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DEPARTMENT OF HEALTH & HUMAN SERVICES Office of inspector General 

Memorandum

Date 

From 

Subject 

To 

- MAR 27 1996 
Deputy Inspector General 

for Audit Services 

Audit of Administrative Costs - Parts A and B and Railroad Retirement Board 
of the Medicare Program - Travelers Insurance Company (A-01 -96-O0508) 

Steven A. Pelovitz 
Associate Administrator 

for Research and Management, HCFA 

Provisions 

This memorandum is to alert you to the issuance on March 27, 1996 of our final report. 
A copy is attached. 

This report presents the results of the certified public accounting firm, Tichenor & 
Associates’ audit of costs claimed on Travelers final administrative cost proposals for 
Parts A and B and the Railroad Retirement Board provisions of the Medicare program 
for the Fiscal Years 1990 through 1993. We have performed sufficient work to satisfy 
ourselves that the attached audit report can be relied upon and used by the Health Care 
Financing Administration in meeting its program oversight responsibilities. 

We are recommending a financial adjustment of $2,803,620 of the costs claimed because 
Travelers: 

claimed $1,209,868 for unallowable facilities and occupancy costs. The costs 
were applicable to space in excess of the maximum square footage permitted 
under the Medicare agreements; 

charged Medicare $1,777,365 for the current audit period for various corporate 
cost centers that were determined to be unallowable in the prior audit report of 
Travelers claim for administrative costs; 

allocated $493,634 for various corporate cost centers which were unallowable 
allocations to the Medicare program; 

understated credits by $201,400 for processing complementary insurance claims; 

understated the claim for return on investment by $15,365 due to error in the 
calculation; and 
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‘a is entitled to an additional $863,282 in incentive payment fees because of a 
decrease in allowable administrative costs resulting in a greater difference 
between actual costs of processing Medicare claims and the established target 
amount. 

In its response, Travelers disagreed with the recommended adjustments for facility and 
occupancy costs and the costs related to the prior report disallowances. Travelers agreed 
with the remaining audit adjustments. 

n 

* Z!!iil+ 
Thomas D. Roslewicz 

For fhrther  information, contact: 

Richard J. Ogden 
Regional Inspector General 

for Audit Services, Region I 
(617) 565-2689 
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The designation of financial or management practices as questionable or a recommendation for 
the disallowance of costs incurred or claimed, as well as other conclusions and recommendations 
in this report, represent the findings and opinions of Tichenor & Associates, Certified Public 

I Accountants, as concurred in by the HHS OIG Office of Audit Services. Final determinations
[ 

on these matters will be made by authorized HHS operating division officials. 
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SUMMARY


The Travelers Insurance Company (the Intermediary) claimed administrative costs totaling 
$20,146,512 on its Medicare Part A Final Administrative Cost Proposals (FACPS) for fiscal 
years ended September 30, 1990, 1991, 1992, and 1993. Our audit disclosed questioned costs 
of $220,137 and additional incentive payments of $57,481 due to the Intermediary based on the 
questioned costs. The audit findings are summarized as follows: 

�	 The Intermediary claimed $106,838 of unallowable facilities and occupancy costs 
which exceeded 135 net-usable square feet per equivalent man-year as allowed by 
the contract. Also, the Intermediary allocated facility and occupancy costs based 
on budgeted rates rather than actual rates. 

�	 The Intermediary claimed current costs of $74,978 for indirect costs which were 
identified as unallowable during prior audits of Medicare administrative costs. 
Claiming costs which were previously identified as unallowable is unallowable in 
accordance with the Medicare agreement, Article XIII, paragraph L. These 
unallowable indirect costs included $56,585 for vacant space which is unallowable 
in accordance with FAR 31.205-17, $34,693 for certain leased equipment which 
is unallowable in accordance with FAR 31.201-4, $3,094 for tax planning which 
is unallowable in accordance with FAR 31.205-41(b)(1) and 31.205-27(a), and 
$(19,394) for pension contributions which are unallowable in accordance with 
FAR 31.205-6 and Cost Accounting Standards (CAS) 412.40. 

�	 The Intermediary claimed $38,321 in unallowable indirect costs including (1) cost 
centers that do not benefit Medicare, (2) costs not incurred, (3) unsupported 
costs, (4) unallowable costs, and (5) cost centers inconsistently allocated. 

�	 The Intermediary was entitled to and received an incentive fee in fiscal years 
1992 and 1993. However, the incentive fee paid was based on the administrative 
costs per claim as calculated by the Intermediary. This claimed per unit cost 
included unallowable administrative costs as summarized above. Reducing the 
administrative costs by the above questioned costs resulted in a lower per unit 
cost and therefore an additional incentive fees of $57,481. 

We evaluated the Intermediary’s system of significant internal accounting and administrative 
controls and its compliance with laws and regulations that can materially affect the 
Intermediary’s FACPS. Our evaluation, in addition to the above recommended adjustments, 
disclosed internal control weaknesses in the inventory control and travel expense systems; 
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however, we identified no specific financial impact. Otherwise, we believe control 
procedures were generally adequate for the Department of Health and Human Services’ 
(HHS)  purposes, and that the Intermediary complied with the terms and provisions of laws 
and regulations for the transactions tested. Tichenor k Associates’ reports on its reviews 
of internal control and on compliance appear on pages 23 and 27, respectively. 

We held a departure conference with Intermediary representatives on November 22, 1994, 
the date we concluded our field work. The Intermediary was provided with a copy of the 
draft audit report, to which they provided written comments, included as an Appendix to this 
report. We incorporated those comments into the final report. The Intermediary concurred 
with a portion of the total questioned costs such as unallowable indirect costs and 
understated facility and occupancy costs. The intermediary, however, disagreed with the 
remaining cost findings and recommendations. The Intermediary also concurred with all of 
our internal control findings and recommendations except for periodic inventories of assets 
with which they did not agree, The Intermediary’s response is included as an Appendix to 
this report. 
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INTRODUCTION


The information contained in this report relates to an audit of administrative costs incurred under 
Title XVIII, Part A, of the Social Security Act by The Travelers Insurance Company (the 
Intermediary) during the four-year period O-ctober 1, 1989 through September 30, 1993. 

BACKGROUND


Health Insurance for the Aged and Disabled (Medicare), Title XVIII of the Social Security Act,

provides a hospital insurance program and a related medical insurance program for (a) eligible

persons aged 65 and over; (b) disabled persons under 65 who are entitled to Social Security or

Railroad Retirement disability benefits for at least 24 consecutive months; and (c) individuals

under 65 with chronic kidney disease who are currently insured by or entitled to Social Security

benefits.


The hospital insurance program, Part A, Hospital Insurance Benefits for the Aged and Disabled,

provides protection against the costs of hospital in-patient care, post-hospital extended care, and

post-hospital home health care. The Medicare program is administered by the Health Care

Financing Administration

organizations, known as intermediaries (Part A), may assist in administering the Medicare

program under contracts or agreements with HCFA for processing bills and making payments

that are due under the program.


(HCFA).  Title XVIII provides, however, that public or private 

Intermediaries are reimbursed for all reasonable and allowable costs incurred in administering

the programs, except for specific limitations that may be agreed to in the individual Medicare

contracts and agreements. During the four-year period covered by our audit, Travelers

Insurance Company served as the intermediary in administering Medicare Part A claims for

portions of three (3) states: Connecticut, Michigan and New York.


During the audit period, October 1, 1989 through September 30, 1993, the Intermediary

processed about 3.4 million Medicare Part A claims totaling about $2.225 billion and claimed

administrative costs of $20.1 million for this period as follows:




Claimed Claims 
Period costs Processed 

10/1/89 - 9/30/90 1$ 5,417,798 I 770,315 

10/1/90 - 9/30/91 I 4,783,609 802,668 

10/1/91 -9/30/92 I 4,939,028 894,280 

10/ 1/92 - 9/30/93 5,006,077 932,513 

TOTAL $  20 ,146,51  2 3,399,776 

Costs incurred inconnection with the Intermediary’s activities are accumulated in cost centers 
which are subsequently allocated to its various lines of business, including its Medicare Part A 
line of business. 

REGULATIONS RELATING TO COST REIMBURSEMENT 

Article XII of the Medicare agreement states that allowable costs under the agreement shall be 
determined in accordance with the provisions of Part 31 of the Federal Acquisition Regulation 
(FAR) as interpreted and modified by Appendix B to the agreement. Section 31.201-1 of the 
FAR provides that the total cost of a contract is the sum of the allowable direct and indirect 
costs allocable to a contract, incurred or to be incurred, less any applicable credits. 

FAR Part 31 also provides that items of cost are allowable charges provided that the tests of 
reasonableness and allocability are met and that generally accepted accounting principles are 
followed. A reasonable cost is defined as one that would be incurred by an ordinarily prudent 
person in the conduct of competitive business. Further, a cost is allocable if it is assigned or 
chargeable to a particular cost objective in reasonable proportion to the benefits received. 

Sections 31.202 and 31.203 of the FAR define direct and indirect costs as follows: 

Direct Costs: Any cost that can be identified specifically with a particular cost 
objective. Costs identified specifically with the contract are direct costs of the 
contract and are to be charged directly thereto. Costs identified specifically with 
other work of the Intermediary are direct costs of that work and are not to be 
charged to the contract directly or indirectly. 

Indirect Costs: Any cost that, because of its incurrence for common or joint 
objectives, is not readily subject to treatment as a direct cost. 
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Finally, Section 31.205 of the FAR provides detailed guidelines as to whether or under what 
circumstances specific types of costs are allowable or unallowable. 

SCOPE OF AUDIT 

We audited the Medicare Part A Final Administrative Cost Proposals (FACPS) of The Travelers 
Insurance Company (the intermediary) for the period October 1, 1989 through September 30, 
1993. The FACPS  are the responsibility of the intermediary’s management. Our responsibility 
is to express an opinion on these FACPS  based on our audit. 

Our examination was made in accordance with generally accepted auditing standards and with 
the Government Auditing Standards (1988 Revision) issued by the Comptroller General of the 
United States. The primary purpose of the examination was to express an opinion as to whether 
the Intermediary’s FACPS present fairly the allowable costs of administration in conformity with 
the reimbursement principles contained in Part 31 of the FAR as interpreted and modified by 
the Medicare agreement. The examination included an evaluation of the accounting system and 
related internal controls, tests of the accounting records, and the application of the auditing 
procedures contained in the Audit Guide for the Review of Administrative Costs Incurred by 

XVZII of the Social SecuriQ Act (Audit Guide) - “Medicare Intermediaries and Carriers Under Title 
issued by the Department of Health and Human Services Office of Inspector General in March, 
1991. However, at the direction of the Department of Health and Human Services (HHS), 
Office of Inspector General (OIG), we did not audit the Intermediary’s pension plans. 

The audit fieldwork was conducted at The Travelers Insurance Company, Hartford, Comecticut, 
during the period August 15, 1994 through November 22, 1994. 

This report is intended solely for the purpose described above and should not be used for any 
other purpose. 
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FINDINGS AND RECOMMENDATIONS


For the period October 1, 1989 through September 30, 1993, the Intermediary claimed 
administrative costs totaling $20,146,512 on its Medicare Part A FACPS. Our audit disclosed 
questioned costs of $220,137 as unallowable and additional incentive payments of $57,481 due 
to the Intermediary in accordance with applicable Federal regulations and the terms and 
conditions of the Medicare agreement as follows. 

Summary of Claimed an{ 
10/1/89 througl 

Claimed 
Period costs 

10/1/89 - 9/30/90 1$ 5,417,798 

10/1/90 - 9/30/91 I 4,783,609 

10/1/91 - 9/30/92 I 4,939,028 

10/1/92 - 9/30/93 5,006,077 

TOTAL $ 20,146,512 

Questioned Costs 
9/30/93 

Questioned 
costs Reference 

$ 116,840 Exhibit 1 

(64,260) Exhibit 2 

92,907 I Exhibit 3 II 

17,169 Exhibit 4 

~162,656 

Our detailed findings and recommendations are also discussed below. 

UNALLOWABLE FACILITY AND OCCUPANCY COSTS 

The Intermediary claimed $106,838 of facility and occupancy (F&O) costs for space exceeding 
135 net-usable square feet per equivalent man-year. The allocation of space in excess of 135 
net-usable square feet per equivalent man-year is unallowable in accordance with Appendix B, 
Section X. B. 1. to the Medicare contract. which states: 

“With respect to space, either leased or owned, acquired after the effective date 
of this agreementlcontract,  the guideline for the amount of such space which may 
hereafter be allocated for the performance functions under this agreementicontract 
to the Medicare program, without justification by the contractor, shall be an 
average of 135 square feet of net usable space per equivalent man-year. 
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Additional amounts of space may be allocated, provided that the contractor 
justifies such additional amounts. ” 

We determined that the Intermediary has not submitted a request to HCFA justifying the 
allocation of greater than 135 net-usable square feet per equivalent man-year to the Medicare 
program. We also determined that the Intermediary had allocated indirect facility costs based 
on budgeted average costs per square foot which were not adjusted to actual. We determined 
that budgeted and actual indirect facility costs per square foot were as follow: 

Fiscal Year Budgeted/Claimed Rate Actual Rate 

1990 $24.14 $25.09 
1991 $24.44 $25.04 
1992 $21.45 $21.75 
1993 $21.26 $22.32 

The use of budgeted rates versus actual rates resulted in an understatement of the indirect facility 
costs. Therefore, we calculated the total actual F&O costs using the actual rates shown above. 
We then calculated the unallowable F&O costs by determining the excess square feet allocated 
to Medicare and multiplying it by the average cost per square foot for the Intermediary’s home 
offices. The results of the calculations were netted together to determine the total unallowable 
costs. Our audit disclosed unallowable facility and occupancy costs of $106,838 as follows: 

Totat F&O Total Sq. Ft. Excess Questioned 
Fkcat Year costs Allocated Sq. Ft. costs 

1990 $ 596,855 145 10 $ 27,467 

1991 I 442,440 I 141 I 61 10,840 

1992 490,363 155 20 49,578 

1993 429,904 146 11 18,953 

TOTAL I $ 1,959,562 I I $ 106,838 

Recommendation 

We recommend that the Intermediary reduce the fiscal year 1990, 1991, 1992 and 1993 FACPS 
by their respective share of the $106,838 for unallowable facility and occupancy costs claimed. 



Intermediary ‘s Response 

The Intermediary summarized their positional follows: 

“This audit finding is comprised of two issues: the use of budgeted versus actual 
rates which caused costs to be understated . . . and excess square footage. The net 
amount . . . was questioned in the audit reports. 

We agree with the audit finding relative to the use of budgeted versus actual rates 
which resulted in an understatement of costs for the four fkcal  years . . . . 

We disagree with the second component of the finding that recommends 
disallowance of net usable square feet in excess of the contractual 135 square feet 
on the basis that the Government is estopped from retroactively requiring 
Travelers to include corporate home office space in the calculation of net usable 
square feet. In addition to that argument, we have also included justification for 
the additional post-1978 space and maintain that space acquired prior to 1978 
should have been excluded from the auditor’s calculation but was not . ...” 

Auditor’s Additional Comments 

Although the Intermediary stated that the Government has previously not required the inclusion 
of corporate home office space in the calculation of total facility and occupancy costs subject to 
the 135 square foot limitation, we have determined that the facility and occupancy finding 
developed in a prior audit of fiscal years 1984 and 1985, were consistent with our basis. 
Furthermore, our findings were developed in accordance with Appendix B to the Medicare 
agreement. The final determination as to the allowability of the questioned facility and 
occupancy costs is a legal matter which is outside of the scope of our audit. Therefore, we 
continue to include the applicable corporate home office space in the calculation of net usable 
square feet. We concur that space that was acquired, and not modified through lease 
amendment, prior to October 1978 should not be included in the calculation of net usable square 
feet and the personnel residing in that space should not be included in the calculation of the net 
equivalent man years. The Intermediary provided additional data to support the calculation of 
these items. We considered and evaluated this information in determining the revised allowable 
and unallowable costs. 

FOLLOW UP OF PRIOR AUDIT FINDINGS 

The Intermediary claimed $74,978 for indirect costs which were identified as unallowable during 
prior audits of Medicare administrative costs. The fiscal year 1988-1989 audit questioned costs 
claimed for allocated vacant space, tax planning costs, leased equipment costs and pension 
contributions. These fkdings  were sustained by HCFA as documented in the Audit Clearance 
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Document dated December 16, 1991. However, the Intermediary did not concur with the 
finding or determination and, according to HHS OIG, has appealed the decision. 

The Medicare contract, Article XIII, paragraph L., states: 

“If the Secretary and the Intermediary are unable to agree upon a final amount 
of the administrative costs of the Intermediary for a particular period, the 
Secretary shall issue a final determination of the amount of such administrative 
costs for such period and inform the Intermediary of such costs, with a full 
explanation of the exceptions he has taken to the Intermediary’s report of its 
allowable costs. If a dispute arises as to the exceptions taken by the Secretary, 
the Intermediary may appeal the final determination in accordance with the 
provisions of Article XXI of this agreement . . . . wti~<w4;*#~:cfifg&~~g&f$*. . . . . . . . . . . . . 
EE#wEiw@igtifGw&Mtifififi&ggf#M&xM#E:BEmE;&wf#~m$KEMEfEti*2q~~ 

. . . . . . . . . . . . . . . . . . 
. . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . ..*.mm..*.w.Ms.. . . . . . . . . . . . . . . . . . . . . . 

iwao~kwtig~fi~ms~t with the Secreta~”;s’’d~sallowance” ““~%~-l~~flj~~~~i 
. . . . . . . . . . . . . . . . 

, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ...::’.:.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
"wBs~u#Mc:;&l~*###~q&~~@~:q~~i$fQmGfi@~;~g~M~itiw#g=flgt":~~@ 
~~~~di””pendlng”resolution”  of any””arnounts””of  such costs. Until the issue N 
resolved, the Intermediary will segregate such costs from all others, and specify 
the amounts of such costs on all subsequent claims. ” (Emphasis added) 

Therefore, these costs should have been specifically identified by the Intermediary as not 
reimbursable pending the outcome of the appeal process. The unallowable costs were identified 
as follows: 

Cost Category ~ ~ ~ ~ ~ p@? 

Vacant Space $ 23,539 $ 12,169 $ 10,539 $ 10,338 $ 56,585 (1) 

Leased Equipment 13,075 11,462 6,276 3,880 34,693 (2) 

Tax Planning 1,070 650 719 655 3,094 (3) 

Pension Contributions 47,982 (102,612) 50,684 (15,448) (19,394) (4) 
— 

TOTAL $ 85,666 $ (78,331) $ 68,218 $ (575) $ 74,978 

, 

Note: 

(1) Vacant Space 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Intermediary allocated costs to the Medicare program for vacant space. We determined that the 
Intermediary claimed $56,585 for vacant space in fiscal years 1990 through 1993. The 
allocation of idle facilities and idle capacity costs to the Medicare contract are unallowable in 
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accordance with FAR 31.205-17 which states: 

“The costs of idle facilities are unallowable... ” 

Therefore, we continue to classify the costs claimed for vacant space as unallowable under the 
current Medicare program. 

(2) Leased Equipment 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Intermediary allocated costs to the Medicare program for leased equipment which did not benefit 
the Medicare program. We determined that the Intermediary claimed $34,693 for leased 
equipment which they could not demonstrate benefitted the Medicare contract in fiscal years 
1990 through 1993. The allocation of costs to the Medicare contract is unallowable in 
accordance with FAR 31.201-4 if no benefit is received by the program. 

Therefore, we continue to classify the costs claimed for leased equipment which does not benefit 
the Medicare program as unallowable under the current Medicare program. 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Intermediary allocated costs to the Medicare program from cost center 115-400, Tax Plaming. 
We determined that the Intermediary claimed $3,094 for the tax planning cost center in fiscal 
years 1990 through 1993. This cost center is responsible for Federal, State and foreign tax 
planning, development of tax policies relating to tax laws, and the acquisition of companies or 
business segments. FAR 31.205-41 (b)(1) states: 

“The following types of costs are not allowable: (1) Federal income and excess 
profit taxes. ” 

Also, FAR 31.205-27(a) states, in part: 

It . . . expenditures in connection with (1) planning or executing the organization or 
reorganization of the corporate structure of a business including mergers and 
acquisitions . . . are unallowable. ” 

Therefore, we continue to classify the costs claimed for the Tax Plaming cost center as 
unallowable under the current Medicare program. 

(4) Pension Contributions 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Intermediary claimed costs under the Medicare program for unfunded nonqualified pension 
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contributions. We did not perform a review of the pension costs claimed by the Intermediary.

However, during our review of the prior audit findings and our determination of their

disposition, we determined that the Intermediary had continued to claim unallowable pension

costs as reported in the prior audit.

which had been claimed but was unallowable for fiscal years 1990 to 1993. These amounts

included credits for fiscal years 1991 and 1993.


The lnterrnediary  provided the amount, by fiscal year, 

The Intermediary stated that the credits are due to timing differences created due to the reporting

period, calendar year versus fiscal year, and the funding of an unqualified pension plan which

is adjusted on a calendar basis and may include credits from prior periods. We did not

determine whether the amounts provided by the Intermediary were supported by the accounting

records since pension costs had been excluded from the scope of our audit. However, we

recommend that HCFA verify that the amounts, including the credits, are accurate.


The Intermediary claimed $(19,394) for the same unqualified pension contributions in fiscal

does not allow costs of pension plans that are 

discriminatory to the Federal Government. Medicare is the only line of business currently 
funding its entire share of the pension plan. The costs of the plan for other lines of business are 
accrued but not funded until benefits are due to participants. This practice is discriminatory to 

years 1990 through 1993. FAR 3 1.205-6@(2)(ii) 

the Federal Government. In addition, the Cost Accounting Standards (CAS) 412.40 (c) do not 
allow the cost of pension plans if the payment of benefits from the plan cannot be compelled by 
the participants. The Intermediary could not clearly illustrate that the benefits under the 
nonqualifled  plan can be legally compelled. The unallowable costs are the difference between 
the excess pension costs claimed over the pension costs funded. 

Recommendation 

We recommend that the Intermediary reduce the fiscal year 1990, 1991, 1992 and 1993 FACPS 
by their respective share of the $74,978 for unallowable costs which continue to be claimed 
although they have been identified as unallowable in prior audits. 

lntermediarv ‘s Response 

The Intermediary disagreed with the finding and recommendation. The Intermediary stated, in 
part: 

“.. .These issues were under dispute from the audit of fiscal years 1988 and 
1989 . . . . these costs were not audited during the current audit. We were requested 
to quantify the costs that were claimed during the four fiscal years and were 
informed that Tichenor & Associates could not render an opinion as to the 
allowability of these costs, but that these cost issues would be decided based on 
the resolution of the fiscal years 1988 and 1989 dispute. 
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We recently reached a tentative settlement with HCFA on these four issues and 
propose that these costs in fiscal years 1990 through 1993 be resolved similarly. 
We support the decision made by HCFA related to the allowability of these costs. 
Each of the four items is addressed below: 

A. Vacant Space 

These costs were deemed by HCFA to be allowable for fiscal years 1988 and 
1989 and Travelers asserts that these costs should also be allowable for fiscal 
years 1990 through 1993 as well. Our reasoning is restated below:... 

. . . the FAR permits the allowability of idle facilities costs when they are necessary 
to meet fluctuations in workload, or when they were necessary when acquired and 
are now idle because of reasonably unforeseen changes in requirements . . . . 

Travelers vacant space costs are allowable under these express cost allowability 
principles. The Travelers vacant space policyl  is that rent is charged to the 
Vacant Space cost center when a “tenant” (a Travelers Department or unit) moves 
out of an area as a result of a Corporate directive and in accord with the Master 
Space Plan (MSP) . . . .The vacant space cost center is also used when tenants are 
moved to temporary space while their permanent location is renovated. The 
tenant is charged for the temporary space while the area under renovation is 
charged to vacant space. Thus, Travelers vacant space involves both idle capacity 
as well as idle facilities. 

As can be seen from Travelers’ vacant space policy, the vacant space charges 
relating to idle facilities arise from changed requirements, reorganization changes, 
production economies, and other causes, all of which Travelers takes into 
consideration under its MSP in assigning space. In addition, the vacant space 
charges arising from idle capacity are clearly the result of normal business 
fluctuations, not subject to reduction or elimination, such as when space is being 
renovated. 

B. Lease Equipment 

These costs were deemed by HCFA to be allowable for fiscal years 1988 and 
1989 and Travelers asserts that these costs should also be allowable for fiscal 
years 1990 through 1993 as well. Our reasoning is restated below:... 

lTravelers set forth this policy and additional explanation on these costs in its May 30th, 
1991 response to the draft audit report. 
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. . . in mid-1988, Travelers chose to lease, rather than purchase, its ADP equipment 
needs. This option offered Travelers certain financial advantages. 

When Travelers made lease payments to the lessor, Travelers booked the 
amortized equipment amount to the responsibility code which “manages” the 
equipment repayment. The costs are built into the charge rates of the Data 
Center, and are allocated to Medicare based on the usage of the DP cost centers. 
. . .Thus, Medicare bore its proportional share of an allowable and necessary 
business expense. 

c . Tax Planning 

These costs were deemed by HCFA to be ailowable for fiscal years 1988 and 
1989 and Travelers asserts that these costs should also be allowable for fiscal 
years 1990 through 1993 as well. Our reasoning is restated below:... 

. . the Tax Planning Center is occasionally involved in analyzing the tax 
consequences of the proposed acquisition or disposition of various business 
segments or subsidiaries, its roIe does not extend to the “planning or execution 
of the organization or reorganization” of a business as described in FAR $31.205-
27 . . . . 

Second ,.. .The costs of preparing and submitting business tax forms are expressly 
allowable under FAR $31.205 -28,.... 

. . .Thus, the Tax Planning Center costs associated with filing Federal Income tax 
forms are expressly allowable costs under FAR $31.205-28. 

D. Pension Contributions 

We propose settling on the unqualified plan using the same methodology that was 
used to settle this issue for fiscal years 1988 and 1989. Ron Solomon, HCFA, 
OACT, in his memo dated April 28, 1994, recommended that, “Since ultimate 
payment of accrued, but not projected, benefits is secured by the amendments, 
the government will consider accrual costs for the value of only the accrued 
benefits as allocable and allowable contract costs without regard to funding. This 
recommendation is to apply to costs for all years beginning with fiscal year 1987, 
notwithstanding the fact that the FAR change was not effective until fkcal year 
1990. “ 

For the four fiscal years, we claimed a total of $48,682 on our FACPS . The 
revaluation by our actuaries indicates that the total allowable cost for the period 
was $771,929. Therefore, we understated our costs by $723,247 for FY 90 
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through 91. These additional costs should be considered as part of the settlement 
for these years. (Parts A, B, and RRB). ” 

Auditor’s Additional Comments 

A. Vacant Space 

The Intermediary stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 

did not provide any additional documentation to 
support that this decision had been changed. 
had been upheld by HHS. The Intermedia~ 

In addition, the intermediary provided their Master Space-Plan policy stating that the only 
facility costs incurred for vacant space are those associated with changed requirements, 
reorganization changes, production economies and other causes which should be interpreted as 
allowable under FAR 31.205-17. However, we are aware of downsizing actions taken by the 
Intermediary as a result of corporate reorganizations planned, pending, or initiated, which result 
in permanent reductions and vacant space which is unallowable idle facility costs. Therefore, 
our finding and recommendation remain unchanged. 

B. Leased Equipment 

The Intermediary stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 
had been upheld by HHS. The Intermediary did not provide any additional documentation to 
support that this decision had been changed. 

The Intermediary did not address the allocability of the costs based on benefit, nor did they 
address how the leased equipment directly benefitted the Medicare program. Therefore, our 
finding and recommendation remain unchanged. 

c . Tax Planning 

The Intermediary stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 
had been upheld by HHS. The Intermediary did not provide any additional documentation to 
support that this decision had been changed. 

ln a January 4, 1991 memorandum prepared by the Intermediary, this cost center’s functions 
were described as including the monitoring of tax legislation and working with industry groups 
to minimize cost to the Intermediary, as well as tax planning and administration. We questioned 
all costs claimed because the Intermediary did not segregate and eliminate from their claim the 
following explicitly unallowable functions: 1) those which influence tax legislation unallowable 
under FAR 31.205-22 and, 2) tax planning and administration functions which are unallowable 
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under FAR 31.205-28, which allows only the cost of tax preparation and submission. 
Therefore, our finding and recommendation remain unchanged. 

D. Pension 

The Intermediary stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 
had been upheld by HHS. The Intermediary did not provide any additional documentation to 
support that this decision had been changed. 

Pension costs were not included in the scope of our audit. Therefore, we camot determine 
whether the additional pension costs discussed by the Intermediary are allowable, allocable, and 
reimbursable in accordance with the FAR and Medicare agreement. Therefore, our finding and 
recommendation remain unchanged. 

UNALLOWABLE INDIRECT COSTS 

The Intermediary claimed $38,321 of unallowable indirect costs for fiscal years 1990 through 
1993. The unallowable costs resulted from the following: 

�	 The Intermediary allocated $2,894 from a cost center which did not benefit the Medicare 
program. The Intermediary was unable to demonstrate how the costs incurred and 
allocated from the Actuarial Programs and Resources (111 -O 1-200) responsibility code 
provided a benefit to the Medicare program. This responsibility code is allocated to the 
Medicare program based on a factor of 2.91 percent. However, because this 
responsibility code provided no benefit to the Medicare program the allocated costs are 
unallowable in accordance with FAR 31.201-4, which states, in part: 

“A cost is allocable if is assignable or chargeable to one or more 
cost objectives on the basis of relative benefits received... ” 

In addition, the Medicare contract, Appendix B, Section XV, paragraph A.3., states: 

“The following items are unallowable:.. .A... (3) costs relating to 
the contractor’s underwriting activities, including related 
actuarial.. services... ” 

�	 The intermediary allocated $12,765 from responsibility codes which are unallowable in 
accordance with the FAR. Unallowable activities were performed in the Treasury 
Administration (1 12-04-100), Executive (121-01-000) and General Corporate (142-02-
100) responsibility codes. Based on our inquiries, it was determined that personnel from 
these responsibility codes spent between 10 percent and 33 percent of their time on 
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activities related to the selling of subsidiaries, merging and/or acquiring companies and 
raising capital. FAR 31. 205-27(a) states, in part: 

“... expenditures in connection with (1) planning or executing the 
organization or reorganization of the corporate structure of a 
business, including mergers and acquisitions, (2) . . change in the 
controlling interest in the ownership of a business, and (3) raising 
capital.. are unallowable. ” 

�	 The Intermediary claimed indirect costs based on budgeted cost allocations to the 
Medicare program which were not adjusted to actual costs. In fiscal years 1992 and 
1993, the Intermediary changed the methodology for allocating Corporate and Staff 
(C&S) responsibility codes to the Medicare and other lines of business. Prior to fiscal 
year 1992, actual costs were allocated from these responsibility codes to the various lines 
of business. However, beginning in fiscal year 1992 the Intermediary began grouping 
these responsibility codes together and allocating the combined final budget amounts to 
the lines of business. We determined that the allocated amounts were not adjusted to 
actual costs. Instead any variance was charged directly to a corporate responsibility code 
which was not allocated to any lines of business. The use of budgeted cost allocations 
resulted in an overstatement of $19,986 of Medicare costs allocated from these cost 
centers. These costs are unallowable in accordance with FAR 31.201. 

�	 The Intermediary was unable to provide supporting documentation to determine the 
allowability, allocability and reasonableness of $2,392 of costs allocated from the 
Executive responsibility code (121-01-000) for consulting services performed by a former 
ofiicer. In addition, costs were allocated from this responsibility code for a special 
engagement performed by the Intermediary’s independent public accounting firm which 
was unrelated to the annual financial statement audit and which did not appear to benefit 
the Medicare program, and services of an investment firm. Costs which do not benefit 
the Medicare program are unallowable in accordance with FAR 31.204. Costs associated 
with investment counseling do not benefit the Medicare program and are also unallowable 
in accordance with FAR 31.205-27(a). 

�	 The Intermediary identified and segregated indirect responsibility codes which they 
determined were not allocable to Medicare in preparing the FACPS. However, the 
Intermediary was not consistent in eliminating MCEBO: IO (621-05-100) and United 
Way Campaign Expenses (721-02-000) from the FACP in each fiscal years 1991 and 
1992 and claimed $284 associated with these responsibility codes. These responsibility 
codes are unallowable in accordance with FAR 31.201-4 because they do not benefit the 
Medicare program. 
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We summarized the unallowable indirect costs claimed as a result of these conditions as follows: 

FY 1990 FY 1991 FY 1992 FY 1993 TOTAL 

Cost Centers Not Benefiting Medicare 

Actuarial Programs $ 1,107 $ 579 $ 607 !$ 601 $ 2,894 

Claimed Costs Unallowed  by FAR 

Treasury Administration $ 485 $ 184 $ 484 $ 243 $ 1,396 

Executive 1,755 1,625 3,398 3,030 9,808 

General Corporate 360 339 460 402 1,561 

Subtotal $ 2,600 $ 2,148 $ 4,342 $ 3,675 $ 12,765 

Budgeted Rather Than Actual Costs 

Various $ 0 $ 0 $ 8,973 $ 11,013 $ 19,986 

No Supporting Documentation 

Consulting Services $ 0 $ 358 $ 639 $ 0 $ 997 

Special Project o 0 479 0 479 

[nvestment  Firm o 0 916 0 916 

Subtotal $ 0 $ 358 $ 2,034 $ 0 $ 2,392 

Overlooked Eliminating Cost Centers 

Center 621-05-100 $ 0 $ 0 $ 50 $ 15 $ 65 

Center 721-02-000 0 146 73 0 219 

Subtotal $ 0 !$ 146 $ 123 $ 15 $ 284 

GRAND TOTAL $ 3,707 $ 3,231 $ 16,079 $ 15,304 $ 38,321 

Recommendation 

We recommend that the Intermediary reduce the fiscal year 1990, 1991, 1992 and 1993 FACPS

by their respective share of the $38,321 for unallowable indirect costs claimed. We also

recommend that the Intermediary strengthen its internal control procedures to properly identify

and segregate unallowable costs.
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Intermediary ‘s Response 

The Intermediary concurred with part of the findings and recommendations and disagreed with 
other parts. The Intermediary concurred with: 

Topic Amount 

Actuarial Programs 
Treasury Administration 
Executive 
General Corporate 
Use of Budgeted Costs 
Consulting Services 
Special Project 
Investment Firm 
Cost Center 621-05-100 
Cost Center 721-02-000 

$ 2,894 
1,396 
9,808 
1,561 

19,986 
997 
479 
916 

65 
219 

Total ~ 

However, the Intermediary disagreed with the remaining questioned costs: Subsidiary ($5 ,200) 
and Corporate Actuarial ($7,732). 

Auditor’s Additional Comments 

We reviewed the Intermediary’s response to the Subsidiary Audit and Corporate Actuarial 
findings in the draft report. Based on this review we determined that the allocation of 2.91 
percent to Medicare appeared reasonable and allowable. We revised our finding and 
recommendation to reflect these costs as allowable. 

ADDITIONAL INCENTIVE FEES 

HCFA modified the Medicare Part A contract with the Intermediary for fiscal years 1992 and 
1993 to provide for incentive payments if the Intermediary should incur costs less than 
established target costs per claim processed. The Intermediary received incentive payments in 
both years. Our review showed that the incentive payments received by the Intermediary were 
consistent with the administrative costs claimed by the Intermediary and the terms of the 
Medicare agreement. However, the results of our audit recommend the reduction of total 
allowable administrative costs which reduces the associated cost per claim processed. Therefore, 
based on our audit results, the Intermediary is entitled to additional incentive fees of $40,968 
and $16,513 in fiscal years 1992 and 1993, respectively. 
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We did not review the basis for the established target costs. However, we recommend that 
HCFA consider the results of the audit and assure that unallowable costs are eliminated from 
the basis for future negotiated target costs as applicable. 

Intermedia IY’s Response 

The Intermediary disagreed that the target costs were overstated. The Intermediary stated, in 
part: 

“... The process associated with negotiating a fimding  level for the upcoming 
fiscal year is separate from the process of negotiating a target cost for incentive 
purposes and two different branches within HCFA are responsible for responding 
to and settling on each proposal. The verbiage contained in the incentive 
contracts clearly documents the intent on the part of both HCFA and The 
Travelers to calculate incentive payments using the agreed upon target and 
audited, allowable costs . . . . 

In the case of the allowable costs discussed below that were submitted in revised 
Final Administrative Cost Proposals, we recalculated the associated incentive 
award and believe that the award should be recalculated again for purposes of 
issuing a closing agreement once the results of this most recent audit are 
finalized. ” 

Auditor’s Additional Statement 

We recalculated the additional incentive fees due to the Intermediary based on the questioned 
costs and the resulting lower cost per claim. The additional incentive fees were used to reduce 
the questioned costs in Exhibits 1 through 4. 
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OTHER MATTERS


In accordance with the Audit Guide, we reviewed and are separately reporting on the following 
issues considered to be Other Matters. These issues are discussed below. 

FOLLOW-UP ON PRIOR AUDIT REPORT FINDINGS 

The Intermediary implemented corrective actions relative to the findings and recommendations 
of the prior audit with which it agreed and submitted amended FACPS to HCFA. We were able 
to follow up on the nature and adequacy of the Intermediary’s corrective actions. Specifically, 
we determined the Intermediary had excluded such costs from the FACPS  for fiscal years 1990 
through 1993. 

However, the Intermediary disagreed with and is currently appealing four audit findings from 
the prior audit report. It has continued to claim these costs in the FACPS for fiscal years 1990 
through 1993. See the Findings and Recommendations section of this report for further details 
on these costs. 

Intermediary ‘s Response 

See the response to Follow up of Prior Audit Findings in the Findings and Recommendations 
section of this report. 

Auditor’s Additional Comments 

See the Auditor’s Additional Comments to Follow up of Prior Audit Findings in the Findings 
and Recommendations section of this report. 

INTERIM EXPENDITURE REPORT 

We reviewed the Interim Expenditure Report (IER) for the month of September 1994, along with 
the methods and procedures for preparing this report. Our limited review disclosed that the IER 
contained unallowable and unallowable costs as discussed in the Findings and Recommendations 
section of this report. However, no additional weaknesses were disclosed in the preparation of 
the IER. 
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Intermedia m‘s  Response 

None. 

Auditor’s Additional Statement 

None. 

COMPLEMENTARY INSURANCE CREDIT 

The Intermediary was not involved with complementary insurance claims processing during our 
audit period. 

Intermedia ry’s Response 

None.


Auditor’s Additional Statement


None.


SIGNIFICANT ELECTRONIC DATA PROCESSING EXPENDITURES


The Intermediary did not incur significant electronic data processing (EDP) expenditures in fiscal 
years 1990 through 1993. The Intermediary made a significant change in the expenses 
processing system, however, no significant EDP expenses were incurred in comection with this 
change. 

Intermediary ‘s Response 

None. 

Auditor’s Additional Statement 

None. 
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AREAS OF AUDIT CONCERN


HCFA officials had no other specific areas of concern to be addressed.


Intermediary ‘s Response


The Intermediary provided the following additional statements.


1! . . . submitted revised FACPS for FY 1990 . . . additional, allowable costs related to 
taxes, the qualified pension plan, EDP Corporate planning and a spreadsheet 

costs related to the qualified pension plan are 
documented by the OIG in the audit reports:... HCFA indicated that we could not 
draw these additional funds until all cost items had been audited to verify their 
allowability . . . . 

down load problem . . . .The 

. . the audit report does not reference these costs,... 

Auditor’s Additional Statement 

The audit report included all costs on the revised FACPS filed on September 30, 1993. 
However, the scope of the audit did not include pension costs. Therefore, we did not review 
any costs either incurred or claimed for pensions nor did we comment specifically on the 
additional costs claimed in the revised FACPS. We recommend that HHS determine the 
allocability and allowability of the pension costs discussed above. 
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T I C H E N O R  & AS S O C I A T E S

CERTIFIED PUBLIC ACCOUNTANTS and MANAGEMENT CONSULTANTS


W A S H I N G T O N  O F F I C E 

12531 CLIPPER DRIVE SUITE  202 
W OODBRIDGE 

PARTNERS BUSINESS (703) 490-1004 
WILLIAM R. TICHENOR METRO (703) 352-1417 
JONATHAN D. CROWDER FAX (703) 491-9426 

V A 22192 

INDEPENDENT AUDITOR’S REPORT 

We have audited the Medicare Part A Final Administrative Cost Proposals of The Travelers 
Insurance Company (Travelers) for the period October 1, 1989 through September 30, 1993. 
These Final Administrative Cost Proposals are the responsibility of the Traveler’s management. 
Our responsibility is to express an opinion on these Final Administrative Cost Proposals based 
on our audit. 

We conducted our audit in accordance with generally accepted auditing standards and the 
Government Auditing Standards (1988 Revision) published by the Comptroller General of the 
United States. These standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the Final Administrative Cost Proposals are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
in the Final Administrative Cost Proposals. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall 
presentations of the Final Administrative Cost Proposals. We believe that our audit provides 
a reasonable basis for our opinion. 

The accompanying Final Administrative Cost Proposals were prepared to present the cost of 
administration allowable and applicable to Part A of the Health Insurance for the Aged and 
Disabled Program pursuant to the reimbursement principles of FAR Part 31, as interpreted and 
modified by the Medicare agreement. They are not intended to be a complete presentation of 
the company’s assets, liabilities, revenue and expenses. 

At the direction of the Department of Health and Human Services, we did not audit the pension 
costs claimed by Travelers on its Final Administration Cost Proposals. We determined, 
however, that Travelers had claimed unallowable pension contributions, facility and occupancy 
costs, tax plaming  costs, vacant space costs, equipment lease costs, and indirect costs. 

In our opinion, except for the unallowable costs referred to in the preceding paragraph, and 
except for the effects on Exhibits 1 through 4 of such adjustments, if any, as might have been 
determined to be necessary had our scope not been limited to exclude pension costs, the 
accompanying Final Administrative Cost Proposals present fairly, in all material respects, the 
allowable administrative costs incurred under the Medicare agreement and recommended 
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adjustments applicable to Part A of the Health Insurance for the Aged and Disabled Program 
from October 1, 1989 through September 30, 1993 in accordance with reimbursement principles 
of FAR Part 31, as interpreted and modified by the Medicare agreement, in conformity with 
generally accepted accounting principles. 

This report is intended solely for the use described above and should not be used for any other 
purpose. 

TICHENOR &- ASSOCIATES 
Woodbridge, Virginia 
November 22, 1994 
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TICHENOR  & AS S O C I A T E S 
CERTIFIED PUBLIC ACCOUNTANTS and MANAGEMENT CONSULTANTS 

WASHINGTON OFFICE


12531 CLIPPER DRIVE SUITE 202

W OODBRIDGE V A 22192


PARTNERS BUSINESS (703) 490-1004

WILLIAM R. TICHENOR METRO (703) 352-1417

JONATHAN D. CROWDER FAX (703) 491-9426


INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL 

We have audited the Medicare Part A Final Administrative Cost Proposals of The Travelers 
Insurance Company (Travelers) for the period October 1, 1989 to September 30, 1993 and have 
issued our report thereon dated November 22, 1994. 

We conducted our audit in accordance with generally accepted auditing standards and 
Government Auditing Standards (1988 Revision) issued by the Comptroller General of the United 
States. These standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the Final Administrative Cost Proposals are free of material 
misstatement. 

In planning and performing our audit of the Final Administrative Cost Proposals of Travelers 
for the period October 1, 1989 through September 30, 1993 we considered its internal control 
structure in order to determine our auditing procedures for the purpose of expressing our opinion 
on the Final Administrative Cost Proposals and not to provide assurance on the internal control 
structure. 

The management of Travelers is responsible for establishing and maintaining an internal control 
structure. In fulfilling this responsibility, estimates and judgments by management are required 
to assess the expected benefits and related costs of internal control structure policies and 
procedures. The objectives of an internal control structure are to provide management with 
reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized 
use or disposition, and that transactions are executed in accordance with management’s 
authorization and recorded properly to permit the preparation of financial statements in 
accordance with generally accepted accounting principles. Because of inherent limitations in any 
internal control structure, errors or irregularities may nevertheless occur and not be detected. 
Also, projection of any evaluation of the structure to future periods is subject to the risk that 
procedures may become inadequate because of changes in conditions or that the effectiveness 
of the design and operation of policies and procedures may deteriorate. 
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For purpose of this report, we have classified the significant internal control structure policies 
and procedures into the following categories: 

�	 Procedures which assure accurate, current and complete disclosure of the financial 
results of the Medicare program in accordance with Federal reporting 
requirements; 

Procedures for determining the allowability and allocability of costs in accordance 
with the FAR Part 31 and Appendix B of the Medicare agreements; 

�	 Cost allocation procedures which assure that indirect costs are accumulated by 
logical groupings, and distributed on the basis of the benefits accruing to the 
various cost objectives; 

� Records that adequately identify the application of funds; 

� Accounting records that are supported by source documentation; 

� Effective control over and accountability for all funds, property, and other assets; 

� Comparison of actual with budgeted amounts for each period. 

For all of the internal control structure categories listed above, we obtained an understanding 
of the design of relevant policies and procedures and whether they have been placed in operation 
and we assessed control risk. 

We noted certain matters involving the internal control structure and its operation that we 
consider to be reportable conditions under standards established by the American Institute of 
Certified Public Accountants. Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of internal control structure that, 
in our judgment, could adversely affect the entity’s ability to record, process, summarize and 
report financial data consistent with the assertions of management in the Final Administrative 
Cost Proposals. A material weakness is a reportable condition in which the design or operation 
of the specific internal control structure elements does not reduce to a relatively low level the 
risk that errors or irregularities in amounts that would be material in relation to the Final 
Administrative Cost Proposals being audited may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions. 

Our consideration of the internal control structure would not necessarily disclose all matters in 
the internal control structure that might be reportable conditions and, accordingly, would not 
necessarily disclose all reportable conditions that are also considered to be material weaknesses 
as defined above. However, we noted the following matters involving the internal control 
structure that we considered to be material weaknesses as defined above. 
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Travelers does not have adequate quality assurance procedures for the payroll data 
being imputed into the Personnel Information Management System to assure that 
it has been approved by the responsible manager. The Internal Auditors have 
identified this weakness since 1991, however, no corrective actions have been 
designed and implemented. 

Travelers does not have adequate procedures for assuring that reimbursable travel 
costs are adequately documented in accordance with established corporate policies 
and procedures. 

Travelers does not periodically inventory assets such as furniture and equipment 
to assure their physical existence is reconciled to the recorded accountability for 
same. 

Travelers does not have adequate procedures to identi& and segregate 
unallowable costs. As discussed in the Findings and Recommendations section 
of this report, Travelers charged Medicare unallowable direct and indirect costs. 
HHS requires that a system of internal control include procedures for reviewing 
all costs to determine whether costs are allowable and allocable. 

Time sheets were missing for several employees. 

Recommendations: 

We recommend that Travelers strengthen its internal control procedures to assure that: 

1.	 Reimbursable travel costs are adequately documented and accounted for to assure 
compliance with corporate and Federal requirements. 

2.	 Furniture and equipment records are properly maintained and verified and that assets are 
properly safeguarded. 

3. Unallowable costs are identified, segregated and not included in the FACPS. 

Intermediary’s Response 

The Intermediary agreed with all findings and recommendations except with the finding to 
strengthen and improve internal controls over the periodic inventory and reconciliation of same. 
The Intermediary has designed and implemented procedures to address the identified weaknesses, 
except that the Intermediary believes the alternative procedures in place for inventory are 
adequate. The Intermediary’s response is included as an Appendix. 
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Auditor’s Additional Comments 

We reviewed the alternative control procedures as described by the Intermediary. The 
procedures do not include a systematic, company wide periodic inventory of all assets providing 
for the comparison of recorded accountability to actual physical existence by individuals that are 
independent of both custodial and record keeping functions. Therefore, our finding and 
recommendation remain unchanged. 

In our opinion, except for the conditions described above, Travelers’ internal controls were 
adequate for HHS purposes for the period October 1, 1989 to September 30, 1993. 

This report is intended for the information of the Department of Health and Human Services and 
Travelers’ management. This restriction is not intended to limit the distribution of this report, 
which is a matter of public record. 

9-
TICHENOR  & A~SOCIATES 
Woodbridge, Virginia 
November 22, 1994 

26




TICHENOR  & AS S O C I A T E S 
CERTIFIED PUBLIC ACCOUNTANTS and MANAGEMENT CONSULTANTS 

WASHINGTON OFFICE


12531 CLIPPER DRIVE SUITE 202

W OODBRIDGE VA 22192


PARTNERS BUSINESS (703) 490-1004

WILLIAM R. TICHENOR METRO (703) 352-1417

JONATHAN D. CROWDER FAX (703) 491-9426


INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE 

We have audited the Medicare Part A Final Administrative Cost Proposals of The Travelers 
Insurance Company (Travelers) for the period October 1, 1989 through September 30, 1993 for 
its Medicare Part A agreement with HCFA and have issued our report thereon dated November 
22, 1994. 

We conducted our audit in accordance with generally accepted auditing standards and 
Government Auditing Standards (1988 Revision) issued by the Comptroller General of the United 
States. These standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the Final Administrative Cost Proposals are free of material 
misstatement. 

Compliance with laws and regulations applicable to Travelers is the responsibility of their 
management. As part of obtaining reasonable assurance about whether the Final Administrative 
Cost Proposals are free of material misstatement, we performed tests of the Intermediary’s 
compliance with certain provisions of laws and regulations. However, our objective was not to 
provide an opinion on overall compliance with such provisions. 

Material instances of noncompliance are failures to follow requirements, or violations of 
prohibitions, contained in statutes and regulations that cause us to conclude that the aggregation 
of the misstatements resulting from those failures or violations is material to the Final 
Administrative Cost Proposals. The results of our tests of compliance did not disclose any 
material instances of noncompliance. 

We considered Traveler’s compliance with applicable laws and regulations in forming our 
opinion on whether the Final Administrative Cost Proposals are presented fairly, in all material 
respects, in conformity with generally accepted accounting principles, and this report does not 
affect our report dated November 22, 1994 on those Final Administrative Cost Proposals. 

Except for the unallowable costs charged to the Medicare program as described in the Findings 
and Recommendations section of this report, the results of our tests of compliance indicated that, 
with respect to the items tested, Travelers had complied, in all material respects, with the 

27 



1 

provisions referred to in the third paragraph of this report. With respect to items not tested, 
nothing came to our attention that caused us to believe that Travelers had not complied, in all 
material respects, with those provisions. 

This report is intended for the information of the Department of Health and Human Services and 
the Travelers’ management. This restriction is not intended to limit the distribution of this 
report, which is a matter of public record. 

%=x--p ==-J==-
TICHENOR & ASSOCIATES 
Woodbridge, Virginia 
November 22, 1994 
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Exhibit 1 

THE TRAVELERS INSURANCE COMPANY


Final Administrative Cost Proposal


For the Period October 1, 1989 through September 30, 1990


Increase 
(Decrease) 

Recommended Footnote 
Operation Costs Claimed Adjustments Reference 

Bills Payment $ 1,393,867 $ 

Reconsiderations and Hearings 217,438 

Medicare Secondary Payer 530,077 

Medical Review and Utilization Review I 480,134 I I 

Provider Desk Reviews I 753,658 I I 

Provider Field Audits I 546,945 1 I 

Provider Settlements 534,142 

Provider Reimbursements 657,065 

Productivity Investments I 299,911 I I 

Other I 4,561 I I 
Costs Not Associated With An Operation (116,840) 

TOTAL $ 5,417,798 $ (116,840) 

(1) See Findings and Recommendations section of this report. The opinion of Tichenor a 
Associates on this FACP appears on Page 21. 
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Exhibit 2 

THE TRAVELERS INSURANCE COMPANY


Final Administrative Cost Proposal


For the Period October 1, 1990 through September 30, 1991


Increase 
(Decrease) 

Recommended Footnote 
Operation Costs Claimed Adjustments Reference 

Bills Payment $ 1,330,378 $ 

Reconsiderations and Hearings 239,835 

Medicare Secondary Payer 380,868 

Medical Review and Utilization Review 349,062 

Provider Desk Reviews I 799,100 I I 
Provider Field Audits I 513,771 I I 

Provider Settlements I 295,091 I I 

Provider Reimbursements 670,785 

Productivity Investments 204,719 
I I I 

Other o 

Costs Not Associated With An Operation 

TOTAL $ 4,783,609 $ 64,260 

(1)	 See Findings and Recommendations section of this report. The opinion of Tichenor  & 
Associates on this FACP appears on Page 21. 



Exhibit 3 

THE TRAVELERS INSURANCE COMPANY


Final Administrative Cost Proposal


For the Period October 1, 1991 through September 30, 1992


Operation Costs Claimed 

Bills Payment $ 1,466,290 

Reconsiderations and Hearings 239,068 

Medicare Secondary Payer 258,160 

Medical Review and Utilization Review I 381,522 

Provider Desk Reviews I 915,064 

Provider Field Audits I 354,937 

Provider Settlements I 394,520 

Provider Reimbursements 607,281 
I 

Productivity Investments 200,400 

Other I 121,786 

Costs Not Associated With An Operation 

TOTAL I $ 4,939,028 

Increase 
(Decrease) 

Recommended 
Adjustments 

$ 

(92,907) 

$ (92,907) 

Footnote 
Reference 

(1) 

(1)	 See Findings and Recommendations section of this report. The opinion of Tichenor & 
Associates on this FACP appears on Page 21. 

32




I 

Exhibit 4 

(1) 

THE TRAVELERS INSURANCE COMPANY


Final Administrative Cost Proposal


For the Period October 1, 1992 through September 30, 1993


Increase 
(Decrease) 

Recommended Footnote 
Operation Costs Claimed Adjustments Reference 

Bills Payment $ 1,432,306 $ 

Reconsiderations and Hearings 240,999 

Medicare Secondary Payer 289,804 

Medical Review and Utilization Review 323,868 

Provider Desk Reviews 970,029 

Provider Field Audits 362,289 

Provider Settlements 280,271 

Provider Reimbursements 647,450 

Productivity Investments 159,551 

Other 299,510 

Costs Not Associated With An Operation (17,169) (1) 

TOTAL $ 5,006,077 $ (17,169) 

See Findings and Recommendations section of this report. The opinion of Tichenor 8.L 
Associates on this FACP appears on Page 21. 

33 



APPENDIX


INTERMEDIARY’S WRITTEN RESPONSE


TO


FINDINGS AND RECOMMENDATIONS


SEE APPENDIX FOLLOWING


RAILROAD RETIREMENT BOARD REPORT


34




1


REPORT ON


AUDIT OF ADMINISTRATIVE COSTS INCURRED UNDER


PART B OF THE MEDICARE PROGRAM


FOR THE PERIOD


OCTOBER 1, 1989 THROUGH SEPTEMBER 30, 1993


BY


THE TRAVELERS INSURANCE COMPANY


HARTFORD, CONNECTICUT


NOTICE 

The designation of financial or management practices as questionable or a recommendation for 
the disallowance of costs incurred or claimed, as well as other conclusions and recommendations 
in this report, represent the findings and opinions of Tichenor & Associates, Certified Public 
Accountants, as concurred in by the HHS OIG Office of Audit Services. Final determinations 
on these matters will be made by authorized HHS operating division officials. 
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SUNIMARY 

The Travelers Insurance Company (the Carrier) claimed administrative costs totaling 
$175,963,103 on its Medicare Part B Final Administrative Cost Proposals (FACPS) for fiscal 
years ended September 30, 1990, 1991, 1992, and 1993. Our recommended audit adjustments 
reduce the claimed costs by $2,408,357 and add incentive payments of $805,801 due to the 
Carrier based on the audit adjustments. The audit findings are summarized as follows: 

�	 The Carrier claimed $791,086 of facilities and occupancy costs for space in 
excess of 135 net-usable square feet per equivalent man-year as allowed by the 
contract. The Carrier allocated facility and occupancy costs based on budgeted 
rates rather than actual rates. 

�	 The Carrier claimed current costs of $1,311,523 for indirect costs which were 
identified as unallowable during prior audits of Medicare administrative costs. 
Claiming costs which were previously identified as unallowable is unallowable in 
accordance with the Medicare agreement, Article XIII, paragraph L. These 
unallowable indirect costs included $822,920 for certain leased equipment which 
is unallowable in accordance with FAR 31.201-4; $386,553 for vacant space 
which is unallowable in accordance with FAR 31.205-17; $21,656 for tax 
planning costs which is unallowable in accordance with FAR 3 1.205-41(b)(l) and 
31.205-27(a); and, $80,394 for pension contributions which are unallowable in 
accordance with FAR 3 1.205-6(j)(2)(ii) and Cost Accounting Standards (CAS) 
412.40. 

�	 The Carrier claimed $316,417 in unallowable indirect costs including (1) cost 
centers that do not benefit Medicare, (2) costs not incurred, (3) unsupported 
costs, (4) unallowable costs, and (5) cost centers inconsistently allocated. 

�	 The Carrier understated the return on investment in fiscal year 1990 applicable 
to Medicare by $10,669. Return on investment is allowable in accordance with 
FAR 31.205-10 and the Medicare agreement, Appendix B, Section X. A.. 

�	 The Carrier was entitled to and received an incentive fee in fiscal years 1992 and 
1993. However, the incentive fee paid was based on the administrative costs per 
claim as calculated by the Carrier. This claimed per unit cost included 
unallowable administrative costs as summarized above. Reducing the 
administrative costs by the above questioned costs resulted in a lower per unit 
cost and therefore an additional incentive fees of $805,801. 
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We evaluated the Carrier’s system of significant internal accounting and administrative 
controls and its compliance with laws and regulations that can materially affect the Carrier’s 
FACPS. Our evaluation, in addition to the above recommended adjustments, disclosed 
internal control weaknesses in the inventory control and travel expense systems; however, 
we identified no specific financial impact. Otherwise, we believe control procedures were 

purposes, 
and that the Carrier complied with the terms and provisions of laws and regulations for the 
generally adequate for the Department of Health and Human Services’ (HHS) 

transactions tested. Tichenor & Associates’ reports on its reviews of internal control and on 
compliance appear on pages 23 and 27, respectively. 

We held a departure conference with Carrier representatives on November 22, 1994, the 
date we concluded our fieldwork. The Carrier was provided with a copy of the draft audit 
report, to which they provided written comments. We incorporated those comments into 
the final report. The Carrier concurred with a portion of the total questioned costs such as 
unallowable indirect costs, understated facility and occupancy costs, and understated return 
on investment. The Carrier, however, disagreed with the remaining cost findings and 
recommendations. The Carrier also concurred with all of our internal control findings and 
recommendations except for periodic inventories of assets with which they did not agree. 
The Carrier’s response is included as an Appendix to this report. 
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INTRODUCTION


The information contained in this report relates to an audit of administrative costs incurred under 
Title XVIII, Part B, of the Social Security Act by The Travelers Insurance Company (the 
Carrier) during the four-year period Octoberl, 1989 through September 30, 1993. 

BACKGROUND 

Health Insurance for the Aged and Disabled (Medicare), Title XVIII of the Social Security Act, 
provides a hospital insurance program and a related medical insurance program for (a) eligible 
persons aged 65 and over; (b) disabled persons under 65 who are entitled to Social Security or 
Railroad Retirement disability benefits for at least 24 consecutive months; and (c) individuals 
under 65 with chronic kidney-disease who are currently insured by or entitled to Social Security 
benefits. 

The medical insurance program, Part B, Supplementary Insurance Benefits for the Aged and 
Disabled, is a voluntary program and provides protection against the costs of physician’s 
services, hospital outpatient services, home health care services and other health services. The 
Medicare program is administered by the Health Care Financing Administration (HCFA).  Title 
XVIII provides, however, that public or private organizations, known as Carriers (Part B), may 
assist in administering the Medicare program under contracts or agreements with HCFA for 
processing bills and making payments that are due under the program. 

1 

Carriers are reimbursed for all reasonable and allowable costs incurred in administering the 
programs, except for specific limitations that may be agreed to in the individual Medicare 
contracts and agreements. During the four-year period covered by our audit, the Carrier served 
as the carrier in administering Medicare Part B claims in four (4) states: Comecticut, 
Minnesota, Mississippi and Virginia. 

[ 

During the audit period, October 1, 1989 through September 30, 1993, the Carrier processed 
more than 98 million claims, paid Medicare Part B benefits totaling over $5.6 billion and 
claimed administrative costs of $175.9 million for this period as follows: 
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47,911,484 27,511,918 

98,069,845 

Costs incurredin  connection with the Carrier’s  activities are accumulatedin  cost centers which

are subsequently allocatedto

business.


its various lines of business, including its Medicare PartB lineof 

REGULATIONS RELATINGTOCOST REIMBURSEMENT 

Article XVofthe  Medicare agreement states that allowable costs under the agreement shallbe 
determined in accordance with theprovisions of Part31 of the Federal Acquisition Regulation 
(FAR) as interpreted and modified by Appendix B to the agreement. Section 31.201-1 of the 
FAR provides that the total cost of a contract is the sum of the allowable direct and indirect 
costs allocable to a contract, incurred or to be incurred, less any applicable credits. 

FAR Part 31 also provides that items of cost are allowable charges provided that the tests of 
reasonableness and allocability are met and that generally accepted accounting principles are 
followed. A reasonable cost is defined as one that would be incurred by an ordinarily prudent 
person in the conduct of competitive business. Further, a cost is allocable if it is assigned or 
chargeable to a particular cost objective in reasonable proportion to the benefits received. 

Sections 31.202 and 31.203 of the FAR define direct and indirect costs as follows: 

Direct Costs: Any cost that can be identified specifically with a particular cost 
objective. Costs identified specifically with the contract are direct costs of the 
contract and are to be charged directly thereto. Costs identified specifically with 
other work of the Carrier are direct costs of that work and are not to be charged 
to the contract directly or indirectly. 

Indirect Costs: Any cost that, because of its incurrence for common or joint 
objectives, is not readily subject to treatment as a direct cost. 

Period 
Claimed 

costs 
Claims 

Processed 

10/1/89 - 9/30/90 $ 40,690,561 21,036,169 

10/1/90 - 9/30/91 42,440,867 23,401,163 

10/1/91 - 9/30/92 44,920,191 26,120,595 

10/1/92 - 9/30/93 

TOTAL 
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Finally, Section 31.205 of the FAR provides detailed guidelines as to whether or under what 
circumstances specific types of costs are allowable or unallowable. 

SCOPE OF AUDIT 

We audited the Medicare Part B Final Administrative Cost Proposals (FACPS) of The Travelers 
Insurance Company (the Carrier) for the period October 1, 1989 through September 30, 1993. 
The FACPS are the responsibility the Carrier’s management. Our responsibility is to express 
an opinion on these FACPS based on our audit. 

Our examination was made in accordance with generally accepted auditing standards and with 
the Government Auditing Standards (1994 Revision) issued by the Comptroller General of the 
United States. The primary purpose of the examination was to express an opinion as to whether 
the Carrier’s FACPS present fairly the allowable costs of administration in conformity with the 
reimbursement principles contained in Part 31 of the FAR as interpreted and modified by the 
Medicare agreement. The examination included an evaluation of the accounting system and 
related internal controls, tests of the accounting records, and the application of the auditing 
procedures contained in the Audit Guide for the Review of Administrative Costs Incurred by 
Medicare Intermediaries and Carriers Under Title XVIII of the Social Security Act (Audit Guide) 
issued by the Department of Health and Human Services Office of Inspector General in March, 
1991. However, at the direction of the Department of Health and Human Services (HHS), 
Office of Inspector General (OIG), we did not audit the Carrier’s pension plans. 

r The audit fieldwork was conducted at The Travelers Insurance Company, Hartford, Connecticut, 
during the period August 15, 1994 through November 22, 1994.f 

[ 
[ This report is intended solely for the purpose described above and should not be used for any 
~ other purpose. 
[ 
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FINDINGS AND RECOMMENDATIONS


For the period October 1, 1989 through September 30, 1993, the Carrier claimed administrative 
costs totaling $175,963,103 on its Medicare Part B FACPS. Our audit disclosed questioned costs 
of $1,602,556 as unallowable costs in accordance with applicable Federal regulations and the 
terms and conditions of the Medicare agreement as follows. 

Summary of Claimed and Questioned Costs 
10/1/89 through 9/30/93 

Claimed Questioned 
Period costs costs Reference 

10/1/89 - 9/30190 $ 40,690,561 $ 823,427 Exhibit 1 

10/1/90 - 9/30/91 42,440,867 (27,471) Exhibit 2 

10/1/91 - 9/30/92 I 44,920,191 I 623,774 I Exhibit 3 

10/1/92 - 9/30/93 47,911,484 182,826 Exhibit 4 

TOTAL $ 175,963,103 $ 1,602,556 

Our detailed findings and recommendations are also discussed below. 

UNALLOWABLE FACILITY AND OCCUPANCY COSTS 

net-usable square feet per equivalent man-year.

usable square feet per equivalent man- year is unallowable in accordance with Appendix B,


The Carrier claimed $791,086 of facility and occupancy (F&O) costs for space exceeding 135 
The allocation of space in excess of 135 net-

Section X.B. 1., to the Medicare contract, which states: 

“With respect to space, either leased or owned, acquired after the effective date 
of this agreement/contract, the guideline for the amount of such space which may 
hereafter be allocated for the performance functions under this agreement/contract 
to the Medicare program, without justification by the contractor, shall be an 
average of 135 square feet of net usable space per equivalent man-year. 
Additional amounts of space may be allocated, provided that the contractor 
justifies such additional amounts. ” 
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We determined that the Carrier has not submitted a request to HCFA justifying the allocation 
of greater than 135 net-usable square feet per equivalent man-year to the Medicare program. 
We also determined that the Carrier had allocated indirect facility costs based on budgeted 
average costs per square foot which were not adjusted to actual. We determined that budgeted 
and actual indirect facility costs per square foot were as follow: 

BudEeted/ClaimedFiscal Year Rate Actual Rate 

1990 $24.14 $25.09 
1991 $24.44 $25.04 
1992 $21.45 $21.75 
1993 $21.26 $22.32 

The use of budgeted rates versus actual rates resulted in an understatement of the indirect facility 
costs. Therefore, we calculated the total actual F&O costs using the actual rates shown above. 
We then calculated the unallowable F&O costs by determining the excess square feet allocated 
to Medicare and multiplying it by the average cost per square foot for the Carrier’s home 
offices. The results of the calculations were netted together to determine the total unallowable 
costs. Our audit disclosed unallowable facility and occupancy costs of $791,086, as follows: 

Total F&O 
Fkcal Year costs 

1990 I $3,334,650 
1 

1991 3,522,860 

1992 I 3,913,713 
1 

1993 3,531,549 

TOTAL $14,302,772 

Total Sq. Ft. Excess Questioned 
Allocated Sq. Ft. costs 

145 10 $ 153,435 

141 6 86,338 

155 20 395,556 

146 11 155,757 

I $ 791,086 

Recommendation 

We recommend that the Carrier reduce the fiscal year 1990, 1991, 1992 and 1993 FACPS by 
their respective share of the $791,086 for unallowable facility and occupancy costs claimed. 

Carrier’s Response 

The Carrier summarized their position as follows: 

“This audit finding is comprised of two issues: the use of budgeted versus actual 
rates which caused costs to be understated . . . and excess square footage. The net 
amount . . . was questioned in the audit reports. 
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We agree with the audit finding relative to the use of budgeted versus actual rates 
which resulted in an understatement of costs for the four fiscal years . . . . 

We disagree with the second component of the finding that recommends 
disallowance of net usable square feet in excess of the contractual 135 square feet 
on the basis that the Government is estopped from retroactively requiring 
Travelers to include corporate home office space in the calculation of net usable 
square feet. In addition to that argument, we have also included justification for 
the additional post- 1978 space and maintain that space acquired prior to 1978 
should have been excluded from the auditor’s calculation but was not . ...” 

Auditor’s Additional Comments 

Although the Carrier stated that the Government has previously not required the inclusion of 
corporate home office space in the calculation of total facility and occupancy costs subject to the 
135 square foot limitation, we have determined that the facility and occupancy finding developed 
in a prior audit of fkcal years 1984 and 1985, were consistent with our basis. Furthermore, our 
findings were developed in accordance with Appendix B to the Medicare agreement. The final 
determination as to the allowability of the questioned facility and occupancy costs is a legal 
matter which is outside of the scope of our audit. Therefore, we continue to include the 
applicable corporate home office space in the calculation of net usable square feet. We concur 
that space that was acquired, and not modified through lease amendment, prior to October 1978 
should not be included in the calculation of net usable square feet and the personnel residing in 
that space should not be included in the calculation of the net equivalent man years. The Carrier 
provided additional data to support the calculation of these items. We considered and evaluated 
this information in determining the revised allowable and unallowable costs. 

FOLLOW UP OF PRIOR AUDIT FINDINGS 

The Carrier claimed $1,311,523 for indirect costs which were identified as unallowable during 
prior audits of Medicare administrative costs. The fiscal year 1988-1989 audit questioned costs 
claimed for allocated vacant space, tax planning costs, leased equipment costs and pension 
contributions. These findings were sustained by HCFA as documented in the Audit Clearance 
Document dated December 16, 1991. However, the Carrier did not concur with the finding or 
determination and, according to HHS OIG, has appealed the decision. 

The Medicare contract, Article XIII, paragraph L., states: 

“If the Secretary and the Carrier are unable to agree upon a final amount of the 
administrative costs of the Intermediary for a particular period, the Secretary shall 
issue a final determination of the amount of such administrative costs for such 
period and inform the Intermediary of such costs, with a fill explanation of the 
exceptions he has taken to the Intermediary’s report of its allowable costs. If a 
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dispute arises as to the exceptions taken by the Secretary, the Intermediary may 
appeal the final determination in accordance with the provisions of Article XXI 

of such costs on all ;ubsequent claims. ” (Emphasis added) 

Therefore, these costs should have been specifically identified by the Carrier as not reimbursable 
pending the outcome of the appeal process. The unallowable costs were identified as follows: 

* 

TOTAL I $ 660,799 

j99J ~ ~ ~ ~ 

$ 87,130 $ 88,989 $ 91,249 $ 386,553 (1) 

276,174 194,413 120,213 822,920 (2) 

4,652 6,074 5,667 21,656 (3) 

(508,433) 426,070 (141,474) 80,394 (4) 

$ (140,477) $ 715,546 $ 75,655 $ 1,311,523 

Note: 

, (1)
[ 

Vacant S~ace 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Carrier allocated costs to the Medicare program for vacant space. We determined that the 
Carrier claimed $386,553 for vacant space in fiscal years 1990 through 1993. The allocation 
of idle facilities and idle capacity costs to the Medicare contract are unallowable in accordance 

with FAR 31.205-17 which states: 

“The costs of idle facilities are unallowable... ” 

Therefore, we continue to classify the costs claimed for vacant space as unallowable under the 
current Medicare program. 

(2) Leased Equipment 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Carrier allocated costs to the Medicare program for leased equipment which did not benefit the 
Medicare program. We determined that the Carrier claimed $822,920 for leased equipment 
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which they could not demonstrate benefitted the Medicare contract in fiscal years 1990 through 
1993. The allocation of costs to the Medicare contract is unallowable in accordance with FAR 
31.201-4 if no benefit is received by the program. 

Therefore, we continue to classify the costs claimed for leased equipment which does not benefit 
the Medicare program as unallowable under the current Medicare program. 

(3) Tax Planning 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Carrier allocated costs to the Medicare program from responsibility code 115-04-100 Tax 
Planning. We determined that the Carrier claimed $21,656 for the tax planning cost center in 
fiscal years 1990 through 1993. This cost center is responsible for Federal, State and foreign 
tax planning, development of tax policies relating to tax laws, and the acquisition of companies 
or business segments. FAR 31.205-41(b)(l) states: 

“The following types of costs are not allowable: (1) Federal income and excess 
profit taxes. ” 

Also, FAR 31.205-27(a) states, in part: 

It . . . expenditures in connection with (1) planning or executing the organization or 
reorganization of the corporate structure of a business including mergers and 
acquisitions... are unallowable. ” 

Therefore, we continue to classify the costs claimed for the Tax Planning responsibility code as 
unallowable under the current Medicare program. 

(4) Pension Contributions 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Carrier claimed costs under the Medicare program for unfunded nonqualified pension 
contributions. We did not perform a review of the pension costs claimed by the Carrier. 
However, during our review of the prior audit findings and our determination of their 
disposition, we determined that the Carrier had continued to claim unallowable pension costs as 
reported in the prior audit. The Carrier provided the amount, by fiscal year, which had been 
claimed but was unallowable for fiscal years 1990 to 1993. These amounts included credits for 
fiscal year 1991 and 1993. 

The Carrier stated that the credits are due to timing differences created due to the reporting 
period, calendar year versus fiscal year, and the funding of an unqualified pension plan which 
is adjusted on a calendar basis and may include credits from prior periods. We did not 
determine whether the amounts provided by the Carrier were supported by the accounting 
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records since pension costs had been excluded from the scope of our audit. However, we

recommend that HCFA verify that the amounts, including the credits, are accurate.


The Carrier claimed $80,394 for the same unqualified pension contributions in fiscal years 1990

through 1993.

discriminatory to the Federal Government. Medicare is the only line of business currently

funding its entire share of the pension plan. The costs of the plan for other lines of business are

accrued but not funded until benefhs are due to participants. This practice is discriminatory to


FAR 3 1.205-6(j)(2)(ii) does not allow costs of pension plans that are 

the Federal Government. In addition, the Cost Accounting Standards (CAS) 412.40 (c) do not 
allow the cost of pension plans if the payment of benefits from the plan cannot be compelled by 
the participants. The Carrier could not clearly illustrate that the benefits under the nonqualified 
plan can be legally compelled. The unallowable costs are the difference between the excess 
pension costs claimed over the pension costs funded. 

Recommendation 

We recommend that the Carrier reduce the fiscal year 1990, 1991, 1992 and 1993 FACPS by 
their respective share of the $1,311,523 for unallowable costs which continue to be claimed 
although they have been identified as unallowable in prior audits. 

Carrier’s Response 

The Carrier disagreed with the finding and recommendation. The Carrier stated, in part: 

“.. .These issues were under dispute from the audit of fiscal years 1988 and 
1989 . . . these costs were not audited during the current audit. We were requested 
to quantify the costs that were claimed during the four fiscal years and were 
informed that Tichenor & Associates could not render an opinion as to the 
allowability of these costs, but that these cost issues would be decided based on 
the resolution of the fiscal years 1988 and 1989 dispute.I 

I 

[
[ We recently reached a tentative settlement with HCFA on these four issues and 

!	
propose that these costs in fiscal years 1990 through 1993 be resolved similarly. 
We support the decision made by HCFA related to the allowability of these costs. 
Each of the four items is addressed below: 

! 

}
F These costs were deemed by HCFA to be allowable for fiscal years 1988 and~ 

1989 and Travelers asserts that these costs should also be allowable for fiscal 
years 1990 through 1993 as well. Our reasoning is restated below:...~ 

I 
1 



. . . the FAR permits the allowability of idle facilities costs when they are necessary 
to meet fluctuations in workload, or when they were necessary when acquired and 
are now idle because of reasonably unforeseen changes in requirements . . . . 

Travelers vacant space costs are allowable under these express cost allowability 
principles. The Travelers vacant space policyl  is that rent is charged to the 
Vacant Space cost center when a “tenant” (a Travelers Department or unit) moves 
out of an area as a result of a Corporate directive and in accord with the Master 
Space Plan (MSP) . . . . The vacant space cost center is also used when tenants are 
moved to temporary space while their permanent location is renovated. The 
tenant is charged for the temporary space while the area under renovation is 
charged to vacant space. Thus, Travelers vacant space involves both idle capacity 
as well as idle facilities. 

As can be seen from Travelers’ vacant space policy, the vacant space charges 
relating to idle facilities arise from changed requirements, reorganization changes, 
production economies, and other causes, all of which factors Travelers takes into 
consideration under its MSP in assigning space: In addition, the vacant space 
charges arising from idle capacity are clearly the result of normal business 
fluctuations, not subject to reduction or elimination, such as when space is being 
renovated. 

B. Lease Equipment 

These costs were deemed by HCFA to be allowable for fiscal years 1988 and 
1989 and Travelers asserts that these costs should also be allowable for fiscal 
years 1990 through 1993 as well. Our reasoning is restated below:... 

. . . in mid-1988, Travelers chose to lease, rather than purchase, its ADP equipment 
needs. This option offered Travelers certain financial advantages. 

When Travelers made lease payments to the lessor, Travelers booked the 
amortized equipment amount to the responsibility code which “manages” the 
equipment repayment. The costs are built into the charge rates of the Data 
Center, and are allocated to Medicare based on the usage of the DP cost centers. 
. . .Thus, Medicare bore its proportional share of an allowable and necessary 
business expense. 

lTravelers set forth this policy and additional explanation on these costs in its May 30th, 
1991 response to the draft audit report. 
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c . Tax P1anning 

These costs were deemed by HCFA to be allowable for fiscal years 1988 and 
1989 and Travelers asserts that these costs should also be allowable for fiscal 
years 1990 through 1993 as well. Our reasoning is restated below:... 

. . . the Tax Plaming Center is occasionally involved in analyzing the tax 
consequences of the proposed acquisition or disposition of various business 
segments or subsidiaries, its role does not extend to the “planning or execution 
of the organization or reorganization” of a business as described in FAR $31.205-
27 . . . . 

Second ,.. .The costs of preparing and submitting business tax forms are expressly 
allowable under FAR $31.205 -28,.... 

. . .Thus, the Tax Planning Center costs associated with filing Federal Income tax 
forms are expressly allowable costs under FAR $31.205-28. 

D. Pension Contributions 

We propose settling on the unqualified plan using the same methodology that was 
used to settle this issue for fiscal years 1988 and 1989. Ron Solomon, HCFA, 
OACT,  in his memo dated April 28, 1994, recommended that, “Since ultimate 
payment of accrued, but not projected, benefits is secured by the amendments, 
the government will consider accrual costs for the value of only the accrued 
benefits as allocable and allowable contract costs without regard to funding. This 
recommendation is to apply to costs for all years begiming with fiscal year 1987, 
notwithstanding the fact that the FAR change was not effective until fiscal year 
1990. “ 

For the four fiscal years, we claimed a total of $48,682 on our FACPS. The 
revaluation by our actuaries indicates that the total allowable cost for the period 
was $771,929. Therefore, we understated our costs by $723,247 for FY 90 
through 91. These additional costs should be considered as part of the settlement 
for these years. (Parts A, B, and RRB) 

Auditor’s Additional Comments 

A. Vacant Space 

The Carrier stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 
had been upheld by HHS. The Carrier did not provide any additional documentation to support 
that this decision had been changed. 
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In addition, the Carrier provided their Master Space-Plan policy stating that the only facility 
costs incurred for vacant space are those associated with changed requirements, reorganization 
changes, production economies and other causes which should be interpreted as allowable under 
FAR 31.205-17. However, we are aware of downsizing actions taken by the Carrier as a result 
of corporate reorganizations planned, pending, or initiated, which result in permanent reductions 
and vacant space which is unallowable idle facility costs. Therefore, our finding and 
recommendation remain unchanged. 

B. Leased Equipment 

The Carrier stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 
had been upheld by HHS. The Carrier did not provide any additional documentation to support 
that this decision had been changed. 

The Carrier did not address the allocability of the costs based on benefit, nor did they address 
how the leased equipment directly benefitted the Medicare program. Therefore, our finding and 
recommendation remain unchanged. 

c . Tax Planning 

The Carrier stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 
had been upheld by HHS. The Carrier did not provide any additional documentation to support 
that this decision had been changed. 

In a January 4, 1991 memorandum prepared by the Carrier, this cost center’s functions were 
described as including the monitoring of tax legislation and working with industry groups to 
minimize cost to the Carrier, as well as tax planning and administration. We questioned all 
costs claimed because the Carrier did not segregate and eliminate from their claim the following 
explicitly unallowable functions: 1) those which influence tax legislation unallowable under FAR 

and administration functions which are unallowable under FAR 
31.205-28, which allows only the cost of tax preparation and submission. Therefore, our finding 
and recommendation remain unchanged. 

31.205-22 and, 2) tax plaming 

D. Pension 

The Carrier stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 
had been upheld by HHS. The Carrier did not provide any additional documentation to support 
that this decision had been changed. 

Pension costs were not included in the scope of our audit. Therefore, we cannot determine 
whether the additional pension costs discussed by the Carrier are allowable, allocable, and 
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reimbursable in accordance with the FAR and Medicare agreement. Therefore, our finding and 
recommendation remain unchanged. 

UNALLOWABLE INDIRECT COSTS 

The Carrier claimed $316,417 of unallowable indirect costs for fisca’ years 1990 through 1993. 
The unallowable costs resulted from the following: 

� The Carrier allocated $19,264 from a cost center which did not benefit the Medicare 
program. The Carrier was unable to demonstrate how the costs incunred and allocated 
from the Actuarial Programs and Resources (1 11-01-200) responsibility code provided 
a benefit to the Medicare program. The responsibility code is allocated to the Medicare 
program based on a factor of 2.91 percent. However, because this responsibility code 
provided no benefit to the Medicare program the allocated costs are unallowable in 
accordance with FAR 31.201-4, which states, in part: 

“A cost is allocable if is assignable or chargeable to one or more 
cost objectives on the basis of relative benefits received... ” 

In addition, the Medicare contract, Appendix B, Section XV, paragraph A. 3., states: 

“The following items are unallowable:.. .A... (3) costs relating to 
the contractor’s underwriting activities, including related 
actuarial . . . services... ” 

� The Carrier allocated $101,831 from responsibility codes which are unallowable in 
accordance with the FAR. Unallowable activities were performed in the Treasury 
Administration (1 12-04-100), Executive (121-01-000) and General Corporate (142-02-
100) responsibility codes. Based on our inquiries, it was determined that personnel from 
these responsibility codes spent between 10 percent and 33 percent of their time on 
activities related to the selling of subsidiaries, merging and/or acquiring companies and 
raising capital. FAR 31.205-27(a) states, in part: 

!1 . . . expenditures in connection with (1) planning or executing the 
organization or reorganization of the corporate structure of a 
business, including mergers and acquisitions, (2) change in the 
controlling interest in the ownership of a business, and (3) raising 
capital . . . are unallowable. ” 

�	 The Carrier claimed indirect costs based on budgeted cost allocations to the Medicare 
program which were not adjusted to actual costs. In fiscal years 1992 and 1993, the 
Carrier changed the methodology for allocating Corporate and Staff (C&S) responsibility 
codes to the Medicare and other lines of business. Prior to fkcal  year 1992, actual costs 
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were allocated from these responsibility codes to the various lines of business. However, 
beginning in fiscal year 1992 the Carrier began grouping these responsibility codes 
together and allocating the combined final budget amounts to the lines of business. We 
determined that the allocated amounts were not adjusted to actual costs. Instead any 
variance was charged directly to a corporate responsibility code which was not allocated 
to any lines of business. The use of budgeted cost allocations resulted in an 
overstatement of $172,360 of Medicare costs allocated from these cost centers. These 
costs are unallowable in accordance with FAR 31.201. 

�	 The Carrier was unable to provide supporting documentation to determine the 
allowability, allocability and reasonableness of $20,398 of costs allocated from the 
Executive responsibility code (121-01-000) for consulting services performed by a former 
officer. In addition, costs were allocated from this responsibility code for a special 
engagement performed by the Carrier’s independent public accounting firm which was 
unrelated to the amual financial statement audit and which did not appear to benefit the 
Medicare program, and services of an investment firm. Costs which do not benefit the 
Medicare program are unallowable in accordance with FAR 31.204. Costs associated 
with investment counseling do not benefit the Medicare program and are also umllowable 
in accordance with FAR 31.205-27(a). 

�	 The Carrier identified and segregated indirect responsibility codes which they determined 
were not allocable to Medicare in preparing the FACPS. However, the Carrier was not 
consistent in eliminating MCEBO: IO (621-05-100) and United Way Campaign Expenses 
(721-02-000) from the FACP in fiscal years 1991, 1992 and 19932 and claimed $2,564 
associated with these responsibility codes. These responsibility codes are unallowable 
in accordance with FAR 31.201-4 because they do not benefh  the Medicare program. 

We summarized the unallowable indirect costs claimed as a result of these conditions as follows: 

I FY 1990 FY 1991 FY 1992 FY 1993 
I 

TOTAL 

Cost Centers Not Benefiting Medicare 

Actuarial Programs $ 5,928 $ 3,135 $ 5,123 $ 5,078 $ 19,264 

II Claimed Costs Unallowed  by FAR II 

Treasury Administration 1$ 2,567 $ 1,644 $ 4,091 $ 2,056 $ 10,358


II Executive I 9,366 I 14,196 I 28,693 I 25,592 I 77,847 II 

General Corporate 2,001 3,135 3,692 4,798 13,626 
1 

Subtotal $ 13,934 $ 18,975 $ 36,476 $ 32,446 $ 101,831 
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FY 1990 FY 1991 FY 1992 FY 1993 TOTAL 

Budgeted Rather Than Actual Costs 

Various $ 0 $ 0 $ 75,768 $ 96,592 $ 172,360 

No Supporting Documentation 

Consulting Services $ 0 $ 3,127 $ 5,487 

Special project o 0 4,046 

Investment Firm o 0 7,738 

Subtotal 
1 I 1 

Overlooked Eliminating Cost Centers 

Center 621-05-100 1$ 01$ 01$ 396 

Center 721-02-000 0 1,431 614 

Subtotal $ 0 $ 1,431 $ 1,010 

GRAND TOTAL 

$ 0 

0 

0 

$ 123 

0 

$ 123 

-

$ 8,614 

4,046 

7,738 

-

$ 519 

2,045 

-2,564 

-

Recommendation 

We recommend that the Carrier reduce the fiscal year 1990, 1991, 1992 and 1993 FACPS by 
their respective share of the $316,417 for unallowable indirect costs claimed. We also 
recommend that the Carrier strengthen its internal control procedures to properly identify and 
segregate unallowable costs. 

Carrier’s Response 

The Carrier concurred with part of the findings and recommendations and disagreed with other 
parts. The Carrier concurred with: 
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I 

( 

i 

, 

Topic 

Actuarial Programs 
Treasury Administration 
Executive 
General Corporate 
Use of Budgeted Costs 
Consulting Services 
Special Project 
Investment Firm 
Cost Center 621-05-100 
Cost Center 721-02-000 

Amount 

$ 19,264 
10,358 
77,847 
13,626 

Total 1$ 316,417 

However, the Carrier disagreed with the remaining questioned costs: Subsidiary Audit ($36,345) 
and Corporate Actuarial ($56,890). 

Auditor’s Additional Comments 

We reviewed the Carrier’s response to the Subsidiary Audit and Corporate Actuarial findings 
in the draft report. Based on this review we determined that the allocation of 2.91 percent to 
Medicare appeared reasonable and allowable. We revised our findings and recommendation to 
reflect these costs as allowable. 

UNDERSTATED RETURN ON INVESTMENT 

The Carrier claimed $644,513 in fiscal year 1990 for return on investment (ROI) on Medicare 
assets. However, the Carrier provided documentation to support actual ROI of $655,182. 
Therefore, the Carrier understated allowable ROI by $10,669. ROI is allowable in accordance 
with FAR 31.205-10 and the Medicare agreement, Appendix B, Section X. A. We reduced the 
total questioned costs by $10,669 for the allowable ROI not claimed by the Carrier. 

Recommendation 

We recommend that the Carrier increase the fiscal year 1990 FACP by $10,669 for allowable 
ROI or offset other questioned costs which result in sustained disallowances. 

Carrier’s Response 

The Carrier concurred with the finding and recommendation. The Carrier stated that this error 
was of a one-time nature and should not reoccur in future periods. 
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Auditor’s Additional Comments 

None. 

ADDITIONAL INCENTIVE PAYMENTS 

HCFA modified the Medicare Part B contract with the Carrier for fiscal years 1992 and 1993 
to provide for incentive payments if the Carrier should incur costs less than established target 
costs per claim processed. The Carrier received incentive payments in both years. Our review 
showed that the incentive payments received by the Carrier were consistent with the 
administrative costs claimed by the Carrier and the terms of the Medicare agreement. However, 
the results of our audit recommend the reduction of total allowable administrative costs which 
reduces the associated cost per claim processed. Therefore, based on our audit results, the 
Carrier is entitled to additioml incentive fees of $622,976 and $182,825 in fiscal years 1992 and 
1993, respectively. 

HCFA consider the results of

the basis for future negotiated target costs as applicable.


We did not review the basis for the established target costs. However, we recommend that 
the audit and assure &at unallowable costs are eliminated from 

Carrier’s Response 

The Carrier disagreed that the target costs were overstated. The Carrier stated, in part: 

“.. .The process associated with negotiating a funding level for the upcoming 
fiscal year is separate from the process of negotiating a target cost for incentive 
purposes and two different branches within HCFA are responsible for responding 
to and settling on each proposal. The verbiage contained in the incentive 
contracts clearly documents the intent on the part of both HCFA and The 
Travelers to calculate incentive payments using the agreed upon target and 
audited, allowable costs . . . . 

In the case of the allowable costs discussed below that were submitted in revised 
Final Administrative Cost Proposals, we recalculated the associated incentive 
award and believe that the award should be recalculated again for purposes of 
issuing a closing agreement once the results of this most recent audit are 
finalized. 

Auditor’s Additional Statement 

We recalculated the additional incentive fees due to the Carrier based on the questioned costs 
and the resulting lower cost per claim. The additional ncentive fees were used to reduce the 
questioned costs in Exhibits 1 through 4. 
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OTHER MATTERS


Inac~ordance witlithe Audit Guide,  wereviewed andareseparately reporting onthe following 
issues considered to be Other Matters. These issues are discussed below. 

FOLLOW-UP ON PRIOR AUDIT REPORT FINDINGS 

The Carrier implemented corrective actions relative to the findings and recommendations of the 
prior audit with which it agreed and submitted amended FACPS to HCFA. We were able to 
follow up on the nature and adequacy of the Carrier’s corrective actions. Specifically, we 
determined the Carrier had excluded such costs from the FACPS for fiscal years 1990 through 
1993. 

However, the Carrier disagreed with and is currently appealing four audit findings from the prior 
audit report. It has continued to claim these costs in the FACPS for fiscal years 1990 through 
1993. See the Findings and Recommendations section of this report for further details on these 
costs. 

Carrier’s Response 

See the response to Follow up of Prior Audit Findings in the Findings and Recommendations 
section of this repoct. 

Auditor’s Additional Comments 

See the Auditor’s Additional Comments to Follow up of Prior Audit Findings in the Findings 
and Recommendations section of this report. 

INTERIM EXPENDITURE REPORT 

We reviewed the Interim Expenditure Report (IER) for the month of September 1994, along with 
the methods and procedures for preparing this report. Our limited review disclosed that the IER 
contained unallowable and unallowable costs as discussed in the Findings and Recommendations 
section of this report. However, no additional weaknesses were disclosed in the preparation of 
the IER. 
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Carrier’s Response


None.


Auditor’s Additional Statement


None.


COMPLEMENTARY INSURANCE CREDIT


The Carrier was involved with complementary insurance claims processing during our audit 
period. Our review of the applicable credits and the basis for them disclosed no discrepancies. 

Carrier’s Response 

None. 

Auditor’s Additional Statement 

None. 

SIGNIFICANT ELECTRONIC DATA PROCESSING EXPENDITURES 

The Carrier did not incur significant electronic data processing (EDP) expenditures in fiscal 
years 1990 through 1993. The Carrier made a significant change in the expenses processing 
system, however, no significant EDP expenses were incurred in comection with this change. 

Carrier’s Response 

None. 

Auditor’s Additional Statement 

None. 
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AREAS OF AUDIT CONCERN


HCFA officials had no other specific areas of concern to be addressed


Carrier’s Response 

The Carrier provided the following additional statements.


It . . . submitted revised FACPS  for FY 1990 . . . additional, allowable costs related to 
taxes, the qualified pension plan, EDP Corporate plaming  and a spreadsheet 
down load problem . . . . The costs related to the qualified pension plan are 
documented by the OIG in the audit reports:... HCFA indicated that we could not 
draw these additional finds until all cost items had been audited to verify their 
allowability . . . . 

. . . the audit report does not reference these costs,... ” 

Auditor’s Additional Statement 

The audit report included all costs on the revised FACPS filed on September 30, 1993. 
However, the scope of the audit did not include pension costs. Therefore, we did not review 
any costs either incurred or claimed for pensions nor did we comment specifically on the 
additional costs claimed in the revised FACPS. We recommend that HHS determine the 
allocability and allowability of the pension costs discussed above. 
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 & AS S O C I A T E S 
CERTIFIED PUBLIC ACCOUNTANTS and MANAGEMENT CONSULTANTS 

TICHENOR 

WASHINGTON OFFICE 

12531 CLIPPER DRIVE SurrE  202 
W OODBRIDGE V A 22192 

PARTNERS 

W ILLIAM R. TICHENOR 
JONATHAN D. CROWDER 

INDEPENDENT AUDITOR’S REPORT 

BUSINESS (703) 490-1004 
METRO (703) 352-1417 

FAX (703) 491-9426 

We have audited the Medicare Part B Final Administrative Cost Proposals of The Travelers 
Insurance Company (Travelers) for the period October 1, 1989 through September 30, 1993. 
These Final Administrative Cost Proposals are the responsibility of the Traveler’s management. 
Our responsibility is to express an opinion on these Final Administrative Cost Proposals based 
on our audit. 

We conducted our audit in accordance with generally accepted auditing standards and the 
Government Auditing Standards (1988 Revision) published by the Comptroller General of the 
United States. These standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the Final Administrative Cost Proposals are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
in the Final Administrative Cost Proposals. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall 
presentations of the Final Administrative Cost Proposals. We believe that our audit provides 
a reasonable basis for our opinion. 

The accompanying Final Administrative Cost Proposals were prepared to present the cost of 
administration allowable and applicable to Part B of the Health Insurance for the Aged and 
Disabled Program pursuant to the reimbursement principles of FAR Part 31, as interpreted and 
modified by the Medicare agreement. They are not intended to be a complete presentation of 
the company’s assets, liabilities, revenue and expenses. 

At the direction of the Department of Health and Human Services, we did not audit the pension 
costs claimed by Travelers on its Final Administration Cost Proposals. We determined, 
however, that Travelers had claimed unallowable pension contributions, facility and occupancy 
costs, tax planning costs, vacant space costs, equipment lease costs, and indirect costs. 

In our opinion, except for the unallowable costs referred to in the preceding paragraph, and 

determined to be necessary had our scope not been limited to exclude

accompanying Final Administrative Cost Proposals present fairly, in all material respects, the


costs, the 
except for the effects on Exhibits 1 through 4 of such adjustments, if any, as might have been 

pens~n 
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allowable administrative costs incurred under the Medicare agreement and recommended 
adjustments applicable to Part B of the Health Insurance for the Aged and Disabled Program 
from October 1, 1989 through September 30, 1993, in accordance with reimbursement principles 
of FAR Part 31, as interpreted and modified by the Medicare agreement: in conformity with 
generally accepted accounting principles. 

This report is intended solely for the use described above and should not be used for any other 
purpose. 

TICHENOR & ASSOCIATES 
Woodbridge, Virginia 
November 22, 1994 
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TICHENOR  & AS S O C I A T E S 
CERTIFIED PUBLIC ACCOUNTANTS and MANAGEMENT CONSULTANTS 

WASHINGTON OFFICE 

W OODBRIDGE V A 22192 
12531 CLIPPER DRIVE SUITE 202 

PARTNERS BUSINESS (703) 490-1004 
WILLIAM R. TICHENOR METRO (703) 352-1417 
JONATHAN D. CROWDER FAX (703) 491-9426 

INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL 

We have audited the Medicare Part B Final Administrative Cost Proposals of The Travelers 
Insurance Company (Travelers) for the period October 1, 1989 to September 30, 1993, and have 
issued our report thereon dated November 22, 1994. 

We conducted our audit in accordance with generally accepted auditing standards and 
Government Auditing Standards (1988 Revision) issued by the Comptroller General of the United 
States. These standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the Final Administrative Cost Proposals are free of material 
misstatement. 

In planning and performing our audit of the Final Administrative Cost Proposals of Travelers 
for the period October 1, 1989 through September 30, 1993, we considered its internal control 
structure in order to determine our auditing procedures for the purpose of expressing our opinion 
on the Final Administrative Cost Proposals and not to provide assurance on the internal control 
structure. 

The management of Travelers is responsible for establishing and maintaining an internal control 
structure. In fulfilling this responsibility, estimates and judgments by management are required 
to assess the expected benefits and related costs of internal control structure policies and 
procedures. The objectives of an internal control structure are to provide management with 
reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized 
use or disposition, and that transactions are executed in accordance with management’s 
authorization and recorded properly to permit the preparation of financial statements in 
accordance with generally accepted accounting principles. Because of inherent limitations in any 
internal control structure, errors or irregularities may nevertheless occur and not be detected. 
Also, projection of any evaluation of the structure to future periods is subject to the risk that 
procedures may become inadequate because of changes in conditions or that the effectiveness 
of the design and operation of policies and procedures may deteriorate. 
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For purpose of this report, we have classified the significant internal control structure policies 
and procedures into the following categories: 

�	 Procedures which assure accurate, current and complete disclosure of the financial 
results of the Medicare program in accordance with Federal reporting 
requirements; 

�	 Procedures for determining the allowability and allocability of costs in accordance 
with the FAR Part 31 and Appendix B of the Medicare agreements; 

�	 Cost allocation procedures which assure that indirect costs are accumulated by 
logical groupings, and distributed on the basis of the benefits accruing to the 
various cost objectives; 

� Records that adequately identify the application of funds; 

� Accounting records that are supported by source documentation; 

� Effective control over and accountability for all funds, property, and other assets; 

� Comparison of actual with budgeted amounts for each period. 

For all of the internal control structure categories listed above, we obtained an understanding 
of the design of relevant policies and procedures and whether they have been placed in operation 
and we assessed control risk. 

We noted certain matters involving the internal control structure and its operation that we 
consider to be reportable conditions under standards established by the American Institute of 
Certified Public Accountants. Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of internal control structure that, 
in our judgment, could adversely affect the entity’s ability to record, process, summarize and 
report financial data consistent with the assertions of management in the Final Administrative 
Cost Proposals. A material weakness is a reportable condition in which the design or operation 
of the specific internal control structure elements does not reduce to a relatively low level the 
risk that errors or irregularities in amounts that would be material in relation to the Final 
Administrative Cost Proposals being audited may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions. 

Our consideration of the internal control structure would not necessarily disclose all matters in 
the internal control structure that might be reportable conditions and, accordingly, would not 
necessarily disclose all reportable conditions that are also considered to be material weaknesses 
as defined above. However, we noted the following matters involving the internal control 
structure that we considered to be material weaknesses as defined above. 

24




� 

� 

� 

� 

� 

Travelers does not have adequate quality assurance procedures for the payroll data 
being imputed into the Personnel Information Management System to assure that 
it has been approved by the responsible manager. The Internal Auditors have 
identified this weakness since 1991, however, no corrective actions have been 
designed and implemented. 

Travelers does not have adequate procedures for assuring that reimbursable travel 
costs are adequately documented in accordance with established corporate 
policies and procedures. 

Travelers does not periodically inventory assets such as furniture and equipment 
to assure their physical existence is reconciled to the recorded accountability for 
same. 

Travelers does not have adequate procedures to identify and segregate 
unallowable costs. As discussed in the Findings and Recommendations section 
of this report, Travelers charged Medicare unallowable direct and indirect costs. 
HHS requires that a system of internal control include procedures for reviewing 
all costs to determine whether costs are allowable and allocable. 

Time sheets were not consistently signed by the employees and in some cases 
time sheets were missing. 

Recommendations:


We recommend that Travelers strengthen its internal control procedures to assure that:


1.	 Reimbursable travel costs are adequately documented and accounted for to assure 
compliance with corporate and Federal requirements. 

2.	 Furniture and equipment records are properly maintained and verified and that assets are 
properly safeguarded. 

3. Unallowable costs are identified, segregated and not included in the FACPS. 

In our opinion, except for the conditions described above, Travelers’ internal controls were 
adequate for HHS purposes for the period October 1, 1989 to September 30, 1993. 
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This report is intended for the information of the Department of Health and Human Services and 
Travelers’ management. This restriction is not intended to limit the distribution of this report, 
which is a matter of public record. 

7== ya-=ua-
TICHENOR & ASSOCIATES 
Woodbridge, Virginia 
November 22, 1994 
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TICHENOR & AS S O C I A T E S 
CERTIFIED PUBLIC ACCOUNTANTS and MANAGEMENT CONSULTANTS 

WASHINGTON OFFICE


12531 CLIPPER DRIVE SUITE 202

WOODBRIDGE VA 22192


PARTNERS BUSINESS (703) 490-1004

WILLIAM R. TICHENOR METRO (703) 352-1417

JONATHAN D. CROWDER FAX (703) 491-9426


INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE 

We have audited the Medicare Part B Final Administrative Cost Proposals of The Travelers 
Insurance Company (Travelers) for the period October 1, 1989 through September 30, 1993, for 
its Medicare Part B agreement with HCFA and have issued our report thereon dated November 
22, 1994. 

We conducted our audit in accordance with generally accepted auditing standards and 
Government Audiling Standards (1988 Revision) issued by the Comptroller General of the United 
States. These standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the Final Administrative Cost Proposals are free of material 
misstatement. 

Compliance with laws and regulations applicable to Travelers is the responsibility of their 
management. As part of obtaining reasonable assurance about whether the Final Administrative 
Cost Proposals are free of material misstatement, we performed tests of the Carrier’s compliance 
with certain provisions of laws and regulations. However, our objective was not to provide an 
opinion on overall compliance with such provisions. 

Material instances of noncompliance are failures to follow requirements, or violations of 
prohibitions, contained in statutes and regulations that cause us to conclude that the aggregation 
of the misstatements resulting from those failures or violations is material to the Final 
Administrative Cost Proposals. The results of our tests of compliance did not disclose any 
material instances of noncompliance. 

We considered Traveler’s compliance with applicable laws and regulations in forming our 
opinion on whether the Final Administrative Cost Proposals are presented fairly, in all material 
respects, in conformity with generally accepted accounting principles, and this report does not 
affect our report dated November 22, 1994, on those Final Administrative Cost Proposals. 

Except for the unallowable costs charged to the Medicare program as described in the Findings 
and Recommendations section of this report, the results of our tests of compliance indicated that, 
with respect to the items tested, Travelers had complied, in all material respects, with the 
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provisions referred to in the third paragraph of this report. With respect to items not tested, 
nothing came to our attention that caused us to believe that Travelers had not complied, in all 
material respects, with those provisions. 

This report is intended for the information of the Department of Health and Human Services and 
the Travelers’ management. This restriction is not intended to limit the distribution of this 
report, which is a matter of public record. 

“z&&--QA~ 
TICHENOR & ASSOCIATES 
Woodbridge, Virginia 
November 22, 1994 
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FINAL ADMINISTRATIVE COST PROPOSALS
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Exhibit 1 

THE TRAVELERS INSURANCE COMPANY


Final Administrative Cost Proposal


For the Period October 1, 1989 through September 30, 1990


Increase 
(Decrease) 

Recommended Footnote 
Operation Costs Claimed Adjustments Reference 

Claims Payment $ 25,835,053 $ 

Reviews and Hearings 1,647,515
1 I i 

Beneficiary/Physician Inquiry 4,892,627 

Professional Relations I 457,318 I I 

Medical and Utility Reviews 3,699,007 

Medicare Secondary Payer 1,212,264 I 
I 

Participating Physician 522,911 

Productivity Investments 2,168,619 

Other I 255,247 I 
Costs Not Associated With An Operation (823,427) I (1) 

TOTAL $ 40,690,561 $ (823,427) 

(1)	 See Findings and Recommendations section of this report. The opinion of Tichenor & 
Associates on this FACP appears on Page 21. 
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Exhibit 2 

THE TRAVELERS INSURANCE COMPANY


Final Administrative Cost Proposal


Forthe Period Octoberl, 1990 through September 30, 1991


Operation Costs Claimed 

Claims Payment !$ 27,299,305 

Reviews and Hearings 1,626,352 

Beneficiary/Physician Inquiry 5,245,474 

Professional Relations I 650,617 

Medical and Utility Reviews I 3,575,421 

Medicare Secondary Payer 1,458,507 

Participating Physician 451,302 

Productivity investments 600,989 

Other 1,532,900 

Costs Not Associated With An Operation I 

TOTAL 1 $ 42,440,867 

Increase I 
(Decrease) 

Recommended Footnote 
Adjustments Reference 

I 

t 

1 

27,471 

$ 27,471 II 

(1)	 See Findings and Recommendations section of this report. The opinion of Tichenor & 
Associates on this FACP appears on Page 21. 
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Exhibit 3 

THE TRAVELERS INSURANCE COMPANY


Final Administrative Cost Proposal


Forthe Period October 1, 1991 through September 30, 1992


Operation 

Claims Payment 

Reviews and Hearings 

Beneficimy/Physician  Inquiry 

Professional Relatfons 

Medical and Utility Reviews 

Medicare Secondary Payer 

Participating Physician 

Productivity Investments 

Other 

Costs Not Associated With An Operation 

TOTAL 

Costs Claimed 

$ 26,512,034 

2,008,501 

4,844,757 

782,470 

3,254,228 

1,554,665 

452,328 

2,090,579 

3,420,629 

$ 44,920,191 

increase 
(Decrease) 

Recommended Footnote 
Adjustments Reference 

(623774) LdL­

(1) 
Associates on this FACP appears on Page 21. 
See Findings and Recommendations section of this report. The opinion of Tichenor & 
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THE TRAVELERS INSURANCE COMPANY


Final Administrative Cost Proposal


For the Period October 1, 1992 through September 30, 1993


Claims Payment I $ 26,141,948 

Reviews and Hearings I 2,080,004 

Beneficimy/Physician  Inquiry 4,395,817 

Professional Relations 789,723 

Medical and Utility Reviews 2,958,633 

Medicare Secondary Payer 2,066,299 

Participating Physician I 409,936 

Productivity Investments I 3,568,026 

Fraud and Abuse 737,097 

Other 4,764,001 

Costs Not Associated With An Operation 

TOTAL $ 47,911,484 

increase 
(Decrease) 

Recommended Footnote 
Adjustments Reference 

$ I 

(1)	 See Findings and Recommendations section of this report. The opinion of Tichenor & 
Associates on this FACP appears on Page 21. 
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REPORT ON


AUDIT OF ADMINISTRATIVE COSTS INCURRED UNDER


PART B OF THE MEDICARE PROGRAM


FOR RAILROAD RETIREMENT BOARD BENEFICIARIES


DURING THE PERIOD


OCTOBER 1, 1989 THROUGH SEPTEMBER 30, 1993


BY


THE TRAVELERS INSURANCE COMPANY


HARTFORD, CONNECTICUT


NOTICE 

The designation of financial or management practices as questionable or a recommendation for 
the disallowance of costs incurred or claimed, as well as other conclusions and recommendations 
in this report, represent the findings and opinions of Tichenor & Associates, Certified Public 
Accountants, as concurred in by the HHS OIG Office of Audit Services. Final determinations 
on these matters will be made by authorized HHS operating division officials. 
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Edward Noble, CPA
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specific financial impact. Otherwise, we believe control procedures were generally adequate 
for the Department of Health and Human Services’ (HHS) purposes, and that the Carrier 
complied with the terms and provisions of laws and regulations for the transactions tested 
except they did not have adequate procedures to assure consistent compliance with the 
Federal travel regulations, did not compute actual costs of ownership for EDP equipment 
leased from Tower Square Funding, Inc. in order to determine the reasonableness of rental 
costs claimed and did not use actual costs to allocate credits for complementary insurance 
claims processed. Tichenor  & Associates’ reports on its reviews of internal control and on 
compliance appear on pages 23 and 27, respectively. 

We held a departure conference with Carrier representatives on November 22, 1994, the 
date we concluded our fieldwork. The Carrier was provided with a copy of the draft audit 
report, to which they provided written comments. We incorporated those comments into 
the final report. The Carrier concurred with a portion of the total questioned costs such as 
unallowable indirect costs, understated facility and occupancy costs, understated return on 
investment, and understated credit for complementary insurance. The Carrier, however, 
disagreed with the remaining cost findings and recommendations. The Carrier also 
concurred with all of our internal control findings and recommendations except for periodic 
inventories of assets with which they did not agree. The Carrier’s response is included as 
an Appendix to this report. 
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SUMMARY


The Travelers Insurance Company (the Carrier) claimed administrative costs totaling 
$82,153,761 on its Railroad Retirement Board (RRB) Medicare Part B Final Administrative Cost 
Proposals (FACPS) for fiscal years ended September 30, 1990, 1991, 1992, and 1993. Our 
audit disclosed questioned costs of $1,038,408. The audit findings are summarized as follows: 

�	 The Carrier claimed $311,944 of facilities and occupancy costs for space in 
excess of 135 net-usable square feet per equivalent man-year as allowed by the 
contract. Also, the Carrier allocated facility and occupancy costs based on 
budgeted rates rather than actual rates. 

�	 The Carrier claimed current costs of $390,864 for indirect costs which were 
identified as unallowable during prior audits of Medicare administrative costs. 
Claiming costs which were previously identified as unallowable is unallowable in 
accordance with the Medicare agreement, Article XIII, paragraph L. These 
unallowable indirect costs included $242,232 for certain leased equipment which 
is unallowable in accordance with FAR 31.201-4; $152,714 for vacant space 
which is unallowable in accordance with FAR 31.205-17; $8,236 for tax 
planning costs which is unallowable in accordance with FAR 3 1.205-41(b)(l) and 
31.205-27(a); and, $(12,3 18) for pension contributions which are unallowable in 
accordance with FAR 3 1.205-6(j)(2)(ii)  and Cost Accounting Standards (CAS) 
412.40. 

�	 The Carrier understated the credit for processing complementary insurance claims 
by $201,400. Credits to the program must be made in accordance with FAR 
31.201-5. 

�	 The Carrier claimed $138,896 in unallowable indirect costs including (1) cost 
centers that do not benefit Medicare, (2) costs not incurred, (3) unsupported 
costs, (4) unallowable costs, and (5) cost centers inconsistently allocated. 

The Carrier understated the allowable costs for return on investment (ROI) by 
$4,696 in fiscal year 1990. These costs are allowable in accordance with FAR 
31.205-10 and Medicare Appendix B, Section X.A. 

We evaluated the Carrier’s system of significant internal accounting and administrative controls 
and its compliance with laws and regulations that can materially affect the Carrier’s FACPS. 
Our evaluation, in addition to the above recommended adjustments, disclosed internal control 
weaknesses in the inventory control and travel expense systems; however, we identified no 
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INTRODUCTION


The information contained in this report relates to an audit of administrative costs incurred under 
Title XVIII, Part B, of the Social Security Act for medical clairns for Railroad Retirement Board 
beneficiaries by The Travelers Insurance Company (the Carrier) during the four-year period 
October 1, 1989 through September 30, 1993. 

BACKGROUND 

Health Insurance for the Aged and Disabled (Medicare), Title XVIII of the Social Security Act, 
provides a hospital insurance program and a related medical insurance program for (a) eligible 
persons aged 65 and over; (b) disabled persons under 65 who are entitled to Social Security or 
Railroad Retirement disability benefits for at least 24 consecutive months; and (c) individuals 
under 65 with chronic kidney disease who are currently insured by or entitled to Social Security 
benefits. 

The hospital insurance program, Part B, Supplementary Medical Insurance Benefits for the Aged 
and Disabled, is a voluntary program and provides protection against the costs of physician’s 
services, hospital outpatient services, home health care services and other health services. The 
Medicare program is administered by the Health Care Financing Administration (HCFA).  Title 
XVIII provides, however, that public or private organizations, known as carriers (Part B), may 
assist in the program’s administration. 

Carriers are reimbursed for all reasonable and allowable costs incurred in administering the 
programs, except for specific limitations that may be agreed to in the individual Medicare 
contracts and agreements. During the four-year period covered by our audit, the Carrier served 
as the carrier in administering Medicare Part B claims for Railroad Retirement Board 
beneficiaries nationwide. 

During the audit period, October 1, 1989 through September 30, 1993, the Carrier processed 
about 47.9 million claims, paid Medicare Part B benefits for Railroad Retirement Board 
beneficiaries totaling about $2.9 billion, and claimed administrative costs of $82.2 million for 
this period as follows: 



Period 
Claimed 

costs 
Claims 

Processed 

10/1/89 - 9/30/90 $21,433,497 10,797,467 

10/1/90 - 9/30/91 20,221,109 11,684,485 

10/1/91 - 9/30/92 20,110,835 12,402,305 

10/1/92 - 9/30/93 20,388,320 13,095,927 

TOTAL $82,153,761 47,980,184 

Costs incurredin  connection with the Carrier’s  activities are accumulatedin  cost centers which 
are subsequently allocatedto  its various lines ofbusiness, including its Medicare PartB lineof 
business. 

REGULATIONS RELATING TO COST REIMBURSEMENT 

Article XV of the Medicare agreement states that allowable costs under the agreement shall be 
determined in accordance with the provisions of Part 31 of the Federal Acquisition Regulation 
(FAR) as interpreted and modified by Appendix B to the agreement. Section 31.201-1 of the 
FAR provides that the total cost of a contract is the sum of the allowable direct and indirect 
costs allocable to a contract, incurred or to be incurred, less any applicable credits. 

FAR Part 31 also provides that items of cost are allowable charges provided that the tests of 
reasonableness and allocability are met and that generally accepted accounting principles are 
followed. A reasonable cost is defined as one that would be incurred by an ordinarily prudent 
person in the conduct of competitive business. Further, a cost is allocable if it is assigned or 
chargeable to a particular cost objective in reasonable proportion to the benefits received. 

Sections 31.202 and 31.203 of the FAR define direct and indirect costs as follows: 

Direct Costs: Any cost that can be identified specifically with a particular cost 
objective. Costs identified specifically with the contract are direct costs of the 
contract and are to be charged directly thereto. Costs identified specifically with 
other work of the Carrier are direct costs of that work and are not to be charged 
to the contract directly or indirectly. 

Indirect Costs: Any cost that, because of its incurrence for common or joint 
objectives, is not readily subject to treatment as a direct cost. 
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Finally, Section 31.205 of the FAR provides detailed guidelines as to whether or under what 
circumstances specific types of costs are allowable or unallowable. 

SCOPE OF AUDIT 

We audited the Railroad Retirement Board, Medicare Part B Final Administrative Cost Proposals 
(FACPS) of The Travelers Insurance Company (the Carrier) for the period October 1, 1989 
through September 30, 1993. The FACPS are the responsibility the Carrier’s management. Our 
responsibility is to express an opinion on these FACPS based on our audit. 

Our examination was made in accordance with generally accepted auditing standards and with 
the Government Auditing Standards (1988 Revision) issued by the Comptroller General of the 
United States. The primary purpose of the examination was to express an opinion as to whether 
the Carrier’s FACPS present fairly the allowable costs of administration in conformity with the 
reimbursement principles contained in Part 31 of the FAR as interpreted and modified by the 
Medicare agreement. The examination included an evaluation of the accounting system and 
related internal controls, tests of the accounting records, and the application of the auditing 
procedures contained in the Audit Guide for the Review of Administrative Costs Incurred by 
Medicare Intermediaries and Carriers Under Title XWII of the Social Security Act (Audit Guide) 
issued by the Department of Health and Human Services Office of Inspector General in March 
1991. However, at the direction of the Department of Health and Human Services (HHS), 
Office of Inspector General (OIG), we did not audit the Carrier’s pension plans. 

The audit fieldwork was conducted at The Travelers Insurance Company, Hartford, Connecticut, 
during the period August 15, 1994 through November 22, 1994. 

This report is intended solely for the purpose described above and should not be used for any 
other purpose. 
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FINDINGS AND RECOMMENDATIONS


For the period October 1, 1989 through September 30, 1993, the Carrier claimed administrative 
costs totaling $82,153,761 on its Railroad Board Medicare Part B FACPS. Our audit disclosed 
questioned costs of $1,038,408 as unallowable in accordance with applicable Federal regulations 
and the terms and conditions of the Medicare agreement as follows: 

Summary of Claimed and Questioned Costs 
10/1/89 through 9/30/93 

Claimed Questioned 
Period costs costs Reference 

10/1/89 - 9/30/90 I $ 21,433,497 I $ 263,356 I Exhibit 1 

10/1/90 - 9/30/91 I 20,221,109 I (80,886) 1 Exhibit 2 

10/1/91 - 9/30/92 I 20,110,835 I 555,797 I Exhibit 3 

10/1/92 - 9/30/93 20,388,320 300,141 Exhibit 4 

TOTAL $ 82,153,76 1 $ 1,038,408 

Our detailed findings and recommendations are discussed below. 

UNALLOWABLE FACILITY AND OCCUPANCY COSTS 

net-usable square feet per equivalent man-year. 
The Carrier claimed $311,944 of facility and occupancy (F&O) costs for space exceeding 135 

The allocation of space in excess of 135 net-
usable square feet per equivalent man-year is unallowable in accordance with Appendix B, 
Section X. B. 1. to the Medicare contract, which states: 

“With respect to space, either leased or owned, acquired after the effective date 
of this agreement/contract, the guideline for the amount of such space which may 
hereafter be allocated for the performance functions under this agreement/contract 
to the Medicare program, without justification by the contractor, shall be an 
average of 135 square feet of net usable space per equivalent man-year. 
Additional amounts of space may be allocated, provided that the contractor 
justifies such additional amounts. ” 
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We determined that the Carrier has not submitted a request to HCFA justifying the allocation 
of greater than 135 net-usable square feet per equivalent man-year to the Medicare program. 
We also determined that the Carrier had allocated indirect facility costs based on budgeted 
average costs per square foot which were not adjusted to actual. We determined that budgeted 
and actual indirect facility costs per square foot were as follow: 

Bud~eted/ClaimedFiscal Year Rate Actual Rate 

1990 $24.14 $25.09 
1991 $24.44 $25.04 
1992 $21.45 $21.75 
1993 $21.26 $22.32 

The use of budgeted rates versus actual rates resulted in an understatement of the indirect facility 
costs. Therefore, we calculated the total actual F&O costs using the actual rates shown above. 
We then calculated the unallowable F&O costs by determining the excess square feet allocated 
to Medicare and multiplying it by the average cost per square foot for the Carrier’s home 
offices. The results of the calculations were netted together to determine the total unallowable 
costs. Our audit disclosed unallowable facility and occupancy costs of $311,944 as follows: 

Fiscal Year 

1990 

1991 

1992 

1993 

TOTAL 

Total F&O Total Sq. Ft. 
costs Allocated Sq. Ft. 

$1,475,884 145 10 $ 67,898 

1,363,974 141 6 33,421 

1,505,591 155 20 152,200 

1,324,910 146 11 58,425 

$5,670,359 I $ 311,944 

Recommendation 

We recommend that the Carrier reduce the fiscal year 1990, 1991, 1992 and 1993 FACPS by 
their respective share of the $311,944 for unallowable facility and occupancy costs claimed. 

Carrier’s Response 

The Carrier summarized their position as follows: 

“This audit finding is comprised of two issues: the use of budgeted versus actual 
rates which caused costs to be understated . . . and excess square footage. The net 
amount . . . was questioned in the audit reports. 



We agree with the audit finding relative to the use of budgeted versus actual rates “ 
which resulted in an understatement of costs for the four fiscal years . . . . 

We disagree with the second component of the finding that recommends 
disallowance of net usable square feet in excess of the contractual 135 square feet 
on the basis that the Government is estopped from retroactively requiring 
Travelers to include corporate home office space in the calculation of net usable 
square feet. In addition to that argument, we have also included justification for 
the additional post-1978 space and maintain that space acquired prior to 1978 
should have been excluded from the auditor’s calculation but was not . ...” 

Auditor’s Additional Comments 

Although the Carrier stated that the Government has previously not required the inclusion of 
corporate home office space in the calculation of total facility and occupancy costs subject to the 
135 square foot limitation, we have determined that the facility and occupancy finding developed 
in a prior audit of fiscal years 1984 and 1985, were consistent with our basis. Furthermore, our 
findings were developed in accordance with Appendix B to the Medicare agreement. The final 
determination as to the allowability of the questioned facility and occupancy costs is a legal 
matter which is outside of the scope of our audit. Therefore, we continue to include the 
applicable corporate home office space in the calculation of net usable square feet. We concur 
that space that was acquired, and not modified through lease amendment, prior to October 1978 
should not be included in the calculation of net usable square feet and the personnel residing in 
that space should not be included in the calculation of the net equivalent man years. The Carrier 
provided additional data to support the calculation of these items. We considered and evaluated 
this information in determining the revised allowable and unallowable costs. 

FOLLOW UP OF PRIOR AUDIT FINDINGS 

The Carrier claimed $390,864 for indirect costs which were identified as unallowable during 
prior audits of Medicare administrative costs. The fiscal year 1988-1989 audit questioned costs 
claimed for allocated vacant space, tax plaming costs, leased equipment costs and pension 
contributions. These findings were sustained by HCFA as documented in the Audit Clearance 
Document dated December 16, 1991. However, the Carrier did not concur with the finding or 
determination and, according to HHS OIG, has appealed the decision. 

The Medicare contract, Article XIII, paragraph L., states: 

“If the Secretary and the Intermediary are unable to agree upon a final amount 
of the administrative costs of the Intermediary for a particular period, the 
Secretary shall issue a final determination of the amount of such administrative 
costs for such period and inform the Intermediary of such costs, with a full 
explanation of the exceptions he has taken to the Intermediary’s report of its 
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allowable costs. If a dispute arises as to the exceptions taken by the Secretary, 
the Intermediary may appeal the final determination in accordance with the 

Cost Category 

Vacant Space 

Leased Equipment 

Tax Planning 

Pension Contributions 

TOTAL 

J99Q 

$ 62,747 

18,165 

2,778 

106,534 

-190,224 

$ 45,918 $ 44,049 $ 152,714 I (1) II 
110,653 113,414 242,232 (2) 

2,452 3,006 8,236 (3) 

(284,223) 165,371 (12,318) (4) 

$ (125,200) $ 325,840 $ 390,864 

Note: 

(1) Vacant Space 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Carrier allocated costs to the Medicare program for vacant space. We determined that the 
Carrier claimed $152,714 for vacant space in fiscal years 1990 through 1992. The allocation 
of idle facilities and idle capacity costs to the Medicare contract are unallowable in accordance 
with FAR 31.205-17 which states: 

“The costs of idle facilities are unallowable... ” 

Therefore, we continue to classify the costs claimed for vacant space as unallowable under the 
current Medicare program.’ 

(2) Leased Equipment 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Carrier allocated costs to the Medicare program for leased equipment which did not benefit the 
Medicare program. We determined that the Carrier claimed $242,232 for leased equipment 
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which they could not demonstrate benefitted the Medicare contract in fiscal years 1990 through 
1992. The allocation of costs to the Medicare contract is unallowable in accordance with FAR 
31.201-4 if no benefit is received by the program. 

Therefore, we continue to classify the costs claimed for leased equipment which does not benefit 
the Medicare program as unallowable under the current Medicare program. 

(3) Tax Plaming 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Carrier allocated costs to the Medicare program from responsibility code 115-04-100 Tax 
Planning. We determined that the Carrier claimed $8,236 for the tax planning cost center in 
fiscal years 1990 through 1992. This cost center is responsible for Federal, State and foreign 
tax planning, development of tax policies relating to tax laws, and the acquisition of companies 
or business segments. FAR 31.205-41(b)(l) states: 

“The following types of costs are not allowable: (1) Federal income and excess 
profit taxes. ” 

Also, FAR 31.205-27(a) states, in part: 

II . . . expenditures in connection with (1) planning or executing the organization or 
reorganization of the corporate structure of a business including mergers and 
acquisitions . . . are unallowable. ” 

Therefore, we continue to classify the costs claimed for the Tax Planning responsibility code as 
unallowable under the current Medicare program. 

(4) Pension Contributions 

The Medicare administrative cost audit for fiscal years 1988 and 1989 determined that the 
Carrier claimed costs under the Medicare program for unfunded nonqualified pension 
contributions. We did not perform a review of the pension costs claimed by the Carrier. 
However, during our review of the prior audit findings and our determination of their 
disposition, we determined that the Carrier had continued to claim unallowable pension costs as 
reported in the prior audit. The Carrier provided the amount, by fiscal year, which had been 
claimed but was unallowable for fiscal years 1990 to 1992. These amounts included credits for 
fiscal year 1991. 

The Carrier stated that the credits are due to timing differences created due to the reporting 
period, calendar year versus fiscal year, and the funding of an unqualified pension plan which 
is adjusted on a calendar basis and may include credits from prior periods. We did not 
determine whether the amounts provided by the Carrier were supported by the accounting 

8




records since pension costs had been excluded from the scope of our audit. However, we 
recommend that HCFA verify that the amounts, including the credits, are accurate. 

The Carrier claimed $(12,3 18) for the same unqualified pension contributions in fiscal years 
1990 through 1992. 
discriminatory to the Federal Government. Medicare is the only line of business currently 
funding its entire share of the pension plan. The costs of the plan for other lines of business are 
accrued but not funded until benefits are due to participants. This practice is discriminatory to 

FAR 3 1.205-6(j)(2)(ii)  does not allow costs of pension plans that are 

the Federal Government. In addition, the Cost Accounting Standards (CAS) 412.40 (c) do not 
allow the cost of pension plans if the payment of benefits from the plan cannot be compelled by 
the participants. The Carrier could not clearly illustrate that the benefits under the nonqualified 
plan can be legally compelled. The unallowable costs are the difference between the excess 
pension costs claimed over the pension costs funded. 

Recommendation 

We recommend that the Carrier reduce the fiscal year 1990, 1991 and 1993 FACPS by their 
respective share of the $390,864 for unallowable costs which continue to be claimed although 
they have been identified as unallowable in prior audits. 

Carrier’s Response 

The Carrier disagreed with the finding and recommendation. The Carrier stated, in part: 

“.. .These issues were under dispute from the audit of fiscal years 1988 and 
1989 . . . these costs were not audited during the current audit. We were requested 
to quantify the costs that were claimed during the four fiscal years and were 
informed that Tichenor & Associates could not render an opinion as to the 
allowability of these costs, but that these cost issues would be decided based on 
the resolution of the fiscal years 1988 and 1989 dispute. 

We recently reached a tentative settlement with HCFA on these four issues and 
propose that these costs in fiscal years 1990 through 1993 be resolved similarly. 
We support the decision made by HCFA related to the allowability of these costs. 
Each of the four items is addressed below: 

A. Vacant Space 

These costs were deemed by HCFA to be allowable for fiscal years 1988 and 
1989 and Travelers asserts that these costs should also be allowable for fiscal 
years 1990 through 1993 as well. Our reasoning is restated below:... 



I


. . the FAR permits the allowability of idle facilities costs when they are necessary 
to meet fluctuations in workload, or when they were necessary when acquired and 
are now idle because of reasonably unforeseen changes in requirements . . . . 

Travelers vacant space costs are allowable under these express cost allowability 
principles. The Travelers vacant space policy~ is that rent is charged to the 
Vacant Space cost center when a “tenant” (a Travelers Department or unit) moves 
out of an area as a result of a Corporate directive and in accord with the Master 
Space Plan (MSP) . . . . The vacant space cost center is also used when temnts  are 
moved to temporary space while their permanent location is renovated. The 
tenant is charged for the temporary space while the area under renovation is 
charged to vacant space. Thus, Travelers vacant space involves both idle capacity 
as well as idle facilities. 

As can be seen from Travelers’ vacant space policy, the vacant space charges 
relating to idle facilities arise from changed requirements, reorganization changes, 
production economies, and other causes, all of which factors Travelers takes into 
consideration under its MSP in assigning space. In addition, the vacant space 
charges arising from idle capacity are clearly the result of normal business 

renovated. 

B. Lease Equipment 

These costs were deemed by HCFA to be allowable for fiscal years 1988 and 

years 1990 through 1993 as well. Our reasoning is restated below:... 

fluctuations, not subject to reduction or elimination, such as when space is being 

1989 and Travelers asserts that these costs should also be allowable for fiscal 

. . . in mid-1988, Travelers chose to lease, rather than purchase, its ADP equipment 
needs. This option offered Travelers certain financial advantages. 

When Travelers made lease payments to the lessor, Travelers booked the 
amortized equipment amount to the responsibility code which “manages ‘f the 
equipment repayment. The costs are built into the charge rates of the Data 
Center, and are allocated to Medicare based on the usage of the DP cost centers. 
. . . Thus, Medicare bore its proportional share of an allowable and necessary 
business expense. 

lTravelers set forth this policy and additional explanation on these costs in its May 30th, 
1991 response to the draft audit  report. 
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c . Tax Planning 

These costs were deemed by HCFA to be allowable for fiscal years 1988 and 
1989 and Travelers asserts that these costs should also be allowable for fiscal 
years 1990 through 1993 as well. Our reasoning is restated below:... 

. . . the Tax Planning Center is occasionally involved 
consequences of the proposed acquisition or disposition of various business 
segments or subsidiaries, its role does not extend to the “planning or execution 
of the organization or reorganization” of a business as described in FAR $31.205-
27 . . . . 

in analyzing the tax 

Second ,.. .The costs of preparing and submitting business tax forms are expressly 
allowable under FAR $31.205 -28,.... 

. . .Thus, the Tax Planning Center costs associated with filing Federal Income tax 
forms are expressly allowable costs under FAR $31.205-28. 

D. Pension Contributions 

We propose settling on the unqualified plan using the same methodology that was 
used to settle this issue for fiscal years 1988 and 1989. Ron Solomon, HCFA, 
OACT, in his memo dated April 28, 1994, recommended that, “Since ultimate 
payment of accrued, but not projected, benefits is secured by the amendments, 
the government will consider accrual costs for the value of only the accrued 
benefits as allocable and allowable contract costs without regard to funding. This 
recommendation is to apply to costs for all years beginning with fiscal year 1987, 
notwithstanding the fact that the FAR change was not effective until fkcal  year 
1990. “ 

For the four fiscal years, we claimed a total of $48,682 on our FACPS. The 
revaluation by our actuaries indicates that the total allowable cost for the period 
was $771,929. Therefore, we understated our costs by $723,247 for FY 90 
through 91. These additional costs should be considered as part of the settlement 
for these years. ” (Parts A, B, and RRB) 

Auditor’s Additional Comments 

A. Vacant Space 

The Carrier stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 
had been upheld by HHS. The Carrier did not provide any additional documentation to supper 
that this decision had been changed. 
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In addition, the Carrier provided their Master Space-Plan policy stating that the only facility 
costs incurred for vacant space are those associated with changed requirements, reorganization 
changes, production economies and other causes which should be interpreted as allowable under 
FAR 31.205-17. However, we are aware of downsizing actions taken by the Carrier as a result 
of corporate reorganizations planned, pending, or initiated, which result in permanent reductions 
and vacant space which is unallowable idle facility costs. Therefore, our finding and 
recommendation remain unchanged. 

B. Leased Equipment 

The Carrier stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 
had been upheld by HHS. The Carrier did not provide any additional documentation to support 
that this decision had been changed. 

The Carrier did not address the allocability of the costs based on benefit, nor did they address 
how the leased equipment directly benefitted the Medicare program. Therefore, our finding and 
recommendation remain unchanged. 

c . Tax Planning 

The Carrier stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 
had been upheld by HHS. The Carrier did not provide any additional documentation to support 
that this decision had been changed. 

In a January 4, 1991 memorandum prepared by the Carrier, this cost center’s functions were 
described as including the monitoring of tax legislation and working with industry groups to 

and administration. We questioned all 
costs claimed because the Carrier did not segregate and eliminate from their claim the following 
explicitly unallowable functions: 1) those which influence tax legislation unallowable under FAR 
31.205-22 and, 2) tax planning and administration functions which are unallowable under FAR 
31.205-28, which allows only the cost of tax preparation and submission. Therefore, our finding 
and recommendation remain unchanged. 

minimize cost to the Carrier, as well as tax plaming 

D. Pension 

The Carrier stated that these costs were deemed allowable by HCFA. We reviewed the 
clearance documents from the prior audit referenced and determined that the questioned costs 
had been upheld by HHS. The Carrier did not provide any additional documentation to support 
that this decision had been changed. 

Pension costs were not included in the scope of our audit. Therefore, we cannot determine 
whether the additional pension costs discussed by the Carrier are allowable, allocable, and 
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reimbursable in accordance with the FAR and Medicare agreement. Therefore, our finding and 
recommendation remain unchanged. 

UNDERSTATED CREDIT FOR COMPLEMENTARY INSURANCE 

In fiscal years 1992 and 1993, the Carrier understated the credit in the Medicare program for 
complementary insurance claims processed under the RRB contract by $201,400. The Carrier 
did not properly accumulate the number of complementary claims processed due to a system 
error in counting claims in excess of 9,999 per day. This resulted in an understatement of 

Credits allocable to Medicare 
must be credited as a cost reduction or refunded in cash in accordance with FAR 31.201-5. 
$10,6OO in fiscal year 1992 and $190,800 in fiscal year 1993. 

Recommendation 

We recommend that the Carrier reduce the fiscal year 1992 and 1993 FACPS  by their respective 
share of the $201,400 of understated complementary insurance credits. Also, we recommend 
that the Carrier correct the system of accumulating claims to assure proper counting of claims 
of 9,999. 

Carrier’s Res~onse 

The Carrier concurred with the Finding and Recommendation. The Carrier stated that the
II . . .understatement of the credit was caused by a systems error that was discovered in October, 
1994. The programming has been corrected and credits for complementary insurance have been 
properly accumulated and reported in subsequent periods. ” 

Auditor’s Additional Comments 

None. 

UNALLOWABLE INDIRECT COSTS


The Carrier claimed $138,896 of unallowable indirect costs for fiscal years
 990 through 1993. 
The unallowable costs resulted from the following: 

�	 The Carrier allocated $9,798 from a cost center which did not benefit the Medicare 
program. The Carrier was unable to demonstrate how the costs incurred and allocated 
from the Actuarial Programs and Resources (111-01-200) responsibility codes provided 
a benefh to the Medicare program. This responsibility code is allocated to the Medicare 
program based on a factor of 2.91 percent. However, because this responsibility code 
provided no benefit to the Medicare program the allocated costs are unallowable in 
accordance with FAR 31.201-4, which states, in part: 

13 



“A cost is allocable if is assignable or chargeable to one or more 
cost objectives on the basis of relative benefits received... ” 

In addition, the Medicare contract, Appendix B, Section XV, paragraph A.3., states: 

“The following hems are unallowable:.. .A.. .(3) costs relating to 
the contractor’s underwriting activities, including related 
actuarial . . . services... ” 

�	 The Carrier allocated $48,013 from responsibility codes which are unallowable 
accordance with the FAR. Unallowable activities were performed 
Administration (112-04-100), Executive (121-01-000) and General Corporate (142-02-
100) responsibility codes. Based on our inquiries, it was determined that personnel from 
these responsibility codes spent between 10 percent and 33 percent of their time on 
activities related to the selling of subsidiaries, merging and/or acquiring companies and 
raising capital. FAR 31.205-27(a) 

in 
in the Treasury 

states, in part: 

II . . . expenditures in connection whh (1) planning or executing the 
organization or reorganization of the corporate structure of a 
business, including mergers and acquisitions, (2) . . change in the 
controlling interest in the ownership of a business, and (3) raising 
capital... are unallowable. ” 

�	 The Carrier claimed indirect costs based on budgeted cost allocations to the Medicare 
program which were not adjusted to actual costs. ln fiscal years 1992 and 1993, th e 
Carrier changed the methodology for allocating Corporate and Staff (C&S) responsibility 
codes to the Medicare and other lines of business. Prior to fkcal  year 1992, actual costs 
were allocated from these responsibility codes to the various lines of business. However,

beginning 

together and allocating the combined final budget amounts to the lines of business. We

determined that the allocated amounts were not adjusted to actual costs. Instead any


in fiscal year 1992 the Carrier began grouping these responsibility codes 

variance was charged directly to a corporate responsibility code which was not allocated 
to any lines of business. The use of budgeted cost allocations resulted in an 
overstatement of $70,194 of Medicare costs allocated from these cost centers. These 
costs are unallowable in accordance with FAR 31.201. 

�	 The Carrier was unable to provide supporting documentation to determine the 
allowability, allocability and reasonableness of $9,703 of costs allocated from the 
Executive responsibility code (12 1-01-000) for consulting services performed by a former 
officer. ln addition, costs were allocated from this responsibility code for a special 
engagement performed by the Carrier’s independent public accounting fh-rn which was 
unrelated to the annual financial statement audit and which did not appear to benefit the 
Medicare program, and services of an investment firm. Costs which do not benefit the 
Medicare program are unallowable in accordance with FAR 31.204. Costs associated 

14 



� 

with investment counseling do not benefit the Medicare program and are also unallowable 
in accordance with FAR 31.205-27(a). 

The Carrier identified and segregated indirect responsibility codes which they determined 
were not allocable to Medicare in preparing the FACPS. However, the Carrier was not 
consistent in eliminating MCEBO: IO (621-05-100) and United Way Campaign Expenses 

These responsibility codes are unallowable 
(721-02-000) from the FACP in each fiscal years 1991 and 1992 and claimed $1,188 
associated with these responsibility codes. 
in accordance with FAR 31.201-4 because they do not benefit the Medicare program. 

We summarized the umllowable indirect costs claimed as a result of these conditions as follows: 

FY 1990 FY 1991 FY 1992 FY 1993 TOTAL 

Cost Centers Not Benefiting Medicare 

Actuarial Programs $ 3,113 $ 1,638 $ 2,535 $ 2,512 $ 9,798 

Claimed Costs Unallowed  by FAR 

Treasury Administration $ 1,134 $ 868 $ 2,025 $ 1,017 $ 5,044 

Executive 4,918 4,982 14,203 12,662 36,765 

General Corporate 765 1,663 1,799 1,977 6,204 

Subtotal $ 6,817 $ 7,513 $ 18,027 $ 15,656 $ 48,013 

Budgeted Rather Than Actual Costs 

Various $ 0 $ 0 $ 37,505 $ 32,689 $ 70,194 

No Supporting Documentation 

Consulting Services $ 0 $ 1,097 $ 2,772 $ 0 $ 3,869 

Speciat project o 0 2,003 0 2,003 

[nvestment Firm o 0 3,831 0 3,831 

Subtotal $ 0 $ 1,097 $ 8,606 $ 0 $ 9,703 

Overlooked Eliminating Cost Centers 

Center 621-05-100 $ 0 $ 0 $ 192 $ 59 $ 251 

Center 721-02-000 0 645 292 0 937 

Subtotal $ 0 $ 645 $ 484 $ 59 $ 1,188 

GRAND TOTAL $ 9,930 $ 10,893 $ 67,157 $ 50,916 $ 138,896 
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Recommendation 

Werecommend  that the Carrier reduce the fiscal year 1990, 1991, 1992 and 1993 FACPsby 
their respective share of the $138,896 for unallowable indirect  costs claimed. We also 
recommend that the Carrier strengthen its internal control procedures to properly identify and 
segregate unallowable costs. 

Carrier’s Response 

The Carrier concurred with part of the findings and recommendations and disagreed with other 
parts. The Carrier concurred with: 

Topic Amount 

Actuarial Programs 
Treasury Administration 
Executive 
General Corporate 
Use of Budgeted Costs 
Consulting Services 
Special Project 
Investment Firm 
Cost Center 621-05-100 
Cost Center 721-02-000 

$ 9,798 
5,044 

36,765 
6,204 

70,194 
3,869 
2,003 
3,831 

251 
937 

Total $ 138,896 

However, the Carrier disagreed with the remaining questioned costs: Subsidiary Audit ($17, 178) 
and Corporate Actuarial ($28,566). 

Auditor’s Additional Comments 

We reviewed the Carrier’s response to the Subsidiary Audit and Corporate Actuarial findings 
in the draft report. Based on this review we determined that the allocation of 2.91 percent to 
Medicare appeared reasonable and allowable. We revised our finding  and recommendation to 
reflect these costs as allowable. 

UNDERSTATED RETURN ON INVESTMENT 

The Carrier claimed $322,604 in fiscal year 1990 for return on investment (ROI) on Medicare 
assets. However, the Carrier provided documentation to support actual RO1 of $327~300. 
Therefore, the Carrier understated allowable ROI by $4,696. ROI is allowable in accordance 
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with FAR 31.205-10 and the Medicare agreement, Appendix B, Section X. A. We reduced the 
total questioned costs by $4,696 for the allowable ROI not claimed by the Carrier. 

Recommendation 

We recommend that the Carrier increase the fiscal year 1990 FACP by $4,696 for allowable 
ROI or offset other questioned costs which result in sustained disallowances. 

Carrier’s Response 

The Carrier concurred with the finding  and recommendation. The Carrier stated that this error 
was of a one-time nature and should not reoccur in future periods. 

Auditor’s Additional Comments 

None. 
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OTHER MATTERS


Inaccordance whhthe Audh Guide, wereviewed andareseparately  reporting onthe following 
issues considered to be Other Matters. These issues are discussed below. 

FOLLOW-UP ON PRIOR AUDIT REPORT FINDINGS 

The Carrier implemented corrective actions relative to the findings and recommendations of the 

prior audit with which h agreed and submitted amended 
follow up on the nature and adequacy of the Carrier’s corrective actions. Specifically, we 
determined the Carrier had excluded such costs from the FACPS for fiscal years 1990 through 
1993. 

FACPS  to HCFA. We were able to 

However, the Carrier disagreed with and is currently appealing four audit findings from the prior 
audit report. It has continued to claim these costs in the FACPS for fiscal years 1990 through 
1993. See the Findings and Recommendations section of this report for further details on these 
costs. 

Carrier’s Response 

See the response to Follow up of Prior Audit Findings in the Findings and Recommendations 
section of this report. 

Auditor’s Additional Comments 

See the Auditor’s Additional Comments to Follow up of Prior Audit Findings in the Findings 
and Recommendations section of this report. 

INTERIM EXPENDITURE REPORT 

The Interim Expenditure Report (IER) for the month of September, 1994, was reviewed along 
with the methods and procedures for preparing this report. Our limited review disclosed that 
the IER contained unallowable and unallowable costs as discussed in the Findings and 
Recommendations section of this report. However, no additional weaknesses were disclosed in 
the preparation of the IER. 
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Carrier’s Response 

None.


Auditor’s Additional Statement


None.


COMPLEMENTARY INSWCE CREDIT


The Carrier was involved wh.h complementary insurance claims processing during our audit 
period. See the Findings and Recommendations section of this report for discussion of

complementary insurance credits. 

Carrier’s Response 

for Complementary InsuranceSee the response to Understated Credit 
Recommendations section of this report. 

Auditor’s Additional Comments 

in the Findings and 

See the Auditor’s Additional Comments to Understated Credit for Complementa~  Insurance in 
the Findings and Recommendations section of this report. 

SIGNIFICANT ELECTRONIC DATA PROCESSING EXPENDITURES 

The Carrier did not incur significant electronic data processing (EDP) expenditures in fiscal 
years 1990 through 1993. The Carrier made a significant change in the expenses processing 
system, however no significant EDP expenses were incurred in connection with this change.


Carrier’s Response


None.


Auditor’s Additional Statement


None.
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AREAS OF AUDIT CONCERN 

RRB officials asked us to renew the reasonability of costs claimed (pension, EDP, postage, rent, 
furniture and non EDP equipment) and the reasonability of fiscal year 1993 claims processed at 
Connecticut and Virginia. 

Based upon our audit work as incorporated in this report we questioned rent costs due to excess 
and vacant space as well as budgetary rather than actual cost based submissions. We determined 
claim volume at Comecticut  and Virginia to be reasonable in light of overloads at other RRB 
processing facilities. 

Carrier’s Res~onse 

The Carrier provided the following additional statements. 

“... submitted revised FACPS for FY 1990.. additional, allowable costs related to 
taxes, the qualified pension plan, EDP Corporate planning and a spreadsheet 
down load problem . . . . The costs related to the qualified pension plan are 
documented by the OIG in the audit reports:... HCFA indicated that we could not 
draw these additional funds until all cost items had been audited to verify their 
allowability . . . . 

. . the audit report does not reference these costs,... ” 

Auditor’s Additional Statement 

The audit report included all costs on the revised FACPS filed on September 30, 1993. 
However, the scope of the audit did not include pension costs. Therefore, we did not review 
any costs either incurred or claimed for pensions nor did we comment specifically on the 
additional costs claimed in the revised FACPS. We recommend that HHS determine the 
allocability and allowability of the pension costs discussed above. 
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TICHENOR  & AS S O C I A T E S 
CERTIFIED PUBLIC ACCOUNTANTS and MANAGEMENT CONSULTANTS 

WASHINGTON OFFICE 

12531 CLIPPER DRIVE SUITE 202 
W OODBRIDGE VA 22192 

PARTNERS 

WILLIAM R. TICHENOR 
JONATHAN D. CROWDER 

BUSINESS (703) 490-1004 
METRO (703) 352-1417 

FAX (703) 491-9426 

INDEPENDENT AUDITOR’S REPORT


,i 

We have audited the Medicare Part B, Railroad Retirement Board Final Administrative Cost 
Proposals of The Travelers Insurance Company (Travelers) for the period October 1, 1989 
through September 30, 1993. These Final Administrative Cost Proposals are the responsibility 
of the Traveler’s management. Our responsibility is to express an opinion on these Final 
Administrative Cost Proposals based on our audit. 

We conducted our audit in accordance with generally accepted auditing standards and the 
Government Auditing Standards (1988 Revision) published by the Comptroller General of the 
United States. These standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the Final Administrative Cost Proposals are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
in the Final Administrative Cost Proposals. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall 
presentations of the Final Administrative Cost Proposals. We believe that our audit provides 
a reasonable basis for our opinion. 

The accompanying Final Administrative Cost Proposals were prepared to present the cost of 
administration allowable and applicable to Part B of the Health Insurance for the Aged and 
Disabled Program pursuant to the reimbursement principles of FAR Part 31, as interpreted and 
modified by the Medicare agreement. They are not intended to be a complete presentation of 
the company’s assets, liabilities, revenue and expenses. 

At the direction of the Department of Health and Human Services, we did not audit the pension 
costs claimed by Travelers on its Final Administration Cost Proposals. We determined, 
however, that Travelers had claimed unallowable pension contributions, facility and occupancy 
costs, tax planning costs, vacant space costs, equipment lease costs, and indirect costs. The 
Travelers had also understated the allowable return on investment and the credit for 
complementary insurance. 

In our opinion, except for the unallowable costs referred to in the preceding paragraph, and 
except for the effects on Exhibits 1 through 4 of such adjustments, if any, as might have been 
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determined to be necessary had our scope not been limited to exclude pension costs, the 
accompanying Final Administrative Cost Proposals present fairly, in all material respects, the 
allowable administrative costs incurred under the Medicare agreement and recommended 
adjustments applicable to Part B of the Health Insurance for the Aged and Disabled Program 
from October 1, 1989 through September 30, 1993, in accordance with reimbursement principles 
of FAR Part 31, as interpreted and modified by the Medicare agreement, in conformity with 
generally accepted accounting principles. 

This report is intended solely for the use described above and should not be used for any other 
purpose. 

‘ TICHENOR % ASSOCIATES 
Woodbridge, Virginia 
November 22, 1994 
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TICHENOR  & AS S O C I A T E S 
CERTIFIED PUBLIC ACCOUNTANTS and MANAGEMENT CONSULTANTS 

WASHINGTON OFFICE


12531 CLIPPER DRIVE SUITE 202

W OODBRIDGE V A 22192


PARTNERS BUSINESS (703) 490-1004

WILLIAM R. TICHENOR METRO (703) 352-1417

JONATHAN D. CROWDER FAX (703) 491-9426


INDEPENDENT AUDITOR’S REPORT ON INTERNAL CONTROL 

We have audited the Medicare Part B, Railroad Retirement Board Final Administrative Cost 
Proposals of The Travelers Insurance Company (Travelers) for the period October 1, 1989 to 
September 30, 1993, and have issued our report thereon dated November 22, 1994. 

We conducted our audit in accordance with generally accepted auditing standards and 
Government Auditing Standards (1988 Revision) issued by the Comptroller General of the United 
States. These standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the Final Administrative Cost Proposals are free of material 
misstatement. 

In planning and performing our audit of the Final Administrative Cost Proposals of Travelers 

[ 
for the period October 1, 1989 through September 30, 1993, we considered its internal control 
structure in order to determine our auditing procedures for the purpose of expressing our opinion 

I 
i on the Final Administrative Cost Proposals and not to provide assurance on the internal control 
I structure. 
r 

; The management of Travelers is responsible for establishing and maintaining an internal control 
I structure. In fulfilling this responsibility, estimates and judgments by management are required 

to assess the expected benefits and related costs of internal control structure policies and! 
~ 

procedures. The objectives of an internal control structure are to provide management with 
I reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized 

use or disposition, and that transactions are executed in accordance with management’s 
~ authorization and recorded properly to permit the preparation of financial statements in 

; 

1	 accordance with generally accepted accounting principles. Because of inherent limitations in any 
internal control structure, errors or irregularities may nevertheless occur and not be detected.

~ 
Also, projection of any evaluation of the structure to future periods is subject to the risk that 

~ procedures may become inadequate because of changes in conditions or that the effectiveness 
of the design and operation of policies and procedures may deteriorate.

1 

i 
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For purpose of this report, we have classified the significant internal control structure policies 
and procedures into the following categories: 

�	 Procedures which assure accurate, current and complete disclosure of the financial 
results of the Medicare program in accordance with Federal reporting 
requirements; 

�	 Procedures for determining the allowability and allocability of costs in accordance 
with the FAR Part 31 and Appendix B of the Medicare agreements; 

�	 Cost allocation procedures which assure that indirect costs are accumulated by 
logical groupings, and distributed on the basis of the benefits accruing to the 
various cost objectives; 

� Records that adequately identify the application of finds; 

� Accounting records that are supported by source documentation; 

� Effective control over and accountability for all funds, property, and other assets; 

� Comparison of actual with budgeted amounts for each period. 

For all of the internal control structure categories listed above, we obtained an understanding 
of the design of relevant policies and procedures and whether they have been placed in operation 
and we assessed control risk. 

We noted certain matters involving the internal control structure and its operation that we 
consider to be reportable conditions under standards established by the American Institute of 
Certified Public Accountants. Reportable conditions involve matters coming to our attention 
relating to significant deficiencies in the design or operation of internal control structure that, 
in our judgment, could adversely affect the entity’s ability to record, process, summarize and 
report fhancial  data consistent with the assertions of management in the Final Administrative 
Cost Proposals. A material weakness is a reportable condition in which the design or operation 
of the specific internal control structure elements does not reduce to a relatively low level the 
risk that errors or irregularities in amounts that would be material in relation to the Final 
Administrative Cost Proposals being audited may occur and not be detected within a timely 
period by employees in the normal course of performing their assigned functions. 

Our consideration of the internal control structure would not necessarily disclose all matters in 
the internal control structure that might be reportable conditions and, accordingly, would not 
necessarily disclose all reportable conditions that are also considered to be material weaknesses 
as defined above. However, we noted the following matters involving the internal control 
structure that we considered to be material weaknesses as defined above. 
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Travelers does not have adequate quality assurance procedures for the payroll data 
being imputed into the Personnel Information Management System to assure that 
it has been approved by the responsible manager. The Internal Auditors have 
identified this weakness since 1991, however, no corrective actions have been 
designed and implemented. 

Travelers does not have adequate procedures for assuring that reimbursable travel 
costs are adequately documented in accordance with established corporate policies 
and procedures. 

Travelers does not periodically inventory assets such as furniture and equipment 
to assure their physical existence is reconciled to their recorded accountability for 
same. 

Travelers does not have adequate procedures to identify and segregate 
unallowable costs. As discussed in the Findings and Recommendations section 
of this report, Travelers charged Medicare unallowable direct and indirect costs. 
HHS requires that a system of internal control include procedures for reviewing 
all costs to determine whether costs are allowable and allocable. 

Time sheets were missing for several employees. 

Recommendations:


We recommend that Travelers strengthen its internal control procedures to assure that:


1.	 Reimbursable travel costs are adequately documented and accounted for to assure 
compliance with corporate and Federal requirements. 

2.	 Furniture and equipment records are properly maintained and verified and that 
assets are properly safeguarded. 

3. Unallowable costs are identified, segregated and not included in the FACPS. 

In our opinion, except for the conditions described above, Travelers’ internal controls were 
adequate for HHS purposes for the period October 1, 1989 to September 30, 1993. 
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This report is intended for the information of the Department of Health and Human Services and 
Travelers’ management. This restriction is not intended to limit the distribution of this report, 
which is a matter of public record. 

TICHENOR &“ ASSOCIATES 
Woodbridge, Virginia 
November 22, 1994 
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T I C H E N O R  & AS S O C I A T E S

CERTIFIED PUBLIC ACCOUNTANTS and MANAGEMENT CONSULTANTS


WASHINGTON OFFICE


12531 CLIPPER DRIVE SUITE 202

WOODBRIDGE VA 22192


PARTNERS BUSINESS (703) 490-1004

WILLIAM R. TICHENOR METRO (703) 352-1417

JONATHAN D. CROWDER FAX (703) 491-9426


INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE 

We have audited the Medicare Part B, Railroad Retirement Board Fiml Administrative Cost 
Proposals of The Travelers Insurance Company (Travelers) for the period October 1, 1989 
through September 30, 1993 for its Medicare Part B agreement with HCFA and have issued our 
report thereon dated November 22, 1994. 

We conducted our audit in accordance with generally accepted auditing standards and 
Government Auditing Standards (1988 Revision) issued by the Comptroller General of the United 
States. These standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the Final Administrative Cost Proposals are free of material 
misstatement. 

Compliance with laws and regulations applicable to Travelers is the responsibility of their 
management. As part of obtaining reasonable assurance about whether the Final Administrative 

objective was not to provide an 
opinion on overall compliance with such provisions. 

Cost Proposals are free of material misstatement, we performed tests of the Carrier’s compliance. 
with certain provisions of laws and regulations. However, our 

Material instances of noncompliance are failures to follow requirements, or violations of 
prohibitions, contained in statutes and regulations that cause us to conclude that the aggregation 
of the misstatements resulting from those failures or violations is material to the Final 
Administrative Cost Proposals. The results of our tests of compliance did not disclose any 
material instances of noncompliance. 

We considered Traveler’s compliance with applicable laws and regulations in forming our 
opinion on whether the Final Administrative Cost Proposals are presented fairly, in all material 
respects, in conformity with generally accepted accounting principles, and this report does not 
affect our report dated November 22, 1994, on those Final Administrative Cost Proposals. 

Except for the unallowable costs charged to the Medicare program as described in the Findings 
and Recommendations section of this report, the results of our tests of compliance indicated that, 
with respect to the items tested, Travelers had complied, in all material respects, with the 
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provisions referred to in the third paragraph of this report. With respect to items not tested, 
nothing came to our attention that caused us to believe that Travelers had not complied, in all 
material respects, with those provisions. 

This report is intended for the information of the Department of Health and Human Services and 
the Travelers’ management. This restriction is not intended to limit the distribution of this 
report, which is a matter of public record. 

--zii&. +~ 
TICHENOR & ASSOCIATES 
Woodbridge, Virginia 
November 22, 1994 
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FINAL ADMINISTRATIVE COST PROPOSALS
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Exhibit 1 

THE TRAVELERS INSURANCE COMPANY


Final Administrative Cost Proposal


For the Period October 1, 1989 through September 30, 1990


Increase 
(Decrease) 

Recommended Footnote 
Operation Costs Claimed Adjustments Reference 

Claims Payment $ 13,815,477 $ 

Reviews and Hearings 1,076,446 

Beneficimy/Physician  Inquiry 4,169,907 

Professional Relations 31,270 

Medical and Utility Reviews I 1,344,551 I I 

Medicare Secondary Payer 454,103 

Participating Physician 277,074 

Productivity Investments ! 220,454 
1 I 

Other 44,215 

Costs Not Associated With An Operation (263,356) (1) 

TOTAL $ 21,433,497 $ (263,356) I 

(1)	 See Findings and Recommendations section of this report. The opinion of Tichenor & 
Associates on this FACP appears on Page 21. 
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THE TRAVELERS INSUIUNCE COMPANY 

Fkal Administrative Cost Proposal 

Forthe Period Octoberl, 1990 through September 30, 1991 

Operation 

Claims Payment 

Reviews and Hearings 

Benefici~/Physician  Inquiry 

Professional Relations 

Medical and Utility Reviews 

Medicare Seconday  Payer 

Participating Physician 

Productivity Investments 

Costs Not Associated With An Operation 

TOTAL 

Costs Claimed 

$ 13.745,453 

1,075,728 

3,209,059 

89,312 

1,188,760 

415,405 

260,099 

237,293 

$ 20,221,109 

Increase 
(Decrease) 

Recommended 
Adjustments 

$ 

80,886 

$ 80,886 

Footnote 
Reference 

(1) 

(1) See Findings and Recommendations section of this report. The opinion of Tichenor 
Associates on this FACP appears on Page 21. 
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Exhibit 3 

THE TRAVELERS INSURANCE COMPANY


Final Administrative Cost Proposal


Forthe Period Octoberl, 1991 through September 30, 1992


(1) 
Associates on this FACP appears on Page 21. 

I I I 
Increase 

(Decrease) 
Recornrnended Footnote 

ODeration Costs Claimed Adjustments Reference 

Claims Payment I $ 13,017,4621 $ I 

Reviews and Hearings I 1,225,899 I 
I I 

Beneficial/Physician Inquiry I 3,224,827 I I 
Professional Relations 111,730 

Medical and Utility Reviews 1,175,607 

Medicare Secondary Payer 474,285 

Participating Physician 135,780 

Productivity Investments I 745,245 I I 
Costs Not Associated With An Operation (555,797) 

TOTAL $ 20,110,835 I $ (555,797)! 

See Findings and Recommendations section of this report. The opinion of Tichenor & 
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Exhibit 4 

THE TRAVELERS INSURANCE COMPANY


Final Administrative Cost Proposal


Forthe Period Octoberl, 1992 through September 30, 1993


Increase 
(Decrease) 

Recommended 
Operation Costs Claimed Adjustments 

Claims Payment $ 13,557,205 $ 

Reviews and Hearings 1,084,868 

Beneficiary/Physician Inquiry 3,539,433 

Professional Relations 114,461 I 

I I 
Medical and Utility Reviews 1,001,253 

Medicare Secondary Payer 461,310 

Participating Physician 131,917 

Productivity Investments 260,517 

Fraud and Abuse 237,356 

Costs Not Associated With An Operation (300,141) 

Footnote 
Reference 

(1) 

TOTAL $ 20,388,320 I $ (300,141) 1 

I


(1) 
Associates on this FACP appears on Page 21. 
See Findings and Recommendations section of this report. The opinion of Tichenor & 
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MEDICW 
Ju]y 6, 1995 

Ms. Dierdre C. McKenna 
Tichenor & Associates


Woodbndge, VA 22192

12531 Clipper Drive, Suite 202 

RE: The Travelers Insurance Company 
Medicare Administration Costs 
Response to Drafl Audit Reports 
October, 11989 through September, 301993 

Dear Ms. McKenna: 

We have reviewed the Draft Audit Reports of The Travelers Administrative Costs for the 
period October 1, 1989 through September 30, 1993. Enclosed are our responses to the 
audit findings included in your report. 

In summary, of the total amount questioned of $5,797,423, we agree that costs were 
understated by $287,274 and disagree with $5,312,768. In addhio~  our response also 
claims additional costs of $2,710,328 that should be included as part of the settlement for 
these years. The attached table documents our conclusions for each audit finding. 

We appreciate the opportunity to comment on these reports. 

Very tru!y yours, 

+?e&# 
I/” I 

Margaret C. ChrktophY, CPA C’” 
CFO, Government Operations 

cc: R. Ogden, OIG 
R. Champagne, OIG 
J. Feldheim, RRB 
J. Glansante, RRB 
P. Hamel, HCFA 
W. Bannon, MH

T. Ryan, MH

J. Me[z, TIC

W.B. Shirk, Seyforth, Shaw, et. al. 

METRA~EALTH-
One Tower SquMc, Himfocd,  CT. 06183 

Mccr~Elr~l[t\ Insurance (hmpmy 



T r a v e l e r s  C o n c l u s i o n s  o n 

F Y  1 9 9 0  t h r o u g h  F Y  1 9 9 3 

Audit Findings 

Topic 

Excess Space 

Prior Audit Findings 
Vacant Space 
Leased Equipment 
Tax Planning 
Pension Contributions 

Understated Complementary Insurance 

Unallowable Indirect Costs 
Actuarial Programs 
Subsidiary Audit 
Corporate Actuarial 
C/aimed Costs Una//owed  by FAR 
Budgeted vs Actual Costs 
No Supporting Documentation 
Overbooked Eliminating Cost Centers 

Understated Return On Investment 

Summary of Audit Findings 

Costs Claimed on Revised FACPS 

Disputed Costs Excluded from FY 93 

TOTAL 

Agree 

(243,696) 

o 
0 

(723,247; 

201,400 

31,956 
0 
0 

162,609 
262,540 

32,493 
4,036 

(15,365) 

Disagree Total 

3,432,174 3,188,478 

595,852 595,852 
1,099,845 

32,986 32,986 
0 48,682 

1,099,845 

0 201,400 

0 31,956 
58,723 58,723 
93,188 93,188 

0 162,609 
0 262,540 
0 32,493 
0 4,036 

o (15,365) 

(287,274) 5,312,768 5,797,423 

(2,61 1,673) 

(98.655) 

(2,997,602) 



Tichenor & Associates 
Response to Drafl Audit Reports 
July 6, 1995 

FINDINGS AND RECOMMENDATIONS 

1. UNALLOCABLE FACILITY AND OCCUPANCY COSTS 

a. Summary of Travelers’ Position 

This audit  finding is comprised of two issues: the use of budgeted versus actual rates which caused 
costs to be understated by $243,696 and excess square footage which totals $3,432,174. The net 
amount of $3,188,478 was questioned in the audit reports. 

We agree with the audit finding relative to the use of budgeted versus actual rates which resulted in 
an understatement of costs for the four fiscal years of $243,696. 

We disagree with the second component of the finding that recommends disallowance of net usable 
square feet in excess of the contractual 135 square feet on the basis that the Government is estopped 
from retroactively requiring Travelers to include corporate home office space in the calculation of net 
usable square feet. In addition to that argument, we have also included justification for the additional 
post-1 978 space and maintain that space acquired prior to 1978 should have been excluded from the 
auditors’ calculation but was not. The estoppel  argument is set out below in Section b. 

b. Position of Estoppel 

The Government Is Estopped from Retroactively Requiring Travelers To Include 
Space Per 

Equivalent Man-Year 
Corporate Home Oflice Space In The Calculation Of Net-Usab!e 

A. FACTS


By letter of May 9, 1995, enclosing the Government’s draft audit reports of the Final Administrative

Cost Proposals (FACPS)  submitted by the Travelers Insurance Company (Travelers) for the period 
October 1, 1989 through September 30, 1993, the Government for the first time informed Travelers 
that the Government now included corporate home ofllce space within the calculation of 135 net-
usable square feet per equivalent man-year. I The audit reports each contained a similar finding that 
Travelers had claimed certain amounts of facility and occupancy (F&O) costs for space exceeding 
135 net-usable square feet per equivalent man-year. Specifically, the Government found that the


1 Under the Medicare Part B Railroad Retirement Board contract, the Government recommended 
disallowance of $884,949 “unallowable” F&O costs. Under the Medicare Part A contract, the 
Government recommended disallowance of $303,307 ‘unallowable” F&O costs. Finally, under the 
Medicare Part B contract, the Government recommended disallowance of $2,243,918 “unallowable”

F&O costs.


2 



Tichenor & Associates 

Medicare 
contract which states: 

Response to Drafl Audit Reports 
July 6, 1995 

allocation of space in excess of 135 net-usable square feet per equivalent man-year was unallowable 
in accordance with Appendix B, Section X. B. 1. (the same in all 3 contracts) to the 

With respect to space, either leased or own~ acquired after the efl%ctive  date of this 
the guideIine  for the amount of such space which may hereafter be 

allocated for the performance functions under this agreementkontract 
agrcementkontra~ 

to the Medicare 
progrzq  without justification by the contractor, shall be an average of 135 square fixt of net 
usable space per equivalent man-year.

provided that the contractor justifies such additional amounts.


Additional amounts of space may be allocat~ 

The Government determined with respect to each contract audited (Medicare Part 4 Medicare Part 
B, Medicare Part B Railroad Retirement Board) that Travelers had not submitted a request to HCFA 
justifing  the allocation of greater than 135 net-usable square feet per equivalent man-year. 

In calculating Travelers net-usable square feet per equivalent man-year, the auditors for the first time 
since 1978 (the time when the above “net-usable square feet” clause was inserted into Travelers 
contracts) included Travelers corporate home office space in the square footage included in the 
calculation.z  Prior to this audit, neither the Government nor Travelers ever included Travelers 
corporate home office space in the calculation of net-usable square feet per equivalent man-years 

The Government was, however, filly aware flom prior audits and complete access to Travelers 
expense reports of the existence of the corporate home office space during the period of contract 
performance (1978- 1995). More particularly, the Government had access to the current and prior 
FACPS. These proposals all include Travelers ~ facility and occupancy costs as a separate line 

2 While the audit reports do not expressly state that Travelers corporate home ol%ce space is the 
primary cause of the overru~ it is obvious from the auditors’ work papers, and from prior audit 
findings, that this is the case. The auditors asked for and were provided with Travelers worksheet 
calculating square footage for only Medicare space for FY 90-93. This calculation is consistent with 
the reamer in which Travelers has historically provided this information to auditors. Travelers’ 
worksheet calculating square footage for space dedicated exclusively to Medicare work (hereafter 
called direct Medicare space) for FY 90-93 documents that direct space for these years is, in each 
year, less than the 135 square footage guidelines. Only when the corporate home office space is 
included in the crdculation  does the square footage significantly exceed the 135 square footage 
guideline, as found by the auditors. We use the term corporate home office space here to include all 
indirect corporate space, as opposed to space exclusively dedicated to Medicare work. 

3 In fact, when corporate home oflice space is added into the square footage calculation for FY 84-
86, Travelers F&O costs significantly exceed the 135 square feet limitation. (See Attachment 1.) 
However, the Government did not include the corporate home ofllce space in that calculation in the 
audits for FY 84-86. 



Tichenor  & Associates 
Response to Draft Audit Reports 
July  6, 1995 

item which include indirect In addition, throughout the 1980s
corporate home office expenses. o 
during the budget negotiations with the Government, Travelers was required to submit Facility and 
Occupancy Schedules (Form HCFA-3259 - see Attachment 2) to each budget request. Travelers 
completed a separate schedule for each field office, with one for the home Ofice allocations which

included both home off~ce an e allocations. d Corporatare  Medic The Government never once 
challenged or questioned square footage during the budget negotiations. 

Even with the knowledge that Travelers had significant corporate home ofllce space, it was still  the 
Government’s practice from 1978 until the present to include only Medicare-dedicated space in this 
calculation. For reasons of which we are unaware, in 1994 the Government auditors changed the 
Government’s interpretation of what should be included in the calculation of net-usable square feet 
per equivalent man-year. The Government knew of and consistently accepted the fact that Travelers 
facilities and occu@ncy  costs did not include this space in its 135 net-usable square feet per 
equivalent man-year calculatio~  and Travelers reasonably relied to its detriment, on the Government’s 
acceptance by continuing to exclude corporate home ofllce space from its F&O calculations, the 
Government is now estopped from retroactively disallowing such costs. 

Notably, had Travelers known that the Government interpreted the net-usable square footage 
requirement to include corporate home office space (purchased after 1978 as set forth in the contract 
clause), it would not have made the decision to utilize the Norcross, Georgia facility, which was 
constructed in 1981, for its Medicare processing needs. Rather, Travelers would likely have fhlfilled 
these requirements at its ADP Center in Hartford, Connecticut, which was built and acquired by 
Travelers prior to 1978 (and, thus, would be excluded from the 135 square footage calculation under 
the contract).s 

4 The FACPS include all of Travelers proposed administrative costs, only one element of which is 
facility and occupancy costs. As parts of the facility and occupancy costs, Travelers includes amounts 
attributable to Medicare direct space as well as indirect space, which is the corporate home office 
allocation. Only direct Medicare space was subjected to the 135 square foot limitation prior to 1994. 

5 Both the Norcross, Georgia and the Hartford, Connecticut ADP facilities are part of the corporate 
home ofllce space (i.e. indirect costs), as opposed to Medicare direct space. Thus, the Travelers 
Medicare home oi%ce is allocated its proportional share of the cost of these facilities by the Travelers 
corporate home office. 

Under Travelers Medicare contracts, the 135 square foot limitation only became applicable in 1978. 
The clause, as set forth above, explicitly “grandfathered in” corporate home office space acquired or 
leased by Travelers prior to 1978. Thus, any Travelers corporate home office space acquired prior to 
1978 need not be included in the 135 square footage calculation. 

4 



Tichenor & Associates 
Response to Draft Audit Reports 
July 6, 1995 

B. ANALYSIS


Corporate Home Office Space.

The Government Cannot Retroactively Disallow Travelers Ft20 Costs Related To 

As noted above, for the years 1978 nearly to the present, neither Travelers nor the Government


home office space.

did not include this space in its net usable square feet calculation it certainly absorbed and charged to

the Government facility and occupancy costs allocated to it by its corporate home office. Both

parties accepted this practice -- Travelers to its detriment. Now, the Government is attempting to


interpreted the calculation of net usable square feet per equivalent man-year as including corporate 
During this entire period, the Government was filly aware that while Travelers 

estopped from doing so.

change the rules of the game retroactively. However, under applicable caselaw, the Government is 

The weight of authority in the courts and in the Boards of Contract Appeals stands for the 
proposition that a retroactive cost disallowance will not be permitted where:


. . . the cost or accounting method in question had been accept~  the contractor reasonably 
believed that it would continue to be approv~  and relied upon such reasonable belief to its 
detriment. 

Data-Desin Laboratories, ASBCA No. 21,029, 81-2 BCA ~ 15,190 (1981) at 75,172. 

This same proposition is applicable to the facts presented here. The Government clearly knew of the 
existence of Travelers corporate home office space. As noted above, the Government had complete 
access to all of Travelers FACPS and expense reports during the period 1978 through the present. 
These proposals and reports clearly evidenced the fact that Travelers was incurnng rents and related 
occupancy expenses with respect to corporate facilities. In fact, the parties negotiated over these 
costs during annual budget negotiations. The Government also clearly knew that Travelers did not 
include this space in its calculation of net-usable square feet per equivalent man-year. Based on the 
parties’ established practice, Travelers reasonably believed that its 135 net-usable square feet space 
calculations, which excluded the corporate space, would continue to be approved during the period 
FY 1990 to 1993, and it relied upon the Government’s prior acceptance of these calculations to its 
detriment. Thus, the Government is estopped from retroactively changing the definition or 
interpretation of what space is to be included in the calculation of net-usable square feet per 
equivalent man-year for the years 1990 to 1993. As Judge Littleton eloquently stated the law: 

When a party with knowledge or the means of knowledge of his rights and of the material 
facts does what amounts to a recognition of the transaction as existing, or permits the other 
party to deal with the subject matter under the belief that the transaction is recognized, or 
abstains for a considerable length of time from impeaching if, so tha[ (he other party is 
reasonably induced to suppose (hat it is recognized, there is acquiescence, and the 
transaction, though it be originally impeachable, becomes unimpeachable. (emphasis added). 

Harvey Radio Laboratories. Inc. v, United States, (citalions  omitted) 126 Ct. Cl. 383, 391-92 (1953) 

5 
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Response to Draft Audit Reports 
July 6, 1995 

In the Court of Claims , 196 Ct. Cl. 133, 449 F.2d 392 (1971), Litton Systems. Inc. v. United States
laid the groundwork for the plethora of retroactive disallowance cases that followed. The contractor 
in Litton appealed an adverse decision of the ASBCA which had held the Government entitled to 
disallow a portion of Litton’s claims for reimbursement of general and administrative expenses (“G& 
A“) under CPFF contracts performed during the contractor’s 1959 through 1965 fiscal years. 

During that period, Litton distributed its G & A expenses using a cost-of-sales base. On its fixed 
price contracts, Litton followed the common accounting practice of treating the sale of an item as 
having occurred when it effected delivery to the customer. On its CPFF contracts, however, Litton 
treated each cost reimbursement billing as a sale. The effect of this inconsistency in the definition of 
“sale” was to postpone the impact of costs incumed under fixed price contracts while simultaneously 
accelerating similar costs incurred under CPFF contracts. Thus, G & A expenses for a given period 
were loaded disproportionately to CPFF contracts. Since Litton’s fixed price contract volume was 
increasing relative to its volume of CPFF contracts in the years in questio~  more G & A expense was 
being absorbed by CPFF contracts than would have been the case had the contractor followed a 
consistent practice of apportioning its G & A expense between CPFF and fixed price contracts. The 
Court concluded with respect to this arrangement that while the contractor’s G & A allocation 
method may not have been proper: 

That conclusion does no~ however put an end to the controversy. It simply leads to the fi.u-ther 
question of whether the Board properly approved the Government’s insistence that a new G & 
A allocation method be applied to contracts performed during plaintiffs fiscal years beginning 
August 1, 1958. 

Litton Swtems.  Inc., 196 Ct. Cl. at 132. 

The Government first questioned the contractors accounting practice in a meeting on June 27, 1960. 
Thereafter, exchanges of correspondence and discussions continued throughout 1961 and 1962. 
Finally, on December 3, 1962, the Government auditor issued a DD Form 396 (the predecessor of the 
Form 1) disallowing claimed reimbursement under Litton’s CPFF contracts in excess of the amount 
allocable on a cost input basis for the contractor’s 1959 fiscal year. The Court of Claims held the 
Government’s actions to be improper: 

In view of plaintr~s long and consistent use of the cost of sales  method wilh /he government 
knowledge, approval and acquiescence, plainti~  was entitled to reasonable adequate notice 
that the Government would no longer approve the use of that method with respect to the 
CPFF contracts. . . Such notice was essential in order to enable plaintiff to recover the 
additional G & A expense that would be allocable to its fixed price contract as a result of the 
shift in accounting methods. (emphasis added) 

Litton S~sten~s, Inc. 196 Ct. Cl. at 148. 
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Tichenor & Associates 
Response to Draft Audit Reports 
July 6>1995 

Similarly, in view of Travelers “long and consistent” interpretation and use of the net usable square 
feet calculation as no( including corporate home ollice space, with the Government’s complete 
knowledge and acquiescence, Travelers is entitled to notice of the Government’s intent to change its 
interpretation of what is included in the calculation of net-usable square feet. Under the holding of 
Litton, and the cases that followed, the Government may not, as it is attempting to do here, 
retroactively change the game rules. 

the Armed Services Board of Contract AppealsAfter the Court of Claims decided Litto~ 
(“ASBCA”) decided Sanders Associates. Inc., ASBCA No. 15,518, 73-2 BCA 10,055 (1973). 
There, during 1966 the contractor changed its method of apportioning overhead from an individual 
cost center basis to a company-wide overhead structure under which overhead expenses were 
accumulated throughout the company and a corporate rate derived. The various divisions then 
applied this corporate rate. At the time this change was made, Sanders established a new operating 
division, Data Systems Division, which was almost entirely a commercial business. The engineering 

~ 

and manufacturing overhead rates of Data Systems Division were far higher th~ the company-wide 
rates of which they became a part under the contractors company-wide overhead rate structure. 

On November 16, 1967, DCAA expressed concern as to the inclusion of Data Systems’ overhead 
expenses in company-wide overhead pools. However, on January 16, 1968, DCAA provisionally 
approved Sanders’ company-wide rate approach for billing purposes. In rtdditionj DCAA approved 
final overhead rates for fiscal year (H) 67 in August 1968. There was no discussion preceding that 
approval of the propriety of the company-wide rates nor of the disparities between individual cost 
centers, nor did DCAA take any exception to the inclusion of Data Systems’ overhead expenses in the 
corporate pools. 

In late 1968, DCAA sent the contractor a drafl of a letter which pointed out distortions caused by 
Sanders’ central overhead allocation method and recommended that company-wide rates be 
discontinued. The draft warned that DCk4 would recommend use of individual cost center rates in 
pricing fixed price contracts in FY 70 and fbture years if Sanders refused to agree. Thereafter, on 
January 9, 1969, DCAA recommended deletion of Data Systems’ indirect expenses from Sanders’ 
overhead rate submission in evaluating a fixed price subcontract proposal. 

Sanders, by letter of January 21, 1969, disputed DCAA’S conclusion regarding the overhead 
allocation method. By letter of March 6, 1969, DCAA replied repeating its earlier position. Finally, 
on September 10, 1969, the parties reached an agreement along the lines of DCAA’S position which 
was to be prospective in application. 

In the interim, however, i.e., before the parties had reached an agreement, Sanders had submitted its 
proposed final overhead rates for FY 68. On April 1, 1970, DCM issued a Form 1 disapproving 
inclusion of Data Systems’ overhead expenses in the FY 68 company-wide rate submission. As with 
the Court’s decision in Litton, the ASBCA found Sanders’ accounting practice to be questionable, but 
noted: 

The question remains, however,
 ~vhcthcr the Govcmment’s retroactive adjustment to 
Appellant’s overhead structure ivas proper. We do not regard as material in answering that 

7 
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question whether that action constituted a change in accounting medmd  or ti the accounting 
treatment to be accorded costs. Rather the criterion should be whether under the circumstances 
the contractor reasonably believed that the Government would allow it to mntinue to include 
the expenses of Data Systems in its company-wide overhead pools  and acted on that belief to 
its detriment. With respect to the latter poin~ the Court of Claims did not require a specific 
showing of. . . reliance on the past approval of the Government but, in ejlec(,  found such 
detrimental reliance to be selfevident. 

Sanders, 73-2 BCA at 47,164. (emphasis added). 

The ASBCA thus concluded: 

Accordingly, the Government should have known when it approved the FY 1968 rates that the 

company. 
overhead expenses of Data Systems would have a significant effect on the FY 1968 rates of the 

Its silent approwd of the FY 1967 rates, therefore, together with the continued 
approval of rates for fonvard pricing of fixed price contracts to the end of calendar year 1968, 
gave appellant reasonable grounds to believe that the Government did not object per se, to the 
inclusion of Data Systems’ overhead. 

Under the circumstances, appellant was entitled to actual prior notiw that the Governrnent 
would no longer approve such inclusion. . . 

Sanders, 73-2 BCA at 47,165. 

Sanders ComPan~ ASBCA No.  was followed in the Board by Falcon Research and Development 
19,784, 77-1 BCA ~ 12,312; affd on recon. 77-2 BCA f 12,795. In Falcon Researc~ the 
appellant’s corporate parent assessed what it termed an “optimum asset utilization charge” (OAUC) 
against appellant which was calculated on the basis of the amount of non-productive assets being 
carried by the appellant. The charge was designated “interest” on the corporate parent’s invoices 
although there was no correlation to borrowings or interest payments by the parent or by appellant. 
The OAUC assessment was invoiced to appellant during its FY 70 and FY 71 and was charged to the 
Government as part of its approved overhead billing rate on CPFF contracts. D(XA subsequently 
audited appellant’s FY 70 and FY 71 overhead accounts and approved final overhead rates for those 
years, with WI knowledge of the OAUC charges. 

In July 1973, a new DCAA auditor audited appellant’s 1972 overhead and raised a question as to 
whether the OAUC was an unallowable interest payment. In 1974, DCAA issued a Form 1 
questioning OAUC allocations relative to all of appellant’s cost reimbursement contracts for FYs 70, 
71 and 72. The administrative contracting officer issued a final decision formalizing the retroactive 
disallowance and the contractor appealed. 
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In sustaining the appeal, the Board held: 

The central issue in this appeal is whether (he contracting ojlcer may validly reopen 
appellant’s approved overhead rates for several years past, and with respect to all of 
appellant’s cost-reimbursement contracts, retroacfi”vely  disallow one of the cost elements in 
(he approved overheadpool. The Boards and Court of Claims have held that this may not be 
done in cases where the overhead costs or accounting method had been accepted and the 
contractor reasonably believed it would continue to be approved and relied thereon to its 
detriment . . . This principle applies even in circumstances where the claimed overhead wsts, 
viewed ab initio,  would be unallowable under the applicable cost principles. 
(emphasis added). 

Falcon Research, 77-1 BCA at 59,484. 

The next case in which the board considered the “estopped” question was Data-Desi~n  Laboratories, 
15,190 (1981). In that case, the contract in question was a CPFF 

contract awarded in 1972. The dispute between the Government and the contractor revolved around 
the ASPR travel cost principle: 

ASBCA No. 21,029, 81-2 BCA ~ 

The difference in cost between first-class air accommodations and less than first-class air 
acammmdations is unallowable except when less than fist-class accommodations are not reasombly 
available to meet necessary mission requirements, such as, where less than first-class accommodations 
would: 

(i) require circuitous routing, 

(ii) require travel during unreasonable hours, 

(iii) greatly increase the duration of the fligh~ 

(iv) result in additional costs, which would offset the transportation savings, 

(v) offer accommodations which are not reasonably adequate for the physical or 
medical needs of the traveler. 

The contractor’s policy was to allow first-class travel since travel was to be performed as much as 
possible outside normal working hours. In recording air fare costs, the contractor did not segregate or 
separately record first-class air fare costs or the difference between first-class and lower-class fares, 
believing that if travel were pertlorrned  during normal duty hours the salary cost would offset the first-
class differential. The Government was aware, during all years prior to FY 74, that the contractor’s 
persomel were using first-class air travel and that the contractor believed that first-class travel 
expenses were allowable under the travel cost principle. 

The issue of first-class travel was first raised by the Government in a meeting on March 1, 1972 
between the contractor’s president and representatives of DCM but the issue was not resolved. 
Thereafter, in a 1973 contract negotiation, a contracting ofllcer allowed the contractor’s proposed 
first-class air travel costs. However, in September 1973, DCASR conducted a compensation review 

9 
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and recommended that the travel policy be amended to specifi  accommodations. 
The review was forwarded to the contractor by letter of January 24, 1974. It was not until July 1, 

coach-class air fare 

1975, however, that DCAA issued its Form 1 disallowance of 1973 first-class ait travel. Th e 
contractor appealed this disallowance. The Board, while finding the contractor’s travel policy  to be 
noncompliance, also held the Government’s retroactive disallowance to be improper. 

Appellant contends that the cost disallowance was retroactive in mture and was therefore 
improper. We agree. 

****** 

Moreover, the record of this proceeding is replete with instances in which auditors either (a) 
accepted appellant’s travel costs but were silent on the first class air travel policy, (b) 
questioned specific trips as having occurred during working hours, but, implicitly, approved 
appellant’s basic policy where the trips did occur outside of working hours, or (c) specifically 
found the first class differential to be reimbursable under ASPR 15.205.46 based upon 
appellant’s rationale. 

****** 

We conclude, fiu-ther,  that appellant relied upon the apparent Government approvaJ to its 
detriment. The record demonstrates tha~ during discussions of the issue with Government 
representatives, appellant expressed that if the Government were to disallow the first class air 
fare costs appellant would have to modi~  its travel policy. We have found that if the 
Government had disapproved of the costs at an earlier date, appellant would have made those 
modifications and, in fac~ we see that when the costs were ultimately disallowed appellant 
instructed its employees to travel in less than first class accommodations, albeit during working 
hours. 

****** 

Based upon the foregoing, we conclude that it was not until appellant received the 31 July 
1975 DCAA Form 1 that it was authoritatively informed of the Government’s position 
regarding appellant ‘sjrst  class airfare policy, that the disapproval of appellant’s 1973 jrst 
class air travel was an improper retroactive disallowance, and that appellant is entitled (O 
recover [he 1973 costs agreed upon by stipulation. 
(emphasis added) 

Data Design Laboratories, 81-2 BCA at pp. 75,172-75,174. 

Finally, the Board again addressed the issue of retroactive disallowance in Gould Defense Svstems. 
~., ASBCA No. 24,881, 83-2 BCA 16,676 (1983). In Gould, the dispute centered around CAS 
414, Facilities Capital Cost of Money. The Government challenged Gould’s amortization of goodwill 

~ 

which had resulted from GouId’s merger with another corporation in 1969. CAS 414 first became 
applicable to Gould for its FY 1977, beginning January 1. Gould included projected amortization in 
its CAS 414 facilities capital cost of money computation in its forward pricing proposal for the years 
1977-1980. DCAA audited this proposzl  in January 1977. DCAA did not take exception to the 
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facilities capital at that time, and the corporate ACO subsequently concurred with the DCAA’S finding 
that the amount of facilities’ capital in the contractor’s proposal was a reasonable projection. 
Thereafter, the cost of money factors contained in Gould’s audited proposal were used by it in the 
negotiation and pricing of contracts up until October 11, 1979. 

,.. . 
In November 1978, DCAA conducted an audit of Gould’s actual cost of money allocation for the year 
1977. 
questioned Gould’s inclusion of goodwill in the facilities capital cost of money calculation. On 
February 23, 1979, the ACO wrote to Gould’s president advising him of an initial finding of 

Following guidance issued by DCAA headquarters in June 1978, the DCAA auditor 

noncompliance and soliciting his assistance in resolving an impasse that had developed under CAS 
414. The letter requested  that Gould advise the ACO of its position and proposed corrective action. 
On October 11, 1979, the Government and Gould entered into a contract which excluded the 

repeated in subsequent contracts. 

goodwill amortization factor from the contractor’s cost of money calculatio~  but permitted an 
adjustment of the price if it were later determined that goodwill was includable. Thk clause was 

On October 25, 1979, DCM issued a Form 1 disallowance against a CPFF contract awarded on 
December 19, 1977, which disallowed the goodwill component of facilities capital cost of money 
which had been paid under the contract in 1977, 1978 and 1979. In pricing the contract, Gould had 
used the 1977-1980 forward pricing rates accepted by the Government in January 1977. Gould 
appealed the Form 1 disallowance. 

The Board’s lengthy analysis of the merits of the CAS 414 issue concluded that facilities capital might 
properly include a goodwill amortization component, but not on the facts of this case. However, the 
Board sustained Gould’s appeal on the basis of estoppel: 

As pertinent to this appeal, the Government is estopped from contesting the inclusion of 
appellant’s goodwill in its facilities capital 
must have known at the time of the forward pricing audit that the contractor included goodwill 
in its computation of facilities capital; (2) the Government must intend that the results of its 
forward pricing audit would be acted on by the contictor,  or the contractor has a right to 
believe that the forward pricing audit could be relied on; (3) the contractor must in fact rely 
reasonably on the Government’s audit to its detriment; (4) the contractor must not be aware 
that the Government’s intention was that the forward pricing audit was not binding concerning 
the inclusion of goodwill. This rule is to be compared with the related precept that the 
Government may not disallow retroactively historical costs where: The cost or accounting 
method in question previously had been accepted following final audit of historical costs; the 
contractor reasonably believed that it would continue to be approved; and it detrimentally 
relied on the prior acceptance. The retroactive disallowance rule applies regardless of the 

if four elements are present (1) the Government 

allowcrbiliy  of the historical cost u~der the Defense Acquisition Regulations and requires 
that the Government only may discrllow the cost or method prospectively. 
(emphasis added) 

****** 

Whereas invocation of the retroactive disallowance rule has been premised on the contractor’s 
reliance on final historical cost audits, the rule, nevertheless, is a special application of 
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estoppel  principles. The general rules governing application of the doctrine of equitable 
estoppel  cost disputes are not limited necessarily to situatiom  where the cost or accounting 
method in question has been accepted previously by the Government following final audit. 
Assuming that the prerequisites to finding an estoppel  otherwise are establish an estoppel 
will lie against the Government where it unequivocally accepts a contractor’s proposed 
accounting treatment in an audit conducted, inrer ulia, for the purposes of forward pricing. 

We believe the contractors are entitled to a greater degree of certainty in their jhncial 
dealings with (he Government. Once the Government unequivocally takes its stand and reads 
and applies the standard in the same manner as the r.xmtractor,  it is essential that the contractor 
be entitled to rely on that joint interpretation until notified otherwise. This rule is essential to 
the orderly conduc[  of business with the Government and is applicable irrespective of 
whether a Defense Acquisition cost principle or a Cost Accounting Standard is involved. 
(emphasis added) 

****** 

In light of the discussion above, the Government may disallow ordy prospectively appellant’s 
facilities capital cost of money to the extent goodwill was included. 

Gould.  83-2 BCA at pp. 82,981-82,984 (citations omitted).6 

The cases discussed at length above, while different somewhat factually, all share the common 
elements of estoppel, which are also present in Travelers case: knowledge, acceptance and 
detrimental reliance. The cases conclusively establish that in Travelers case the Government cannot 
retroactively challenge the exclusion of corporate home office space where Travelers has always 
excluded such space from the calculation of the 135 square feet net-usable per equivalent man-year, 
and such exclusion was acquiesced in by the Government. Travelers and HCFA not only established 
a course of conduct extending over some fifteen years, but the parties negotiated budgets and 
closures of contracts, and resolved numerous audit questions. During the entire period, the 
Government knew about and acquiesced in Travelers method of computing its 135 net-usable square 
feet per equivalent man-year calculation, which method excluded the corporate home of%ce space. 
Had Travelers known that the Government interpreted “net-usable space;’  as including the corporate 
home office space, it could and would have justified this additional space to HCF& as required under 
the clause. In addition, Travelers would not have moved its Medicare ADP center from its 1968 
Hartford facility to its 1981 Georgia facility. Thus, because the Government knew of Travelers 
interpretation of what constituted net-usable space, and Travelers relied upon the Government’s 
acquiescence to its detriment, there is no question but that the rule against retroactive disallowance of 
costs applies to thk case. 

6 See also, Symetrics  Engineering Corporation, NASA BCA No. 1270-20, 74-1 BCA 1 
Wolf Research and Development Cor~oration, 

10,553; 
ASBCA No. 10,913, 69-2 BCA ~ 8017 and Webster 

Contractors, ASBCA No. 24,641, 83-1 BCA ~ 16,467 
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C. CONCLUSION 

The Government is estopped from disallowing Trrivelers F&O costs related to the co~orate home 
office space during the period 1990-1993. The Govemrnent knowingly accepted Travelers’ space 
calculations, which excluded the corporate home ofllce space, until 199S, and Travelers relied on the 
Government’s acceptance and acquiescence to its detriment. Thus, all of the elements necessa~  to 
invoke the rule against retroactive disallowance are present: knowledge, acceptance and detrimental 
reliance. Accordingly, the Government is estopped from challenging Travelers exclusion of corporate 
home ofllce space from its 135 net-usable square feet per equivalent man-year calculation during the 
1990-1994 timeframe. 

c. Position on Pre-1978 Space 

The audit finding was calculated based on total Facility and Occupancy costs documented in the Cost 
Classification Report submitted with each Final Administrative Cost Proposal. Implicit in ttis 
approach is the assumption that all of our direct and indirect space was acquired subsequent to 1978 
which is when this space requirement was included in our contracts. Appendix B, Section X. B. 1. 
states: 

“With respect to space, either leased or owned, acquired after the effective date of this 
agreementicontract.  ..” 

This provision is clearly intended to exclude from the calculation space that was leased or owned 
prior to the effective date which was 1978. 

Most of our corporate structures were built prior to 1978 and should have been excluded from the 
square footage calculation. For example, the Tower and Plaza buildings which house many of our 
executives and corporate overhead areas were built in 1903 and 1968, respectively. For the four 
fiscal yeas included in the audit, the only locations owned or leased subsequent to 1978 are as 
follows: 

Facility 
Norcross  Data Center 
Education Center 
Employee Health Club 
Direct Medicare - All 
Medicare EDP Support 

Owned Date 
Owned 1981 
Leased 1984 
Leased 1987 
Leased various 
Leased 1986 

Section X. B. 1. of Appendix B also states: 

“Additional amounts of space may be so allocated, provided that the contractor justifies such 
additional amounts.” 
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d. Justification for Additional Space 

The following justification is provided for the allocated square footage relative to the Norcross Data 
Center, the Travelers Education Center and the Travelers employee health club all of which  were built 
or leased subsequent to 1978: 

Norcross Data Center 

The Travelers data center, located in Norcross, Georgia and built in 1981, has a total area of 136,833 
square feet. The majority of the space is devoted to computer hardware such as maintlames and 
printers. Pre-pnnted check stock is stored on site. The data center also has a large mailroom  for 

For Medicare, all Explanation of Medicare Benefitsissuing all of the mailings that are generated. 
(EOM13S) and checks are printed and mailed from this location. 

As part of our Part B contract, we maintain one of the remaining standard systems and have located 
the computer hardware necessary to comply with HCFA requirements in the Norcross  Data Center. 
HCFA paid for the development of the system and has historically reimbursed us for the costs 
associated with maintenance, enhancements and operations. We process claims  for our pm B, RRB 
- Part B and DMERC contracts at this location and, in additio~  with HCFA approval, we are in a 
shared processing arrangement with Blue Cross and Blue Shield of Rhode Island to process their Part 
B claims. All mailings for our Part A contract are also processed at this facility. 

In additio~ HCFA has also contracted with us to operate one of the nine Common Working File 
(CWF) host sites. Our contract for the CWF host site in the Keystone Sector specifically requires us 
to provide computer hardware for both data” processing and data storage. (See Attachment 3 -
Reference Article II. B. 1. a.) 

For the years under audit the following square footage was allocated from this facility to Medicare: 

Fiscal Year 1990 13,260 
Fiscal Year 1991 16,472 
Fiscal Year 1992 30,271 
Fiscal Year 1993 30,023 

Starting in fiscal year 1992, the Medicare allocation was changed to include specific machines and 
floor space that were dedicated to Medicare utilization resulting in the increase in square feet 
documented above. 

The square footage associated with the Norcross  data center is necessary to enable us to perform our 
contractual obligations as a standard system maintainer and a CWF Host site. It is, therefore, justified 
and should be excluded prospectively from the calculation of excess square footage. 

14
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Travelers Education Center 

The five story Travelers Education Center, initially leased in 1984, should al SO be excluded from the 
calculation because it is justified and is specifically allowable per the Feder~ Acquisition Regulations, 
Section 31.205-44, (~ which states: 

“Maintenance expense and normal depreciation or fair rental on facilities owned or leased by 
the contractor for training purposes are allowable.. .“ 

The following square footage was allocated from this facility to Medicare: 

Fiscal Year 1990 2,940 
Fiscal Year 1991 951 
Fiscal Year 1992 2,089 
Fiscal Year 1993 3,918 

The education center is a state of the art facility. Course offerings include management development 
programs, personal computer software training, data processing programming training and personal 
skills development training such as courses in communications, business writing and interpersonal 
skills. The facility is also used to hold conferences, seminars and meetings. 

The Travelers Education Center, used extensively by Medicare for training of both Home Office and 
Field Office employees, is justified and allowable per the FAR. It should specifically be excluded 
prospectively from the calculation of excess square feet. 

Employee Health Club 

The Travelers Health Club, located in Hartford, is an underground exercise facility. Our allocable 
share of the square footage should be excluded because this facility is specifically allowed by our 
contracts. In our contracts, Appendix B., Section V., Employee Morale, Health  Welfare and Food 
Service Costs and Credits, it states: 

“Employee morale, health and welfare activities are those sewices  or benefits provided by the 
contractor to its employees to improve working conditions, employee relations, employee 
morale, and employee performance.” 

In that same section, it firther states: 

“The aggregate of costs incurred on account of all activities mentioned in paragraph A less 
income generated by all such activities, is allowable to the extent that the net amount is 
reasonable.” 
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The following square footage was allocated from this facility to Medicare: 

Fiscal Year 1990 1,066 
Fiscal Year 1991 1,105 
Fiscal Year 1992 955 
Fiscal Year 1993 1,260 

The facility not only provides exercise equipment including aswimming pool and a jogging track but 
also holds seminars related to living healthier life-styles and stress reduction. Dues we ch~ged  to 
offset the cost of operations. 

The allocated rent is justified and allowable per our contracts and should be excluded prospectively 
from the calculation of net usable square feet. 

e. Recalculation of Audit Finding 

Relative to direct Medicare space, our calculation of the excess square footage is included as 

Attachment 4. We did not exceed the 135 square feet requirement in any of the four fiscal years. 
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2 . FOLLOW UP OF PRIOR AUDIT FINDINGS 

The auditors recommended disallowance of costs that were claimed for allocated vacant space, tax 
planning costs, leased equipment costs and pension contributions. These issues were under dispute 
from the audit of fiscal years 1988 and 1989. While the draft audit report includes verbiage from the 
Dennis and Co. report, we would like to claris that these costs were not audited during the current 
audit. We were requested to quantifi  the costs that were claimed during the four fiscal years and 
were informed that Tichenor & Associates could not render an opinion as to the allowability of these 
costs, but that these. cost issues would be decided based on the resolution of the fiscal years 1988 and 
1989 dispute. 

We recently reached a tentative settlement with HCFA on these four issues and propose that these 
costs in fiscal years 1990 through 1993 be resolved similarly. We support the decision made by 
HCFA related to the allowability of these costs. Each of the four items is addressed below: 

A. Vacant Space 

These costs were deemed by HCFA to be allowable for fiscal years 1988 and 1989 and Travelers 
asserts that these costs should also be allowable for fiscal years 1990 through 1993 as well. Our 
reasoning is restated below: 

Dennis and Company disallowed certain costs related to vacant space on the sole basis that FAR 
$31.205-17, “Idle Facilities and Idle Capacities Costs,” provides that idle facilities costs are 
unallowable. However, the auditors failed to take into consideration the fill language of FAR 
$31.205-17, which both makes exceptions to the rule on the unallowability  of idle facilities costs, and 
clearly distinguishes idle facilities costs from idle capacity costs. Taking into consideration the fill 
language of this cost principle, Travelers’ idle facilities and idle capacity costs are filly rdlowable. 

FAR $31.205-17 distinguishes between idle facilities and idle capacity in the definitional section as 
foIIows: 

“Idle facilities,” as used in this subsection, means completely unused facilities that are excess to the 
contractor’s current needs. 

“Idle capacity,” as used in this subsection, means the unused capacity of partially used facilities. 

FAR $3 1.205-17(a), in pertinent part 

FAR $31.205-17 firther dkthgukhes  between idle facilities  treats 
such costs for purposes of determining their allowability: 

and idle capacity costs h how it 
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(b) The costs of idle facilities are unallowable unless the facilities --

(1) Are necessary to meet fluctuations h woddoad; or 

(2) Were necessary when acquired and are now idle because of changes in requirements, production 
economies, reorganization, termination, or other causes which could not have been reasonably 
foreseen. (Costs of idle facilities are allowable for a reasonable period, ordinarily not to exceed 1 
year, depending upon the initiative taken to use, lease, or dispose of the idle facilities (but see 
$3 1.205-42)). 

(c) Costs of idle ca~acitv are costs of doing business and are a factor in the normal fluctuations of 
usage or overhead rates from period to period. Such costs are allowable provided the capacity is 
necessary or was originally reasonable and is not subject to reduction or elimination by subletting, 
renting, or sale, in accordance with sound business, economics, or security practices. Widespread idle 
capacity throughout an entire plant or among a group of assets having substantially the same fimction 
may be idle facilities. 

FAR $31.205-17(b) and (c) (emphasis added). Thus, for purposes of determining the allowability of 
costs, the FAR permits the allowability of idle facilities costs when they are necessary to meet 
fluctuations in workload, or when they were necessruy when acquired and are now idle because of 
reasonably unforeseen changes in requirements. FAR $31.205-17 also allows idle capacity costs 
provided the capacity is necessary or was originally reasonable and is not subject to reduction or 
elimination by subletting in accordance with sound business practices. 

Travelers vacant space costs are allowable under these express cost allowability principles. The 
Travelers vacant space policy7  is that rent is charged to the Vacant Space cost center when a “tenant” 
(a Travelers Department or unit) moves out of an area as a result of a Corporate “directive and in 
accord with the Master Space Plan (MSP). The MSP is designed to reduce the amount of leased 
space used in the Hartford area by placing key operating units in strategically selected owned 
buildings, and to reduce the use of leased space and maximize the use of company-owned buildings. 
The vacant space cost center is ako used when tenants are moved to temporary space while their 
permanent location is renovated. The tenant is charged for the temporary space while the area under 
renovation is charged to vacant space. Thus, Travelers vacant space involves both idle capacity as 
well as idle facilities. 

As can be seen from Travelers’ vacant space policy, the vacant space charges relating to idle facilities 
arise from changed requirements, reorganization changes, production economies, and other causes, all 
of which factors Travelers takes into consideration under its MSP in assigning space. In addition, the 
vacant space charges arising from idle capacity are clearly the result of normal business fluctuations, 
not subject to reduction or elimination, such as when space is being renovated. 

Accordingly, Travelers idle facilities and idle capacity costs are expressly allowable under FAR 
$31.205-17. 

7 Travelers set forth this policy and additional explanation on these costs in its May 30th, 1991 
response to the draft audit report. 
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B. Leased Equipment 

These costs were deemed by HCFA to be allowable for fiscal years 1988 and 1989 and Travelers 
asserts that these costs should a!so be allowable for fiscal years 1990 through 1993 as well. Our 
reasoning is restated below: 

The auditors disallowed certain of Travelers ADPE lease costs on the sole basis that the auditors 
were unable to determine that these costs benefited the Medicare program. 

As set forth in some detail in Travelers May 30, 1991 response to the draft audit report for fiscal 
years 1988 and 1989, the ADP equipment is necessa~ for Travelers to fidfill  its obligations under its 
Medicare contracts with the federal government. Thus, such costs are allowable. 

More particularly, in mid-1988, Travelers chose to lease, rather than purchase, its ADP equipment 
needs. This option offered Travelers certain financial advantages. 

When Travelers made lease payments to the lessor, Travelers booked the amortized equipment 
amount to the responsibility code which “manages” the equipment repayment. The costs are built into 
the charge rates of the Data Center, and are allocated to Medicare based on the usage of the DP cost 
centers. All product lines within the company are treated in a like manner as Medicare. Thus, 
Medicare bore its proportional share of an allowable and necessary business expense. 

Therefore, the ADP lease costs are also 
allowable under FAR $31.205-2, “Automatic Data Processing Equipment Leasing Costs. ” Under that 
cost principle, ADPE lease costs are allowable if they: (1) are reasonable and necessary for the 
conduct of the contractor’s business; (2) represent charges only for the current use of the equipment, 
and (3) do not cost the Government more than if the contractor had purchased the ADP equipment. 
Travelers ADPE lease costs meet each of these criteria. Thus, such costs are “allowable. 

& such  a portion of the ADP lease costs are properly allocable to Medicare since the equipment is 
necessary to filfill Medicare contractual obligations. 

C. Tax Planning 

These costs were deemed by HCFA to be allowable for fiscal years 1988 and 1989 and Travelers 
asserts that these costs should also be allowable for fiscal years 1990 through 1993 as well. Our 
reasoning is restated below: 

By report of August 26, 1991, the auditors found that Travelers’ Tax Planning Center costs were 
unallowable based on two theories: (1) that the costs were unallowable under FAR $31.205-27 which 
prohibits expenditures in connection with planning or executing the organization or reorganization of 
the corporate structure of a business including mergers and acquisitions; and (2) that the costs were 
unallowable because they were directly associated costs of unallowable Federal Income and excess 
profit taxes, FM $31.205-41. 
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Contrary to the auditors’ position, Travelers Tax Planning Center costs are allowable  costs. First,

consequences of the


proposed acquisition or disposition of various business” segments or subsidiaries, its role does not

while the Tax Planning Center is occasionally involved in analyzing the ta-~ 

extend to the “planning or execution of the organization or reorganization” OF a business as described 
in FAR $31.205-27. Thus, the costs are not unallowable under FAR $31.205-27. 

Second, the auditors incorrectly determined that the Tax Planning Center costs were unallowable 
because they were directly associated costs of unallowable Federal Income and excess profit taxes 
costs. The costs of preparing and submitting business tax forms are expressly allowable under FAR 
331.205-28, which provides, in pertinent part: 

The following tv~es of recurring costs are allowable when allocated on an equitable basis: 

(e) Preparinp  and submitting recluired  reports and forms to taxinq and other regulatory bodies. 

(Emphasis added.) Thus, the Tax Planning Center costs associated with filing Federal Income tax 
forms are expressly allowable costs under FAR 331.205 -28.. 

D. Pension Contributions 

We propose settling on the unqualified plan using the same methodology that was used to settle this 
issue for fiscal years 1988 and 1989. Ron Solomo~ HCF~ OACT, in his memo dated April 28, 
1994, recommended that, “Since ultimate payment of accrued, but not projected, benefits is secured 
by the amendments, the government will consider accrual costs for the value of only the accrued 
benefits as allocable and allowable contract costs without regard to finding. This recommendation is 
to appjy  to costs for all years beginning with fiscal  year 1987, notwithstanding the fact that the FAR 
change was not effective until fiscal year 1990. ” 

For the four fiscal years, we claimed a total of $48,682 on our FACPS. The revaluation by our 
actuaries indicates that the total allowable cost for the ‘period was $771,929. Therefore, we 
understated our costs by $723,247 for FY 90 through 93. These additional costs should be 
considered as part of the settlement for these years. 

For your review, we have attached actuarial reports (See Attachment 5) setting forth the calculation 
of the accrual costs of the Plan, separately identi~ing  the value of accrued benefits from the total 
(projected) benefit value for each year, accompanied by an analysis of how the costs are allocated to 
the Medicare contracts for each fkai year. 
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3. UNDERSTATED CREDIT FOR COMPLEMENTARY INSURANCE 

We agree with the auditors’ findings related to the understatement of credits for complementary 
insurance amounting to $201,400 in the RRB FACP.  This understatement Was caused by a systems 
error that was discovered in October, 1994. The programming has been corrected 
complementary insurance have been properly accumulated and reported in subsequent periods. 

and credits for 
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4. UNALLOWABLE INDIRECT COSTS 

A. COST CENTERS NOT BENEFITING MEDICARE 

Actuarial Programs 

We agree with the audit findings related to the disallowance of $31,956 of expenses incurred in the 
Actuarial Programs cost center. 

Subsidiary Audit 

We disagree with the recommended disallowance of $58,723 of expenses allocated from the cost 
center titled “Subsidiary Audit”. 

At one time, this cost center actually reflected expenses for internal audits of The Travelers 
subsidiaries. However, as Travelers divested itself of these business entities, the internal auditors 
assigned to this cost center acquired additional responsibilities. For the period under audit, expenses 
captured in this cost center resulted from a number of internal audit initiatives, one of which was the 
responsibility of auditing the Managed Care and Employee Benefits Organization. Medicare is a 
business unit in this organization. 

The internal auditors assigned to this cost center did provide direct benefit to Medicare during fiscal 
years 1990 to 1993 and Medicare’s allocable share of these expenses should be allowed. To 
document this benefit, an audit report, issued by Subsidiary Audit in fiscal year 1991 for our Part B 
office in Bloomington, Mimesota  is attached (See Attachment 6). The report is addressed to Richard 
Stuart who, at that time, was the Vice President in charge of Medicare. 

Corporate Actuarial 

We disagree with the recommended disallowance of $93,188 of expenses incurred by our corporate 
actuaries. 

The auditors cite the FAR 531.201-4 which states, in part, “A cost is allocable if it is assignable or 
chargeable to one or more cost objectives on the basis of relative benefits received...”. In addition, 
they reference the Medicare contract, Appendix B, Section XV, paragraph A.3. which states, :The 
following items are unallowable:... A...(3) costs relating to the contractor’s underwriting activities, 
i n c l u d i n g  r e l a t e dactuarial . . services... ” 
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However, the cost center in question included the corporate pension actuaries who have responsibility 
for valuing the qualified and non-qualified pension plans for The Travelers and performing the 
segmentation valuation for Medicare as well as identif@g  and allocating pension assets to the 
Medicare segment. These activities are specifically required in the Medicare contract, Appendix B, 
Section XVI, paragraphs C and D which state: 

“.. the contractor shall separately calculate pension costs for a Medicare Segment... ” 

“. ..the contractor must separately identi~ pension assets for any Medicare Segment(s) . . . 

These fimctions  were performed as required on an annual basis since fiscal year 1988. 

In addition to the annual valuation process, the pension actuaries also had significant involvement in 
the Office of the Inspector General (OIG) audit of The Travelers qualified pension plan for fiscal 
years 1988 through 1990 that was conducted in” fiscal year 1993. They provided documentation to 
the OIG actuary and were instrumental in ensuring the successful completion of that audit. Reference 
Review of Unfimded  Pension Costs of The Travelers Insurance Company, CIN: A-07-93 -O0665, and 
Audit of Medicare Contractor’s Pension Segmentation The Travelers Insurance Company, Cm:  A-
07-93-00634. 

We maintain the costs of the corporate actuaries are allowable, and that Medicare should bear its 
allocable share of the total cost.r 

B. CLAIMED COSTS UNALLOWED BY FAR 
. 

We agree with the audit findings related to Treasury Administration (cost center 112-04-100), 
Executive (cost center 121-0 1-000) and General Corporate (cost center 142-02-100). During the 
fiscal years under audit, persomel  in these departments spent varying amounts of time related to 
selling subsidiaries, merging and/or acquiring companies and raising capital. 

! 

C. BUDGETED RATHER THAN ACTUAL COSTS 
[ 

I 

We agree with the auditor’s finding related to capturing budgeted expenses in the Corporate md StaffI

( 
cost center instead of actual costs. We have incorporated this adjustment in future period costs.
~


1 

1 D. NO SUPPORTING DOCUMENTATION 
f 
~ We agree with the audit findings 

I 
E. OVERLOOKED ELIMINATING COST CENTERS 

I

I We agree with the audit findings and have eliminated the cost centers in question from future
i

~ period(s) costs. 
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5. UNDERSTATED RETURN ON INVESTMENT


We agree with the auditors’ findings related to the understated return on investment on Medicare

assets of $15,365. The error was of a one-time nature and should not reoccur in fiture periods. 

..: 

f 
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OTHER MATTERS 

1. FOLLOW-UP ON PRIOR AUDIT REPORT FINDINGS ~ 

The auditors have documented that we have continued to claim costs relative to the four audit

findings from the prior audit report for all four fiscal years. While this is correct for our Parts A and

B contracts, the situation is somewhat different for our RRB contract.


The RRB contract was put out to bid during fiscal year 1992 by the Railroad Retirement Board.

In the process of submitting our proposal, we had correspondence with the Board that documented

the disputed costs and indicated that these costs would be excluded from our cost reporting  until such

time as the Armed Services Board of Contract Appeals ruled that these costs are allowable. In

compliance with this agreement dated May 22, 1992 (See Attachment 7) we have excluded these

costs from our fiscal year 1993 Final Administrative Cost Proposal as well as for all subsequent

periods.


In the tentative settlement reached with HCFA for fiscal years 1988 and 1989, these costs were

deemed to be allowable except for the unqualified pension plan for which a portion of the costs were

agreed to be allowable. For fiscal year 1993, we would like to establish that the following costs were

excluded from the FACP for the RRB contract:


COST CENTER COST EXCLUDED 

Pension Contributions $ 0 
Tax Planning Expense $1,789 
EDP Lease Expense $70,414 
Vacant Space Expense $i2Q52 

Total Excluded $98,655 

The exclusion of these costs is clearly documented on the worksheet provided to the auditors 
summarizing the disputed costs claimed during fiscal years 1990 through 1993. The expenses shown 
in the table above should be included as part of the settlement for these years. 
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2. INCENTIVE PAYMENTS 

The auditors have recommended that for fiscal years 1992 and 1993, incentive payments should not 
be received for reductions in costs due to unallowable costs disclosed by the audit for our Parts A and 
B contracts. We disagree with this recommendation because the target cost for incentive purposes is 
not necessarily based on approved finding for budget purposes. 

The process associated with nego~ating  a finding level for the upcoming fiscal year is separate from 
the process of negotiating a target cost for incentive purposes and two different branches within 
HCFA are responsible for responding to and settling on each proposal. The verbiage contained in the 
incentive contracts clearly documents the intent on the part of both HCFA and The Travelers to 
calculate incentive payments using the agreed upon target and audited, allowable costs. 

The incentive contract for Part B for fiscal year 1992 contained the following statement: 

“Upon receipt of the Final Administrative Cost Proposal (Form HCFA-1 524), for Fiscal 
Year 1992, the Secretary shall determine if an incentive payment is due the Carrier. 
Calculations regarding incentive payments due the Carrier will be based on the Fiscal 
Year 1992 Final Administrative Cost Proposal, as submitted, subject to audit and 
adjustment, if appropriate.” 

The fiscal year 1993 incentive contract for Part B stated the following: 

“Final determination of the administrative costs ofi and the incentive payment payable to 
the Carrier shall be undertaken by the Secretmy and the Carrier as rapidly as possible 
after the Secretary’s receipt of the Carrier’s final statement. A closing agreement 
between the Carrier and the Secretary with respect to those items of administrative costs 
which they agree are allowable and the amount of the incentive payment shall be 
incorporated in a memorandum.. .“ 

In addition, Article -I of the fiscal year 1993 Part B contract entitled “Incentive Payment” states: 

“If the total amount of actual allowable costs for Fiscal Year 1993, as reported in column 
F of the Final Administrative Cost Proposal (Form HCFA-1 524), minus allowable costs 
for the fimctions listed above, is less than $43,316,900, the Secretary will share with the 
Carrier 50 percent of any amount which is less than $43,316,900...” 

The verbiage included in the fiscal years 1992 and 1993 incentive contracts for our Part A contract 
mirrors that documented above. 

In the case of the allowable costs discussed below that were submitted in revised Final Administrative 
Costs Proposals, we recalculated the associated incentive award and believe that the. award should be 
recalculated again for purposes of issuing a closing agreement once the results of thk most recent 
audit are finalized. 
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3. REVISED FACPS 

On September 29, 1993, we submitted revised FACPS for FY 1990 through 1992 to document 
additional, allowable costs related to taxes, the qualified pension plan, EDP Corporate planning and a 
spreadsheet down load problem. Tot al additional costs claimed for FY 1990 through 1992 totaled 
$2,611,673. The costs related to the qualified pension plan are documented by the OIG in the audit 
reports: Review of Unfimded Pension Costs of The Travelers Insurance Company, CIN: A-07-93-
00665, and Audit of Medicare Contractor’s Pension Segmentation The Travelers Insurance Company, 
CIN: A-07-93-00634. HCFA indicated that we could not draw these additional fimds  until all cost 
items had been audited to veri@ their allowability. 

While the audit report does not reference these costs, we did have discussions with and provide 
supporting documentation to the auditors during their field work. Attached is a copy of a memo (See 
Attachment 8) that documents their opinion that these costs are allowable and applicable to the 
Medicare contracts. Note that the auditor’s memo indicates that the costs submitted on the revised 
FACPS were in excess of the Notices of Budget Approval (NOBA) k effect at the time. 
Documentation supplied to them clearly indicated that we did not exceed the NOBA and this 
comment was therefore not included in these audit reports. 

These additional expenses should be included as part of the settlement for these years. 
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INTERNAL CONTROLS 

The audit report cited several internal control weaknesses to which Travelers management has the 
following responses: 

Travelers does not have aakquate quality assurance procedures for the pqroll akzta 
being input into the Personnel Injor-mation Mimagement System @’lllS) to assure 
tbt it has been approved by the responsible manager. The internal auditors have 
identl~ed  this issue since 1991... 

The Travelers management agrees with this internal audit finding and recently implemented the 
“PIMS Input Review Process” to address this weakness. Each month  a sample. of PIMS/Payroll 
transactions which have a financial result (new hires, terminations, increases, overtime, input of 
hourly time sheets, paid discretionruy absences, etc . ...) will be randomly selected from PIMS. The 
Human Resource @R) Council member is then responsible for ensuring that all transactions are 
verified for vahdity and proper approval based on the department’s internal procedures. This will be 
accomplished either through obtaining and examining copies of the source document with proper 
approval signatures other than the input operator or by consultation with fine area 
managersfsupervisors. 

If satisfied that all transactions are v~id  and accurate, the I-EL Council member will sign-off on the 
Input-Review Completion Form and return it to Corporate Payroll. If unsatisfied that all transactions 
are vtild and accurate, an explanation of the problem and resolution being taken should be detailed in( 

[ the comments section of the Input-Review Completion Form. Payroll personnel will monitor the 
reports for compliance with the procedure. 

* 
I
1. 

Travelers does not have adequate procedures for assuring that reimbursable travel 
costs are adequately documented in accorabnce  with established corporate policies 

!! 
andprocedures. 

In response to this finding in the internal audit report, Travelers management indicated that Travel 
Services would send out communication emphasizing Corporate guidelines for travel 
entertainment expenses and supporting documentation on a quarterly basis. 

and 

We would like to note that the auditors did not come across this issue during their review of travel 
documents. 

� TraveIers does noi  equipment 
assure their physical exis[eilce  is reconciled to their recorded accout~tability for 
same. 

periodically itlvetltory assets  such as fllrniture at~d 10 

2s 
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While the Travelers does not perform company-wide periodic inventories of assets, we have been 
working for some time on improving the accuracy of the asset listings maintained on the Fixed Asset 

procedures 

locations. 
was updated as required. 

Invento~  and Depreciation System (FAIDS).  We believe that we have sufilcient ~temate 
in place to ensure that FAIDS assets are materially correct. These procedures are as follows: 

In a series of teleconferences, Corporate Facilities and Finance reviewed asset listings 
from FAIDS with assets on site f~r each of The Travelers’ larger FAIDS 

The Corporate Tax Department, when filing property tax returns, performs 
reasonableness checks for each location involved by comparing the Furniture and 
Equipment with the number of people. Inventones are performed at those sites which 
fhll  outside established parameters. 

For any large moves or reorganizations, a physical inventory is conducted and a 
designated employee is responsible for submitting information necessazy to update 
FAIDS. 

Furniture and equipment held in the warehouse that is available to be recycled is 
tracked on the Material Resource and Recovery system (MRR). There is an 
automated feed from this system to FAIDS so that movements in and out of the 
warehouse are properly recorded and accounted for.


allow us to cost-effectively account for fbmiture  and
We believe the procedures outlined above 
equipment. 

In additio~  we would like to highlight that Medicare does perform an annual inventory of its assets in 
compliance with HCFA requirements. 

costs. 
. Travelers does not have adequate procedures to ident[jj  and segregate unallowable 

On a monthly basis, we verifj and analyze the Corporate cost centers that are allocated to Medicare. 
While the dollar value of the unallowable costs documented in this audit report with which we agree 
is relatively small in relation to our total administrative budget, we concur that our controls need to 
be fine tuned. 

We have been working with an outside consultant to improve upon our cost accounting procedures in 
order to ensure that only allowable costs are reported to the government. 

. Time shee[s were not colrsistefl[ly  signed by the employees and in some cases time 
sheets were missing. 

The Corporate Payroll Handbook specifies the record retention policy for time sheets as seven (7) 
years. In April, 1995, a new form was implemented for recording the hours worked by hourly paid 
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employees. It parallels the form already in use for non-exempt employees; a sing[e  sheet for several 
employees maintained in the unit. The hours worked during the day are filled in by the employee and 

requirement; 

then the employee signs the form at the end of each week. The depafiment payroll  representative 
collects these forms at the end of the week, verifies that all of the required signatures af’e present and 
that the hours are filled out properly, then stores the forms in a file to meet the 7 year record retention 

We are aware that, occasionally, employees may forget to sign the forms and that, due to oflice 
closings, department reorganizations, and changes in department payroll representatives there can be 
problems in insuring that the record retention policy is carried out to the fi.dlest extent. To reinforce 
the necessity of ensuring that legal requirements related to employee payroll records are followed, 
Corporate Payroll will periodically publicize the importance of following these procedures in its 
newsletter which is issued at regular intervals throughout the year. 

. Pay .rate.r  allocation purposes did not consistentlyused for cost a&ree to the 
personneljiles  due to timing differences in upaWingj71es. 

Based on the documentation provided to us by the auditors, Travelers disagrees that the two 
situations that were the basis of the above comment represent break downs in our controls. 

In one instance, the employee was paid based on an annualized salary of $21,945. The auditor noted 
that this salary did not agree to the “pure” rate of $20,900 on the personnel file which also documents 
a “pay” rate of $21,945. The pure rate documents the annual salary. The actual pay rate is the annual 
rate at which an employee is compensated. For the vast majority of salaried Travelers employees, 
these rates are the same. However, the employee selected works in the systems operations area. 
Because her normal workdays include Saturdays and Sundays, she is paid a shift differential, in this 
case, $1,045 annually. This employee was paid correctly in accordance with Travelers policies. 

In the second situation, an hourly employee was given a pay increase effective 6/15/90 which was a 
Friday. For the pay period ended 6/22/90, she was paid at the old rate. Hourly employees are paid a 
week in arrears such that the paycheck of 6/22/90 is for hours worked the week ended 6/14/90 (prior 
to 1995, the hours worked for hourly employees were accumulated from Friday through the following 
Thursday). The new rate should not have been and was not used to pay this employee until the next 
pay period. 

Both of these situations were handled correctly by The Travelers payroll system and we maintain  that 
the auditors’ comment k erroneous. 

i 
, 
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The Travelers 
Government Operations 

Facilities Costs 
FY84-86 

1984 1985 1986 
Total Facilities Cost (Per FACP) 
Part A

Part B

Part RRB

Total

Less: Direct Facility Costs

Part A

Part B

RRB

Total Field

Net Indirect


Facilities Costs 

Corporate Equivalent 
RentX3quare  Foot 

Indirect Usable Sq. Ft. 
Usable Sq Ft Factor 

Indirect Net Usable Sq Ft 
Direct Net Usable Sq Ft 

Total Net Usable Sq Ft 
Sq. Ft. 

Equivalent Man Years 

Avg Net Usable Sq Ft 

Sq Ft 

Excess Sq Ft 

Allowable 

0/0 Excess vs Allowable 

Direct and Indirect Faciliti 

Overcharge to HCFA 

505,037 639,413 699,287 
1,286,424 1,469,491 1,500,336 
1,232,997 1,430,307 1,313,773 
3,024,458 3,539,211 3,513,396 

262,888 288,449 363,184 
694,850 
721 ;445 

763,245700,787 
751;110 680,968 

1,679,183 1,740,346 1,807,397 

1,345,275 1,798,865 1,705,999 

!$17.78 

83,221 
8070 

fl,061.O 

$16.17 $19.56 

101,202 87,241 
80?40 80% 

66,577 80,962 69,793 
122,585 131,304 118,167 

189,162 212,266 187,960 

1,108.0 1,175.0 

171 181 177 

135 135 

36 46 42 

26.46% 33.82% 31 .22?40 

3,024,458 3,539,211 3,513,396 

800,338 11196,818 1,097,051 

135 
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The Travelers 
Government Operations 
Equivalent Man Years 
FY 84-86 

Net Available 

~ 

f 

Equivalent 
NPH Hours Man Years 

FY 1984 Part A 217,441 1,577 137.9 

Part B 769,439 1,599 481.2 

RRB 747,517 1,599 467.5 

Total 1,086.6 

Plus: Temps, Govt., etc. 
Total Equiv. Man Years 

21.7 
1,108.3 

FY 1985 Part A 211,743 ,585 133.6 

Part B 821,147 1,605 511.6 

RRB 812,945 1,604 506.8 

Total 1,152.0 

Plus: Temps, Govt., etc. 
Total Equiv. Man Years 

23.0 
1,175.1 

FY 1986 Part A 180,659 1,583 114.1 

Part B 751,064 1,610 466.5 

RRB 738,980 1,609 459.3 

Total 1,039.9 
[ 

Plus: Temps, Govt., etc. 20.8 

Total Equiv. Man Years 1,060.7 
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BUDGET PREPARATION 40


1250.
 EXHIBIT OF FACILITIES AND OCCUPANCY SCHEDULE, FORM HCFA-3259. 

FACILITIES AND OCCUPANCY SCHEDULE 
Hospital/Supplementary Medical Insurance Benefits Program 

Contractor (Name and Address) Identification No. Fiscal Year 

< Medicare Allocation 

Base Period 
(Indicate Period) 

A. Depreciation and Rent or Lease F 
1. Depreciation 
2. Rent or Lease 

B. Power, Heat and Light 

C. Other Costs (Excluding ROI)


TOTAL ‘“ $ $

1/ 

q 
D. Return on Investment $ $ 

Cost Per Square Foot: Total Cost Square Feet _Cost Per Sq. Foot 
Base Budget Base Budget Base Budget 

Gross $ $ $ 
Usable 
Net Usable — 

Identify the percentage of this cost included in each line item. 
%-Line Line % Line % 

Does the space charge include labor and related costs for: 
If no, what 

Yes No line item 
‘I 

(1) maintenance — 
(2) janitorial . 
(3) ~tilities 

— 
(heat, power, Light) — 

(4) secur i ty — 
(5) real property taxes — 
(6) insurance — 
(7) other - identify — 

Describe the allocation method(s) used to distribute facilities and occupancy  costs to 
kledicare. Is the same allocation method used for No 
If no, explain. 

~Ll lines of business? Yes 

1. Should agree with the Facilities and Occupancy line of Cost Classification Report. 
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DEPARTMENT OF HEALTH ANO WKAN SGMCES 

— “ HEALTH CARE FINANCING AoMINISTRATtON 
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i’ 

AMENDMENT  OF CONTRACT 
HEALTH CXRE FINANCING ADh41NlSTRA) iON 

CONTRACTORS NAME AND  ADDRESS CONTRKT NUMBER AMENDMENT NUMBER 

The Travelers Insurance Company 
One Tower Square 

HCFA 87-301-2 5 

Hartford, Connecticut 06183 CONTRACT DATE EFFECTIVE WTE 
OF AMENDMENT 

October 1 ,  1987 July 24,  1989 

T H E  A80vE M13dTi0NED CONTRM 1s tiEREBY AMENOED M FOI-LOkVS: 

1. Add the following new article to Section 1: 

ARTICLE XXXII 
Common Working File Host 

WHEREAS, The Travelers Insurance Company (referred to hereinafter as 
‘The Carrier”) agrees to operate as a CWF host site for HCFA in the 

—.. . -­~eystone  Sector, and 

WHEREAS, HCFA has agreed, subject to the following terms and conditions, to 
finance the operation of CWF by The Carrier as a host site. 

NOW THEREFORE, the parties do hereby agree as follows: 

I. DEFINITIONS 

A.	 “HCFA”  means the Health Care Financing Administration, an agency of 
the Department of Health and Human Services. 

B. 
validation and benefit authorization process. This 
designed to simplify and improve Medicare claims processing by creating 
a series of host sites, each servicing a network of satellite sites within a 
defined Sector. 

“CWF” means a decentralized Medicare I% A and Part B claims 
I+CFA initiative is 

c . “Host Site” means a localized data base system under contract with 
HCFA to maintain beneficiary specific files containing complete  
entitlement, utilization, and history data. All Medicare Part A and Part 
B claims will be processed against this single file. 

D. “Satellite Site and User” both mean a Medicare contractor, within a host 
site’s sector, which processes Medicare claims. 

E.	 “Sector” means a geographically defined area of the United States within 
which all satellite sites are dependent upon the same host site. 
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F.	 “Keystone Sector” means the States of Delaware, New Jersey and 
Pennsylvania. 

G.	 “Production Support” means the activities required of CWF systems staff 
in order to keep the CWF system functioning properly in a production 

HCFA software 
software; resolving system problems; and responding to 

satellite inquiries. 

environment. This includes, but is not limited to: incorporating any
Changes ar-td updates, including emergency updates, into 

the host’s ~WF 

H. “Conversion/Installation Support” means the providing of support for 
satellite additions in the host’s sector and for new host sites, as specified 

and for the extraction and conversion of appropriateby HCFA, 
beneficiary paid claims history from the satellite’s system to meet CWF 
requirement. 

I.	 “PSR” means Proposal Submission Requirements Common Working File 
Host issued on November 22, 1988. 

3. “FAR” means Federal Acquisition Regulations. 

II. SCOPE OF WORK 

The Carrier agrees to perform the following work: 

A.	 That which is set forth in Section 3 of the PSR and in The Carrier’s 
Proposal to perform as Host to the Common Working File in the 
Keystone Sector, both of which are hereby incorporated by reference. 

The Carrier agrees to perform the following work: 

B. Common Working File Production/User Support 

1. The Carrier shall provide the support required to ensure normal 
day-to-day operations of the CWF system. This support shall 
include, but is not limited to: 

4 andda=rage; 

a. Providing computer hardware for both data processing 

b. Providing operational staff support; 
c. Providing technical staff support; and 
d. Providing telecommunication support for HCFA access to the 

CWF data base, as well as the normal flow of data between the 
HCFA batch master and the CWF system. 
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The Travelers 
Government Operations 

Facilities Costs 
FY84-86 

1984 1985 1986 
Total Facilities Cost (Per FACP) 
Part A

Part B

Part RRB

Total

Less: Direct Facility Costs

Part A

Part B

RRB

Total Field

Net Indirect


Facilities Costs 

Corporate Equivalent 
Rent/Square Foot 

Indirect Usable Sq. Ft. 
Usable Sq Ft Factor 

Indirect Net Usable Sq Ft 
Direct Net Usable Sq Ft 

Total Net Usable Sq Ft 
Sq. Ft. 

Equivalent Man Years 

Avg Net Usable Sq Ft 

Allowable Sq Ft 

Excess Sq Ft 

?40 Excess vs Allowable 

Direct and Indirect Faciliti 

505,037 639,413 699,287 
1,286,424 1,469,491 1,500,336 

1,313,773 
3,024,458 3,539,211 3,513,396 
1,232,997 1,430,307 

262,888 288,449	 363,184 
763,245 
6801968 

694,850 
721;445 

700,787 
751;110 

1,679,183 1,740,346 1,807,397 

1,345,275 1,798,865 1,705,999 

$17.78$16.17 $19.56 

83,221 101,202 87,241 
80% 80% 80% 

66,577 80,962 69,793 
122,585 131,304 118,167 

189,162 212,266 187,960 

135 

31 .22”A 

1,108.0 1,175.0 1,061.0 

171 181 177 

135 135 

36 46 42 

26.46% 33.82% 

3,024,458 3,539,211 3,513,396 

Overcharge to HCFA = 800,338 1,196,818 1,097,051 
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The Travelers 
Government Operations 
Equivalent Man Years 
FY 84-86 

FY 1984 

FY 1985 

FY 1986 

Part A

Part B

RRB

Total

Plus: Temps, Govt., etc.

Total Equiv. Man Years


Net Available Equivalent 
Hours Man YearsNP1-i 

217,441 1,577 137.9 
769,439 1,599 481.2 
747,517 1,599 467.5 

1,086.6 
21.7 

1,108.3 

1,605 
Part A 211,743 1,585 133.6 
Part B 821,147 511.6 
RRB 812,945 1,604 506.8 
Total 1,152.0 
Plus: Temps, Govt., etc. 23.0 
Total Equiv. Man Years 1,175.1 

Part A 180,659 1,583 114.1 
Part B 751,064 1,610 466.5 
RRB 738,980 1,609 459.3 
Total 1,039.9 
Plus: Temps, Govt.f etc. 20.8 
Total Equiv. Man Years fl ,060.7 
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BUDGET PREPARATION 40


1250.
 EXHIBIT OF FACILITIES AND OCCUPANCY SCHEDULE, FORM HCFA-3259. 

FACILITIES AND OCCUPANCY SCHEDULE 
Hospital/Supplementary Medical Insurance Benefits Program 

Contractor (Name and Address) Identification No. Fiscal Year 

Medicare Allocation 

Base Period 
(Xndicate Period) 

PA. Depreciation and Rent or Lease 
1. Depreciation 
2. Rent or Lease 

B. Power, Heat and Light 

TOTAL 

C. Other Costs (Excludirw ROI) 
~/ 

$ $


Budget 

D. Return on Investment $ $ 

Cost Per Square Foot: Total Cost Square Feet _Cost Per Sq. Foot 
Base Base Budget Base Budget 

Gross $ $ $ 
Usable 
Net Usable — 

- -% Line % Line 
Identify the percentage of this cost included in each line item. 

Li~e % 

Does the space charge include labor and related costs for: 
If no, what‘ 1 

Yes No line” item 
(1) maintenance — 
(2) janitorial — 
(3) utilities (heat, power, light) — 
(4) security 

r 

. 
(5) real property taxes — 
(6) insurance . 
(7) other - identify — 

Describe the allocation method(s) used to distribute facilities and occupancy  costs to 
NoMedicare.  Is the same allocation method used for aLl lines of business? Yes_ _

lf no, expkin. 

1. Should agree with the Facilities and Occupancy line of Cost Classification Report. 

y 
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. DEPARTMENT OF HEALTH ANo HUMAN  SERVICES 

—HEALTH GV2E FINANcJNG AOMfNISTRATtON 

~.. . 
AMENDMENT OF CONTRACT:,; 

~ --,.<. 
HEALTH CARE FINANCING ADMINISTRAI iON


ZTRACTOR”S  NAME AND ADDRESS CONTRACT NUMBER 

The Travelers Insurance Company 
One Tower Square 

HCFA 87-301-2 

Hartford, Connecticut 06183 CONTRACT OATE 

October 1, 1987 

AMENDMENT NUMBER 

5 

EFFECTIVE DATE 
OF AMENDMENT 

JUIY 24, 1989 

THE ABOVE MENTIONED CONTRACT IS HEREBY AMENDED S FOLLOWS: 

1. Add the following new article to Section I: 

ARTICLE XXXII 
Common Working File Host 

WHEREAS, The Travelers Insurance Company (referred to hereinafter as 
‘The Carrier”) agrees to operate as a CWF host site for HCFA in the 

— . . .._.~eystone Sector, and 

WHEREAS, HCFA has agreed, subject to the following terms and conditions, to 
finance the operation of CWF by The Carrier as a host site. 

NOW THEREFORE, the parties do hereby agree as follows: 

I. DEFINITIONS 

A. 

B. 

c. 

D. 

E. 

“HCFA”  means the Health Care Financing Administration, an agency of 
the Department of Health and Human Services. 

“CWF” means a decentralized Medicare I%rf A and Part B claims 
validation and benefit authorization process. This HCFA initiative is 
designed to simplify and improve Medicare claims processing by creating 
a series of host sites, each servicing a network of satellite sites within a 
defined Sector. 

“Host Site” means a localized data base system under contract with 
HCFA to maintain beneficiary specific files containing complete 
entitlement, utilization, and history data. All Medicare Part A and Part 
B claims will be processed against this single file. 

“Satellite Site and User” both mean a Medicare contractor, within a host 
site’s sector, which processes Medicare claims. 

“Sector” means a geographically defined area of the United States within 
which all satellite sites are dependent upon the same host site. 



:“) 

2 

F.	 “Keystone Sector” means the States of Delaware, New Jersey and 
Pennsylvania. 

G.	 “Production Support” means the activities required of CWF systems staff 
in order to keep the CWF system functioning properly in a production 
environment. This includes, but is not limited to: incorporating any 
HCFA software changes and updates, including emergency updates, into 
the host’s CWF software; resolving system problems; and responding to 
satellite inquiries. 

H.	 “Conversion/Installation Support” means the providing of support for 
satellite additions in the host’s sector and for new host sites, as specified 

and for the extraction and conversion of appropriate 
beneficiary paid claims history from the satellite’s system to meet C W F 
by HCFA, 

requirement . 

I. 
Host issued on November 22, 1988. 
llPSR1l mean5 ProPosal  Submission Requirements Common Working File 

J . “FAR” means Federal Acquisition Regulations. 

II. SCOPE OF WORK 

The Carrier agrees to perform the following work: 

A.	 That which is set forth in Section 3 of the PSR and in The Carrier’s 
Proposal to perform as Host to the Common Working File in the 
Keystone Sector, both of which are hereby incorporated by reference. 

The Carrier agrees to perform the following work: 

B. Common Working File Production/User Support 

1.	 The Carrier shall provide the support required to ensure normal 
day-to-day operations of the CWF system. This support shall 
include, but is not limited to: 

4 andda=rage; 

a. Providing computer hardware for both data processing 

b. Providing operational staff support; 
C. Providing technical staff support; and 
d. Providing telecommunication support for HCFA access to the 

CWF data base, as well as the normal flow of data between the 
HCFA batch master and the CWF system. 
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2. 

3. 

4. 

5. 

6. 

7. 

8. 

The Carrier shall provide the support necessary for the normal day-
to-day operations interface between the CV4F user and HCFA. This 
support includes, but is not limited to: 

a. Providing telecommunications support for satellites in its sector; 
b. Providing the support required to maintain day-to-day liason 

activities with CWF users; 
c. Providing telephone and/or onsite assistance, as necessary, to 

respond to and correct CWF-related  problems that may occur; 
d. Monitoring CWF user data flow and volume statistics; 
e. Providing	 reports of user activity to the HCFA CWF Project 

Officer, who shall be designated by HCFA in a separate written 
notification to the contractor, and to the HCFA Regional Office; 
and 

The Carrier shall provide the support required to respond to, and. 
correct, problems that may occur in the course of normal system 
operations. 

The Carrier shall provide the support required to monitor all 
production processing, production reports, and other aspects of 
system processing as appropriate. 

The Carrier shall provide the support required to receive and install 
updates/upgrades to the CWF system software. 

The Carrier shall provide system processing reports to the HCFA 
CWF Project Officer. 

The Carrier shall provide ongoing cost expenditure reports and 
personnel utilization reports, as well as projected expenditure 
reports, to the HCFA CWF Project Officer and to the HCFA 
Regional Office. 

The Carrier shall provide the support required to secure, install, 
maintain, upgrade, and monitor user-to-CWF site communications 
facilities. 
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c. Common Working FiIe Conversion/InstaIIation  Support 

With HCFA assistance and guidance, me carrier shall provide the 
support required to assist with the instaHation  of additional CWF user 
satellite sites to be designated by HCFA. This support includes, but is 
not limited to: 

a. Providing technical ”guidance  for telecommunication 
operations between the host and its satellites; 

b. Providing system, program, implementation, and installation 
documentation as appropriate; 

c. Providing telephone and/or onsite assistance as necessary for 
installation, testing, and implementation; and 

D. The Carrier shall provide such other services as shall reasonably be 
required by HCFA. 

III. Payment 

A. Payment shall be made in accordance with Section 1.17 of the PSR 
entitled “Payment for Administration of Contract”, which is hereby 
incor~orated by reference, and in accordance with the following. 
summary of costs,  proposed by The Carrier 

Summary of Costs 

1. IMPLEMENTATION PERIOD 

July 24, 1989- September 21, 1989 

2. OPERATIONAL PERIODS 

a. September 22, 1989- September 30, 1989 
b. October 1, 1989- September 30, 1990 
c. October 1, 1990- September 30, 1991 

3. TERMINATION COSTS (Contingent) 

4. TOTAL OPERATIONAL COSTS 
(2a. Plus 2.b. plus 2.c.) 

5. TOTAL CONTRACT COST 

and agreed to by HCFA: 

$ 250,000 

$ 209,900 
$1,496,700 
$1,540,800 

$ 

$3,247,400 

$3,538,600 

41,000 

(1+3+4) 
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B. 
herein, will be made only for legislative changes or revised regulations 
and general instructions which significantly impact the administration of 
the host site function. 

Adjustments in the agreed  upon amount, as shown in Article 111. A., 

c. Upon notification of termination or nonrenewal of this amendment at 
any time by the Secretary, reasonable costs incurred by the contractor 

Whichdue to such termination are directly related to the obligations of 
the contractor in carrying out the provisions of this amendment will be 
allowable, subject to audit, in accordance with the principles set forth in 

of Medicare Contract No. HCFA 87-301-2 
These costs will be paid subject to funding availability after review by 
HCFA to determine the reasonableness and allowability of costs claimed. 

“Termination of Contract;’ 

IV. TERM OF AMENDMENT 

A. 

# 

( 

B. 

c. 

D. 

This amendment shall begin on July 24, 1989 and, except as provided for

hereunder, this amendment shall end on September 30, 1991. It will

automatically be renewed for successive periods of 1 year unless the

Secretary or the contractor gives written notice of intention not to

renew the amendment at least 90 days before the end of the current

period. Such notice shall be sent no later than the 90th day.


The Secretary and the contractor shall have the right to nonrenew the

work required by this amendment while renewing and continuing

performance of Medicare Contract No. HCFA 87-301-2.


In the event that either the Secretary or the contractor gives notice of

intent not to renew this amendment, the Secretary shall have the right

to extend this amendment for an additional period not to exceed

180 days, as provided in paragraph B and C of Article XXVI,

“Term of Contract, of Medicare Contract No. HCFA 87-301-2.”


In the event that Medicare Contract No. HCFA 87-301-2 terminates or is

nonrenewed prior to or concurrently with the

for this amendment, the term for performance of all work of this

amendment shall end simultaneously with the effective termination or

nonrenewal  date of the Medicare contract.


end”of any renewal period 

v.	 Contract Provisions 

This amendment hereby incorporates by reference section 1.21 of the PSR. 

VI. Termination 

This amendment hereby incorporates by reference section 1.21.3 of the PSR, 
pertaining to termination. 
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VII. Requirement for Certificate of Procurement Integrity - Modification 
(May 1989) 

(A) Definitions. The definitions set forth in FAR 3.104-4 are hereby 
incorporated in this clause. 

(B) The Contractor agrees that it will execute the certification set forth in 
paragraph (c) of this clause, when requested by the contracting officer in 
connection with the execution of any modification of this contract. A contract 
modification may not be executed without the certification. 

(C) Certification. As required in paragraph (b) of this clause, the officer or 
employee responsible for the modification proposal shall execute the following 
certification: 

C E RTIFICATE OF PR O C U REMENT INTEGRITY–MODIFICATION (MAY 1989) 

preparation of this modification proposal 
(1) L (Name of certifier) am the officer or employee responsible for the 

and hereby certify that, to the best of my 
knowledge and belief, with the exception of any information described in this 
certification, I have no information concerning a violation or possible violation of 
subsection 27(a), (b), (c), or (e) of the Office of Federal procurement policy Act* 
(41 US.C. 423), (hereinafter referred to as the Act), as implemented in the FAR, ~ 
occurring during the conduct of this procurement (contract and modification 
number). 

(2) As required by subsection 27(d)(l)(B) of the Act, I further certify that 
each officer, employee, agent, representative, and consultant of (Name of offeror) 
who has participated personally and substantially in the preparation or submission 
of this proposal has certified that he or she is familiar with, and will comply with, 
the requirements of subsection 27(a)j (b), (c), or (e) of the Actj as implemented in 
the FAR, pertaining to this procurement. 

(3) Violations or possible violations: (Continue on plain bond paper if 
necessary and label Certificate of Procurement Integrity--Modification 
(Continuation Sheet), ENTER “NONE” IF NONE 

{Signature of the Officer or Employee Responsible for the Modification Proposal 
and date) 
(Typed Name of the Officer or Employee Responsible for the Modification 
Proposal) 
* Section 27 became effective on JuIy 16, 1989. 
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THIS “CERTIFICATION CONCERNS A MATTER WITHIN THE JURISDICTION OF 
AN AGENCY OF THE UNITED STATES AND THE MAKING OF A FALSE, 
FICTITIOUS, OR FRAUDULENT CERTIFICATION MAY RENDER THE MAKER 
SUBJECT TO PROSECUTE UNDER TITLE 18, UNITED STATES CODE, 
SECTION 1001. 

(End of certification) 

(D) In making the certification in paragraph (2) of the certificate, the 
Contractor may rely upon the certification by an officer, employee, agent, 
representative, or consultant that such person is in compliance with the 
requirements of subsections 27(a), (b), (c), or (e] of the Office of Federal 
Procurement Policy  Act (41 U.S.C. 423), as implemented in the FAR, unless the 
Contractor knows, or should have known, of reasons to the contrary. The 
Contractor may rely upon periodic certifications that must be obtained at least 
annually, supplemented with periodic training programs. These certifications shall 
be maintained by the Contractor for a period of 6 years from the date of 
execution. 

(E) The certification required by paragraph (c) of this clause is a material 
representation of fact upon which reliance will be placed in executing this 
modification. 

This amendment shall have no effect on any other terms, clauses, or conditions 
of the aforementioned contract. 

Funds Certified Available for fiscal vear 1989 only. 

Director~ v 

Division of Contractor Financial Management, OFO 

Accepted by: 

The Travelers Insurance Company 

By: 
(Signature) 

Richard S. Stuart 
(Name)


Second Vice President

(Title) 
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The Travelers

Medicare


Excess Space Calculation


Description 

Allocated Square Feet 

Direct Medicare 

FTEs 

Direct Medicare 

Sq. Foot per FTE 

Allowable 
, 

Excess per FTE 

Total Excess Sq. Ft. 

1990 1991 1992 1993 

158,383 152,662 145,959 145,959 

135 

1,319 1,189 1,100 1,086 

120 128 133 134 

135 135 135 

(14.9) (6.6) (2.3) (0.6) 

o 0 0 0 
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July 6, 1995 

Ms. Margaret Chris@phy 
Chief  Financial Officer 
MetmHcal[h lnsurancc  Company 
W %s[ River i)rivc - 5RS 
FAS[ Hartford, CT 06108 

Rc: Rests-cnt of Cc@ fix l%nqwdiikl lkmion PkM W 1991 thrtwgh 1993 

Dear Maggie: 

We performed this valuational the rtqwsI of ttx ‘1’r~vulc~f ~11 ordtr m cfctcrminc noutl~laiif}ct~ 
pension costs  under CAS 412 and 4 I ? [or the Mcdicsrc tmsIIIcri(,  using a revised cnlcdntiw~ 
method that crm..idcrs only bdcfils mxrucd [o d~w. 

and an! hotpurpose of 
“llww C(.M[S were desermhwd fof che 

Govcrnrrmnt reimhurscmcm under [he Cow Accounlirtg Standards. 
appropriate for FAS 87 smcouhdng or IRS funciing pcrposw 

knfllmt


AlrcMyTotal Plan CAS 
cod MudlcnraTotal pint} Pal Chtit~cd 

(with htterkst) Benefit Pymts. or (MS cost to HYVA 

[989 1,732.07(1 4s4,$6!) 

8s 1.000 

1.499 .(i19 

159,476 

(217,L20) 

2,032,490 (434.+44) 

4,368,335 132. !N9 

1988 $1,732,070 $362.074 543.197 

62.6:0 

1990 5,787,151 Wi9.:~57 

1991 15,895,034 383,547 

1992 5,399,104 139.534 

1993 3,170.207 89.372 



Nls. Margaret Christophy 
Met.ruHcalch 
July 6.1995 
Page 2 

De!ails on the assumptiom~ and methodology arc in Ikhibit 1 

Dc~ils on the Medicare rcscrvc are in Exhihi{ 11. 

Details of the valuation results arc in I-khihit  III. 

Please call me with any question... 

Respectfully Submit@, 

CC)OI?ERS & LYBRAND L.L.P. 

4%QAi4?;’”
Enrolled Actuary No. 93-3677 

Attachmerus  (exhibits) 
cc: Judy Lam 

TI II (7S ‘% 15:49 6174240058 
 F9GE .83 
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Exhibit I - Assumptions and Methods 

General Methodology: We followed the methodology dcscnbed  in Ron Solomon’s memo h) 
Jeftley Robbim.  We started with our prior rcs[atcmcn[ t~f CXISIS for the years 1987 thi ough 
1989 and extended it to 1993. COSK were t2dkUh[Cd OH II cxlcndar  year basis. 

Source of Data: These calculations \vcrc bawd on a varicl) of workpapcrs provided !~y lhc 
Travelers. These workpapers were [wi$inally “dcvelopcd [iw Ilnancial  accounting purlwws 
(FAS 87) and thus do not tie into [(IC nmmm[s  previously clilimcd.  Wc did not check :w 
recalculate liabilities from ernploycc (Iiita. l-he soums 01-data for ] 990, 1991, and 1 ‘)92 wcw 
workpapers from Travelers’ own d~tlliltk)n of I:AS S7 dischwres. The data for 19°3 MIU: 
from a Towers Perrin valuation report dated June, 19W. Travelers provided additioml 
information on one-time charges for I:AS 87 purpws. 

Reserve Accumulation: We calculated  the accwmulawcl value of the rcscrvc, rcpresco[ing 
amounts reimbursed but not yet paid [tt participants. WC star[ed witi zero as of Janwlry  1. 
1987. This was: 
. increased each year with reimbursnhlc itm[wnts, 
� decreased with 
. increased with interest at the valua[ilm  rate. 

actual benefi[ paymcn!s, and 

split was provided by Travelers. 
Allocation of Costs: The cost of the entire plan is alltwawd  over payroll. The direcu’indirrcf 

Plan Amendments and Changes in Assumptirms :md Methods: The liabilities of the plan 
were affected by various plan arnendnwms and a.ssunlpt ion t barges. These changes in 
liabilities were amortized over 10 yc:irs. consis[cn[ WIIII t}ur ~xdcu]ations  for 1987 through 
1989. Gains or losses due to sertlemcms find curtailmc[]ts  were treated as regular gaim or 
losses, and amotized over 15 years. Specitil Mmeiits (}11’crcd as part of an early retiruncn[ 
window were treated as a regular plal~ ;mwndmen[ and anmi-rizcd  over 10 years. 

Severance Pay: It appears that scvcramx  pay piwxl Ihr(NI;I,lI  this plan In 1990, 1991. and 
1992. hlorrnally,  this would have hccn reimhurwl III the ycrw paid, and would have Imen 
excluded from the pension calculation We haw! shown the ;)mrmnts below: you migl)[ wan[ (() 

check [o see whether this was accounid (or as a scvcrancc L:(KI. We did M include Ihcsc 
amoums as a pension cost. 

I ‘)90 $571 .())’i 

I	 ‘F) I $445.302


$!07.501”
I 01)2 

J U L  L36 ’95 15:58 6174240135!3 P9GE  .84 



Exhibit I - Assumptions and Methods (continued) 

1995 Revisions to CAS Ruk 
The 1995 revisions to CAS 412 and 413 will not d(cct IIWK calculations because they cmm 
into effect in the year following Publicii{ion. . If thk plan is 1 (m(inued beyond 1995. lhc 

rules will require funding in order w mn( inuc rmwcry (m :! n /lccrual  basis. 

Actuarial Assumptions: 
Details of the actuarial assumptions cm k km-d in Ihc vnlu.l[ion  reports for the Pension Pl:lli 
for Salaried Employees of the Trav&rs lnsurancc (’{wpmat ion and Certain of lts Subsidiary’~s. 
A few kcy assumptions are listed bchlw: 

new 

Actuarial Cost Method 

None 

Pure Ullil (’rcdi[ 

Asset Smoothing 

Discount Rate 8.5% ~rom 1987 to 19’)1, 8.25% for 1992, and 8.0’% for 199] 

GA-5 1 (male) projxtcd [o 197$. Five year setback for femalc~ 
Changed in 1992 to 1983 (lrtu[p Annuity Monaliry  for Malts. six 
year scllxtck for Icmnlcs. 

0.0%. WC cxpw [hcsc par{iclpants 10 have salary incrc;wcs ill 
the fumrc. hul wc wx.lcrsumd IIM [hc bcncfir,s based on lumrc 
inercascs arc not comsidcrcd [~) be “compellable” at this [ ime. 

Morta!ity 

Salary Increase 

JUL 06 ’95 15:51 6174240058
 PQGE  . i35 
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ExhibIl  II 
Travelers Insurance Company 

Rese”we Rcconc}l[atlon  1987 1993 
Nonaualifted W@!mental  Pension pian 

1990 19911988 19 i2 l:yJ3 

850% &so% 8 ;’;’Ys 6 u%

1.s13  261 2.995214 a.47!j.102  9.721,074 24,873.;35 Xl :’21.596 

1 .ZQ.070 1.732,070 5.707.151 15.895,034 5,399,’04 

8 sot. 

Rewm af Bayrvw)g  of Year 

Qrwwtlonwuloc&lons 

1) 

1 ,732.0/1) 
ifl) E8nafti  Paid (209.1 (362,074) 

3 170.W7 
(484 469] (861 ,003) (1 ,459,619} (2,032, @9) (4 W3.W5) 

111957 232287 339,821Eanung~ 
Expansc@Cmcllts 

(9.GJ1 I 
(1 0 0 Q o 0 0 

1)PaWpard Tranclcnu  In (Out) II c1 () 0 0 0 

T57.246 1.961 .?S6 2 /4-$. xJ3 

Resawe a! E@ O( Year 

Unfunded lmbrhfy 

1.S13.X,I 2,9%.214 4,475102 ‘3.721 .074 2~.873.735 30.201 ‘J96 31.46.224 

Resenm al 8aghmg of Year 
Ll&bllity at Beglnnlno  of year 
Unfunded to ba Reunbursed 

� “ Llabd~ - Reset-w 

.1 1.!!13.261 2.9%.214 4,475,102 0.721,074 24,E73. f3 30.,”1)1.596 
9.W3,Wi I 10.833.477 11 .5S4.503 23,7S0,035 33.323.5S3 37.64181 O“ 40 “-23.033 

9,99).WI j 9320.216 8, S89.209 19.314,933  23.602,489 IZ76E f175 10 1?! .437 

H“\USERSU261T RAVE LER\TRAW,WK4 

COOCB 6 Lybrand LLP 
D7K)&9s 

JU_ ’95 
.06

& 15:51 6 1742400S8 P(2GE 



Exhlht Ill 
Travelers Insulanoe Company 
Nonquakfled SuPPk3rnenlal  PensIon Plan 
Delalls of the Valuatlon Results 

198: lWf8 1990 19911989 1903 

1 ;{.7&f,rJ75V.993 .881 9.32u.216 8.689,289 19,314,933 23,602.489 
192.558 t 9?.558 192,558 “2324,850 10.83’:.633 

2.9?7 410 
/.272.801 

865.847 508.585 746.457 1.839.382 1,240,872 
(1 732<0?0) (1.?3? 0701 11,732.OW (5.787.151) (15,89.034) I’i 399.104) 

9.320.21G 8.589.289 1.7$6m  17,692,014 21.472.499 
9,320.216 8,S89 289 1(3.314.933 23,602,489 12.760.07s 

1 ‘-/882,644 

(1 1.518.699 5,910.475 
11.3f31~7 4,~4,810 

[8,70 c423) 
(5,8S3:  ,614) 269,327 

1!) 12.1.437 

i761 ,207)0 I 
C(1 

o	 G o 0 1.67! .141 916.389 
4.894.810 (4.02( 473) 

(4.6.s Wso)  I 1 946.$923)

!.185,7160 13  ! 1.061237 

o 437.462 915.6650 

9,320.216 6,S392W 7.796,234 6,935,769 6,00.:.166 4,’384.14s 
0 0 0 0 0 o 
0 o 0 0 0 

(1 o 0 0 0 
o 0 0 0 

Cl 

(1 
386.Gt 3 

(4,6a ml) 

437,462 421,967 4M.1S5 
11,081,237 10,334.277 9.52X824 9.636.497 

91s.665 88.1231 847,404 
4.994,810 4$54,121 ~,268.975 

14,s14.771) 
(4.0-!1,473) . 3,746.220] 

185.716 
: 1.!/46,923) 

~ 

WI& Credll  Normal COS!. Prior Year 
lnkwasf 10 End of yaaf 
Oxtributim as of End of Prior Year 

Expected UAL. Begw”ng of Year 
Actual U* 8491* of Year 

T&d Loss (Gdq 
- PkwI Chenge 
- Asaumptton  Change 
- Total Plan(k@IJIw 

Exparrance  Lose 

9,993<891 

CAS AMOf171ZAT10N  SCHEDULE. . - .——4 

yrymqzed Balances 
~987 ‘ 

Pan change 1988 

Pien Change 1989 

Ptan change 1990 

Ptan change 1’391 

~hillidid “ — - - -  _ _ _ _ _  _ 9,993.W I 
Gaii 1960 

GairvlR14  1989 

Gawoss  1s90 

GehVLosa  1991 

Galnlkss  1992 
PlarllAswrnpt ch44ngr3 1982 
Garn/Loss1993 
Pkrnkwrnpf Chanoe  1993 
Garrvl.oss 1994 
PlenfAssmp4Chanae1994 

—-. . . 
8,S89 289 19.314,%?3 23. W2488 

— — ..— ..—. —. . . . . . . . . . . . . . . . . . . . 
. 9.993,Rn7 9.329.21G 12,7[$074 I 0.121.436Net Unarnotlued. Etegmlng of Year 

Unfunded % Uab.  Beginning of Year 9,993,1W1 9,320.216 9.589.28!3 19,314.933 23,6Q2#8!3 12,7(’.8.075 10,121.437 

Amortizafkm I%yments (Credts) 

GaWLoa6 1968 OVOt  15 yearz 
Plan (%anga 1985 ovor 10 years 

Mel UnhI@ 1%7 over 10 years 1,403.0:’0 1,403,820 1403,820 1 ,4034R20 
1, 

1.403.819 1,3?7.875 1.393,349
() 0 0 o 0 
‘o r-1 o 0 0 0 

GaintLoas  1969 ovor 15 years v o 0 0 0 
Plan Cfwmga 19S9 over 10 years 
Qaln/loss 1990 over 15 years 
plan change 1990 over 10 y13ar9 

o 0 0 0[: 
46.552 48,552 

GunfLoss 1991 ova Is yotm 
Plan Change 1991 over 10 years 

f.tJ.oo7 
1 ,%5,53G 

4?.531 

1[0,410 

(51 1.261) 

1,556,658 1,556559 1 .539.s56 
101,627 9S,273 
701.611 6;~,o19 691.060 

(507.053)Gmll-oss 1992 ow 15 years 
PtarWssurnpt Chaqe  1992 over 10 ysam 
GaKJLos 1993 o.or 15 yean 

(555,272)(5!~j.762) 

PWksumpt  Change 1993 over 10 yearn 
&IIn/Leas 1994 over 15 yews 
Planllwsumpl  Change <994 over 10 ynars 

,210,609) 
1G3,617 

&nodizatrm Paymerrl 1.403 8?0 1.403 !320 1403 8X 3,008.930 3,812.lLM 2,7:4824 2,657,812 
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Exhibi  Ill 
Travelers Insurance Company 
Nonquallficd  Supplemental Pens(on Plan 
Details of the Valuatlon Results 

198: 1988 1989 1990 1991 18 !92 1993 

VALUATION RESU~TS 
8 50% 0s0?4 8.50%8.5CW.. 

Unit Credit Ad Uab 
8 50% 

9.993.8cI I 10.833.477 I I ,584,503 .WW.m 33.33553 37.64 f 
8 X)% 8 .03% 

s~o ~C.323.033 
() 

U* Cradil UAL. 

Urw Ccadi Nofmd COS 

28$ 1~,314.933 Z.602.489 1 2.7= 07s (, 121.437 

192.55:: 192.S8 1 %!,5!$ 
1 ,403.f3xl 2.71 ~ 

CAS Par-lam COSI 
tnt(xast to End of Year 

1.596.3 :n 
135.6’1? 1 35.69? 234.830 

ktwada! Rasmve 1 .s13.261 2.995.X4 4.475.102 9.721.074 24.873735 w: ,ml .596 

9,993.86 I 9.320.?16 8 . s 8 9  

2.32’4.650 10,837,~ 2.27>801 217.565 
Anofluation Payrnanl 1,403,8?1: I 403,820 W38.930  3,812.163 824 2.lx7.a12 

1.S96.378 1.595.3:8 5.s33,780 14,649.801 4.987625 /.935.m 
135.692 453.371 1 ,24.s.233 411479 

CASFundIn91 argot 1.732.0:() 1,732,070 1 ,T32.010 5.787.151 15,8%,034 5,399104 ~ 170.207 

GOVERNMENT  OPERATIONS SHARE 
m~ 

Direct 1 7984% ~ 7393% 1 .0923% 1 .6660% 1.80+58% 1 9491?4 
MI-act O 6955% 

2 493$7!+, 
o 8776% 0.7634% 0.7470%


Total 361 59’!4, 2.7557% 2.4130?4 2.5844% 28191%

0.7? 76% O 8703% 

C&M open Douof* 
Total Plan cost x Sham 
Dtract 115.297 264.811 S7.551 61.701 
Mird 12,047 15,201 44,179 1184736 

62.630 159,476 383$47 t39.63a 

3t,150 47.42$ 
41,983 27.501 

Total ~Utll Cost 

W Opers  Actual Payments 

43,197 89.372 

To@ Dukbutlons x Share 
DLrea 16.512) ( 13,2W,J (17,552) (24,984) (3+,723) (8s,143) 

[2,518) (4,252) (6,726) (11 ,202) (15,805) (38,005) 
[9.030) 117.5tn) (24.278) (36.186) (5:’.528) ,123.148) 

tnatrccl 
Total Ownbuuaw 

Excess of AJlcatccl C041 
over Allocated k.wbtmms 

239,827 tf3.w28 [23.352) 

Towl Dtstribuwns 
Indll-w 9.529 10.94’3 37,453 107.534 26.178 (10,424) 
Direct 24,638 34,1G4 !37,745 

341 G7 135.198 347.26145.112 (+(,QQ6 :33,~6) 
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XJL 0 6  ’ 9 5  15:53 6 17d240058 FBGE . ER 





Audit Department 
December 6, 1990


Richard Stuart,  Vice pres iden t

Managed Care  and Employee  Benef i t s  Opera t ions


A u d i t  o f  t h e  Bloomincfton, Minnesota  M e d i c a r e  Claim office 

We have  c o m p l e t e d  a n  audit of  the  Bloomington , M i n n e s o t a  M e d i c a r e  Claim 
O f f i c e . This office processes Medicare Part B claims  under  Contrac t 

t h e  U . S .  g o v e r n m e n t  u n d e r  t h e  office of  the  Heal th  Care  
A d m i n i s t r a t i o n  (HCFA). Bloomington adminis ters  Medicare  Par t  B f o r 
with Financing 

eleven southeastern Minnesota counties. During the first eight months

were


processed at the Bloomington office.

of 1990, approximately 1.8 million claims, totalling $ 2:1 million 

W e  h a d  o b t a i n e d  a n  u n d e r s t a n d i n g  o f  t h e  M e d i c a r e 

p r o c e d u r e s  i.n the  Meri.den, C o n n e c t i c u t  o f f i c e .

Bloomington was designed to verify that the procedures and controls


claim procf=ssing
Our  r ev i ew  i  n 

previously identified in Meriden were operating as intended. We 
evaluated procedures over such items as backlog, pended claims~ qUalitY 
assurance, returned and refunded checks, and beneficiary service. In

addition, our review included testing a limited sample of paid claims.


The results of our audit were favorable. We concluded that procedures

and controls were in place to provide reasonable assurance that paid

claims were properly supported and processed in a timely and accurate

manner in accordance with federal regulations. Pended claims were

monitored and resolved in a timely manner, and returned and refunded

checks were properly processed.


HCFA reviews the procedures and results of all Medicare offices on a

continuous basis through the Contractor Performance Evaluation Program

(CPEP) and issues to each an annual evaluation report. In its most 
recent CPEP report for the year ended September 30, 1989, the

Bloomington office received an overall efficiency rating of 96%, which

ranks it eighth out of 49 Medicare offices.


We rate the Bloomington Medicare Claim Operations 3-A. 

Maureen C. Williams

Director

Subsidiary Audit


c c : 
Thorsen 
Glover 

E.H. Budd 
T.O. 
P.w. 

S90-19 
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MANAGED CARE AND

EIJP~OYEE BENEFITS  Operations


Rkhard
* 

S. Stud 
Pre$tlenr 

Co wmmcm( P,W~= 
The Tmwlers C&npwi@s 
One lb-w Square 
Hanford.  CT 06183 
Tele@cafz 203 27T-2478 

=Y 2 2 ,  3 9 9 2 

.-. 
&ywi31i3e pmm—Itlyam.lmed frmlcilr asts. 
‘1.llecds rlu&3in e x c l u d e d 
axe IistEd  below: 

aeaY3Mt, arKl fmuulears= inwrpm?=a, 

$109,000Pfmsion~ 
UnaHuaik T a x  Plannirq Expa-= $ 4,000 . 
Wale Lease Expense $96,000 
Unallcxable Vacant Space ExPms.e 

&xza7-
RldlaIds—stuart 

Rss:s.s
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TO:


FROM : 

S u b j e c t : 

October 27, 1994


Margaret Christophy, CFO, Gov’t. OPS-, MCEBO, The

Travelers Insurance Company


K e n n e t h  Wachnerj Tichenor  & associates, CPRS 

C o s t s  Claimed on  FACPS E x c e e d s  t h e  NOBf3s 
( S e e  a t t a c h e d  d o c u m e n t .  ) 

Travelers claimed costs on the FACPS for fiscal yea r s  1 9 9 0 , 
and 1992 exceed the applicable N(3BGs by 

*app licable to 
over %2.5 m i l l i o n . 

W h i l e  these costs  a r e  a l l o w a b l e  a n d  t h e  M e d i c a r e 
e x c e s s  o f  t h e  N O B ( - 3 S  a r e  u n a l l o w a b l e . 

1991 

contract5, costs in 

T e n t a t i v e 
F i n d i n g :	 T r a v e l e r s  s h o u l d  r e d u c e  the fiscal y e a r  1 9 9 0 ,  1 9 9 1 

a n d  1’?92 F(ICP costs  c l a i m e d  b y  $ 2 . S  m i l l i o n . HCFA 
may want to use these monies to offset other 
unallowable costs contained in this report . 

W e  w o u l d  a p p r e c i a t e  y o u r  c o m m e n t s  r e g a r d i n g  t h i s  tentative 

f i n d i n g . This finding will definitely be included in the report 
form may undergo some change.though its exact 

———________ ____ ________________________________ 

For the purpose of documenting the timely disclosure of potential

findings, I acknowledge receipt of this correspondence.


Margaret Christophy (Date)



