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EXHIBIT A


GENERAL AUDIT AREAS FOR TEFRA
A.
The following cost elements appear frequently as adjustments.  Review them in accordance with your audit programs:

1.
Patient Telephone and Television

Type of Adjustment:

a.
Fringe benefits of telephone  operator, etc.  

b.
Equipment and overhead elimination 

c.
Adjustment to proper amount

2.
Fund-Raising

Costs of fund-raising, including advertising, promotional, or publicity costs incurred for this purpose are not allowable.

3.
Discharges

Are a key element in the cost report settlement.  Verify them during provider audits.  

4.
Other Types of Adjustments for Review:

a.
Nursing salaries 

b.
Collection and physician billing costs 

c.
Insurance

o
Adjust to actual expense 

o
Not funded 

o
Self insurance requirements not met 

o
Allocation to nonallowable cost center

d.
Ambulance costs 

e.
Nonallowable educational costs 

f.
Shell space and idle facilities
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Exhibit B-1


COST ALLOCATION
Issue:
The use of correct statistics on Worksheet B-1 to properly allocate general service costs on Worksheet B.

Concern:
In the TEFRA cost report the providers may attempt to "load" inpatient and/or outpatient cost to maximize cost reimbursement. In addition, there are numerous incentives to avoid allocating costs to nonreimbursable cost centers.

Preaudit Tests
1.
Compare current and prior year B-1 sequences, bases and statistics.

2.
Scan Worksheet B-1 for proper distribution, especially to nonallowable cost centers. Document any deviation from areas normally receiving overhead costs.  Give special attention to nonapproved intern and resident programs and multiple care providers.

3.
Review and explain significant variances in comparisons (identified in Step 1) between years or refer them to audit for examination and explanation in the audit workpapers.

Audit Emphasis
1.
For Worksheet B-1 areas referred for audit:

a.
Test accumulation of statistics from source data.

b.
Discuss methods used to gather statistical data with departmental personnel.  Evaluate and comment.

c.
Determine if statistical basis used reflects actual operations of cost center and properly allocates costs, through inquiry of departmental and managerial personnel.

d.
To the extent necessary, test or verify statistics by measurement, observation, etc.

2.
Based on discussions with appropriate provider personnel, the observations during tour of the facility, and the facts that come to your attention during the course of the audit, determine if changes have been made in the provider's operation and/or plant layout that would require recognition in the cost allocation statistics.  Relate these facts to variations noted in preaudit.

3.
Obtain charge schedule updates from the billing office and review for change in charge structure.  Test Form HCFA-2552, Worksheet C, total charges to provider records.
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EXHIBIT B-2


CAPITAL-RELATED COSTS
Issue:
To ensure consistency in the application of the capitalization policy between the base year and the TEFRA year.  Capital-related costs include the areas of capitalization, relifing of depreciable assets, estimated useful lives of depreciable assets and componentized depreciation.

Concern:
Providers whose costs are under the target rate will either attempt to expense items in the TEFRA year which should be capitalized (i.e., computer software, installation of telephone system, interest during construction, building improvement/renovation, marketing surveys or consulting costs) or, capitalize items which should be expensed in order to maximize their TEFRA incentive payments.  Also, the provider whose costs are over the target rate will attempt to capitalize items which were expensed in the base year (i.e., minor equipment).  

Preaudit Tests
1.
Compare the working trial balance to the prior year working trial balance to determine if there were significant changes in accounts for repair and maintenance, supplies, and ancillary amounts.

2.
Review HCFA Form 339, Section C regarding the provider's answer to the specific question on relifing of depreciable assets.  Verify that you granted written approval prior to the beginning of the cost reporting period; if not, refer to audit.

3.
Review HCFA 2552-83, Worksheet A-7 to determine if capital assets were acquired during the current period.  Determine if rates of depreciation are in accordance with AHA and IRS guidelines; if not, refer to audit.

Audit Emphasis
1.
Verify all exceptions from preaudit tests through tests of source documents such as purchase orders and invoices.

2.
Obtain the provider's disbursements journal and review charges to accounts for maintenance and repairs, supplies, and ancillary amounts.  Request documentation to support amounts in excess of $500.

3.
Review the base year audit workpapers to determine whether any costs expensed in the base period are being capitalized in subsequent periods.

4.
Determine if amounts capitalized should have been charged to expense.  If so, make appropriate adjustments.

5.
Compare and test the current period's depreciation schedules to those of the prior period for evidence of inappropriate relifing of assets and changes to componentized rates of depreciation.
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6.
On a test basis, trace lives of selected assets to the appropriate list of AHA useful life guidelines.  

Commentary
1.
Where an asset has been relifed, the provider must have your written approval prior to the beginning of the cost reporting period.

2.
Appraisal firms have developed an asset relifing program which shifts a disproportionate share of depreciation applicable to fully depreciated pre-Medicare assets to the years under Medicare.  This is accomplished by extending the lives of pre-Medicare assets which have been fully depreciated under the program on a year-to-year basis until the assets are actually retired.  Since many of these assets were already relifed once, after the provider's entrance into the program, further depreciation is not allowable, even though the asset may continue in use (42 CFR 405.417(b). 

3.
While a financial incentive has always existed to improperly increase reimbursement by shortening estimated useful lives of depreciable assets, this area may receive increased attention as a result of the reduction of items reimbursed on a cost basis. Additionally, fear or concerns about the uncertainties of future capital related PPS form/methods creates a perceived pressure to obtain maximum reimbursement for capital assets, prior to the inception of the capital-related PPS program.

4.
These concerns and tests are equally applicable to the cost of capital assets of related organizations allocated to providers.
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EXHIBIT B-3


COST OFFSETS, INCOME OFFSETS AND NONREIMBURSABLE COST CENTERS
Issue:
To ensure that all required cost and income offsets have been properly made, and nonreimbursable cost centers have been set up where required.

Concern:
Improper reimbursement resulting from failure to adjust cost as required by Medicare regulations.

Some examples of cost offsets are patient telephone costs, patient television cost, rental of space by suppliers, advertising cost, contributions, ambulance and cost of drugs sold to employees.

Some common income offsets are trade or quantity discounts, rebates or refunds, subsidies, tuition, parking lot revenue, revenue from employee meals, and income from grants and gifts designated by the donor for specific expenses (restricted grants).  

NOTE:
Effective with cost reporting periods beginning on or after October 1, 1983, restricted grants and gifts are no longer be used to offset costs.

Nonreimbursable cost centers include gift shop, flower shop, coffee shop, research, maintenance of nonpaid workers, fund raising, physi​cian private offices, and visitor meal costs.

Preaudit Steps
1.
Obtain and review the detailed trial balance for possibility of nonallowable cost and nonreimbursable cost centers.

2.
Obtain comparison of current and prior year Worksheet A-8 and explain significant variances or refer for audit.  Also compare entries between Worksheet A-8 and Worksheet G-3.

3.
Review detail of other income in trial balance and compare to current year Worksheet A-8.  Explain significant variances or refer for audit.

Audit Emphasis
1.
Using observations during tour of the facility, extracts of Board of Directors' minutes, and review of any accounts noted above, be aware of nonallowable cost and offset where necessary.

2.
Obtain detail of other income accounts referred from preaudit and determine whether offset is required.

3.
If nonreimbursable cost centers have been established, obtain necessary information from appropriate department and/or managerial personnel to insure appropriate statistics are used on Worksheet B-1.
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EXHIBIT B-4


DIRECT MEDICAL EDUCATION COSTS
Issue: To ensure direct medical education costs are properly reimbursed for TEFRA.

Concern: Direct medical education costs are a pass-through.  They may be subject to cost shifting or other practices which may inflate their costs.  Direct medical education includes both approved nursing and paramedical education programs and approved I&R programs.  

For cost reporting periods beginning on or after July 1, 1985, Direct Medical Education consists of two components:

l.
Nursing and Allied Health Programs.--Operated by hospitals are reimbursed on a reasonable cost basis, as they were prior to July 1, 1985.

2.
Graduate Medical Education Costs.--Include approved programs in osteopathy, dentistry, and podiatry as well as medicine are limited to a per resident amount calculated in the base period, multiplied by the number of FTE residents reported in the current cost reporting period.

In establishing the per resident amount for a specific hospital based on Federal FY 1984 GME costs, it is important that the amount be an accurate reflection of legitimate GME costs incurred during the base period.  The nature of the new payment approach for GME costs, in that payment amounts are "locked-in" for the foreseeable future, requires that inappropriate costs not be included.  There is concern that some questionable costs have been included in the Direct Medical Education pass-through.  

For example, physicians' compensation costs for services to the hospital that are unrelated to approved educational activities were, in some cases, misclassified at the beginning of PPS.  Such misclassified costs should not be perpetuated.  

Preaudit Tests:

o
Review Provider Questionnaire for changes in education programs;

o
Review current and prior year's working trial balances for significant education cost variances; and

o
Review prior year's audit notes and adjustment report for education items.
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Desk Review Steps:

Ensure proper handling of costs by reviewing:

o
Program approved by appropriate authority.  (PRM Part I §§402.1c and 402.4.)

o
Nursing and paramedical programs operated by the provider claiming cost of direct medical education before the cost incurred can be reimbursed as a pass-through.

o
If the hospital operates a paramedical education program, ensure that a new cost center has been established on Worksheet A of the hospital cost report.

o
Review Direct Costs (Worksheet A, Col. 1 and 2, line 21) for costs and compare to the prior year's cost for variance analysis.

o
Review Worksheet B, Col. 21 for cost allocations of I&Rs to prior year cost allocations for variances.

o
To prevent loading of direct costs, compare fringe benefits for consistency with the TEFRA base period.

o
Test the hospital cost report, Worksheet B-1 statistics, for cost allocation reasonableness, keeping in mind the size of the program and the number of students involved.  If some of the I&Rs work outside of the provider setting any general service cost incurred by the hospital on their behalf is allocated to a nonreimbursable cost center.

o
Compare the HCFA 1007, Target Amount Computation (TAC), Parts IV, V, and VI departmental amounts to the amounts shown in the current period to ensure Medical Education costs are consistent by cost center and amount.  Explain variances.

NOTE:
If cost is erroneously classified in both the base and TEFRA years, recompute the TEFRA target amount where not barred by 42 CFR 405.1885 and adjust the final settlement year.

o
Ensure that I&Rs salaries have been reduced for the portion of time they spend in activities outside the hospital setting (e.g., freestanding ASCs and family practice centers).  In addition, salaries of teaching physicians are subject to RCEs.

o
Ensure that malpractice costs relating to I&Rs are reimbursed through the malpractice cost center on Worksheet D-8/Supplemental Worksheet D-8 and not through an allocation of malpractice costs to the I&R cost center.

o
Test salaries and FTE statistics for consistency between years by dividing salaries by FTE/hours statistics to get average hourly rates.
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Review claimed costs of new educational services along with Form HCFA-339, Item G for the following:

o
Are educational activities disclosed and costs claimed as part of reimbursable cost?

o
Cost for on-the-job training or other activities which do not involve the operation or support, except through tuition or similar payments of an approved education program.  Provider contributions to nursing schools previously under control of the provider and which are now operated by the community are allowable.

o
Exclusion of costs of patient education or general health awareness programs offered as a service to the community.

Ensure that other direct and indirect costs of approved medical education programs (other than I&Rs and nursing school) are excluded from TEFRA pass-through costs.

Contact the carrier to ensure that Medicare payment for teaching physicians' services was not duplicated under Part B.

Audit Emphasis:

o
Review and analyze costs, physician contracts and HBP Rationales as necessary.  See Form HCFA-339, Schedules 1 and 3 as a means to avoid unnecessary field work or to focus the emphasis of field audit work.

Review the direct cost (Worksheet A, Columns 1 and 2, for the "I&Rs - in approved program," "Nursing School" and "Paramedical Program" cost centers to ensure that the amounts are related to the net cost of the programs.  (See 42 CFR 412.85.)

NOTE:
The costs associated with the following activities do not qualify as direct medical education cost:

o
Orientation and on the job training.

o
Part-time education for bona-fide employees at properly accredited academic or technical institutions devoted to undergraduate or graduate work.

o
Costs and travel expense of educational seminars and workshops.

o
Maintenance of a medical library.

o
Training of a patient or patient's family in the use of medical appliances.

o
Clinical training of nursing, paramedical and other students not enrolled in an approved education program operated by the provider.
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o
Other activities that do not involve the actual operation of an approved educational program including the costs of I&Rs in anesthesiology who are employed to replace anesthetists.

Review reclassifications of costs to medical education costs centers on the hospital cost report, Worksheet A-6, to see if they are proper.  For example, malpractice costs relating to I&Rs are reimbursed through the malpractice cost center on Worksheet D-8/Supplemental Worksheet D-8 and not through a reclassification to the I&R cost center.

Review the hospital cost report, Worksheet A-8, adjustments pertaining to I&Rs, nursing school, and paramedical programs.  (Ensure that tuition is correctly offset.)

Ensure that all costs associated with I&Rs working outside the hospital (e.g., freestanding ASCs, family practice centers) are set-up in a nonreimbursable cost center.

Ensure that the graduate (I&Rs) medical education pass-through excludes teaching physicians' direct patient care and administrative costs, (e.g., UR, autopsies, supervision of technicians).  In addition, salaries of teaching physicians are subject to RCEs.

Ensure that university costs which do not pertain to the training of I&Rs (e.g., School of Sociology) are not included in the graduate medical education cost center.

As part of the cost report audit and settlement review Direct Medical Education for Cost Reporting Periods beginning on or after July 1, 1985.

For cost reporting periods beginning on or after July 1, 1985, verify proper classification of I&Rs (Approved)-Salaries, and Salary Related Fringe Benefits and I&Rs (Approved) Other Costs on Worksheet A, Lines 21A and 21B.  Ensure that only the salaries of I&Rs are included on Worksheet A, Line 21A.  (See PRM - Part II, §§1907 and 1910.)

NOTE:
When the regulation implementing §9202 of COBRA is published, these guidelines will be updated.
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EXHIBIT B-5


SICK LEAVE AND VACATION ACCRUAL
Issue: To ensure that the sick leave and vacation expense has been properly accrued on a basis consistent with that of the prior year (except when the election has been made to move from a cash to an accrual basis).

Concern: That the sick leave and vacation accrual has been correctly calculated, FICA has not been included, and that the accrual was not based upon anticipated salary increases.

Preaudit Tests:

Review the provider's sick leave and vacation policies and procedures, and review notes to the financial statements to determine if there has been a change in the sick leave and vacation accrual policy.

Audit Emphasis:

Vacation Costs
o
For the first 2 months of the providers accounting period, determine if any vacation accrued or paid by the provider reflects only vacation earned in the period it is recorded in, and is computed from payroll records related to each employee. See PRM Part I §2146.2.

o
Determine employer payroll taxes applicable to vacation, such as FICA and pension, are accrued in the period when the vacation costs are accrued, but treated as a cost in the period when the vacation costs are paid.

See PRM Part I §2146.2.

o
When a conversion from cash to accrual basis of accounting is made, determine the pre-Medicare portion has been eliminated.  See example in PRM Part I §2146.3B.  

o
Ascertain if the provider did not also accrue anticipated salary increases as part of the vacation accrual.  Only the rate in effect when the vacation was earned should be used in the computation.  See PRM Part I §§2146.4B and 2146.4ff.

Sick Leave
o
Determine if sick leave accrued or paid by the provider reflects only sick leave earned and recorded in all applicable periods and is computed from payroll records of each employee.  See PRM Part I §2144.8A.

o
When a conversion from cash to accrual basis of accounting is made, determine if the pre-Medicare portion has been eliminated.  See PRM Part I §2144.8 B2/3.
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EXHIBIT B-6


PENSION EXPENSE
Issue: To ensure that the pension plan costs are allowable and, therefore, meet the requirement of PRM Part I §2142.

Concern: The pension fund must be properly funded.  These funds are not to be used at the discretion of the provider.  Any investment income earned by the fund must not, at any time, be used for other than the exclusive benefit of the employees or their beneficiaries.

Preaudit Tests:

o
Review the notes to financial statements to determine if actuarial assumptions changed in the cost reporting period.

o
Review the current and prior year's working trial balances and identify year-to-year variances.  See HCFA-339, Items F1, 2, and 3.

o
Consult the permanent file to determine if a formal plan exists which is communicated to all eligible employees and is not forfeitable by them after they are vested, even if they change employers.  See PRM Part I §2142.4.

Audit Emphasis:

o
Ascertain if the pension expenses were paid within 1 year after the liability was incurred (or within 3 years if written justification is approved).  See PRM Part I §2142.6A.

o
Review actuarial report relating to the pension plan.  See PRM Part I §2142.4A.

o
Determine if the provider complies to the minimum 10 years amortization of Past Service Costs.  See PRM Part I §2142.5A.

o
Test pension funding to determine if the provider is obligated to make payments into the fund.  See PRM Part I §2142.3.

o
Determine if any investment income earned by the fund is used for anything other than for the exclusive benefit of the employees or their beneficiaries.
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EXHIBIT B-7


INTEREST EXPENSE
Issue:

1.
To ensure that interest expense is necessary and proper for the operation, maintenance or acquisition of the provider's facilities.

2.
To ensure that interest included in allowable costs is:

o
Supported by an agreement that the funds were borrowed.

o
Identifiable in the provider's accounting records.

o
Related to the reporting period in which the costs were incurred.

Concern:
Providers whose costs are under the target rate will either attempt to expense interest in the TEFRA year which should be capitalized or, capitalize interest which should be expensed in order to maximize their TEFRA incentive payments.

References:
Regulation:  §§413.153 and 413.161

PRM, Chapter 2

PRM, Chapter 23

Cost Report:
Worksheet A

(HCFA-2552)
Worksheet A-8

Worksheet G

Worksheet G-1

Worksheet G-3

Worksheet F, Part 1

Preaudit Tests:

o
Compare the working trial balance between the current and prior periods to determine if there was a significant increase in interest expense.  If so, refer to audit for resolution.

o
Recompute interest expense by reference to the terms of the loan instruments.  See PRM Part I §203E(2).

o
Multiply the average principal balance of notes or mortgages payable by the interest rate to determine if the interest claimed on the trial balance, before adjustments and reclassification, approximates the interest expense claimed.  Refer large variances to audit.  Refer any new loans that become evident to audit for investigation and review.
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Audit Emphasis:

o
Determine if the interest incurred on each loan is reasonable, is stated on an accrual basis and that the tests for necessary and proper as outlined in PRM have been met.  See PRM Part I §§202.1, 202.2, and 202.3

-
Ensure that the indebtness and the related interest are necessary and for a purpose related to patient care; determine if:  

+
Interest was incurred on a loan to meet the financial needs of the provider.

+
Interest expense is reduced by investment income where appropriate.

+
Capital borrowing is not incurred when adequate funded depreciation is maintained.

+
Interest expense related to cost report overpayments determined after September 3, 1982, is not claimed as a reimbursable expense.

NOTE:
Borrowing must not result in excess working capital.  See PRM Part I §202.2.)

-
Ensure that interest is proper:

+
Obtain information needed to determine reasonableness of interest rate.  (Not in excess of what a prudent borrower would have to pay in an arm's length transaction in the money market when the loan was made.)  See PRM Part I §203.

+
Determine if interest is incurred between parties related either by ownership or control.  Investigate the relationship of borrower and lender to determine if any form of ownership or control exists.   (See exception, PRM Part I §218.2.)  

o
Obtain or prepare an analysis of interest expense for the following loans:

-
Working capital.

-
Long-term (constructions, expansion and acquisition loans).

-
Inter-fund.

Rev. 28
2-87

4199 (Cont.)
GUIDELINES FOR PERFORMING PROVIDER AUDITS
09-89

NOTE:
Ensure that interest expense on these items has been properly reclassified to:

+
Building and fixed equipment;

+
Movable equipment; and

+
Administrative and general.

o
If comparative analysis of the balance sheet data indicates no reductions to the outstanding debt balances, determine the reason the debts are not being paid.

o
For proprietary providers - watch for interest that represents a distribution of profit such as:

-
Interest on partner's capital accounts; and

-
Dividends to stockholders.

Determine if such interest has been excluded from interest expense or other operating expense.  See PRM Part I §§218ff.

o
Determine if inter-fund interest has been charged only on loans from depreciation which has been cash funded, loans from donor restricted funds, or loans from qualified pension funds.

o
Review the provider's funded depreciation account for proper treatment in accordance with Reg. 413.134(e); 413.153(c)(2); 413.153(c)(3); and  PRM Part I §226.

o
Examine the source of the investment income to determine if it should be offset against interest expense.  Use Board minutes, bank correspondence, provider records, etc., to identify sources of funds.  

o
Ensure that losses/gains from refinancing or refunding is audited in accordance with PRM Part I §215 and 233.

NOTE:
Investment income must be used to offset allowable interest expense except income derived from the following (PRM Part I §§202.2 and 2338.1):

-
Funded depreciation.  See PRM Part I §§226.1 and 2105.2C and D.

-
Provider qualified pension fund.  See PRM Part I §228.

-
Restricted or unrestricted gifts and/or grants held separate and not commingled with other funds.  See PRM Part I §§202.2, 222.2, and 224.2.
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EXHIBIT B-8


SERVICE CONTRACTS
Issue: To ensure that all service contracts are treated, either in part or in total, as a capital-related expense or as a current operating expense, consistent with their treatment in prior periods.

Concerns: Providers may attempt to identify and pass through the estimated capital-related portion of service contracts which were previously included as part of the base period operating cost in calculating the TEFRA target rate.  This practice would permit the provider to circumvent the target rate cost reductions and the §223 cost limits as applicable to the TEFRA cost reporting year.  Additionally, it would be used by  providers which expect to exceed the TEFRA target rate and/or §223 cost limits and as a precedent setting practice to be used during any PPS transition period.  On the other hand, providers that do not exceed those limits have a strong incentive to shift from inpatient operating to capital-related costs in order to maximize TEFRA incentive payments.

Preaudit Tests:

Refer to Form HCFA-339, Section J, Step 2, for reported changes to purchased service contracts. If marked yes, ensure that the provider has submitted details of all applicable changes including modifications, additions and terminations.

Audit Emphasis:

o
Review all terminated service contracts and ascertain:

-
Is the provider now performing the services as an addition to its own inhouse services?

-
If the answer is "yes," did the provider acquire additional equipment and/or enter into new lease agreements?  If the answer is "additional equipment," see that depreciation is established in accordance with PRM Part I Chapter 1.

o
Ensure that no portion of the cost is capital cost unless it meets the provision of PRM Part I §108.2.  

o
Review service contracts effective subsequent to the base year cost which have a separate capital-related cost component in conjunction with 42 CFR 413.130.

Commentary:

Ensure that only separately identified supplier capital-related costs are reimbursed. Ensure that the supplier's equipment is located on its premises during the entire lease period and is utilized only by the provider.
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EXHIBIT B-9


CENTRAL SERVICES AND SUPPLIES AND PHARMACY
Issue:
To ensure that chargeable Central Services and Supplies and Pharmacy costs and revenues are adequately matched.

Concern:
Medicare reimbursement may be inflated by including chargeable Central Services and Supplies and Pharmacy costs and revenues in ancillary departments (i.e., operating room, etc.) with greater H.I. utilization and higher cost to charge ratios.

Preaudit Tests
1.
Perform a comparative analysis of the cost and departmental statistics on W/S B-Part I and B-1 for Central Services and Supplies and Pharmacy between the current and prior periods.

2.
Where there is a significant difference in the departmental statistics used to allocate the cost reflected on W/S B-1, refer to audit.

NOTE:
Weight all variances for Medicare utilization.

Audit Emphasis
1.
Ascertain whether there was a change in provider charging policy for floor stock supplies and/or drugs.

2.
Review and analyze in detail by vouching and testing the costed requisitions of the above accounts to ensure proper distribution of the expense to the proper cost center on W/S B.  

3.
Review the grouping of revenue accounts for ancillary cost centers to determine whether charges for above accounts are being consistently matched with their corresponding expense accounts in order to ensure proper allocation.

4.
Ensure provider has billed chargeable items for above accounts on the appropriate line on HCFA-1450 or HCFA-1453, as well as verifying chargeable pharmaceuticals were correctly billed by provider.  Per HCFA Pub. 10, §402.1 the departments (ancillary and routine) shown separately as a line on HCFA 1450 or HCFA-1453 must have their related charges exclusively billed on that line of the form.  This will require tracing on a sampling/test basis individual items on inpatient medical records, through the hospital billing system, and into the individual patient bill in order to ensure that the provider is billing properly.
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EXHIBIT B-10


PHYSICIAN ALLOCATIONS
Issue:
To ensure that the cost of physician services is fairly stated.

Concern:
That hospitals will understate the W/S A-8 adjustment for hospital based physicians remuneration for professional services.  Also, that W/S D-3 may be improperly completed.  For TEFRA cost reporting periods ending after September 30, 1983, to assure that providers correctly applied reasonable compensation equivalent (RCE) limits for services rendered on or after October 1, 1983.

NOTE:
Form HCFA-2552-83 does not have a worksheet to complete the RCE adjustment.

Preaudit Tests
1.
Review the current and prior year contract terms and provider component/professional component splits for each specialty.  Review the provider based physician schedules on Form HCFA-339, Section K and Schedule 1.

2.
Compute the W/S A-8 adjustment for each specialty.  Compare to the provider's W/S A-8 adjustment.

3.
Ensure that only those specialties which utilize combined billing are reflected on W/S D-3.

NOTE:
Combined billing was eliminated (except for all inclusive rate hospitals) effective for physicians' services furnished after 9/30/83.

4.
Use RCEs which are effective on or after October 1, 1983, to test the reasonableness of physician remuneration received for rendering provider services reimbursed on the basis of reasonable cost.  Refer to 42 CFR 405.482 and HCFA Pub. 15-1, §2182ff.  The following tests are applicable:

a.
Ensure that you apply RCE limits to the "Total Provider Component."

b.
Ensure that the provider component consists of administration of a department, supervision, teaching, committee work, and autopsies.

c.
Test that RCE limits apply to the total provider component of the physician compensation including outpatient services as well as other subprovider components, hospital based SNFs, etc.

d.
Test that the provider component is cost reimbursed in the provider cost report by applying the RCE limit to the total physician compensation attributable to provider services.

Audit Emphasis
1.
Examine basic contracts and review for compliance of actual payment computations.  If there is a ceiling on payment, ensure that the amount included in the provider allowable cost is  not in excess of this ceiling.
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2.
Obtain a copy of the provider's computation of the professional component to be excluded from costs on worksheet A-8 for provider component/professional component. Consult the provider based physician schedules on Form HCFA-339, Section K.

3.
Determine if the rationale used in the computation agrees with the information on file.  If there is a significant change in the provider's component/professional component, further investigation is warranted.  Consult the provider based physician schedules on Form HCFA-339, Section K.

4.
Review the provider's computation.  Check for clerical accuracy.  Also, compare the basic elements of the computation to applicable accounts in the general ledger (e.g., revenues, salaries).

5.
If the provider is claiming an unmet guaranteed amount (emergency room only), determine if it meets the criteria in PRM Part I §2109.

6.
If the provider is billing for the physician and is retaining a portion of the charges for billing and collection, offset the amount retained against Administrative and General costs.

7.
Determine if physician charges are handled consistently between Medicare and non-Medicare charges.  Charges on the cost report should reflect either gross or net for all pay classifications (e.g., Medicare, Medicaid, private insurance), with the exception of clinical laboratory services as nonphysician services which should not be billed to the carrier.  This does not apply to non-Medicare patients; consequently, clinical laboratory services may be billed to non-Medicare patients as physician services which creates an exception governing the use of net and gross charges in the cost report.

8.
Determine if Medicare charges for patients with Part A only coverage have been excluded from worksheet D-3.

9.
Where a hospital purchases services such as x-ray, EKG, etc., for its patients from another hospital "under arrangements" and they include a physician component, the physician medical or surgical service must be billed to the carrier, with the exception for pathology services which are reimbursed as Part A cost.  Test check provider billings to verify that this billing practice is performed.
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EXHIBIT B-11


ADMINISTRATIVE AND GENERAL EXPENSES
Issue: To ensure that items included in Administrative and General (A&G) expense have been handled properly on the cost report.

Concern: That nonallowable costs and costs which should be capitalized will be charged to A&G expense.  Also, that required reclassifications from A&G to other cost centers may not be made.  If the provider has elected to reclassify the A&G expense cost center into component cost centers, the requirements in PRM Part I  §2313.1 must be met.

Preaudit Tests:

o
Compare the current year's A&G expense amounts to the prior period amounts and determine what A&G expense accounts from the working trial balance are grouped together and equal the A&G cost center in the cost report.  Refer to audit those items or accounts that appear to be nonallowable.

o
Scan the working trial balance for a description of the types of expenses included in the A&G cost center.  Determine if the inclusion in A&G is proper.

o
If there is a material amount of expense included in A&G - Other or Miscellaneous Expense, after consideration of the results of prior year audits and knowledge of the provider, and if the amounts are unresolved, refer to field audit for further review.

o
Review current and prior year's reclassifications and worksheet A-8 adjustments affecting A&G to determine if the appropriate adjustments have been made in the current year.

o
If the provider has reclassified the A&G expense cost center into component cost centers, determine if the requirements of PRM Part I §2313.1 have been met.  Your prior approval is required before the provider may use the component method of allocating A&G.

Audit Emphasis:

o
Perform a detailed analysis of A&G expense as indicated by the results of the preaudit procedures.  Review to ensure that nonallowable costs and costs that should be capitalized have been excluded and that appropriate reclassifications of cost have been made.  Remove direct and indirect expense.

The allowability of each cost item is subject to the reimbursement principles in the PRM governing the specific cost in question.  The following are examples of costs which are improperly charged to A&G expense (PRM Part I Chapter 21):

-
Advertising, legal, consulting;

-
Organization or start-up costs; and

-
Planning costs.
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d.
Tax penalty (Chapter 21)

e.
Physician recruitment - all direct and indirect costs including a portion of the Administrator's compensation if he performs this function (Chapter 21)

f.
Malpractice (Chapter 21)

g.
Physician billings (Chapter 21)

h.
Nonallowable Board of Directors fees (Chapter 9)

i.
Tax planning fees (Chapter 21)

j.
Income taxes (Chapter 12 and 24)

k.
Franchise or business license tax (Chapter 21)

l.
Property tax, insurance, and interest related to patient care could be reclassified to depreciation but working capital interest does not get reclassified (Chapter 2 and 21)

m.
Appraisal fees (Chapter 1):

-
for assets not connected with provider operations

-
associated with the sale or anticipated sale of a provider organization

-
assets which were already adequately reflected in the provider's books, records or tax 


returns

n.
Insurance premiums where the provider is the beneficiary (Chapter 21)

o.
Memberships in social or fraternal organizations (Chapter 21)

p.
Telephone, television and radio - Refer to HCFA-Pub. 15-1, §2106 and Exhibit A

q.
Labor union activities - Refer to HCFA-Pub. 15-1, §2180

r.
Contributions (Chapter 21)

s.
Unreasonable administrator's compensation in accordance with wage study guidelines - Refer to HCFA-Pub. 15-1, Chapter 9

t.
Unmet accrued compensation (Chapter 9)

u.
Service charge imposed by lender on credit card payments for patient bills (Chapter 2 and 21)

v.
Public relations - fund raising and advertising (Chapter 21)
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EXHIBIT B-12


LEASED FACILITIES
Issue:
To ensure that lease payments for the use of a hospital are reasonable.

Concern:
That lease payments may be unreasonable and that providers will expense payments for goodwill or going concern value by including them in lease expense.

Preaudit Tests
Review the Trial Balance, Financial Statements, and Permanent File for evidence of a lease arrangement.  Refer to Form HCFA-339, item C 3 for new leases.

Audit Emphasis
1.
Evaluate the reasonableness of the lease payments.

a.
Consider the following approach in reaching a conclusion regarding the reasonableness of the lease payments.

Cost approach - The fair market value of the land, as if vacant, is added to the depreciated reproduction cost (or fair market value if lower) of the buildings and land improvements.

b.
The following sources may be useful in determining value:

1)
Independent appraisal

2)
Tax appraisal

3)
Property records

4)
Survey of annual capital related costs for similar providers

2.
If lease payments are determined to be unreasonable, the excess may be due to payment for goodwill or going concern value.  If this is the case, make an adjustment to exclude the excess lease payments.  Also, ensure that any items associated with excess lease payments, including prepaid lease, have been excluded from Supplemental W/S F for Return on Equity Capital.
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EXHIBIT B-13


INSURANCE EXPENSE
Issue:
To determine if only reimbursable insurance costs and contributions to funds are included and properly classified on the cost report.

Concern:
Excess premiums or funding may be claimed by the provider and operat​ing insurance costs may be treated as pass-through costs.

Refer​ences:
CFR Title 42, Subpart D, 405.453;  HCFA Pub. 15-1, §§2160 -2163.3, Form HCFA-339, item E, 1 through 4.

Preaudit Tests
Consult permanent file to see what insurance coverage exists at the provider.  Refer to Form HCFA-339, Item E, 1-4.

Audit Emphasis
1.
For purposes of verifying the capital pass-through, ensure that only insurance expense for capital-related assets is included as part of the pass-through costs.

2.
For self-insurance funds:

a.
Review and evaluate the reasonableness of premiums paid to self-insure which should not be in excess of the cost of available comparable commercial insurance.

b.
Ensure that payments made into the fund are made in accordance with the conditions in HCFA Pub. 15-1, §2162.ff involving trusteed funds and captive insurance companies, and §2161.ff involving provider maintained funds in segregated accounts.  Also, Section 2161.B for losses claimed as cost.

c.
Verify that accruals are paid within 75 days after year-end for self-insurance/pooling arrangements.  

d.
For employee health care insurance, ensure that premiums paid for cost reports settled after January 15, 1983, or under appeal on or after January 15, 1983 are allowable cost.  See HCFA Pub. 15-1, §2162.11C.

e.
Ensure overfunding is not included in allowable cost.

f.
Determine that general liability insurance purchased with malpractice remained on W/S A of the cost report.

3.
For limited purpose insurance companies (captives) ensure that premiums are allowed only to the extent of commercial coverage unless there is no comparable alternative, then the actuary determines reasonableness.  See HCFA Pub. 15-1, §2162.2A.
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EXHIBIT B-14


MALPRACTICE INSURANCE
Issue:
To ensure that the provider has properly and consistently handled malpractice insurance during the TEFRA reporting period.

Concern:
Provider may not appropriately identify and eliminate all malpractice insurance cost on W/S A-8.  Additionally, the provider could overstate the Medicare cost allocation based on actual claim experience and may allocate allowable Medicare malpractice to an inappropriate area, i.e., inpatient vs. outpatient vs. subprovider, etc.

Effect of TEFRA Change
In the first year of TEFRA, malpractice insurance cost is not subject to the rate of increase ceiling and, as such, is reimbursed outside both the Section 223 limit and target rate.

NOTE:
Effective October 1, 1983, malpractice cost becomes an operating cost and is not treated separately as in the first year of TEFRA.

Preaudit Tests
1.
Compare the current year's W/S A-8 malpractice premium and/or self-insurance fund contribution cost elimination with that of the base year cost report.  

2.
Assure that the loss experience of preceding years are consistently reported on the base period and TEFRA cost reports.

3.
Malpractice premiums should be eliminated from the trial balance of expense on Form HCFA-2552-83, Worksheet A-8 and transferred to Worksheet D-8 for Medicare apportionment.

4.
Ensure that accruals or estimated losses are not allowed in apportionment of premiums in year of loss decision.  Payments made each year are considered a loss.

5.
Ensure that Medicare charges as used to allocate allowable Medicare cost on W/S D-8 agree with charges reflected on other cost report worksheets.

6.
Note all exceptions as identified in steps 1 through 5 and refer to field for audit resolution.

Audit Emphasis
1.
Analyze all insurance accounts in the general ledger and verify actual malpractice insurance cost attributable to commercial and/or self-insurance contributions.

2.
Ensure that comprehensive liability insurance is included in A&G for apportionment.
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3.
Ensure that malpractice insurance attributable to interns and residents is appropriately included as part of hospital malpractice insurance and treated accordingly on W/S A-8 and W/S D-8.

4.
Verify if malpractice paid losses used on W/S D-8 agree with the provider's source documents and/or insurance carrier records.

5.
When the national ratio is used to apportion cost, verify that loss data cannot be obtained.

6.
Ensure that the directly assigned malpractice costs are properly reflected on W/S D-8.
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EXHIBIT B-15


RELATED ORGANIZATION
Issue:
To determine that only the allowable patient related costs of services, facilities and supplies furnished the provider by a related organization are included in the cost report, at the cost of the related organization.

Concern:
The provider may be including related organization fees, charges, budgeted estimated costs rather than actual cost, or the costs included may be artificially inflated through tier management fees or nonreimbursable costs.

References:
CFR Title 42, Subpart D, 405.427; HCFA Pub. 15-1, §§1000ff. and 2150.

Preaudit Tests
1.
Determine through a review of available documentation (HCFA 339, HCFA 2552-83, permanent file, financials) if related organizations can be accounted for in the current cost report.  The extent of involvement should be documented with:

a.
Lease agreements

b.
Management contracts, extent of ownership and control

c.
Consultant contracts

d.
Purchasing contracts

2.
During the review, determine if allowable cost can be defined without audit.

3.
When reviewing related organization contracts watch for:

a.
Tier management arrangements that use fees as allowable cost.

b.
Reasonableness of fees based on duties and basis of calculation.

Audit Emphasis
1.
Document known arrangements and review for allowable cost.

2.
Be alert for unknown related organization relationships.

3.
Determine if the capital-related cost flowing from the related organization has been properly included in the provider's capital-related pass-through cost.
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EXHIBIT B-16


PLANNING AND START-UP COSTS
Issue: To ensure that planning and start-up costs were properly treated in the TEFRA year.

Concern:
 Providers will attempt to expense planning costs in the TEFRA year rather than capitalizing them as part of the asset.  Also, providers may attempt to expense all start-up costs in the TEFRA year.

On the other hand, the incentive may be the opposite under TEFRA:

o
If the provider is under the limit, capitalizing increases the incentive payment and allows a pass-through.

o
If the provider is over the limit, capitalizing allows a pass-through where expensing gives benefit only to outpatient.

o
For proprietary providers, capitalizing increases return on equity.

Preaudit Tests:

o
Review the comparative analysis of the working trial balance to determine if there were significant increases in departmental salaries, utility costs, etc.  Increases may indicate that start-up costs were expensed because of the addition of new services or the expansion of existing services.

o
Scan the statistical page of the current and prior period cost reports noting any changes in the number of beds.  An increase may indicate that start-up cost was incurred.

o
Review the prior year balance sheet to determine if the provider had construction in progress.  If so, examine the current year balance sheet to determine if there was a decrease or elimination of this amount which may indicate that start-up cost was incurred.

o
Scan the working trial balance to determine if there has been a significant increase in the "Miscellaneous A&G" subaccount.  Such an increase may indicate that planning costs were expensed because of the addition of new services or the extension of existing services.

Audit Emphasis:

o
Obtain explanations from the provider for all  preaudit exceptions noted. 

o
Verify the explanations through tests of source documents such as invoices and work assignment sheets.
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EXHIBIT B-17


CORPORATE REORGANIZATION
Issue: Identification of nonallowable reorganization cost which may artificially inflate capital costs and allocations.

Concern: That reorganizations may occur in order to maximize reimbursement through shifting of costs and/or capital determinations.  However, valid reasons for a provider reorganization do exist; therefore, reorganizations which meet regulatory requirements are permissable regardless of their impact on reimbursement.  (See §§4500ff.--Change in Ownership.)

Preaudit Tests:

o
Review the permanent file (e.g., board minutes) for reorganization planning in process and implementation of reorganization.

o
Review the current financial statements (i.e., notes and opinion) for any indication of reorganization.

o
Scan selected working trial balance and subsidiary accounts (e.g., A&G, legal , consulting, management, licensing fees) observing significant increases  attributable to a reorganization.

o
Review the Provider questionnaire (HCFA Form-339) for an indication that a reorganization may have taken place.

Audit Emphasis:

o
Obtain copies of the organization chart, chart of accounts, tax returns, internal audit questionnaires and CPA's management letter noting any changes associated with a reorganization.

o
Review board minutes noting the form and date of the reorganization.  Also, identify any services (legal, consulting, accounting, in addition to salary and fringe benefits of key provider personnel who were involved with the reorganization) and ensure that they are removed from allowable costs.

NOTE:
If there are no indications of corporate reorganization, teminate audit effort.

o
Review management contracts noting changes associated with a reorganization.

o
Review job description/functional statements of selected departments for changes attributable to a reorganization.

o
Analyze, in-depth, identified trial balance accounts for reorganization costs.
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6.
If any new legal entities are created, obtain their Charter, articles of incorporation, by-laws and list of Board of Directors.

7.
Ascertain if any of the new entities are doing business with the provider; if so, there may be a related organization involved.  Also, where did the monies come from to create these other entities?  Usually, but not always, the hospital will donate funds (such as funded depreciation) to create the new entity.

8.
If new legal entities are created, obtain the corporate organizational chart.

Commentary
During the review of the reorganization costs, give specific attention to the handling of the following items:

1.
Revaluation of assets.

2.
Relifing of assets, and write-off of net book value of assets donated to newly formed corporations.

3.
Refinancing of assets, and

4.
Allocation shifts.

Rev. 13
2-103

4199 (Cont.)
GUIDELINES FOR PERFORMING PROVIDER AUDITS
07-85


EXHIBIT B-18


RETURN ON EQUITY CAPITAL
Issue:
To determine the reasonableness of the computed return on equity capital filed by proprietary providers.  

Concern:
The provider's return on equity capital must be computed on the allowable net equity as determined by the provisions of HCFA Pub. 15-1, §1200.  Also, for those providers that are part of a chain organization, an allocated share of home office equity (or negative equity) must be included in the provider's computation of allowable return on equity capital.  Patient care investments must include only those assets and liabilities that are necessary and proper and consistent with prior year's reporting.

References:
CFR Title 42, Subpart D, 405.429; HCFA Pub. 15-1, §1200ff.

Preaudit Tests
During the review, consider:

a.
Is the provider correct in claiming equity capital?

b.
Reconciliations of significant changes in balance sheet accounts to determine if operations changes have occurred.  See Balance Sheet for Computation of Equity Capital, Form HCFA-2552-83, Supplemental Worksheet F, Part I.

c.
Items that are nonpatient related care assets or the exclusion of patient care liabilities on the equity capital balance sheet.  See HCFA Pub 15-1, §1200ff.

d.
The 1.5 times equity rate of return for inpatient hospital services applies to cost reporting periods beginnning prior to April 20, 1983.

(The reduction is reflected in the rate of return.)

e.
Supplemental W/S F, Part I, line 54 excludes pooled equity in home office investments.  Include it in Supplemental W/S F, Part II, column 9.

Audit Emphasis
1.
Document provider's reported balance sheet amounts as indicated in the preaudit review.

2.
Verify if the correct equity rate of return was utilized.
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EXHIBIT B-19


HOME OFFICE COST ALLOCATION
Issue:
To ensure that the allocation of home office pooled costs related to nonreimbursable activities are properly excluded from provider costs.

Concern:
That the current method of allocating pooled home office costs results in an overstatement of reimbursable home office costs.  Home office pooled cost is allocated to the patient care facilities, owned and managed, and the nonpatient care entities on the basis of accumulated costs per the Trial Balance.  Field audit review of individual provider's costs generally results in significant decreases to this accumulated cost.  Therefore, the provider's home office cost allocation should be limited to the amount related to allowable provider activities (i.e., allowable accumulated cost).

Both owned and managed facilities can be reimbursed by Medicare for allocated costs.  However, there may be an incentive to improperly inflate accumulated costs of owned patient care facilities in order that less home office cost will be allocated to managed facilities and nonpatient care entities.

References:  42 CFR 405.427 and HCFA Pub. 15-1, §2150, Form HCFA-339, Item M 

Preaudit Tests
1.
Compare accumulated cost per audited home office cost statement to allowable accumulated cost per audited provider cost report.  Comparison may be made to unaudited home office cost statement where audit has not been performed or completed.

2.
Obtain the allocation of pooled cost from the audited home office cost state​ment. This represents pooled home office costs attributable to pro​vider operations. Provider operations include allowable and nonallowable functions; therefore, home office costs should be allocated between them.  If nonreimbursable cost centers have been set up for all nonallowable costs, there is no problem since the allocation of home office cost will be subsequently allocated to other cost centers based on accumulated costs.  However, where nonallowable cost has been removed from the cost report through W/S A-8 adjustments, the allocation of home office cost is not subsequently allocated to these nonallowable activities.  Therefore, the cost report must be adjusted to establish the nonallowable cost center along with the distribution of the audited allocation of home office cost.

Audit Emphasis
1.
Ensure operating costs are not reported as pass-through costs.

2.
Ensure audited home office costs are available or adjust to the prior period’s allowable costs.

3.
Ensure that accrued costs are liquidated within 1 year unless the hardship exception is met.
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EXHIBIT B-20


HOME OFFICE COST AND EQUITY

(Applies to Home Office Designated Intermediary)

Issue:
To determine that allocable home office cost and equity includes only amounts related to patient care.

Concern:
The home office may allocate costs and equity unrelated to patient care or in a manner which inappropriately maximizes reimbursement.

References:
CFR Title 42, Subpart D, 405.427, 405.429; HCFA Pub.15-1, §§1200ff and 2150, Form HCFA-339, Item M

Preaudit Tests
1.
Review permanent files for the following information:

a.
Chart of accounts and organizational chart.

b.
Listing of all chain components, affiliates, and subsidiaries showing relationship to home office.

2.
Ensure that the beginning equity balance ties into prior year's ending balance and that equity is claimed in accordance with Medicare policy.

Audit Emphasis
1.
Review copies of documents concerning any acquisitions or disposals of chain components.

2.
Read Board minutes for any action affecting determination of equity capital.

3.
Review assets which the home office claims as capital-related costs and the methodology for allocating these costs to individual providers.

4.
Review the following issues for possible nonallowable items:

a.
Loans and amounts receivable from chain components and stockholders

b.
Invested funds

c.
Assets leased to the chain components

d.
Investment in stock of subsidiaries

e.
Funded depreciation amount

f.
Assets held in anticipation of expansion

g.
Noncompetition agreements

h.
Assets not related to patient care

5.
Ensure that all assets and liabilities which relate to management services rendered to other organizations have been directly allocated to those nonallowable cost centers.
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6.
Determine if any loans have been made to officers for assistance in the purchase of stock.  Exclude these amounts from assets.

7.
Eliminate all inter-company balances prior to the computation of equity capital.

8.
Determine whether the home office has properly offset against interest expense the actual investment income received, as well as the net profit/loss from investments in nonpatient-care related activities.
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EXHIBIT B-21


PAYMENTS BY PRIMARY PAYERS, WHERE MEDICARE IS SECONDARY PAYER

(NOTE:  This Exhibit is effective with the date of issuance of this revision.)

Issue:
Payments by primary payers, where Medicare is the secondary payer and has a residual liability must be correctly stated in the cost report.

Concern:
Providers have patient records indicating credit balances.  In most instances, this has occurred because the hospital billed both Medicare and another third party payer when the latter is the primary payer.  Payment was made by the insurance company and credited to the patient's account in addition to the Medicare primary payment.  The amounts collected are to be returned to Medicare.

This applies to (1) automobile medical, no fault, or any liability insurance, (2) employer group health plans where individuals are entitled to benefits solely on the basis of ESRD, (3) employer group health plans for employed beneficiaries and their spouses age 65 to 69, and (4) workers compensation.

The payments to be included on the cost report are all payments by primary payers which are not accepted by the provider as payment in full and for which Medicare has a liability on the bill.  However, the amount on the cost report must not include any primary payer payment which satisfies the beneficary's Medicare deductible or coinsurance.  (See HCFA-Pub. 13-3, §§3680-3685).

Audit Emphasis
Payments must be included on HCFA Form-2552-83, Worksheet E, Line 17.  (See Instructions - HCFA Pub. 15-2, Chapter 12.)

1.
Review provider accounts receivable for Medicare patient credit balances.

2.
Test that only data for primary payer claims, where Medicare has a liability, are included in the cost rpeort.  This includes all covered charges, days, primary payments (except for deductibles and coinsuance), interim payments to providers, less refunds from providers or beneficiaries where Medicare originally paid the full bill.
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EXHIBIT B-22


ADVERTISING
Issue: To determine that advertising costs, consulting costs, public relations, promotion, and marketing costs include only amounts related to furnishing covered services to Medicare beneficiaries.

Concern: Many providers are incurring consulting costs relative to the area of marketing studies or community relations costs.  They are moving beyond public relations into marketing activities related to maintaining a competitive edge and increasing patient utilization.  Costs of these activities are much greater now than in the past.  Review these costs in accordance with PRM Part I §2136.  Some examples of unallowability are:

o
Cost of advertising, by a provider to the general public, which seeks to increase patient utilization including:

-
Boasting of low mortality rates;

-
Newspaper, billboard, radio, or television commercials to persuade one to seek a specific treatment or operation; and

-
Catchy jingles on radio or television to influence a choice of health care providers.

o
Health care consultant costs to:

-
Determine primary and secondary service areas including demographic and epidemiological characteristics

-
Determine the development of satellite physician offices, or the development of a medical office building

-
Recommend the basis for development of a foundation, ways to enhance provider investment income, and the provider relationship with governmental health departments

-
Analyze community needs for provider and related health care programs and facilities with estimates of requirements for the immediate future and longer range, i.e., demonstrating a look at the provider today and the need to build up the census or market position; and

-
Analyze establishment of wellness programs or fitness centers.
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Audit Emphasis:

o
Prepare an analysis of the cost charged to the advertising, consulting, public relations, promotion and marketing accounts.  These costs are usually found as subaccounts in the A&G account.

o
Ask the provider representative who its vendors are for advertising, consulting, public relations, promotion, and marketing.

o
Relative to the above response, the provider vendor records may be kept alphabetically; pull the invoices and supporting data for analysis  and testing.  If records are not kept alphabetically, select a representative sample of expenditures for review and testing.

o
Determine if costs are allowable in accordance with the above examples and with PRM Part I §§2136ff.
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EXHIBIT B-23


MEDICARE BAD DEBTS
Issue:  The objective is to obtain accurate data concerning the amount of Medicare bad debts for reimbursement purposes.

Concern:  Medicare Bad Debts for deductible and coinsurance are reimbursed as a pass-through cost.  Since they have a direct dollar for dollar effect upon the provider's reimbursement, there is an incentive to claim bad debts before they become worthless and to claim other than Medicare bad debts.

References:  PRM Part I Chapter 3, §308 

Audit Emphasis:
As part of the cost report audit and settlement:

o
Obtain a bad debt listing that contains all the data necessary to perform an adequate review.  This includes:  

o
Beneficiary's name
o
Amount of Debt

o
Account Number
o
Deductible and coinsurance amount

o
Date of first bill
o
Amount paid by beneficiary

o
Date of write-off

o
Use statistical sampling techniques for testing bad debt listings for both Part A & B.  As an example, stratify accounts with large balances and then select every 10th item.  These items are your test sample.  For sampling methodology for use in error rate projection and adjustments see §4116.

o
Test the bad debts to ensure that:

-
Amounts claimed as Medicare bad debts are only for Medicare deductibles and coinsurance for provider services.  

NOTE:
When the hospital fails to charge patients for deductibles or coinsurance, the amounts cannot be claimed as bad debts.

-
Bad debts attributable to the portion of an ESRD patient's bill subject to the composite rate are separated from the other hospital bad debts.

-
After reasonable and customary attempts to collect the bill, the debt remained unpaid more than 120 days from the date the first bill was mailed (unless the patient was deemed indigent). If the debt is written-off on the provider's books 120 days after the date of the bill and then turned over to a collection agency, the amount 
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cannot be claimed as a bad debt on the date of the write-off.  It can be claimed as a bad debt only after the collection agency completes its customary collection effort.

-
The criteria in PRM Part I §312 was applied where indigency was used as a basis for the write-off.

-
Reasonable collection efforts were used to collect the deductible and coinsurance amounts.

NOTE:
To be considered reasonable, a provider's effort to collect Medicare deductible and coinsurance amounts must be similar to the effort to collect comparable amounts from non-Medicare patients.  Reasonable collection efforts must involve the issuance of a bill on, or shortly after, discharge or death of the beneficiary to the party responsible for the patient's financial obligations.  This may include third party payers such as the beneficiary's estate, Medicaid, or a private insurance company.  It includes other actions such as subsequent billings, collection letters and telephone calls or personal contacts with the party, which constitute a genuine, rather than a token, collection effort.  The provider's collection effort may include using, or threatening to use, court action to obtain payment. In addition, a collection agency may be utilized.  Documentation of the provider's collection efforts must be in the patient's file, e.g., the bill(s), follow-up letters, reports of telephone and personal contact.  Where the patient's records are stored electronically, the file must indicate the charges, the billing date, to whom and the number and date of follow-up billing and letters.  

o
Ensure that allowable bad debts do not include deductibles and coinsurance amounts required to be paid by Medicaid or other third parties.

o
Review other income items on Worksheet G-3 of Form HCFA-2252-85 or the provider's working trial balance to determine whether recoveries of prior year(s) bad debts are shown.  If shown, determine whether any amounts were applicable to Medicare patients.

If Worksheet G-3 and the provider's working trial balance do not show this information, review the provider's system of recording bad debt recoveries.   If this review indicates that some prior year bad debts were recovered in the current year, determine the Medicare portion.

NOTE:
The Medicare recoveries should be offset against the current year's reimbursable cost (Form HCFA-2552-85, Worksheet E, Part A, line 13 or Worksheet E, Part B, line 25B) to the extent that these Medicare bad debts were reimbursed in prior periods.  (See PRM Part I §316.)
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