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SECTION 7
EXPENSE COMPARISONS
Regulation Reference:  42 CFR 405.406

OBJECTIVE:
1.
To ascertain that expenses have been properly classified, recorded and reasonably stated.

2.
To ascertain that non-allowable expenses have been identified and excluded.

OTHER REFERENCES:
HCFA-Pub. 15-I, §2300

Cost Report Forms:
HCFA 2552-83, Worksheet A

HCFA 2552-83, Worksheet A-l

HCFA 2552-83, Worksheet A-2

HCFA 2552-83, Worksheet A-3

HCFA 2552-83, Worksheet A-4

HCFA 2552-83, Worksheet A-5

HCFA 2552-83, Worksheet A-6

HCFA 2552-83, Worksheet A-8

HCFA 2552-83, Worksheet G-2

HCFA 2552-83, Worksheet G-3
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7.01
A.
Trace all expenses on the trial balance of expenses (Worksheet A) for the current year to the appropriate cost report schedules.

B.
Insure that a Statement of Patient Revenue and Operating Expenses (Worksheet G-2) or its equivalent is completed and the total expenses are reconciled to the trial balance of expense (Worksheet A).  Significant differences should be adequately explained.

C.
Reconcile the expenses shown on the trial balance of expenses to the provider's working trial balance and financial statements.  Significant differences should be explained.

7.02
Determine the correctness of the reclassification entries on the trial balance by performing the following audit steps:

A.
Review the reclassification entries shown on the trial balance (Column 4, Worksheet A) and the related Worksheets A-1 to A-6 for propriety and reasonableness.

B.
For the period under audit, list by major cost classifications the material items included in the cost report under review and test for reasonableness.

C.
For those cost reclassifications that are material in nature, perform audit tests and procedures (e.g., vouch, analyze) as considered necessary in the circumstances.  Note the audit work done by the provider's independent auditors as presented and explained in the audited financial statements.
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D.
Where applicable, verify reclassification entries to the audit work performed on special areas (e.g., interest, pension).  Do not analyze those expense accounts that will be audited in detail in subsequent audit steps. Determine the propriety of entries transferring costs from nonallowable cost centers to allowable cost centers.

E.
Ensure that insurance, taxes, and interest related to building and equipment have been classified with building and equipment.

NOTE:
Rental expense on movable equipment must be reclassified to depreciation expense when depreciation on movable equipment is not charged on an actual depreciation basis by department.

7.03
Insure that the adjustments to expense on the trial balance of expenses (Worksheet A) are correct by performing the following audit steps.

A.
Examine the adjustments shown on Column 6, Worksheet A and trace them to Worksheet A-8.

B.
Ascertain that each adjustment based on cost ("A" adjustment) is supported by documentation.

C.
Review the statement of Revenue and Expenses (Worksheet G-3) for items that should be applied as a reduction to allowable costs, such as:

1.
Telephone services;

2.
Television services;
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3.
Purchase and quantity discounts and allowances;

4.
Rebates and refunds;

5.
Drugs and supplies sold to other than patients;

6.
Interest income; and 

7.
Others.

Trace the above items to Worksheet A-8 and insure that they were handled in accordance with Section 3 of the audit program.

D.
Compare the detailed Statement of Income and Expense (Worksheet G-3) to the Statement of Patient Revenue and Operating Expenses (Worksheet G-2):

1.
To determine whether any unallowable costs were claimed or whether any income which should be used to offset provider costs was treated properly.

2.
To ensure that nonallowable costs adjustments on Worksheet A-8 which substantially reduce or eliminate the cost before cost finding were handled properly.

7.04
Review and analyze in detail where appropriate, (vouching, testing, preparing necessary analysis, etc.) the following expense accounts:
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A.
Administrative and General (specify individual cost centers within this heading which are to be investigated).  Review the details of this cost center.  For example:  advertising and FICA;

B.
Laboratory supplies and expenses; 

C.
X-ray supplies and expenses;

D.
Maintenance and repairs;

E.
Operation of plant (utilities and/or supplies);

F.
Professional fees (other than medical);

G.
Pharmacy supplies and expenses;

H.
Credit card costs;

I.
Employee allowance;

J.
Dietary supplies and expenses;

K.
Operating room supplies and expenses;

L.
Medical and surgical supplies and expenses;

M.
Maximum drug cost;

N.
Miscellaneous expense; and 

O.
List others to be tested.

NOTE:
The extent to which detailed analysis is made of specific expense accounts should depend on:
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1.
Adequacy of internal control procedures regarding account classifications.

2.
Relative materiality of the total amount charged into an account.

3.
The need to establish the nature of the individual items charged.

4.
Relative likelihood that it may contain charges for unallowable expenses.

5.
Capital-type items or other items requiring special reimbursement consideration.

7.05
Examine new and unusual expense items by performing the following audit procedures.

A.
Review unusual items (such as expenses applicable to prior or subsequent periods or charges which result in the creation of other funds or reserves).  Investigate such items and determine their propriety.

B.
Determine the nature of, and analyze where necessary, any new or unusual expense accounts for propriety and applicability to reimbursable expenses.

7.06
Ascertain that indirect costs applied to expenses not related to patient care have been excluded in total from allowable expenses and/or have been offset by income received.  (See "Miscellaneous Income and Expense" sections.)
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7.07
If material, analyze rent expense for the year.

A.
Review lease-purchase agreements or leases with options to buy (or to continue to rent at substantially reduced rentals after the expiration of the lease) to determine that leasing is not being used to accelerate depreciation.

B.
Review and adjust where necessary cost applicable to sale and lease-back agreements.

C.
Ascertain that rent expenses paid or incurred between related parties are in accordance with reimbursement principles.

7.08
Generally, the treatment of advertising costs, i.e., their allowability, depends on whether they are reasonable, appropriate and necessary in developing, maintaining and furnishing covered services to Medicare beneficiaries by providers of service.

To determine the allowability of advertising costs, perform the following audit steps:

A.
Prepare an analysis of the cost charged to the advertising account(s).

B.
From the analysis made in Step A, select a representative sample of expenditures for review.

C.
Obtain documentation and perform a review to determine if the costs are allowable in accordance with HCFA Pub. 15-l, §2136.

7.09
To determine the allowability of the provider's deferred compensation plan, perform the following audit steps:
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A.
Review the provider's balance sheet, notes to the financial statements or operating statements to verify the extent and treatment of deferred compensation.

B.
Review the propriety of deferred compensation plan costs by determining that the following are in accordance with HCFA Pub. 15-I §2140ff:

1.
A formal plan exists which is communicated to all eligible employees.

2.
There is an approved funding mechanism.

3.
There are insurance contracts involving the deferred compensation.

4.
Any loans made from the deferred compensation fund have been treated properly.

5.
All funding payments were made within 75 days after the close of the cost reporting period.

6.
Where provider funds are used to meet the compensation arrangement between the provider and provider based physician determine that:

a.
The arrangement meets all provisions of HCFA Pub. 15-I, §2140, that are required in order to be recognized under the program.

b.
Where physicians are paid on a percentage of charges, no deferred compensation is allowed.

7.
There is conformity with program instructions when the deferred compensation funds are used to purchase life insurance.
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8.
Custodial and/or trustee fees which are paid by the corpus or earnings of the fund are not included in provider cost.

9.
All transactions were made under conditions conforming to arms length transactions.

C.
Determine any material increases in current period costs of deferred compensation.

7.10
Employee benefits are amounts paid to or on behalf of an employee in addition to direct salary or wages, and from which the employee or his beneficiary derives a personal benefit before or after the employee's retirement or death. Perform the following audit procedures to determine the reasonableness and allowability of employee benefit cost in accordance with HCFA Pub. 15-I, §§2140 - 2146.

A.
Prepare a schedule of all employee benefit costs.

B.
Review each employee benefit cost item for the following:

1.
Determine whether the employee benefit cost is allowable in accordance with existing regulations.

2.
If the item is not considered allowable, determine whether the intermediary granted approval for the employee benefit item.

3.
If the intermediary did not grant approval, determine whether the employee benefit item is part of an employee written compensation agreement. 

4.
If the provider maintains that the item is part of a compensation agreement, review the following before accepting the benefit as part of employee compensation:
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a.
A written employee contract citing the employee benefit items that are part of compensation.

b.
Board of Directors authorization.

c.
Supporting Documents such as:

(1)
Employee W-2s

(2)
Other statements of income such as 1099s.

7.11
To determine the acceptability of pension plan costs perform the following audit procedures:

A.
Review/analyze the pension plan costs in accordance with HCFA Pub. 15-I, §2142ff, and determine that the following requirements were met:

l.
A formal plan exists which is communicated to all eligible employees.

2.
There is an approved funding mechanism.

3.
All funding payments are made within l year after the close of the reporting period or within 3 years with intermediary approval (HCFA Pub. 15-I, §2142.6A).

4.
Total compensation is considered reasonable.

B.
Review the actuarial report relating to the pension plan.  Determine if any recommendations were made in the report which would affect the determination of allowable pension cost.

C.
Review documentation to ensure that liability to be funded has been determined and the provider is obligated to make payments into the plan.
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D.
Review documentation to ensure that past service costs are amortized ratably over a minimum of 10 years subject to the payment requirements in HCFA Pub. 15-I, §2142.6A.

7.12
Review Worksheet G-1 for any expense categories that should receive overhead allocations but were excluded from Worksheet A because of fund accounting.

7.13 
Determine that service contract fees are treated consistently as operating or capital related costs between the base year, TEFRA and PPS cost reporting periods by performing the following audit steps.

A.
Review service contracts to determine if any portion of the fee was treated as capital related costs in the TEFRA and PPS cost reporting periods, which was not appropriately identified as capital related costs during the base year.

B.
Review service contracts to ascertain if the provider modified existing base-year contracts in a non-bonafide manner to convert operating costs into capital related cost.

7.14
Write conclusion on audit procedures performed.
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