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EXHIBIT 3



REVENUE COMPARISONS AND TESTS
PROVIDER NO:
                       
REVIEWED BY:
                       
PERIOD ENDED:                       
DATE REVIEWED:                      
AUDIT SECTION

AUDIT PROCEDURE REFERENCE
Data Collection
3.01 

Provider's Charge Structure
3.02 - 3.04

Services Under Arrangement
3.03

Medical Supplies Revenue
3.04

Durable Medical Equipment
3.05

Lower of Cost or Charges
3.06

Conclusion
3.07
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SECTION 3
REVENUE COMPARISONS AND TESTS
OBJECTIVE:
1.
To evaluate the data accumulation system and the charging practice of the provider to ascertain if it results in an equitable basis for apportioning costs (i.e., medical appliances and/or durable medical equipment and medical supplies).

2.
To ensure that the provider's charge structure is uniformly applied to all patients.  (All patients are billed the same rate for the same services and supplies.)

3.
To ascertain if  all revenues are properly recorded and classified as to revenue cost centers.

4.
To determine if the matching of revenue with cost is consistent.

5.
To determine whether there is an over or understatement of revenues.

OTHER REFERENCES:
HCFA-Pub. 15-1, §§2102.3, 2202, 2203, 2221, 2302.6, 2604.3

Cost Report Forms:
HCFA 1728, Worksheet C

HCFA 1728, Worksheet D
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
NOTE:
Before testing patient revenues (charges), identify all specific categories of charges and costs that are used on the cost report. Relate charges to, and become familiar with, the provider's system of categorizing, re​cord​ing and accumulating patient revenues (charges).

3.01
Review the provider's charging practices and procedures for updating charges by performing the following:

A.
Obtain copies of the schedule(s) of charges effective during the period under audit.

B.
Determine if all patients were charged the same for like services by selecting a sample of charges for Medicare and non-Medicare and compare to effective rate schedule(s).

C.
Determine if rate changes become effective for all patients on the same date.

D.
Determine the provider's policy with regard to charges for noncovered items.  Test check to ensure that beneficiaries are properly charged for noncovered services and supplies.

3.02
As a test of the provider's revenue accumulation procedures, perform the following tests on one day's revenue accumulations:

A.
Trace a representative sample of charge tickets to revenue summary for the day selected to discipline charges.

B.
In this test, tie total revenue to charge tickets for at least two major revenue producing disciplines.

C.
Test math accuracy for daily charge summary.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
D.
For Medicare patients included in this step, trace charge ticket to patient ledger card noting amount and identification of charge as to discipline.  NOTE:  Name, HICN, date of admission and date of discharge of these Medicare patients for future testing in connection with Medicare revenue accumulation.

E.
Trace totals of daily charge summary to monthly accumulation by discipline.  Trace daily or monthly, as applicable, totals to accounts receivable sub-ledger or control account, as applicable, of the general ledger.

F.
Determine proper matching of revenues and costs.  Using the sample day, select a sample of charge tickets and verify if services billed were performed by an employee.  Determine if the employee's salary was charged to the proper discipline.

3.03
Ascertain if the agency has contracts for visit services with other agencies.  If it does:

A.
Ensure that such visits performed for others are recorded in total visits of the agency.

B.
Ensure that charges for such visits are included in total charges at gross value.

NOTE:
Revenues generated from such visits are not offsets.  The visits made for other agencies are to be recorded in total visits for both agencies.  Coordinate such data with the auditors of other agencies as necessary.
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AUDITOR'S
PROCEDURE
INITIAL    
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STEP

DESCRIPTION
AND DATE   
REF
3.04
Obtain a copy of provider's charge for medical supplies.

A.
If medical supplies charges are based upon percent markup, have provider supply a sample calculation.  Test to see if any supply charges have been recorded by using provider's example of the way the markup is applied.

B.
If item by item, obtain usage schedule, if available, and compare it with filed revenue. Obtain explanations for any variances and propose adjustments, where necessary.

C.
If usage schedule is not available, obtain a copy of the provider's charge structure.  Test a sample of provider's medical supply charges of all payer classifications to determine if provider's charge reflects its charge schedule. Obtain explanation of any variance and adjust where necessary.

3.05
DME - Refer to Audit Procedure Reference 6.26.

3.06
Ascertain the application of Lower of Cost or Charges.  (See Section 9 for more detailed steps.)

A.
Determine if this restriction is applicable with the exception of public providers with nominal charges.

B.
Review provider's procedures for billing and collecting from other third parties and private patients to determine "customary charges".

C.
Where the provider's gross charges do not represent customary charges, determine on an overall basis what the percentage "customary" charges are of gross charges, then, propose an adjustment to reduce Medicare revenue to customary charges using this percentage for comparison with cost reimbursement.
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NOTE:
HCFA Pub. 15 §2604.3, states in part, "that the Medicare program shall reimburse no more than a private paying patient would be asked to pay even if there is only one patient liable for payment on a charge basis."

3.07
Write a determination regarding the uniformity of the provider's charges.
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STATISTICS
PROVIDER NO:
                       
REVIEWED BY:
                       
PERIOD ENDED:                       
DATE REVIEWED:                      
AUDIT SECTION

AUDIT PROCEDURE REFERENCE
Statistical Records
4.01 - 4.03

Reclassifications
4.04 - 4.06

Overhead Cost Centers
4.07

Nonallowable Cost Centers
4.08

Contracted Services Under Arrangement
4.09

Administrative and General Expenses
4.10

Direct Costing
4.11

Conclusion
4.12
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SECTION 4
STATISTICS
OBJECTIVE:
1.
To verify if the statistics used by the provider in its cost report are accurate and consistently applied.

2.
To verify the reasonableness of statistical bases used in cost finding.

3.
To verify that the permitted bases and order of allocations are used.  Where alternative allocation bases or order of allocation are used, ensure that the result is more accurate and appropriate cost finding and that prior approval was obtained from the fiscal intermediary.

4.
To verify that any preallocations (reclassifications) of cost on provider's records at the time of cost report preparation are proper.

5.
To verify that all cost centers receive proper allocation.

OTHER REFERENCES:


HCFA Pub. 15-I, §2308

HCFA Pub. 15-II, Chapter 17

Cost Report Forms:
HCFA-1728, Worksheet B

HCFA-1728, Worksheet B-1
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STEP
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4.01
Review statistical records to determine the propriety and reasonableness of the statistical bases used, and to ascertain if the statistics used are reasonably accurate and representative of the activity for the period being reviewed.

4.02
Review each of the statistics reported and used in the cost report with appropriate provider personnel.

4.03
Review Worksheet B and B-1 to verify the statistical bases used to determine:

A.
If the bases used are those required under the program.

B.
If there are any illogical overhead allocations (allocations wherein the basis of allocation does not have reasonable relationship to the incurrence of the cost).

4.04
Obtain or prepare a list of provider preallocations (reclassifications) and review as necessary for propriety and allowability.

4.05
Verify that prior approvals to change allocation basis from those authorized had been obtained, where applicable, and that the change produced a more accurate cost center allocation or order.

A.
Review the correspondence with provider for the approval or rejection of the order or basis of allocation changes requested by the provider.

B.
Give particular attention to the Administration and General cost center.
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PROCEDURE
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STEP
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4.06
Based on discussions with appropriate provider personnel, observations during tour of the agency and the facts that come to your attention during the audit, determine if changes have been made in the provider's operation and/or plant layout that require recognition in the cost allocation statistics.

4.07
Select several cost centers with high dollar impact and perform the following:

A.
Test accumulation of statistics from source data.

B.
Discuss with department personnel methods employed in gathering statistical data. Evaluate and comment.

C.
Discuss with department personnel their general operation to determine if the statistical bases used reflect actual operations.

D.
To the extent possible, test by measurement, observations, etc.

E.
Note if statistics reflect reclassifications made on trial balance of expenses, i.e., square footage,  salaries.

4.08
Review the cost allocation to nonallowable cost centers to:

A.
Ensure that proper allocations of all applicable overhead costs were made to nonreimbursable service centers.

1.
Home dialysis aide services;

2.
Respiratory therapy;

3.
Private duty nursing;

4.
Clinic;

5.
Health promotion activities;

Rev. 20
7-31


EXHIBIT 4 (Cont.)

4-5
HOME HEALTH AGENCY AUDIT PROGRAM
04-87

AUDITOR'S
PROCEDURE
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6.
Home delivered meals program; 

7.
CORF; and

8.
Any other nonpatient care

nonreimbursable cost area.

B.
Compare the revenues received in the above cost centers with that of the direct and indirect costs to ensure that the monies received are comparable with the costs incurred.

4.09
Where the agency furnishes contracted services under arrangements, review proper overhead allocation in accordance with regulations.  Where the agency does not pay for the non-Medicare portion of services furnished under arrangements, determine if indirect (overhead) costs have been allocated.  Correct the overhead allocation by eliminating the statistics for the affected cost center from the basis of allocation.

4.10
Ensure that the administrative and general expenses are allocated on the basis of net costs after reclassifications and adjustments and that administrative and general costs applicable to contracted services excluded from the total cost (Worksheet B, col. 1) for purposes of determining the basis of allocation (Worksheet B-1, col. 6) of the A&G costs were properly treated, as follows:

A.
This procedure was followed where the agency contracts for services to be performed and the contract identifies the A&G costs applicable to purchased services.
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AUDITOR'S
PROCEDURE
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STEP
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B.
Before the reimbursable costs are transferred to Worksheet C, the contracted A&G costs were added back to the applicable cost center after allocation of the HHA administrative and general cost.

C.
A separate worksheet was included to display the breakout of the contracted A&G costs from the applicable cost centers before allocation and the adding back of these costs after allocation.

4.11
Determine from the desk review and/or discussion with appropriate provider personnel if the provider has requested prior approval to use direct costing of general service cost centers.  Review the provider's documentation submitted with the request and note if intermediary approval was granted.

If approval was granted and the provider is using direct costing:

A.
Verify that the provider's methodology is consistent with the methodology approved by the intermediary.

B.
Ensure that the direct costing was made using actual data (direct hours worked, metered utility consumption, etc.) rather than statistical surrogates (time studies, square footage, etc.).  Review supporting documentation for reasonableness.  Test the accuracy of the statistics using Section 4, step 4.07.

C.
Review the provider's accounting system to determine that the direct assignment of costs has been made as a regular ongoing procedure done throughout the cost reporting period rather than as an end of period adjusting entry.
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PROCEDURE
INITIAL    
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STEP

DESCRIPTION
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D.
Ensure that  any indirectly allocable supervision costs, other indirectly allocable costs, and any costs allocated from previously allocated general service cost centers have not been directly assigned.  NOTE:  The provider must have prior intermediary approval to change the statistical basis for allocating these costs.

E.
Review the direct assignment of overhead costs to determine if they have been properly assigned to the provider's nonallowable cost centers as applicable.

F.
Determine the totals of the costs which have been directly assigned and compare them with the total costs for these items for the prior year.  Investigate any material increases or decreases.

NOTE:
Pay particular attention to costs which have been broken out of the Administrative and General cost center for direct assignment.

G.
If this is the first cost reporting period in which the provider is using the direct assignment of costs, the direct costs of each cost center will not be comparable with those of the prior year.  Review current year/prior year comparisons of total cost per cost center after Worksheet B step down of all indirect costs.  Investigate any unusual variances, paying particular attention to:

1.
Changes in nonallowable cost center total costs.

2.
Higher costs per visit of areas with high Medicare utilization and/or comparatively high Medicare cost limits.
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3.
Higher cost to charge ratios for durable medical equipment rented, durable medical equipment sold, and medical supplies.

Determine if the provider directly assigned costs to nonallowable cost centers.

A.
Review Worksheet A-5 cost offsets to determine if the provider is removing costs relating to nonallowable activities to avoid the full impact of step down cost finding to these areas.

1.
If a cost offset relating to nonallowable activities has been made, determine if the activity is extensive enough to warrant the establishment of a nonallowable cost center.

2.
Review any cost offsets made to general service cost centers to ensure that the offsets are appropriate.

3.
Review any cost offset made to nonallowable cost centers to ensure that the offsets are appropriate.

B.
Review Worksheet A-4 reclassifications to determine if any general service costs have been reclassified to nonallowable activities to ensure that the reclassifications are appropriate.

C.
Review the cost allocation statistics on Worksheet B-1 to determine that all cost centers affected by a general service cost center have been assigned statistics as applicable.  Pay particular attention to nonallowable cost centers.

4.12
Write conclusion on the audit procedures performed.
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PATIENT VISITS
PROVIDER NO:
                       
REVIEWED BY:
                       
PERIOD ENDED:                       
DATE REVIEWED:                      
AUDIT SECTION

AUDIT PROCEDURE REFERENCE
Visit Count
5.01 - 5.02

Schedule of Services Rendered
5.03

Comparison of Visits and Revenue
5.04 - 5.05

Test of Patient Visit Accumulation
5.06 - 5.07

Nonreimbursable Services
5.08

Conclusion
5.09
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SECTION 5
PATIENT VISITS
OBJECTIVE:
To ascertain proper accumulation and classification of patient visits.

OTHER REFERENCES:
HCFA-Pub. 15-I, §§2114, 2116, 2302.17 and 2302.18

HCFA-Pub. 15-11, §§204, 205, 206 and 218

Cost Report Forms:
HCFA 1728, Worksheet S-1

HCFA 1728, Worksheet C
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STEP

DESCRIPTION
AND DATE   
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5.01
Identify patient visits by discipline and payer class appropriate for the provider's use in the cost report and review the provider's system for accumulating and classifying the data, including controls.

5.02
Obtain the provider's summary of patient visits (i.e., Medicare and all other classifications) for the period.  Test for clerical accuracy and trace the totals to the cost reporting forms.

5.03
Prepare a schedule showing a monthly recap by discipline and payer class of all the units of service of the agency.  Compare the monthly totals and investigate any unusual fluctuations.

5.04
If not performed at desk review, compare the schedule to previous years and investigate any unusual fluctuations.

5.05
Relate the monthly totals to revenue summaries used in the test of revenues.  Determine if significant fluctuations in patient visits during the year produced corresponding fluctuations in revenues.   (See Section 3.)

5.06
Select one month and perform the following tests:

A.
Verify the accumulation of the monthly totals by refooting the daily visits summary.

B.
On a test basis, verify the daily accumulation of visits by reference to nurses' log books and patients' medical record charts.

5.07
Trace the total visits for the period to the cost report and reconcile any differences.
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5.08
Verify that visits related to nonreimbursable services and Medicare denied or deleted visits have been included in the other visit category.

5.09
Write a conclusion on the audit procedures performed.
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