimed in FY 90 and succeedi ng years.

DATA P I 1l

The Auditee overstated data processing costs by $251,476 in FY
89. This anmount represents the cost of services provided by a
data processing firmin FY 90 rather than in FY 89

The Auditee contracted with a data processing firmto work on
the conversion of the Conmon Working File. he firm was paid
for its services based on the actual number of nman-hours and
nmachi ne hours. Accordingly, the firmbilled the Auditee a
total of $467,789 on two invoices dated Decenber 29, 1989.

W tested the firnmis detail man-hour and machine hour
supporting docunentation and found only mnor differences with
the total number of hours billed. However, we noted that of
the $467,789 billed, $251,476 was associated with services
performed after September 30, 1989. Such costs would apply to
FY 90.

Machi ne Tot a
Man- hour s Hour s {Rounded)
Total Hours Billed 4,373.70 320. 1433
Hours Incurred by 9/30/89 3.019.51 17. 6411
Hours Incurred after
9/30/89 1,354.19 302. 5022
Times Hourly Billing Rate $65. 00 $497. 00

$88,022.35 $150,343.59
Times Factor to Add Sal es

Tax 1. 055 1. 055
Costs Incurred after
9/30/89 $92. 863. 58 $158,612.49  $251.476
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The 48 CFR 31.201-2 states:

"That the factors to be considered in determning
whet her costs are allowable include . . . generally
accepted accounting principles...*”

Under generally accepted accounting principles, costs are
incurred when services have been rendered. Because the
progranmm ng services were not conpleted by Septenber 30, 1989,
the costs associated with services perforned after that date
shoul d not be claimed in FY 89 but should be claimed in FY 90.

The Medicare controller explained that the Auditee knew t hat
work on the Common Working File could not be conpleted until
the new clains processing system was installed. The Auditee
requested funds for the Common Working File in its FY 90
Budget Request. HCFA did not approve funding for FY 90. NOBA
Suppl emental Nunber 7, dated Septenber 28, 1989, provided for
the estimated total cost of the project for FY 89. NOBA
Suppl emental Nunber 8, dated Septenber 29, 1989, adjusted the
approved funding for FY 89 to the $467,789 clainmed by the
Auditee. This project was approved as a Productivity
[ nvest nent .

RECOMVENDATI ON

W recommend that the Auditee nmake the appropriate financial
%gjustnents for the FY 89 overstated data processing costs of
51, 476.

AUDITEE COWMENTS

The Auditee agreed wWith our finding and recommendation related
to Data Processing Costs. In addition, they indicated such
costs would be clained in Fy 90.

ERI NGE BENEFI TS

The auditee overcharged Medicare by a total of $211,422 in FY
89 for fringe benefits. I ncluded in the charges tor fringe
benefits was an anount that represented a contingency reserve
for catastrophic losses. As a self-insurer, 48 CFR 31.205-19
prohibits the Auditee from including any anount for
contingencies in the rate structure.

During the period covered by audit the Auditee offered the
followmng fringe benefits under the Nationw de Goup Plan

Life Insurance, Accidental Death & Disnenbernent (AD&D),

Long-Term Disability (LTD), Major Medical, Dental and
Medi care Suppl ement
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Al of these fringe benefits were considered as a package by
the Auditee. Cost sharing by the Auditee and the enployee
varied for each type of benefit. The actual adm nistration of
the fringe benefit group plan was acconplished by the
Nati onw de Life Insurance Corporation

According to the Auditee, incone and expenses related to the
Nati onwi de Goup Plan were conbined to determ ne the net gain
or loss for each year. They contend that as |long as the group
pl an was not experiencing a net |loss the prem uns renai ned
fairly constant. From CY 86 through CY 89 the prem uns and
sharing for the enployer and enpl oyee remained the sane for
each of the benefits. In total the Auditee had shown a net
accunul ative loss for CY 87 and CY 88. However, in CY 89 the
group plan showed a considerable net accunul ative gain.

Qur review of the financial reports for the Nationw de G oup
Pl an showed the Auditee had experienced continued |osses on

major nedical insurance and gains in the other benefit
categories. These gains were sufficient to offset the |osses
i n medi cal insurance. At the end of CY 89 the Auditee's

financial report showed that major medical had an accunul ative
| oss of $36.4 nillion. The Auditee transferred the gains from
the other benefit categories to offset the | oss. Auditee
officials indicated that in CY 90 each benefit wll be
sepFrate and not treated as a group plan for determning gain
or |oss.

At the end of CY 89 the Auditee’s financial report also showed
the follow ng end of the year reserve bal ances:

Reserve Bal ance 12-31-89

| nsurance C ai m Reserve Cont i ngency Tota
Benefi t (a) Reserve (b) Funds
Life $ 5,221,538 $ 652,351 $ 5,873,889
AD&D - - 52, 673 52,673
W/LTD 22,700,000 1,728,277 24,428,277
Maj or Medi cal 7,680,000 3,286,990 10,966,990
Dent al 700, 000 823, 356 1,523,356
Medi care Suppl enent 1,000,000 64, 299 1. 064. 299
Tot al $37.301. 538 $6,607,946 $43,909,484

(a) This anount was the reserve bal ance established by State
statutes. The reserve anount shown for Life Insurance
is overstated by $942, 851 ($5,221,538-$4,278,687). This
anount should be considered as part of the contingency
reserve

(b) This amount was the contingency reserve bal ance
established for catastrophic | osses.

According to 48 CFR 31.205-19(5) (c):
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"l nsurance provided by captive insurers (insurers
owned by or under the control of the contractor) is
consi dered self-insurance, and charges for it nust

comply with the self-insurance provi sions of
30.416. "

Further, 48 CFR 31.205-19(5)(e) of this Section provides that:

"Sel f-insurance charges for risks of catastrophic
| osses are not allowable . .."

The latter provision is further enphasized in 48 CFR 28. 308(e)
whi ch states:

"Agencies shall not approve a program of self-
i nsurance for catastrophic risks . .."

Based on the above provisions, we concluded that the Auditee's
enpl oyee group plan was self-insured. Al so we consider the
anount identified as contingency reserves at Decenber 31, 1989
to be unal |l owabl e. We cal cul ated Medicare's share of the
unal | owabl e contingency reserves as follows:

Medi car e Per cent aue

Medi care Premiunms (CY 89) $_1.084. 447

Total Corporation Premuns (CY 89) $38,696,494 = 2. 8%
Cont i nuencv_Reserves

Reserves $ 6,607,946
Overstated Life Reserve 942. 851

Total Contingency Reserve $7,.550,797

Medi care Share

2.8% X $7,550,797 = S 211, 422

The anount we cal culated for Medicare should be disall owed.

RECOVIVENDATI ON

We recommend that the Auditee nake the appropriate financial
adjustnents to the FY 89 FACP for the $211,422 in unallowabl e
conti ngency reserves.

AUDITEE COWMVENTS

The auditee di sagreed with the finding and recomrendati on.
They contend that the reserve levels for FY 89 fringe benefits

were proper and allowable. In addition, the Auditee provided
a letter from the Nationwide Mitual | nsurance  Conpany
Associ ate G oup Actuary. (See attached.) The actuary
indicated that the Medicare reserves were not to cover
catastrophic losses. Instead these reserves are to be used to
mtigate future adverse clains fluctuation and reduce the
| evel of future rate actions. Al so the actuary indicated
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Medi care reserves were not in excess of statutory required
reserves.

AUDI TOR RESPONSE

The statutory reserve anpbunts are established actuarily based
on State requirenents. Such reserves are established to cover
t he esti mat ed future | osses, I ncl udi ng antici pated
fluctuations for the amount of insurance in effect at that
date. Further, each plan year the insurer establishes
prem uns that should cover the current cost and antici pated
clainms fluctuations for that year. Since the statutory
reserves and current premiunms should cover the Insurance
costs, we concluded the Contingency Reserve was, in fact,
established for future contingencies. Qur concl usi on was
further supported by the Auditee's actuary letter which
stated, "The positive reserve balances wll mtigate future
adverse clainms fluctuation and reduce the level of future rate
actions.”

Conti ngencies according to 48 CFR 31.205.7 are not allowabl e
costs under a cost type contract.  Consequently we still
contend our reconmmended disallowance is proper

ACCRUAL EXPENSES

The Auditee overstated Medicare costs by a total of $105, 369
during FY 89. These costs included expenses for: (1) the
relocation and renodeling of facilities and electricity
charges for Medicare purposes and (2) the consultant and
prof essional services related to the Edgepark operati on.

According to 48 CFR 31.201-2, one of the factors to be
considered in determ ni ng whether costs are allowable is the
application of generally accepted accounting principles.
Under these principles, costs are incurred when services have
been render ed.

Rel ocation and Renodel i ng

On Septenber 15, 1989 Corporate Facilities prepared two
Service Requests for the Medicare operations. Service Request
nunber 60993 was to record costs of $52,000 for various
rel ocation and renodeling projects. Servi ce Request nunber
60994 was to record costs of $48,6000 for electrical charges
for the fiscal year ended Septenber 30, 1990. A total of
$100, 000 was expensed in Septenber 1989. However, such costs
were not incurred until Fy 90.

Medicare's billings from Corporate Facilities for the actua
expenses incurred were as follows:
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Rel ocation and

Renodel | nu__Char ues El ectrical Usaue
St at enent Amount St at enent Amount
Dat e Char ued Dat e Char ued
10- 26- 89 $1, 624 10- 26- 89 $ 3,157
10- 31- 89 4,961 11-17-89 3, 157
| -25-90 6, 216 12-20- 89 3,125
2-23-90 3,276 | -25-90 2,778
2-28-90 795 2-26-90 2,689
3-30-90 1, 843 3-30-90 2,671
4-27-90 4,701 4-27-90 2,892
5-22-90 131 5-22-90 2,803
6- 26-90 13, 738 6- 25-90 2,904
8-27-90 3, 647 7-26-90 2,778
g- 28-90 11.068 8-30-90 2,910
$52, 000 8-31-90 16,136
$48,000

Since the relocation, renodeling and electrical services were
not provided until FY 90, the $52,000 and $48, 000 cl ained in
FY 89 were unal | owabl e.

Edgepark

The Auditee nade a $5,369 accrual entry in FY 87 for
consul tant and professional services related to the Edgepark
oper ati on. This accrual was not reversed in FY 88, thus
resulting in an overstatenent of costs.

The Auditee indicated they could not find where the accrual
was reversed in FY 88. However, they intended to research the
records further to determine if the entry was nade. At the
concl usion of our audit the Auditee still had not found the
reversing entry. Consequently we are recommendi ng the $5, 369
be disal ?ovved.

RECOVIVENDATI ON

W recommend that the auditee nmake the appropriate financial
adj ustnent to correct the inappropriate accruals:

EY 88 8Y 9 Tot al
Rel ocati on & Renodel i ng $100, 000
Equi pment  Accrual 5, 369
Tot al $5,369 $100,.000 $105. 369
AUDITEE COMMENTS
The Auditee agreed with our finding and reconmendation rel ated
to Accrual Expenses. In addition, they indicated such costs

woul d be claimed in FY 90 and succeedi ng years.
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PENSI ON EXPENSES

The Auditee overstated the pension costs on Medicare in FY 89
by $27,471. This resulted from the Auditee changing its
pension plan froma fiscal year to a cal endar year basis.

As of March 1, 1989 the Auditee changed the year end of its
retirement plan froma fiscal year end of February 28 to a
cal endar year end of Decenber 31. For the fiscal year ended
February 28, 1989 the Auditee’s actuarial report showed tlLat
the plan was fully funded. Consequently no contributions were
necessary for that period. Regar di ng Medi care, no pension
costs were clained in FY 89 for the five nonth period Cctober
1, 1988 to February 28, 1989.

For the ten-nonth period March 1, 1989 through Decenber 31,
1989 pension costs of $549,419 were charged to Medicare. O
t hi s anount seven-tenths of the expense (Nhrch-SiBtenber) or
$384,593 was applicable to Medicare for FY 89. wever, the
Auditee cl ai med $412,064 for the seven nonths which is $27,471
greater than the allowable. The latter anmount was applicable
to FY 90.

It should be noted we did not review the Auditee's pension
segnentation cal cul ations. Also we did not determi ne the
effect of the FY 88 fully-funded pension plan on future period
costs.

RECOMVENDATI ON

We recommend that the Auditee nmamke the appropriate financial
adjustnents for the $27,471 in overstated pension costs in FY
89. -

AUDITEE COWENTS

The Auditee agreed with our finding and recomendations
related to Pension Expenses. In addition they indicated such
costs would be clainmed in FY 90.

RETURN ON INVESTME

The Auditee’s nethod to conpute the Return on Investnent (RA)
was not in accordance with the Medicare Agreenent. Also, the
Auditee failed to give Medicare credit for the RO associated
with an error in the fixed asset records. These discrepancies
resulted in overstating Medicare costs by a total of $19, 164
during the three fiscal years audited.



RO computation Met hod
Appendi x B,

Section X of the Medicare contract provides that

RO is to be determined by nmultiplying the average
undeﬁreciated fixed asset balance by the actual rate of return
on the investnent portfolio, or a lower rate if the contractor
so chooses.

W noted that the Auditee conmputed RO quarterly. They used a
fixed asset bal ance of an anount equal to one-fourth of the
fixed assets' net book value on the |last day of the quarter
This is not in accordance with the provisions of the Mdicare
contract. The average net book value should have been used.

To conpute the rate of return on the investment portfolio, the
Auditee used the narket value of investnents.  This is also
not in accordance with provisions of the Medicare contract.

The investnents should be stated at cost rather than narket
val ue. Also, specifically unallowable investnents (related
organi zations, property held for investnment and non-interest

beari ng accounts) were included in the Auditee’s cal cul ati on.

W recalculated the rate of return and noted that the actual
rate was greater than the rate wused by the Auditee.
Therefore, we used Auditee’s rate and nmultiplied the rate by
the average net book value for each quarter. Qur conputations
resulted in the follow ng:

Qr. Cal cul ated RO _
Ended ROI d ai ned D fference
12- 86 $13, 877 $13, 757 <$ 120>
3- 87 12,912 13, 580 668 -
6- 87 12, 644 12, 655 11
9-87 3. 669 12. 633 < 1,036>
$53. 102 $68,625 477>
12- 87 $14, 648 $13, 011 <$1,637>
3- 88 15, 110 16, 285 1,175
6- 88 14, 857 14, 953 96
9- 88 12,822 14,762 1, 940
$57. 437 $59. 011 $1.574
12- 88 $14, 253 $14, 435 $ 182
3-89 15, 075 14, 070 < 1,005>
6- 89 14, 757 13, 761 < 996>
9- 89 14. 598 13.483 <1,115>
$58. 683 $55. 749 <$2,934>
As shown, the Auditee understated < > RO for FY 87 and FY 89

and overstated RO in FY 88.
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Unreported Oedit

The prior audit report disclosed that the Auditee overstated
the value of the Medicare fixed assets by $122,804, thus
inflating RO by $24,407. After the audit report was settled,
t he Auditee nade a correcting entry of $24,407 in FY 90. The
correcting entry also reversed the RO clainmed for the period
| o-1-86 through 3-31-90.

W agree that the RO shoul d have been reversed. However, the
ROI Wwas $21,001 for the three years audited and should have
been identified to the year incurred and the respective FACPs
amended accordingly. In FY 87, FY 88 and FY 89, the Auditee
claimed $7, 982, %7,614 and $5, 405 respectively.

RECOMVENDAT] ON

W recommend that the Auditee nake the appropriate financial
adj ustnents as follows:

ROI FY 87 FY 88 FY 89 Tot al
<Under> Overstated RO $< 477> $1,574 $<2,934> $<1,837>
Unreported Credit 7,982 7.614 5. 405 21,001

$7.505 $9,188 $ 2,471 $19,.164
AUDITEE COMVENTS

The Auditee agreed with our finding and recommendation rel ated
to Return on |nvestnent.

UNALLOMBLE TRAVEL COSTS

The Auditee clained total costs of $15,415 for enpl oyees
personal use of conpany autonobiles. According to 48 CFR
31.205-46(f) such costs are unall owabl e.

Sone of the Auditee's enployees were allowed to use conpany
aut omobi | es for personal use. The enployees were required to
prepare biweekly expense reports that included the nunber of
personal and business niles driven. At the end of the year,
t he payroll departnment would conpute the enpl oyee's share of
t he aut onobi |l e expense and add that anmount to the enpl oyee's

W2 wages. However, all of the autonobile expense was
recorded in natural account nunber 63055 and charged to the
enpl oyees' disbursement codes. The costs associated wth

personal use of the autonobiles were not excluded fromthe
costs clainmed on the FACPs.
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The 48 CFR 31.205-6(m(2) states,

"That portion of the cost of conpany furnished auto-
nmobiles that relates to personal use by enpl oyees
(including transportation to and from work) is
unal | onabl e regardl ess of whether the cost is
reported as taxable incone to the enployees...."

Personnel in the Auditee’s payroll and accounting departnents
indicated that they were unaware that these costs were
unal | owabl e. Al so the Medicare controller indicated that he
was not aware that these costs were included in the costs
cl aired on the FACPs.

Costs associated wth the personal use of conpany autonobiles
charged to Medicare were $3,908, $5,904 and $5,603 for FY 87
FY 88 and FY 89, respectively.

RECOVIVENDATI ON

W recommend that Auditee nake the appropriate financial
adjustnents for the unallowable auto expenses as follows:

EY 87 EY 88 EY 89 Tot al
Empl oyee's Auto
Expense $3.908 $5,904 $5,603 $15, 415

AUDITEE COVMENTS

The Auditee agreed with our finding and recommendation rel ated
to Unal |l owabl e Travel Costs.

SERVI CE CHARGES

The Aauditee overcharged Medicare a net total of $7,789 for

certain service charges based on head count. These services
i ncl uded Cafeteria and Human Resources Departnent - Personne
Servi ces. The overcharges resulted from using an erroneous

head count and service charge. Ve are reconmending the $7, 789
be cost questioned.

Details of the overcharges are discussed in the follow ng
par agr aphs.

Cafeteria

The Auditee overstated the anount of cafeteria costs allocated
to Medicare by $739 in FY 89. These overstated costs resulted
from applying an inflated cafeteria nmonthly charge to an
erroneous Medi care head count. However cafeteria costs were
understated by $<2,829> and $<3,611> in FY 87 and FY 88
respectively.
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The Auditee furnishes cafeteria services for its enployees,
and other tenants, located in the hone office buildings in
Columbus, Chio. costs for operating the cafeteria are
absorbed through customer sales and contributions fromthe
Auditee. These contributions represent the operating |osses
and are allocated to all Nationwde |ines of business,
i ncl udi ng Medi care. The Auditee conputed a biIIin% rate per
full-tine enployee and allocated an ampbunt nonthly to the
various |ines of business based on head count.

W determined that the Auditee had not calculated the
cafeteria billing rate properly and had used an erroneous head
count for allocating costs to Medicare. The conbi nation of

these two factors resulted in an overstatenment of costs in FY
89.

At year end the Auditee determ ned the cafeteria gain or |o0ss
by deducting the custoner sales, and Medicare and tenant
paynments from the operating costs. W believe this nethod was
inproper, only the custoner sales anount should have been
conpared to operating costs. The net anount should then be
consi dered the Auditee’s contribution and distributed to the
various |ines of business.

We al so noted that the auditee had i ncluded the Portsnouth,
Chio and Charleston, West Virginia sub-offices in the Medicare
head count total. These sub-offices are not |located in the
hone offices and should not share in cafeteria costs.

W recal cul ated Medicare's share of the cafeteria costs for
each of the years audited and conpared them to anounts
clained. The results of our conparison showed the follow ng:

Fiscal Year Anount
1987 <$2,829>
1988 < 3,611>
1989 739
The overcharge for FY 89 has been cost questioned. The

undercharges for FY 87 and FY 88 have been offset against the
overstated personnel charges discussed bel ow.

Per sonnel _Char ues

During the three fiscal years audited the Auditee overcharged
Medicare a total of $13,490 for Human Services costs. W
found that the percentage of Human Services costs allocated to
Medi care was over st at ed. A simlar finding was reported in
the prior audit report covering the three fiscal years ended
Sept enber 30, 1986.

The Auditee's Human Resources Departnent provides personne
services to enployees located in Colunbus, Chio and other
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| ocati ons. costs related to these services are allocated as
an overhead charge to the benefitting activities based on head

count (FTE). The costs are identified by disbursenent codes
such as Personnel Services (110120) Benefits Admn (110130)
and Personnel Relations (110610). These costs are allocated

as Personnel Services or Placenent Charges to Activities by
FTE count.

W reviewed the Auditee’s system for determ ning the charges
for Personnel Services and Placenent. During the period CY
1985 and CY 1988 t he Auditee had not changed the rei nbursenent
rate for Personnel Services. In CY 89 the Auditee cal cul at ed
a newrate for use in CY 90. W noted that in disbursenent
codes Personnel Services (110210) and Personnel Relations
(110610) the Auditee had included 100 percent of the costs in
the expenses to be shared b¥ Medi car e. However, a review of
each center's duties with officials in Human Resources showed
the follow ng:

110210 - One nmnager and secretary were allocated 100
percent to Corporate and Medicare. Only 25
percent of their efforts should have been
allocated. The remaining 75 percent was
direct effort.

110610 - Two counselors were allocated 100 percent to
Corporate and Medicare. Only 65 percent of
these efforts should have been allocated.

The remaining 35 percent was direct effort.

The Auditee recalculated the CY 89 rate for Personnel

Services, including adjustnments for the above D sbursenent
Codes. The recalculated rate was approxinmately $.50 | ess per
FTE than the anpunt charged. I n our discussions wth the

Auditee it was agreed the $.50 reduction would apply to fiscal
years 1987, 1988 and 1989. Application of the $.50 reduction
to Medicare FTE count resulted in the follow ng:

Medi care Reduction at
FY FTE X .50 per FTE
1987 7,166 $3, 583
1988 9, 699 4, 850
1989 10, 114 5. 057
Tot al $13.490
The overcharge of $13,490 is cost questioned. However

undercl ai ned cafeteria charges for FY 87 and FY 88 were of fset
agai nst these overcharges.

RECOMVENDAT| ON

W recommend that the Auditee nmke the appropriate financial
adj ustnents as follows:
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Cafeteria $<2,829> $<3,611> $ 739 $<5,701>
Per sonnel Servi ces 3. 583 4.850 5,057 13,490
$ 754 $1, 239 $5,796 $_7, 789

AUDITEE COVMENTS

The Auditee agreed with the finding and recommendation rel ated
to Service Charges. Al'so they indicated that an additional
$6, 440 would be clained for the ambunt of cafeteria costs
underclainmed in FY 87 and FY 88.

AUDI TOR RESPONSE

W have revised the initial finding to deduct the undercharge
for cafeteria costs in FY 87 and FY 88 from the overcharges
for personnel services in these two periods.

DEPRECI ATI ON EXPENSE

The Auditee did not give Mdicare credit for an adjustment to
depreci ati on expense in FY 88. This resulted in overstated
costs of $8,173.

The Auditee's policy was to establish a 10 percent sal vage
value on fixed assets. During May 1988 the Auditee revi ewed
the Medicare fixed asset records and di scovered that sonme of
the fixed assets had been depreci ated bel ow the 10 percent
sal vage value. The Auditee intended to correct this error by
making a debit entry of $8,173 to the fixed asset account and
credit depreciation expense. However, instead of crediting a
Medi care depreciation expense account, the Auditee credited a
corporate account.

The Auditee’s accounting personnel indicated that they were
not aware that the journal entry was incorrect.

RECO ATION

W recommend that the Auditee make the appropriate financial
adjustment for the overstated costs of $8,173 1n FY 88.

AUDITEE COVMENTS

The Auditee agreed with our finding and recomrendation related
to Depreciation Expense.
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COVPLENMENTARY CREDI TS

The Auditee’s conplenentary credit rate (per clain) charged to
outside organizations was insufficient to cover the full
expense of processing and transfer costs. W found that the
Medi care operating costs were overstated a total of $905,724
during the three fiscal years audited because of the

under char ge. Since HCFA had formally approved the contract
bet ween the Auditee and the outside organization, we did not
question the overcharge. However, we are recommendi ng that

the Auditee should performa study at l|east annually to
determne if the conplenentary credit rate is adequate to
cover processing costs. Furt hér HCFA shoul d be provided the
results of the study.

During the period covered by audit the Auditee furnished
Medicare clains information to several outside organizations.
HCFA had formally approved the Auditee's charge of $.43 per
claimas a conplenentary credit. This rate was negoti ated

ggégeen the Auditee and HCFA and was approved on June 24,

According to Section 4601(A)2 of the Carriers Manual, the
Auditee was to negotiate a charge for each unit of information
rel eased to oufside organizations so that the program
recovered processing and transfer costs. Further, Section
4601(c) indicates that the rate to be charged to the outside
organi zation is to be based on a cost allocation nmethod that
distributes all costs to Medicare and the outside organization
in proportion to the benefits received by both parties. The
costs to be shared are any costs that are necessary to ful fil

the terms of the conplenentary contract or the normal clains
processing requirements.

Prior to May 1986 HCFA was responsible for the review and

prior approval of the Auditee's nethodol ogy for conputing hhe
conpl enentary credit rate, as well as the rate itself. Thi's

procedure applied to the rel ease of conplinentarYdecredit

information to thenselves, as well ‘as out's the
or gani zati on. It was 0IG’s responsibility to review the
net hodol ogy for reasonableness in relation to the cost of
processing the claim If the auditor noted any problens that
resulted in an inequity to Medicare, such problens were
reported. However , the auditor was  precluded from

recomrending any financial adjustnents resulting from the
I nequi ty.

Starting in May 1986, HCFA no longer provided prior approva
of the nethodology but approved a rate for subsequent
application. O Gwas still responsible for determning that
tge Auditee’s nethodol ogy was appropriate and the proper
credits were applied. Accordingly the auditors were required
to determine Wwhether the Auditee's nethod of conputing
conpl enentary credits was adequate and resulted in the
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reasonabl e absorption of processing costs related to the

claims information transferred. Further, O G was required to
report the problems with the conplenentary credit area and
recommend any resulting financial adjustnents. HCFA woul d

then negotiate settlement of any finding as part of the audit
resol ution process.

Al though HCFA had fornally approved the Auditee's application
of the $.43 per claim we determined this rate was
insufficient to absorb the rel ated processing costs. Qur
revi ew showed the Auditee’s experienced rate per claimfor
each year audited was higher than the $.43 rate. W devel oped
the experienced rates for each fiscal period based on the
Auditee’s manual spreadsheet of costs by operation line item
The costs shown in line item 1 Oains Paynent were adjusted
for non-conplenentary related itens. This cost was divided by
the total nunber of clains (including conplenentary clains) to
arrive at a rate per claim Compl enmentary clains share of
this rate was 50 percent. Qur conputed rates were $.56, $.49
and $.51 for FY 87, FY 88 and FY 89, respectively.

It should be noted that the rates we devel oped were based on
the costs as shown in the clains processing disbursenent
codes. As discussed in our finding titled "Alocation
System " the Auditee allocated costs from various disbursenent
codes to operation |ines based on estinmates and the NOBA.
These estimates may not be accurate and representative of
actual costs. Consequently the costs we used to devel op the
conplenentary credit rates nmay be understat ed.

W determned that the anount of underreported credit was:

8y 9 EY 88 EY 87 Tot al
Rat e based on
actual costs $.51 $.49 $.56
Rate d ai ned .43 =43 .43
Underreported Rate .08 . 06 13
Nurmber of Conpl e-
mentary C ains 4,.828.536 3.604.977 2, 331. 858

Underreported Credit $386. 283 $216.299 $303. 142 $905,724

Al t hough HCFA had approved the rate we believe studies shoul d
be performed annually to determne whether credits are
adequate to coverthe cost of processing a claim A so HCFA
shoul d be provided the results of these studies.

Since HCFA had approved the $.43 per claimrate, the Auditee
indicated that they did not believe studies were necessary to
determ ne whether the rate was reasonabl e. Consequently no
studies were perfornmed during the period covered by audit.

However, subsequent to FY 89 the Auditee agreed to apply a new
rate of $.65 per claim  Auditee officials indicated that the
new rate was not based entirely on a cost study but resulted
from negotiations wth HCFA
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RECOMVENDATI ON

W recommend that in the future the Auditee should
periodically (at |east annually) performa study of the clains
processing costs to determ ne whether the conplenentary credit
rate being applied is reasonable. HCFA shoul d be provided the
results of these studies.

ITEE

The Auditee expressed total disagreement with this finding and
recommendat i on. They indicated that HCFA had negotiated and
approved the conplenentary credit rate of $.43 per claim The
Auditee considered the agreenent a valid contract and as such
charged the approved rate to outside organi zations. The
Auditee also indicated the auditor's assunption that all data
i nput for Medicare was of equal val ue to outside organizations
may not be valid.

They estimated that about 18 percent of the clains charged to

outside organizations were not the liability of the
conpl ementary insurer. This estimate is based on the
contention that many of the recent | egi sl ative and

adnini strative changes to the medicare program benefit
Medi care only and not the outside organization.

AUDI TOR RESPONSE

Based on the responsibilities assigned the auditor in Section
4601(a)2 of the Carriers Manual, we conputed the actual cost
per claim for processing. Only 50 percent of the actual cost
per claim was applied to conplinmentary credits. Qur
conput ation was based on a methodol ogy commonly used by ot her
Medicare carriers and intermediaries.

Apparently the rates we cal cul ated using this nethodol ogy were
generally in line with rates being charged by eight other
intermediaries and carriers located in the HCFA Chicago
Region. HCFA had provided the Auditee in February 1988 with a
schedule of rates being charged b ten Medicare clains

processors, including Nationw de. This schedul e showed the
average conplenentary credit rate charged by the ten
processors was about $.55 per claim Only two of the

processors (including Nationwi de) were charging $.43. The
remai ning eight processors' rates averaged about $.58 per
claim This schedul e was used by HCFA in July 1989 as the
basis to increase the Auditee's rate to $.65 per claim

Consi dering the above, we still contend that our procedural
recommendation is valid.
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ALLOCATION SYSTEM

The Auditee's cost accounting systemdid not provide for the
I dentification and accunul ati on of costs b% FACP operation
line item | nstead the Auditee estimated the costs by line
Item and adjusted actual costs to agree with the approved
NoBA. W found that the total costs clainmed were properly
supported, however we could not determne the validity or
accuracy of anounts claimed by line item

Qur review showed that the Auditee does not have a step-down
cost accounting system According to the Auditee, the initia
budget request-procedures involved the follow ng:

1.  Budget guidelines were reviewed by the controller and
Medi care Nhna?ers (di sbursenent codes). The budget
gui del ines defined the actions necessary and what
cost containnent neasures were planned. Also work-
| oad projections were part of these guidelines.

2. Each manager was requested to prepare a budget of
resources needed to process the projected workloads
and budget guidelines. This budget was in terns of
sal ary, equiprent, supplies, staffing, etc. The
controller prepared the budget for non-departnenta
di sbur sement codes.

3.  Each manager was required to develop allocation factors
for each disbursenent code under his/her managenent.
These factors were to be based on surveys, workl oad
mx, etc. The controller developed factors for the
EDS-F codes (clains processing) based on projected
wor kl oads and for the executive disbursement codes
based on summary factors for each departnent and
non- departnental code.

4.  The controller prepared various reports from data
provi ded by the managers. This information was
reviened wth the Medicare Vice President. Adjust-
ments could be made if the requested anmounts were
i nconsistent with Budget Cuidelines, Productivity
Goal s, etc.

5. The controller established a database of allocated
anounts from the information prepared by the managers
and the controller. This information was used to
preEELe the HCFA 1524 for the initial Budget Request
to A

6. The HCFA 1524 was reviewed with the Medicare Vice
Presi dent and was conpared to the Budget GCuidelines.
Adj ustnent could be nade if allocated anounts and/or
unit costs were inappropriate. After review, the
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1524 Budget Request was sent to HCFA

7.  The Auditee’s budget data and allocation factors
were adjusted as needed to reconcile the allocated
budget anmounts with the initial approved NoBA. Such
factors would be used to prepare the nonthly IERs and
final FACP.

8. During the year adjustments were nmade as necessary to
actual expenses, workload and unit costs to ensure
agreenment with the NOBA.

The Medicare controller indicated that their major concern was
not to exceed the total approved costs on the NoBa. Regarding
the operation line itemdistribution, the amounts clai ned were
based on estimates and the approved budget.

W requested that the ~controller and nanagers provide
docunentation to support the reasonabl eness of the allocation
percents. The controller provided workpapers for FY 89 that
I ndicated that the data processing percents were based on the
budget ed wor Kkl oad. The allocation percents for the data
processi ng di sbursenment codes did not change during the year.
The percents were not adjusted to actual workl oads. The
t el ephone/ correspondence manager was unable to |ocate any
docunentation to support the reasonabl eness of the percents

for the disbursenent codes under her responsibility. One of
the clains nanagers was able to |ocate docunentation to
expl ain how the FY 88 percents were devel oped. He al so had
some docunents for FY 89, but they were inconplete. The
manager could not |ocate docunentation for FY 87. Anot her
cl ai n8 nanager was unable to |ocate docunentation for the
di sbursenent codes under her responsibility. Cenerally the

managers stated that they were not aware that t he
docunentation should be retained for audit.

The Medicare controller's office retained | oose-|eaf binders
that recorded the allocation percents for each disbursenent
code. The percents would be changed if the controller was
notified that the functions perfornmed in a disbursenent code
had changed. These changes were not based on docunented
studies, workload reviews, etc. Instead the controller
I ndi cated that percents would be changed to agree with the
budget . W could not determine if any of the percents were
adjusted to agree wth the actual distribution of costs based
on wor kl oads.

We perfornmed an anal ytical review of the allocation percents

for the data processing, clains and tel ephone/correspondence
di sbursenent codes. conpared the budget percents to the
percents used on the FACP and fluctuations of the percents
from year to year. The Medicare controller “provided
explanations for unusual fluctuations in the anmount of the
percents. These expl anati ons appeared reasonabl e. However

29



because the Auditee did not retain docunmentation to support
t he budget percents, we were unable to determne if the
percents used were reasonabl e.

Except as discussed elsewhere in this report, we agree that
the total costs «clained were incurred, reasonable and
al | owabl e. Because the Auditee did not adjust the estinmated
al location percents to actual, we were unable to determne if
the costs clainmed by FACP operation line were valid or
accurate. The controller indicated that the Auditee was
concerned only that total costs clained were |ess than the
t ot al NOBA. The Auditee contends that costs by individual
FACP operation |lines should not be an issue.

According to Section 4213 of the Carrier's Mnual, specific
activities should be included in each operation. Accordingly,
the FACP should reflect the actual costs incurred for each of
these activities by operation line item Further, the
Carrier's Manual allows for shifting budgeted anounts between

lines up to 5% but it does not allow shifting actual costs
I ncurred.

Since the Auditee does not have the detailed accounting system
necessary to identify actual costs by operation line item
they need to establish an adequate system of estination
allocation and review to properly support the costs clained.
Once the initial budget is devel oped, the Auditee's system
wll need to provide for nonthly conparisons of actual effort
to estimated by disbursenent code and operation |line itens.
Revisions will be needed to reflect over or under estimates.
Al'l docunents used in the Auditee's review process should be
retained to support the costs clained.

RECOVIVENDATI ON
We recommend that the Auditee:

1. Retain docunentation to support the budgeted allocation
percents.

2. Design and inplenent a system that provides for identifi-
cation and accumul ation of actual costs by operation line
item

AUDITEE COWVENTS

The Auditee disagreed with our finding and reconmendation.
They indicated that Nationwide's cost allocation system

satisfied the contract requirements.  Further, they do not
plan to develop a new systemor to nodify the existing system
However, in the future they wll retain the necessary

docunentation to support the budget and any allocation
percents.
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AUDI TOR RESPONSE

W still contend that the Auditee’s system does not provide
for identification and accumul ation of costs by FACP operation
line item Unl ess the Auditee designs a new system or

nodifies the existing system this deficiency will continue to
exi st.

CORPCORATE SUPPORT OVERHEAD

Qur review showed that corporate support overhead costs were

over st at ed. We noted that unallowable itens were included in
t he overhead pool and the salary base of distribution was
under st at ed. In addition there were m ddl e managenent costs
that had not been included in the overhead costs. These costs
woul d be allowable if clained. W believe the all owabl e
anount of unclaimed mddle nanagenent costs would be
sufficient to offset the overstated anount. In the future the

Auditee W || need to perform an indepth study of the corporate
support overhead expense pool and the salary base.

The Auditee’s corporate support overhead costs allocated to
Medicare include fifteen different categories of expenses

related to support functions. For exanple, sone of the nmgjor
categories are paynment for time not worked, Health & Welfare,
rent and executive and secretarial salaries. Such costs are
all ocated to Medi care based on salary doll ars. The Auditee

conputes a rate for each category of support expense at the
end of the calendar year to determne a conposite support
overhead rate for the next year. The latter rate is applied
to the Medicare salary dollars.

W reviewed each of the fifteen categories of expenses
I ncluded in the support overhead allocation to Medicare.
Based on this review, we found that the follow ng adjustnments
wer e needed:

Executi ve Supervision

The Auditee identified certain executives and their
secretarial staff who indirectly or periodically provide
services to Medicare. The salaries of these individuals and
related overhead charges were included in the support
overhead costs for allocations to Mdicare.

Qur review of the executive positions included in this
support overhead pool showed that certain of these positions
were unal |l owabl e for allocation to Medicare. Sone of the
unal | onabl e executive positions we noted were
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v. P. Positions: Marketing, Taxation, Nationwi de Health Care
Cor por at i on, Chi ef Medi cal D rector, C ai s, I ndustry
Relations, Variable Life, Puerto Rico, Personal Lines, Life &
Health Sal es, Advertising Marketing-Information and Education,
Property and Casualty, Insurance & International Functions,
Underwiting, Pension Sales, etc.

In addition, these V.P. positions had secretarial and other
expenses identified.

According to 48 CFR 31.201-4, a cost is allocable to the
CGovernnment contract if it benefits both the contract and
ot her work. The above V.P. positions benefit the Auditee's
comrercial and private activities but not Medicare. As a
result we have elimnated the applicable costs from the
executive expense pool for each fiscal year.

The effect of this adjustnent was to reduce Medicare's share
as follows:

FY Amount_
87 $3, 100
88 3,751
89 2,199
Tot al $12,.050

Depreci ation

The Auditee, as of January 1, 1988 was buyi ng equi pnent and
selling the items to a bank with |easeback provisions
Under this system no depreciation wuld be clained, only
t he | ease paynents. he Auditee did not elimnate the
depreciation from the support overhead conputation. W have
el 1 mnated the depreciation from the  overhead rate
conput ati on. The effect of this adjustnent was to reduce
the costs allocated to Medicare by the foll ow ng:

FY Amount
88 s 90

89 507
Tot al $597

Leual Expenses

The Auditee had included the |egal expenses for Distribu-

tion Code 001900. Included in this code was expenses for
case settlenents, anti-trust lawsuits, legal fees  (not
related to enployees), and agent |awsuits. Al so included

were costs for a law firm whose owner is an enployee of
Nat i onwi de.

Regardi ng these |egal expenses, we consider them unallow
able since there was no benefit to the Federal government.
The Auditee was not aware that certain |legal fees were
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unal | owabl e. Further, the Auditee did not _furnish the
necessary information to support the fees. The effect of
these adjustnments was to reduce Medicare by the follow ng:

FY Anmount

87 s 44

88 198

89 474

Tot al $716

Reui onal Rent

The auditee included the regional rent expense in the "Rent"
percent calculation. W found that regional offices all |ease

their bujldingf and_generally_pay a higher rate per square
foot. Since the regional offices are exclusively comercial
and do not benefit Medicare, we elimnated the salaries and

rent costs fromthe CY 88 cal cul ati on. Thi s reduced the
anount allocated to Medicare by the follow ng:

FY Anount

87 $< 201>

88 439

89 1.514

Tot al $ 1,752

Real Estate sal aries

The Auditee's support overhead included factors for sick
| eave, vacation, holidays, and excused absences. The initial
cal cul ation used by the auditee was to determ ne the average
sal ary cost per day. This cost was conputed by dividing the
corporate salary dollars, including Real Estate and Accrual
salaries into the year end full-tinme equivalent work days.
The resultant cost was applied to the nunber of days recorded
for sick | eave, vacation, holidays and excused absences to
establish the total cost related to such tinme. The next step
was to divide the total cost of sick |Ieave and other paid

absences by the corporate salary base to arrive at a rate per
sal ary dol |l ar.

Qur review showed that the Auditee had overstated the rate by
excluding the real estate and accrual salary dollars in the
calculation to determne the percentage per salary dollar. W
recal cul ated the percentage per salary dollar and conputed
Medi care's share. This adjustnment resulted in the follow ng:

FY Sick Leave O her _Tine not Wrked Tota
87 $ 153 S 736 $ 889
88 441 2,046 2,047
89 395 1, 755 2. 150

$ 989 $ 4,537 $5,.526
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Reassi uned Sal ari es

The Auditee applied the incorrect conposite support overhead

rate for reassigned salaries in CY 88. A conposite support
overhead rate was cal culated manually by the Auditee at the
end of CY 86 for application in CY 87. This sane rate was

applied in Cy 88. The composite rate for CY 86 was .5561
versus the Cy 88 actual rate of .5327. W applied the proper
rate for CY 88 resulting in" the followng adjustnent in
Medi care for FY 88and FY 89:

Overstated
FY Anpunt
88 $ 506
89 418
Tot al $ 924
| ndi vi | Lif n [th ration

During the three fiscal years audited, the Auditee applied a
negot | ated standard nonthly charge for Individual Life and
Health Qperation (I1L&H support. This charge related to the
executive, and personnel, secretaries and other salaries, as
wel | as support costs of the |IL&H operations in disbursenent
codes 311110 and 311130 respectively.

W noted that the Auditee did not charge Medicare the
negoti ated standard rate. | nstead they applied the support
overhead rate applicable to ~corporate activities. e
recal cul ated the amount of |L&H operation costs applicable to
Medi care using the negotiated standard nonthly charge. The
effect of this recalculation was as foll ows:

| L&H Di sbur senent Codes

311110 311130
FY Executives Per sonnel & Support Tot al
87 $ 1,826 $ 3,206 $ 5,032
88 1, 852 3, 690 5, 542
89 <2,131> <7,019> <9,150>
$ 1,547 $<123> $ 1,424

The total net effect of the above support overhead adjustnents
was to overstate Medicare by a total of $22,989

CGenerally the Auditee was conservative in allocating support
overheaglto Medi car e. There were certain other support
overhead costs that the Auditee incurred but did not claim
The Auditee identified m ddl e nanagers' salaries and support
costs as one of the overhead expenses incurred but not
cl ai med. They provided us with a schedul e which showed the
following amounts of middl e managers' salaries and support
costs related to Medicare:

34



FY Anount
87 $27, 151
88 $26, 641
89 $25, 813

Al though the middl e managenent costs would be an all owabl e
overhead charge, the Auditee did not claim such costs. W
believe the all owabl e anount of overhead m ddl e managenent
costs would be sufficient to offset the overstated anount of
$22, 989. Consequently the overstated anount was not
questi oned.

RECOMVENDAT] ON

W recommrend that the Auditee performa study of its corporate
support overhead to elimnate unallowabl’'e itens and to
identify the appropriate salary base. A so in the future, the
Auditee Wi Il need to conduct a study to determ ne which mddle
managers benefit Medicare. This is especially inportant since
there are mddl e managers assigned full-tine to a direct

function that do not benefit Medicare. Further, there may be
other managers that have divided responsibilities benefiting a
direct function as well as overhead functions. In both cases

t he Auditee woul d need docunented tinme studies to support the
distribution of the mddle nanagers' costs.

AUDITEE COMMVENTS

Except for the Executive Supervision and Regi onal Rent Costs
uesti oned, the Auditee agrees wth the r econmended
i sal | owance. The Auditee contends that devel oping a "true"

overhead rate requires that all costs of an operation be

included in the overhead expenses. Excluding certain costs or
selectively including only a part of these costs understates
the true cost of overhead. Thus including the officers'
salaries and regional rent in the overhead rate does not nean

that Medicare is being charged a portion of these salaries or
rent.

In addition the Auditee felt that the M ddl e Managenent Costs
of $79,605 not allocated to Medicare should be al |l owed. Thi's
anount was cited in the report.

AUDI TOR RESPONSE

W do not agree with the Auditee's position on including al
overhead costs, Executive Salaries and Regional Rent in the

overhead rate cal cution. There are four key factors to be
considered in determng the allowability of a direct or
i ndirect cost charged to a Federal contract. The cost nust:

(1) be reasonable, (2) be allowable in accordance with the
applicable, CFR cost principles and special contract terns,
(3) be allocable, and (4) have received consistent accounting
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treat nent. We questioned the Executive Supervision and
Regi onal Rent Costs because these functions relate to the
Auditee's private and commercial |ines of business and not
Medi car e. Unless there is an identifiable benefit to
Medicare, the cost does not neet the allocability factor.
Thus the cost is unallowable for allocation to Medicare.

O the $79,605 in mddl e managenent costs not clainmed, W
of fset $22,989 agai nst the overstated anmount. As a result no
costs were questioned.

UNTIMELY ALLOCATION UPDATE

During the three years audited the Auditee charged Medicare
$460 per nonth for services provided by the Purchasing
Depart ment. Services provided included purchasing and
contracting activities and operation of the |eased autonobile
program The Auditee had not perfornmed a study to determ ne
whet her the rates charged were reasonabl e.

According to the Auditee, a rate study had not been nade for
several years. They agreed to performa study for each of the

years under audit. The Auditee’s study showed that the
experienced nonthly rates were higher than the rates charged
to Medicare during the three fiscal years  audited.
Experienced rates as devel oped by the Auditee were:
EY 87 EY 88 EY 89
Experienced Mnthly Rate $584 $648 $694

Al t hough there was no adverse effect on Medicare as a result
of applying the $460 per nonth, the Auditee should perform
periodic studies to justify the rates charged. Further, the
docunentation used in these studies should be maintained as
justification for the rates applied.

RECOMVENDATI ON

W recommend that the Auditee perform annual rate studies to
support the rates charged to Medicare. The results of these
studi es should be retained for subsequent review.

AUDITEE COMMVENTS

The Auditee indicated that overhead rates were cal cul ated and
appl i ed each year. Also, they recalculated the Purchasing
Departnent's rates for the three fiscal years audited. The
recal cul ati on showed that the Auditee had undercl ai ned in each
year. They propose to offset the $6,552 undercl ai m agai nst
costs questioned under other findings in this report.
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AUDITOR RESPONSE

We do not agree that overhead rates were cal culated and
appli ed each year. If this was a fact, then the underclaim
woul d not exi st. Regarding the underclaim we do not have

authority to offset these costs against other questioned
costs.
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Doshi & Associates, P.C.
Accountants and Management Consultants
Kant D. Doshi, C.P.A. 4520 Madison, Suite 105

Managers:
Kansas City, Missouri 64111

James R. Gray, C.P.A. Gerald E. Black
Mary M. Duff, C.P.A. Phone (816) 756-3020 William J. Anderson
Fax (816) 756-3021

NT EVAL UATI OF | NTERNAL TR RE

W have audited the Medicare Part B Statenents of
Adm ni strative Costs of Nationwi de Mitual |nsurance Conpany
(the Auditee) for the fiscal years ended Septenber 30, 1989,

19881ggf 1987 and have issued our report thereon dated January
24, :

W conducted our audit in accordance with generally accepted
auditing standards and the standards for financial audits
contained in Government Auditin ndar i ssued by the
Conptroller General of the United States.

In planning and performng our Audit of the Auditee, we
considered its internal control structure in order to
determine our auditing procedures for the purpose of
expressing our opinion on the financial statenments and not to
provi de assurance on the internal control structure.

For the purpose of this report, we have classified the
significant ~ internal control structure, policies  and
procedures in the follow ng categories:

-ProEerty and Equi prent
-Cash Receipts

-Cash Disbursenents

- Purchasi ng and Recei ving

-Accounts Payabl e and Accrued Expenses
- Payrol |

For all of the control categories |listed above, we abtained an
understanding of the design of relevant policies and
procedures and whether they have been placed in operation.
W al so assessed control risk.

Qur consideration of the internal control structure would not
necessarily disclose al.1 matters in the internal control
structure that mght be material weaknesses under standards
established by the Arerican Institute of Certified Public
Accountants. A material weakness is a condition in which the
design or operation of a specific internal control structure
el enent does not reduce to a relatively low |level the risk
that errors or irregularities in anmounts that would be
material to the financial statenents being audited may occur

and not be detected within a_tinel¥ period by enployees in the
nor mal course of performng heir assigned ~ functions

Members
American Institute of Certifled Public Accountants



However, we noted no matters involving the internal control
structure and its operations that we consider to be materi al
weaknesses as defined above.

The managenent of the Auditee is responsible for establishing
and maintaining a system of internal accounting control. In
fulfilling this responsibility, estimates and Judgenments by
managenent are required to assess the expected benefits and
rel ated costs of control procedures. he objectives of a
system are to provi de managenent with reasonable, but not
absolute, assurance that assets are safeguarded agai nst | oss
from unaut hori zed use or disposition, and that transactions
are executed in accordance with nanagenent's authorization and
recorded properly to pernmt the preparation of financial
statenents in accordance with generally accepted accounting
principles.

Because of inherent limtations in any system of internal
accounting control, errors or irregularities may neverthel ess
occur and not be detected. Also, projection of any evaluation
of the systemto future periods is subject to the risk that
procedures may beconme inadequate because of changes in
conditions or that the degree of ~conpliance wt t he
procedures may deteriorate.

This report is intended solely for the use of managenment of
Nati onw de Mutual | nsurance Conpany and the Departnent of
Heal th and Human Services in regard to their agreenment to
adm ni ster the Medicare program and should not be used for any
ot her purpose.

_Dohi’ @ Assomales p.c.

Kansas City, Mssouri
January 24, 1991
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Doshi & Associates, P.C.

Accountants and Management Consuftants
Kant D. Doshi, C.P.A. 4520 Madison, Suite 105 Managers :
Kansas City, Missouri 64111

James R. Gray, C.P.A. Gerald E. Black
Mary M. Duff, C.P.A. Phone (816) 756-3020 William J. Anderson
Fax (816) 756-3021

COVMENTS ON COVPLI ANCE W TH PERTI NENT REGULATORY REQUIREMENTS

W have audited the "Final Adm nistrative Cost Proposals"
(Form HCFA and 1524) of Nationw de Miutual |nsurance Conpany
for the fiscal years ended Septenmber 30, 1989, 1988 and 1987,
and have issued our report thereon dated January 24, 1991.

W conducted our audit in accordance with generally accepted
auditing standards, "Government Auditing Standards," and the
"Audit @Quide for the Review of Adm nistrative Cost Incurred by

Medi care Internediaries and Carriers Under Title XVIII of the
Soci al Security Act" (draft interimaudit instruction E-|
dated August 1990). These standards require that we plan and

performthe audit to obtain reasonabl e assurance about whet her
the financial statements are free of material msstatenent.

Conmpliance with laws, regulations, contracts, grants, and
binding policies and procedures applicable to Nationw de
Miut ual | nsurance Conpany is the responsibility of Nationw de
Mitual |nsurance Company's nanagenent. As part of our audit,

we performed tests of Nationwi de Mutual |nsurance Conpany's
conpliance wth certain provisions of |aws, regulations,

contracts, grants, and binding policies and procedures.

However, 1t should be noted that we perforned those test of
conpl i ance as Part of obtaining reasonabl e assurance about
whet her the I nanci al statenents are free of material
m sstatenent: our objective was not to provide an opinion on
conpliance with such provisions.

Qur testing of transactions and records selected from Federal
prograns disclosed instances of nonconpliance with those | aws
and regulations. Al instances of nonconpliance that we found
and the prograns to which they relate are identified in the
Fi ndi ngs and Recommendati ons Section of this report.

Except as described above, the results of our tests indicate
that wth respect to itens tested, Nationw de Mutual |nsurance
Conpany conplied, in all mat eri al respects, wth the

provisions referred to in the third paragraph of this report.
Wth respect to items not tested, nothing canme to our

attention that caused us to believe that Nati onw de Mitual
| nsurance Conpany had not conplied, in all material respects,
w th those provisions.

American Institute of Certified Public Accountants



This report is intended solely for the use of nanagenent of
Nati onwi de Miutual |nsurance Conpany and the Departnent of
Heal th and Human Services in regard to their agreenent to

adm ni ster the Medicare program and should not be used for any

ot her pur pose.
» /
Dorks ehssoeales .C .

Kansas Gty Mssouri
January 24, 1991



NATI ONW DE MUTUAL | NSURANCE COVPANY
Part B

I NTERI M EXPENDI TURE REPORTS

The audit guide issued by the Departnent of Health and Human
Services requested that ~coments be included in the audit
report concerning the accuracy of the Auditee’s interim
expenditure reports (IERs).

In order to determ ne the accuracy of these reports, we
performed various tests for clerical accuracy and reliability
of allocation nethods and exam ned supporting cost reports

which verified actual costs as reported on the IERs chosen for
test work.

Qur audit disclosed that the Auditee had not established a
cost accounting system that provided for identifjcation and
accumul ati on of costs by FACP operation line item
Essentially the Auditee estimated costs by line item and
adj usted actual costs to agree wth the approved NOBA. \\
found that the total costs clained were properly supported but
could not determine the validity or accuracy of anounts
claimed by line item (See our finding Allocation Systen).
Al t hough these weaknesses were disclosed, we still believe
that on the whole the IERs are materially accurate.
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NATI ONW DE MUTUAL | NSURANCE COVPANY
Anal yti cal Review of Reported Costs - Part B
For the Years Ended Septenber 30, 1989 and 1988

Adm nistrative | ncrease
Costs d ai ned <Decr ease>

Qoeration 1989 1988 Anmount % Ref .
d ai ns Paynent $23,583,672 $21,346,229 $2,237,443 10. 48
Revi ews and

Heari ngs 2,961,167 3,504,901 < 543,734> < 15.51> 1
Benefi ci ary/

Physi ci an

I nquiry 2,942,771 4,010,056 <1,067,285> < 26.62> 2
Pr of essi onal

Rel ati ons 161, 104 - 161, 104 100. 00
Medi cal Revi ew

& UWilization

Revi ew 5,320,338 2,929,980 2,390,358 81. 58 3
Medi care Secondary -

Payer 1,042,370 1,161,784 < 119,414> < 10.28>
Participating

Physi ci an 766, 696 822,548 < 55,852> < 6.79>
Productivity

| nvest ment s 1,867,111 550, 268 1,316,843 239. 31 4
Q her 32,051 84,581 < 52,530> < 62.11> 5
O her 54, 342 213,700 < 159,358> < 74.57> 5
O her 1.152. 741 38. 256 1.114 485 29.13 5

$39.884.363 $34.662.303 $5.222. 060 15. 07

Expl anations of variances > 15% and $250, 000

1. Revi ews and Hearinus (Line 2)

There was no official total workload reported for Line 2
in FY 1988, but the HCFA-1524C shows detail workload that
totals to 549,538. The workload for FY 1989 was 580, 249,
a 5.6 percent increase.

Reopeni ngs were noved fromline 2 to Line 1 per Budget
Quidelines. This was $587,516 in FY 1988 and is slightly
hi gher than the decrease in Line 2 costs for FY 1989.

2. Beneficiarv/Pysician Inaquiries (Line 3)

There was a 3.5 percent increase in workload. However
there was a decrease of 20.7 percent decrease in pro-
ductive hours to process the increased workload. The
reduced costs are a direct result of productivity

I nprovenents initiated fromthe ACE contract.
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3. MR/UR (Line 5)

Cains volume increased 9.2 percent and this increases Line
5 workload. There were additional requirements mandated by
HCFA in prepay procedures and screens. There was a mandated
i ncrease of greater than 50 ﬁfrcent t0 postpay activities.
Level of work increased for both prepay and postpay. The
NoBA for this |ine exceeded the Budget Request and remai ned
at $5,349,200 for the entire year.

4., PL_(Line 8)

Projects funded by HCFA for FY 1989 increased primarily for
two reasons:

1. Inplenmentation of MCS was a $1,190,000 paynent to EDS-F.
2. Conversion to OWF was a $467, 789 payment to EDS-F.

These both were directed by HCFA and total $1,657,789
conpared to a total increase of $1.3 mllion for Line 8.

5 Qher (Lines 9. 10 and 11)

There were two najor projects in FY 1989 that resulted in the
$902, 597 increase in these |ines.

1. The nmove fromPlaza | to Plaza Il was $471, 739

2. Inplenentation of MCS also had Nationw de costs for
training, testing, documentation, etc. of $449, 638.

Costs of both projects was $921, 377.
6. Sunmaryv
Total unit cost decreased slightly from $1.84 to $1.81

after the four major projects for Lines 8-11 were del eted,
Wor kl oad increased 9.2 percent.
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NATI ONW DE  MUTUAL | NSURANCE COVPANY
Anal yti cal Review of Reported Costs - Part
For the Years Ended Septenber 30, 1988 and 1987

Adm nistrative | ncr ease
costs O ai ned <Decr ease>

Qperation 1988 1987 Anpunt
d ai ms Paynent $21,346,229 $20,211,013 $1,135,216 5.
Revi ews and

Heari ngs 3,504,901 3,337,898 167, 003 5.
Benefi ciary/

Physi ci an

Inquirﬁ 4,010,056 4,154,569 < 144,513> < 3
Medi cal Revi ew

& Uilization

Revi ew 2,929,980 2,298,238 631, 742 27
Medi care Secondary

Payer 1,161,784 915, 999 245,785 26.
Partici pating

Physi ci an 822, 548 822, 548 100.
Physi ci an Fee

Freeze 299,597 < 299,597> <100.
Productivity

| nvest nent s 550, 268 727,533 < 177,265> < 24.
O her 213, 700 91, 828 121, 872 131.
O her 38, 256 75,000 < 36,744> < 48.
O her 84.581 148,100 < 63,519> < 42.

$34,662,303 $32.2590. 775 $2.402. 528 7.

Expl anations of variances > 15% and $250, 000

1. MR/UR (Line 51

B

There was an increase of 17.4 percent in clains processed.

This has a direct inpact on Line 5 workload.

Line 5 funding

was 11.4 percent of Line 1 funding. The Line 5 funding
This is due

Increased slightly to 13.7 percent in FY 1988.
screens and protocols
within the

to increased workl oad and the additiona

initiated in Fy 1987. The final costs were well
gui del ines of 12-15 percent of Line 1 costs.

for nedical necessity.

2. MSP_(Line 6)

1

62

00

.48>

49
83
00
00>
36>
72
99>

89>
45

A specific new
requi renent was Devel opment of unassigned clains before denial

The 17.4 percent increase in clains processed resulted in
additional work in the MSP area. Mre clains are suspended
and nust be worked. Savings increased from $13,773,385 to
$17,493,312 or 27.0 percent. This mrrors exactly the
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I ncrease of 26.8 percent in costs.

Participating Phvsician (Line 7)

HCFA defined specific requirenents for Line 7 starting with
the Budget Quidelines for FY 1988. The initial NOBA for

t hese tasks was $650,800 or nore than double that in FY 1987.
HCFA converted Pl 8809, OBRA 404 1 to line 7 in md 1988.

The increase from FY 1987 to FY 1988 for Line 7 is a result of
HCFA defined requirenents and converting a Pl to Line 7 costs.

Phvsi ci an Fee Freeze (Line 7)

This was renaned to Participating Physician from FY 1987 to
FY 1988.

Sunmar v

Total unit costs decreased from $2.01 in FY 1987 to $1.84 in FY
1988 while workl oad increased 17.4 percent.
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Operation

d ai ns Paynent

Revi ews and
Heari ngs

Benefi ciary/
Physi ci an
I nquiry

Medi cal Review &
Utilization
Revi ew

Medi care Secondary

Payer
Physi ci an Fee
Freeze
Productivity
| nvest nent s
Q her
Q her
Q her

Anal NATI ONW DE  MJUTUAL | NSURANCE COVPANY
al'y

Revi ew of Reported Costs - Part
For the Years Ended Septenber 30, 1987 and 1986

Expl anations of variances > 15% and $250, 000

1. Revi ews of Heari nas

Li ne 2)

Wrkload in FY 1986 was 312, 529.

494, 728.
the unit

This is a 58.3 percent
cost decreased 4.4 percent.

B

Wrkload in FY 1987 was

i ncrease in workl oad.
The change in work-

| oad accounts for the increase in costs reported on Line 2.

2. enefici

sician I ncfuiries

Workl oad in Fy 1986 was 789, 550.

836, 449.
unit cost

The increase in unit cost
neasurln?
"percentage o

standard for
was for
Addi ti onal

nore WATS | i nes,

| ocal

time all

This is a 5.9 percent
increased from $3.16 to $4.97 or 57.3 percent.

Li ne 3)

Wrkload in FY 1987 was

t el ephone servi ce.
trunks are busy."
staffing and equi pment were needed including
i ne and speci al

47

i ncrease in workl oad.

Is due to a change in HCFA

The

The standard

sof t war e.

Adm ni strative | ncrease
Costs d ai ned <Decr ease>
1987 1986 Anount % Ref .
$20,211,013 $20,369,489 $< 158,476> < 0.78>
3,337,898 2,289,249 1,048,649 45. 81 1
4,154,569 2,492,715 1,661,854 66. 67 2
2,298,238 1,938,977 359, 261 18.53 3
915, 999 657, 162 258, 837 39. 39 4
299, 597 237,000 62, 597 26. 41
727,533 936,103 < 208,570> <22.28>
91, 828 426,897 < 111,969> <26.23>
75, 000
148, 100
$32.259. 775 $29.347.592 $2.912. 183 9.92



3. MR/UR (Line 5)

Wrkl oad was 1,499,929 in FY 1986. Wrkload was 2,512,548
in FY 1987. This is a 67.8 percent increase. The unit

cost decreased from $1.29 to $0.91 or 29.5 percent. Ther e
were additional screens and protocols mandated by HCFA. The
majority of the additional workload was handled wth

exi sting resources, the increased workload resulted in the
smal | increase in total costs.

4. NBP_(Line 6)

The savings achieved in FY 1986 was $7,573,163. The savings
achieved 1n FY 1987 was $13,773,385. This is a 81.9 percent
increase. Mre clains were received and processed (12.7
percent increase over FY 1986) and thus nore clains are
reviewed for MSP. There were HCFA directed changes in MSP
that resulted in increased suspense and workload per claim

5. Summaryv

Total unit cost decreased from $2.06 to $2.01 while workl oad
I ncreased 12.7 percent.
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EXIT CONFERENCE

An exit conference was conducted at the offices of NATI ONWDE MJUTUAL
| NSURANCE COVPANY on January 24, 1991. Those in attendance were:

WIliam Ransey Vi ce- Presi dent Nat i onwi de Mut ual
of Medicare I nsurance Conpany
Mke MIler Director - Corporate  Nationw de Mitual
Accounti ng I nsurance Conpany
Leslie CQutter Director - Property Nati onwi de Mutua
Servi ces I nsurance Conpany
Ronal d Harnmon Medi care Controller Nat i onwi de Mit ua
I nsurance Conpany
Mark Wite Manager - Cost Nati onwi de Mutua
St andards and I nsurance Conpany
Account i ng
Kant D. Doshi Pri nci pal Doshi & Associ at es,
P.C.
WIlliam J. Anderson Manager Doshi & Associ at es,
P.C.
Louis E. Davis Super vi sor Doshi & Associ at es,
P.C.
Mary M Duff Super vi sor Doshi & Associ ates
P.C.

The Findi ngs and Recommendations as reported in this audit report
wer e di scussed.

49



Exhibit A

NATI ONW DE MUTUAL | NSURANCE coMPANY
FI NAL ADM NI STRATI VE COST PROPOSAL COSTS
CLAI MED BY OPERATI ON - PART B

FOR THE FI SCAL YEAR ENDED SEPTEMBER 30,

Qperation

d ai ns Paynent
Revi ews and Heari ngs
Benefi ci ary/ Physi ci an
Prof essi onal Rel ations
Medi cal Review & Utilization Review
Medi care Secondary Payer
Participating Physician
Productivity Investnents
Q her
Q her
O her

FACP Costs O ai ned

| nquiry

Recomrended Adj ust nent s:

Post age Costs

| mput ed | nterest
Unaut hori zed Costs
Leasehol d | nprovenents
Data Processing

Fringe Benefits
Accrued Expenses
Pensi on Expense

Return on | nvest nent
10.  Unal | owabl e Travel
11. Service Charges
Total Adjustnents
Costs Recomended for

©oOoNoOTREWNDE

Accept ance

Note: Explanation of each adjustnment

1989

Adm ni strative
Costs d ained

$23,583,672
2,961,167
2,942,771
161, 104
5,320,338
1,042,370
766, 696
1,867,111
32,051

54, 342
1.152. 741
39. 884. 363

1,453,465
180, 649
739, 708
269, 226
251, 476
211, 422
100, 000

27,471
2,471

5, 603

5,796

3. 247, 287
$36.637. 076

Is provided in the

"Fi ndi ngs and Recommendations" section of this report.
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Exhibit B

NATI ONW DE MUTUAL | NSURANCE COVPANY
FI NAL ADM NI STRATI VE COST PROPCSAL COSTS
CLAI MED BY OPERATI ON - PART B
FOR THE FI SCAL YEAR ENDED SEPTEMBER 30, 1988

Adm ni strative

Qoeration Costs O ained
d ai ns Paynent $21,346,229
Revi ews and Hearings 3,504,901
Beneficiary/ Physician Inquiry 4,010,056
Medical Review & Utilization Review 2,929,980
Medi care Secondary Payer 1,161,784
Participating Physician 822, 548
Productivity Investnents 550, 268
O her 84, 581
O her 213, 700
O her _ 38,256
FACP Costs { ai ned 34. 662. 303

Recomrended Adj ustnents:

1. Accrued Expenses 5, 369
2. Return on |nvestnent 9, 188
3. Unal |l owabl e Travel Costs 5, 904
4. Service Costs 1,239
5. Depreciation Expense 8,173
Total adjustnents 29. 873

Costs Recommended for Acceptance $34,632,430

Note:. Explanation of each adjustnent is provided in the
“Fi ndi ngs and Recommendations" section of this report.

51



Exhibit C

NATI ONW DE  MUTUAL | NSURANCE COVPANY
FI NAL ADM NI STRATI VE COST PROPOSAL COSTS
CLAI MED BY OPERATION - PART B
FOR THE FI SCAL YEAR ENDED SEPTEMBER 30, 1987

Adm ni strative

Operation Costs d ained
A ai s Paynent $20,211,013
Revi ews and Hearings 3,337,898
Beneficiary/ Physician Inquiry 4,154,569
Medi cal Review & Utilization Review 2,298,238
Medi care Secondary Payer 915, 999
Physi ci an Fee Freeze 299, 597
Productivity Investnents 727, 533
Q her 91, 828
O her 75, 000
Q her 148, 100
FACP Costs O ai ned 32.259. 775

Recomrended Adj ustnents:

1. Return on |nvestnent 7, 505
2. Unall owabl e Travel Costs 3, 908
3. Service Charges 754
Total Adjustnents 12, 167
Costs Reconmended for Acceptance $32.247. 608

Note:  Explanation of each adjustment is provided in the
“Fi ndi ngs and Recommendations" section of this report.
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M E D | CA R E NATIONWIDE MUTUAL INSURANCE COMPANY NATI ONWI DE
CARE OPERATIONS
P 0 BOX :‘652; fRCOLUM;U'S.gHIO 43218 I N S U RA N C E

e Nationwide 18 on your side

May 10, 1991

M. WIliam J. Anderson

Seni or Manager

Doshi & Associ ates, P.C.

Accountants and Managenent Consultants
4520 Mnadi son, Suite 105

Kansas Gty, MO 64111

Re: Draft Audit Report of Admnistrative Expenses
for Fiscal Years 1987, 1988 and 1989

Dear M. Anderson:

W have reviewed the proposed audit adjustments. Qur comments to
each proposed adjustnent have been provided in the attachment.

Wul d it be advantageous to have a nmeeting to discuss several of
the findings where we have provided additional information and
have disagreed with the finding?

Sincerely,

//dé‘.,v
William P. Ramgp€y ;
Vice Preside _

Medi care Qperations
WPR/RLH/ka
At t achnent

cc: M. Paul P. Swanson, HHS-O G Chi cago
Ms. Judith D.stec, HCFA Chi cago



Di scussion of Audit Adjustnents

W agree the following findings are unallowable in FY 87-89:

1.  Leasehold Inprovenents
2. Data Processing Costs

3. Accrued Expenses

4. Pension Expenses

5. Return on I|nvestnent
6. Unallowable Travel Costs
7.  Service Charges

8. Depreciation Expense

9. Untimely Allocation Update (procedural)

Subt ot al
Addi ti ona

claims by Nationw de
Tot al

* These costs have been audited and found to be allowable if clained

in FY 1990 and succeedi ng years.

**Nationwi de clains additiona

$269,226%

251,476*

100,000%
5, 369

27,471%

19, 164

15, 415

14,229%%

8,173

* %

$710, 523
(14, 341)

696, 182

costs for the three audit years.



We disagree with the follow ng findings:

1. Postage Costs $1,453,465%*
2. Conplinmentary Credits 905, 724
3. Unauthorized Costs 739, 708
4.  Fringe Benefits 211, 422
5. Productivity Investments Sales tax 65, 450
6. Corporate Support Overhead 22,989%*

7.  Allocation System (procedural)

Tot al $3,398,758

*We agree with some portions of these findings, but do not agree with
the nonetary adjustnent.



The following are the reasons for disagreeing with the seven nonetary
and one procedural findings.

1. Postage Costs

Nati onw de agrees that nost of the postage purchases during
the last six nmonths of FY 1989 were not actually used lg t he
five mailing machines until FY 1990. However, °‘Nationw de
disagrees with the finding that only one nonth's supply of
postage should be allowed in FY 1989.

There were several conditions that existed in the last half

of FY 1989 that contributed to the |arge balance on hand at
the end of the year.

- I nmplementation of the new Multi-carrier System (M)
and conversion to the Common Wrking File (CWF)
environnents was originally scheduled for April, 1989
but was del ayed several times.

C ains Receipts were increasing nore than 13 percent
per day over the sanme period in FY 1988 and nore than

7 percent per day over the first six months of FY
1989.

Extra efforts were being nmade to process the in-
creasin? wor kl oad so that Pending would be at the

| onest [evel possible when we went to MCS and CW.
Post age usage increased nore than 20 percent from
July to August. Based on the increased usage, in-
creasing receipts and changing to MCS/ CW, additiona
postgge needs were projected tor Septenmber and

Cct ober

- I'n August two of the five postal meters broke with

- a total of $153,108.93 on the meters. A third neter
broke in Septenmber 1989 with $91,684.51. These were
the first breakdowns in nore than a year. The post-
age on the neters is sent as a credit to Nationw de,

but is not available for loading to another neter.

Nationw de nust initiate a postage purchase reguest
to replenish the account with RVRS. Wthin a 30

day period, $244,793.44 was involved in neter break-
downs. Additional postage was purchased in case of
addi tional breakdowns.



- Anticipated funding for the first quarter of FY 1990
was i nadequate and excess funds were available in
FY 1989. The new inexperienced Controller initiated
four requests for postage ($1,150,000) in August and
Septenber to insure the account with RVRS had suf-
ficient postage to load to the five postal neters.
The need for postage was increasing as receipts were
up, Bending had to be decreased and the three neters
had broken for the first time in nmore than a year.

fourth meter broke in October with $82,731.83 on it.

- Additional funding for inplenenting nore seﬁtions of
OBRA 89 was received in early July 1990. Physician
Payment Reform (PPR) was one ofthe major items in
this funding. ddi tional postage was ordered for
the anticipated special mailings and newsletters,
but were not conpleted in FY 1990.

| ncreasi ng recei pts, new MCS/CWF environnent, Physician Paynent
Reform activities, equipnent breakdowns and uncertain funding
were significant factors in the purchase of additional postage.
Nati onw de a%rees In retrospect that sone PDSt&%; pur chases
shoul d have been del ayed into FY 1990. Nationw™de recomends
that $1,005,364 (3 nonths usage) be allowed in FY 1989 and t hat
$783,289 be repaid to HCFA as unal |l owabl e costs in FY 1989. The

$783,289 is an allowable in FY 1990 and will be clained in a
revi sed FACP.

Conpl enentary Credits

Nati onwi de di sagrees conpletely with the finding. As stated in
the draft report, Nationw de had negotiated a rate with HCFA in

m d-1986 and the rate was approved in a letter dated July 24, 1986
(copy was provided to Audit Team). Subsequently, Nationw de
entered into contracts wth outside organizations: no data was
provided to another Nationw de organization, Both parties
fulfilled all| aspects of these contracts: the data was provided
and invoiced, the invoices were paid.

There are several conditions that could be included in calculating
the "total cost" of providing the data to outside organizations.
Cains data was sent to these orqanizations based on eligibility
files provided to Nationwide. Al clains data for policyholders
on these eligibility files were sent to the outside organi zation,
This included clainms for which they had_no liability. Nationw de
used no edits to screen these clains. These clainms”include those
that were 100 percent paid by Medicare, Duplicate clainms,

Replicate clainms, MSP denials, HMO denials, and denials due to
no response to devel opment. Based on data provided by one outside
oBganization and confirned by analysis of Mdicare files by

EDS-F, nearly 18 percent of all clains sent to the outside

organi zati ons were unneeded, Yyet they paid 43 cents for each of
these clainms. By recalculating the amounts that should have been
charged, Nationw de overcharged for 17.9 percent of the clains

It provided during the audit years.



Fy 1989 $371, 652

FY 1988 277,475
FY 1987 179, 483
W= Ve - -
$828, 610

Al though this $828,610 does not full¥ account for the audit
finding of $905,724, the assunption that all data input for
Medi care processing was of equal value to the outside organ-
i zations may not be valid. 0 many requirements have beén
mandated in the past several years by legislative and ad- .
mnistrative neans that it is difficult to identify what 'S
processed for Medicare's benefit only and is of no’value to
the conplenentary insurers in neeting their obligations to
their policyhol ders.

In summary, Nationwide disagrees with this finding. Nationw de

had valid contracts with outside organizations for a negotiated
rate approved by HCFA. Wthin this rate, Nationw de charged

for nearly 18 ﬁercent of the clains for which there was no
liability on the part of the conplenmentary insurer.

Unaut hori zed Costs

Nati onwi de disagrees with this finding. NOBA approval was pro-
vided for Edgepark Litigation and Request for Proposal (RFP) in
FY 1988. This approval was received in the final NOBA |ssued

by HCFA in January 1989 after the FACP had been submitted. Ihe
final NOBA has not been issued for FY 1989.

The Audit Team has verified that the costs were indeed incurred
and al |l owabl e, but had not been specifically authorized to be
reported on Lines 9-11. Some of these costs were included in

the Fy 1989 Budget Request and were included in the budget
negoti ati ons.

The variance Analysis for October/My ipcluded expl anations of
the four activities in this finding. HgEA has been | nvol ved

with these activities and indeed approved the nove to Plaza 11,
i mpl enentation of MCS, Edgepark |ifigation and the RFP. A

final NOBA should be issued approving these costs.



Fringe Benefits

Nati onwi de disagrees with the finding. Based on the information
provided in the prelimnary finding, Nationw de sent a letter,
dated March 14, 1991, to M. Anderson. Upon review of the Draft
report, Nationw de continues to affirmthat the reserve's are
proper and are allowable. A copy of the letter is attached and
remains the basis for Nationw de's disagreement with this finding.

Productivity Investment Sales Tax

Nati onwi de disagrees with this finding. Based on several Chio
Supreme Court cases, Nationwi de has been paying sales tax on
conput er services provided by EDS-F. The audit finding does
not disagree with the payment of sales tax, thus sales tax is
an allowable cost. There was a contractual arrangenent wth
EDS-F to rei nburse a naxi num of $1,190,000 for the conputer
services needed to inplenment MCS. The sales tax is pald to

i mpl enent MCS. The sales tax is paid to the State of Chio,
thus the contractual anount paid to EDS-F was not exceeded.

The sales tax amount of $65,450 is an allowabl e amount, the
issue is one of where is it authorized to be clainmed on the
FACP. By allocating to Lines 1,2,3,5 and 6, Nationwide is
consistent in allocating sales tax paid for conputer services.
Sales tax is charged to one account in one cost center; this
I's how the anount was booked.

The final NOBA for FY 1990 could be issued to increase the
anount of the Pl or HCFA can affirm the consistency of al-
Io(;:au ng sales tax on conputer services to Lines 1,2,3,5
and 6.

Cor porate Support Overhead

Nati onwi de agrees with five of the seven issues to this finding.

a. Executive Supervision

Nati onw de disagrees with this issue and believes
that it is appropriate to include all costs in

devel oping a "true" overhead rate. Developing an
overhead rate requires that one include all costs of
operations in the overhead expenses.



These total costs are then divided by the total salary
dollars to devel op an overhead rate. = Excluding certain
costs or selectively including only a part of the costs,
understates the true cost of overhead. This results in
a "cost" to the Nationw de Insurance Conpanies that
woul d belong to Medicare.

I ncluding these officers salaries in the overhead rate
does not nean that Medicare is being charged a portion
of these salaries. The overhead rate is a factor that
is applied to salaries that are chargeable to Medicare.
The overhead factor would contain a portion that
represents the "management overhead" for a particular
ar ea.

Nati onw de believes that the Executive Supervision
portions of the overhead rate is being calcul ated
properly by including all costs. Nationw de does not
agree that $12,050 should be repaid for the three
audit years.

Depreci ation

Nati onwi de agrees that $597 should be repaid for the
three audit years.

Legal Expenses

Nati onwi de agrees that $716 should be repaid for the
three audit years.

Regi onal Rent

Nati onw de disagrees with this issue and believes

that all costs should be included in the calculation

of the overhead rate. The mmjority of our regions

own their buildings. The purpose of calculating

the overhead rate is to estimate total admnistrative
cost of an enployee. Excluding selected costs or units
makes the rate calculation less representative of the
adm ni strative costs of an average enpl oyee.

Nati onw de believes that the Regional Rent portion of
the overhead rate is being calculated properly because
nmost of the regions own, not |ease their Dbuildings.
Nat i onwi de does not agree that $1,752 should be repaid
for the three audit years.



e. -Real Estate Salaries

Nationw de agrees that $5,526 should be repaid for the
three audit years.

f. Reassigned Salaries

Nat i onwi de agrees that $924 should be repaid for the
three audit years.

g. Individual Life and Health Qperations

Nationw de agrees that $1,424 should be repaid for the
three audit years.

In summary, Nationw de agrees that $9, 187 should be repaid for
the three audit years. tionwi de bélieves that att costs,
including all Executive Supervision salaries and Regional Rent
expenses, should be included in the calculation of the overhead
rate that is to be applied to the salaries that are chargeable
to Medicare. Thus, Nationw de does not agree that $13, 802
shoul d be repaid for the three audit years.

Nati onwi de has generally been conservative_in allocating over-
head charges to the Medicare Operations. The Audit report
identified niddl e managers' salaries and support costs as an
overhead cost that has been incurred, but not clained.- Based

on studies conpleted by the Cost Accounting Division of Corporate
Accounting, Nationw de clains additional costs of $27,151.25

for FY 1989, $26,641.15 for FY 1988, $25,813.24 for FY 1987 for

a total of $79,605.64 during the three audit years-. ~

The prelimnary audit findings identified possible unallowable
costs of $141,282.56 for excessive rent charges during the
three audit years.. The initial finding was that Nationw de
charged Medicare Qperations a higher rate than it charged.
itself internally. Appendix B, Paragraph X A of the Medicare
Contract states:

To the extent that |and and tangi ble depreciable as-
sets, such as buildings, equipnent and |easehold im
rovenents, owned by the contractor are used for

dlcare(?urposes, the cost of investment will be
determned by multiplying the average undepreciated
bal ance of such assets for the contract period by
the actual rate of return of the contractor's in-
vestnent portfolio for the contact period, or a
lower rate if the contractor so chooses.



Nati onwi de had chosen the conservative approach and had not
charged actual expenses and actual rate of return of our invest-
ment portfolio. Nationw de recalculated the rental rates that
coul d be charged per usable square foot and the actual rate was
$22.25 conpared to $18.15 that had been clainmed in CY 1989

For CY 1988, the actual rate was $16.32 conpared to the $14.80
rate that was cl ai ned.

Al though the prelimnary finding was not included in the Draft
Report, Nationw de clains reinbursenent for additional costs of
$92,683.52 for calendar year 1988 in Fy 1989. Actual costs and
rate of return on investnent are not available until the Annua
Statenent for Nationwi de Mutual Insurance Conmpany is filed in
February each year. The difference between projected and actual
rent costs for CY 1989 is $327,971.30 and will be claimed in the
revised FY 1990 FACP.

The Audit Team has reviewed the source data and the spreadsheet
calculations for cal endar years 1988 and 1989.

Al l ocation System

Nationwi de disagrees with this finding. The procedures for

accurmul ating, allocating and reporting costs has been consistent
for more than twenty (20) years and have received the highest

eval uation each year during the Contractor Perfornmance Eval uation
Program (CPEP) evaluation and there were no conments during previou
audi ts. Each year, allocation factors are calculated for each

di sbursenent code and are based on actual work studies, surveys,
production reports, staffing patterns as well as the projected
wor kl oads and performance requirenents directed by HCFA

Throughout the year, managers receive daily feedback from productio
reports of various t&ﬁes on actual performance. The allocation
factors are changed when there have been changes in requirenents,
wor kl oads or functions. Nationw de has mmintained efficient, but
relatively sinple procedures for allocating of costs and has been
one of the nost cost efficient contractors.

Nationwi de has consistently nmet the requirenments for sound Fiscal
Administration as required by the MM Part 1 and contract provisic
with the existing procedures. It does not plan to develop a new
cost accounting systemnor to nodify the existin% system  However
Nati onw de does agree that docunentation should be retained and has
reviewed the workload, performance, staffing and requirements after
the first quarter of FY 1991. The results of the review are being
retained in the Controller's office for inspection during future
audi ts.



Service Charges

Nati onwi de agrees that $13,490 should be repaid for unallowable
Personnel Charges during the three audit years. Nationw de

al so agrees that $739 should be repaid for Cafeteria Charges
for FY 1989. However, Nationw de also clainms additional costs
of $2,829.25 for FY 1987 and $3,611.08 for Fy 1988 as described
inthe Draft report. This will result in a net repaynent of
$7,789 by Nationwi de.

Untinely Allocation Update

This was a procedural finding that Nationw de had not updated

the rate charged Medicare for services provided by the Purchasing
Depart ment . erhead rates are based on actual expenses in-
curred in the previous cal endar year and can only be cal cul ated
after all expenses have been allocated corporately. This is
usual Iy done in hm% each year. The revised rates are applied
retroactively to the previous calendar year's activities.

The Purchasing Departnent's rate has been recal cul ated. The
revised rates are $584.42 for CY 1986: $648.07 for Cy 1987 and
$693.50 for CY 1988. The differences between the existing rate,
$460.00, and the revised rates are applied retroactively for each
nmonth, but are clainmed in the follow ng fiscal year.

Fi scal Year D fference Counterclaim

Wem-Wemmm==  mmmmmmmeae e e
1987 $124. 42 $1,493.04
1988 188. 07 2,256.84
1989 233.50 2,802.00

Total Counterclaim $6,551.88
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March 13, 1991 _oelvec

MAR 1 4 1991
Mr. William Andarson, C.3.A.
Rant E. Doshi Cisca!
Cartified Public Acssuntants
4%20 Madison, suita 10S
Kansas City, MO 64111

Re: Responsa {0 Prelizinary Medicars Audit Findings

Dear M. Anderson:

On behal f of Nationw de's Medicare (perati ons (“Medicare”) I

would | i ke to respond to Mary Duff’s recent preliminary audit
findings. In berworkingpapers¥s. Duff stated that:

#Auditee | S maintaining fringe benefit resarves in excass of
statutary required zeserves (O csver possible f ut ure
catastrophic |osses. *

| n supper=ofthi s finding, Ms. DufZ citas Federal Acquisition
Regulaticn (“FAR”) Section 31.205-19(e). This sec=ion statas:

#Self-insurance changes for risks of catastrsphic | 0sses are not
allowable, (see 28.308(e)).”

Medicars’s resarves are proper and are not used ta cever pessible
futurs catastIsphic | osses.  Section E 1.205-19 B 0 ) ref erences

Section 28.308(e), Sel2 Insurance. Paragraph (a) states:

“Agencias shall NOt __acorove g progrmam of self-insurance Zor
catastriphic risks (e.g., Sec. 50.403, special prscadures
for unusual ly hazardous or =uclear riskss). should
perZorzance of Government cantIacts crsata the i SKS of
catastrophic losses, t he GoverDment nay, to the extant
authorized bylaw, agree ts indemnify the cantzactor Of

recsgnize an appropriatas share of premiums for purchased
insurancs or both.”

Section S0.403 dealswith special procadures f or unusually
hazardous or nuclear risks.

The Medicare reserves are N0t maintained t 0 esver possible
catastIophic losses, (unusually hazardous or nuclear risks). The
reserves are a result of theinherent instability and fluctuation
present in the underlying norzalclaims experience. The peositive
reserve balances will mtigate future adverseclaims flucwaation
and reduce the level of future rate actions. NO part Of the

DES/91M270/1/ko



reserve is used to cover unusually hazardous or nuclear risks.
Medicare’s reserves are not in excess of statutory required
nsmsmd do not appear to be prohibited by FAR Section
31.205-19(e). ‘

Should you have any questiocns or comments regarding this
matter, please let me know. My direct dial aoumber is
(614) 249-8786.

Very t:nlyg’»

'fames E. Spencer, FSA, MAAA

Associate (G oup Actuary

JES/ke

cc: Ronald Earmon



