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4200.
BACKGROUND

The Medicare prospective payment system for inpatient hospital services is effective for cost reporting periods beginning on or after October 1, 1983.  Details of the prospective payment system are described in the Provider Reimbursement Manual, Part I (HCFA-Pub. 15-1), Chapter 28.  Prior to the implementation of the prospective payment system, fiscal intermediaries must determine target amounts for payment to hospitals.  An essential portion of that work includes the determination of the correct inpatient operating cost for each hospital.  These determinations must be made for each hospital prior to the hospital's first cost reporting period under the prospective payment system.  The determinations are made using the following:

A.
The hospital's base period cost report,

B.
Supplementary information supplied by the hospital on Form HCFA-1008,

C.
The audit of the base period cost report and supplementary information,

D.
Other information available to the fiscal intermediary, and

E.
Form HCFA-1007, (the worksheet for the target amount computation).

Fiscal intermediaries are required to establish as their highest priority the determination of target amounts for each hospital before each hospital comes under the prospective payment system.  Under most circumstances (see HCFA Pub. 15-1, chapter 28 for exceptions),  the following schedule is applicable to the target amount computation:

Base


Period
Supplementary
Prospective

Information
Date
Hospital

Base
Cost
on Form
Notified of
Payment

Period
Report
HCFA-1008
Target
System

Ends
Due
Due
Amount
Begins
09/30/82
12/31/82
6/15/83
8/15/83
10/1/83

10/31/82
01/31/83
6/15/83
09/1/83
11/1/83

11/30/82
02/28/83
07/15/83
10/1/83
12/1/83

12/31/82
03/31/83
07/31/83
11/1/83
01/1/84

01/31/83
04/30/83
07/31/83
12/1/83
02/1/84

02/28/83
05/31/83
07/31/83
01/1/84
03/1/84

03/31/83
06/30/83
07/31/83
02/1/84
04/1/84

04/30/83
07/31/83
08/31/83
03/1/84
05/1/84

05/31/83
08/31/83
08/31/83
04/1/84
06/1/84

06/30/83
09/30/83
09/30/83
05/1/84
07/1/84

07/31/83
10/31/83
10/31/83
06/1/84
08/1/84

08/31/83
11/30/83
11/30/83
07/1/84
09/1/84
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Failure on the part of any fiscal intermediary to determine the target amount for each hospital subject to the prospective payment system and to notify the hospital of the determination by certified mail on or before the last date for such notification is unacceptable.  The task of determining the target amount for each affected hospital and making timely notification to each hospital is an absolute requirement that takes precedence over any other duty, activity, or requirement of the fiscal intermediary's audit and reimbursement function.

Distribution of hospital fiscal year ending dates and number of hospitals serviced varies within and among intermediaries.  Also, as indicated by the preceding chart, the amount of time to complete the process with respect to a hospital varies according to the beginning date of the hospital's first reporting period under the prospective payment system.  Because of the unusual time restrictions, considerable flexibility is essential for successful management of fiscal intermediary processes and resources.

4202. 
TARGET AMOUNT DETERMINATION PROCESS

The following steps and considerations are common to the target rate setting process.

4202.1
Audit Activity Planning
A.
Inventory Hospitals Serviced.--Fiscal intermediaries are to develop an inventory of hospitals serviced.  The key elements in the development of this listing must include but are not limited to the following:

1.
Identify which hospitals are subject to the prospective payment system, and which hospitals are exempt.

2.
Identify the starting date under the prospective payment system for each hospital.

3.
Identify which hospitals are members of chain operations.

4.
Identify any factors which may adversely influence the intermediary's ability to audit.

B.
Notification to Chain Home Office Intermediaries.--The local intermediaries are responsible for notifying the chain home office intermediaries of their needs for audited home office financial data.  To provide for audit planning at the home office intermediary level, this notification should be made as soon as possible, even under the circumstances where a provider base period audit may be waived in accordance with §4202.1C.  Notification to the home office intermediary should be made in the form of a Request for Audit under the terms of Prospective Payment for Inpatient Hospital Services and must include the following:

1.
Provider name and number,

2.
Provider base year cost reporting period,

3.
The date the provider begins prospective reimbursement,
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4.
The date by which the audited home office data must be made available to the local intermediary (no later than 15 days prior to the provider notification date),

5.
Identification of the different chain home offices affecting the base period where there has been a change of ownership,

6.
The provider's Medicare utilization (percent of Medicare costs to total costs and the percent of Medicare discharges to total discharges), and

7.
Chain home office cost and equity capital included in the Medicare cost report, if available.

If a provider's base period cost report is affected by multiple home office cost statements which are serviced by different intermediaries, each home office intermediary must be notified:

1.
The chain consists of multiple offices with separate cost statements (e.g., home office and regional office reports).

2.
Two separate chains have allocated costs into the base year cost report (e.g., where a sale of stock occurred during the period).

If the home office intermediary is unknown or not designated, contact the Health Care Financing Administration, Division of Operations, Bureau of Program Operations, Attention:  Anne Sauer (301-594-6708), immediately to find out the identity of the home office intermediary.

C.
Plan Hospital Audits
1.
Intermediaries are to develop planning tools (which will include the Audit Priority Matrix) for prioritizing their providers for base period audits.  To meet program objectives, intermediaries are no longer required to base the audit/no audit decision on existing policies and procedures.  The objective is to audit all hospitals except where all of the following situations prevail:

a.
There are no obvious indications that audit is necessary.

b.
The hospital has been field audited for one of the three cost reporting periods before the base period.

c.
The last audit of the provider resulted in no substantial adjustments (less than $1,000 in Medicare settlement).

d.
The hospital had less than 10% utilization (i.e., Medicare patient days are less than 10% of total patient days).

e.
The hospital had fewer than 100 Medicare discharges during the base period, and
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f.
Base year costs did not increase more than 10% over prior year cost.

2.
Resource Management.--To insure all program objectives are met, intermediaries should:

a.
Evaluate their current audit and reimbursement processes to determine if those processes can effectively achieve the objectives necessary for the establishment of the target rate under the prospective payment system.

b.
Appraise personnel resources which will be needed to accomplish those objectives.  Appraisals should include, but are not limited to the following:

(1)
Professional staff.--Determine whether staff resources are adequate to handle planned audits and/or manage contracts.

(2)
Clerical Staff.--Review needs during projected periods of high work concentration for overtime allocation and/or additional personnel.

(3)
Subcontracts.--Review resources available under contract to assure that these resources will meet the fiscal intermediary needs to complete the base period reviews on a timely basis.

(4)
Other Resources.--

a.
Terminals for ADR Systems.--Determine whether terminals are sufficient to meet time constraints.

b.
Space.--Determine whether space is available to house staff working on the prospective payment system.

c.
Travel Funds.--Determine whether adequate travel funds have been allocated toward this effort.

c.
Intermediaries should determine in their review of their provider inventory and resources, the total dollar impact and the time periods when those resources will be required.

d.
Intermediaries are to prepare a work plan of their provider inventories and resources for accomplishing the audit.  These plans are to be reviewed by the HCFA regional office for concurrence and audit funding.

4202.2
Pre-Audit Review - General.--The normal requirements for pre-audit activity (as specified in §4100ff and §4104ff) are suspended for the duration of the period of high intensity review necessary to generate the target amount for each hospital subject to the prospective payment systems. In place of those requirements, the pre-audit activities described in this section may be used for the purpose of developing the scope of work necessary to determine each hospital's target amount during the review of the base period cost reports.  If the intermediaries believe that their pre-audit review will more accurately develop the scope of audit specified in the standards for the development of the audit scope portion of this section, then they may substitute their review in place of the one described herein.
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The pre-audit review is a preliminary analysis of the cost report and the provider's background to determine the extent of field audit necessary.  It is intended to create and document an immediate awareness for (1) changes in provider's operations (2) issues open from prior reviews, (3) referrals from previous audits, and (4) potential base year adjustment items requiring verification.  The reviewer will have available for the pre-audit review the following items:

a.
Cost Report

b.
Questionnaire on Changes in Provider's Operations

c.
Automated Desk Review

d.
Provider Permanent Reference File

e.
Working Trial Balance

f.
Financial Statements (where available)

g.
Prior Years Audit Notes and Audit Adjustments

h.
Current Appeal Issues (provider's and national issues)

i.
Form HCFA-1008

A.
Pre-Audit Activity.--The following steps are recommended for the performance of the pre-audit review:

1.
Evaluation of Questionnaire on Changes in Provider's Operation.--Questionnaires on changes in provider's operations are presently used to update the permanent reference file.  (Presently, fiscal intermediaries use a variety of questionnaires of their own design which have been approved for use by the Office of Management and Budget.  The questionnaires should be used until HCFA issues a standard questionnaire.)

Whenever a change does occur, the provider submits a copy of the appropriate supporting documentation according to the submission requirements established with the intermediary.  In this way,  the intermediary is alerted to changes occurring at the provider which impact reimbursement. The professional reviewer will use the questionnaire to become more familiar with the provider's operation and general profile and to more effectively identify problem areas and determine the direction of the field audit.

(NOTE:  During this period of high intensity audit, the requirement for the updating of the permanent reference file will be relaxed.  The permanent reference files will be updated after the rates are determined (in final) for the prospective payment system.)

2.
Evaluation of Comparative Analysis Data.--Review the comparative analysis generated by the Automated Desk Review.  The purpose of performing a comparative analysis is to determine those cost report items that appear to warrant further consideration.  Variances could exist as dollar variances, statistical variances, and per diem or per visit variances.  A comparative analysis is made between the current and
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prior reporting periods.  Variances in excess of a predetermined percentage and/or amount of increase or decrease (tolerance) will be the criteria for noting exceptions.  Also, the materiality of the variance will be a determining factor as to whether the variance warrants additional audit effort.

Intermediary decisions as to the materiality of a particular variance will be accepted and supported by HCFA if:

a.
The definition of materiality is clearly established by the intermediary, is documented, and is communicated to all staff,

b.
The materiality concept as applied is reasonable under the existing circumstances, and

c.
That concept of materiality is applied consistently.

If the variance of a particular cost item exceeds the established tolerance, but the intermediary determines that the variance is immaterial, the determination should be explained in the workpapers.

The following types of comparative analyses may be helpful in the scoping of the audit:

a.
Comparative Analysis of Patient Service Cost.--These comparisons are on costs giving effect to utilization (e.g., worksheet C gives effect to cost to charge comparisons).  These are made in order to determine those cost centers that incurred significant variances between current and prior years and warrant further professional review.  The reference table shown below should be followed when making the comparative analysis:

FORM HCFA-2552-81

Worksheet
Column
Line


C
2
All

C
8
30a

C
10
30a

D(Hospital)
7
28

D(Hospital)
8
28

D-1 Part 1
1
19

D-1 Part 1
2
19

D-1 Part 1
3
19

D-1 Part 1
4
19

D-1 Part 1
1
32

D-1 Part 1
2
32

D-1 Part 1
3
32

D-1 Part 1
4
32

D-1 Part 1
1
34

D-1 Part 1
2
34

D-1 Part 1
3
34

D-1 Part 1
4
34
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D-1 Part 1
3
39

D-1 Part 1
3
40

D-1 Part 1
3
41

D-1 Part 1
3
42

b.
Comparative Analysis of Cost Allocation.--A comparative analysis is made of cost allocation to determine that reasonable consistency with the prior period exists.  This is accomplished through performing the three basic steps below:




1.
Sequence of Allocation.--The sequence of allocation for the current period is compared to that of the prior period.  Any deviation from the sequence provided for on the official HCFA form or any change in sequence occurring in the current period should be referred for further review to consider items such as whether prior approval was obtained from the intermediary for allowing a sequence change.  If the sequence changes in the current period, then the actual cost allocation of the cost report item affected is compared to determine the effect(s) of such change.  If the allocation sequence is consistent with the prior period, then the review will proceed to the next function.  The following reference table is followed when making the comparative analysis of the allocation sequence:


FORM HCFA-2552-81


Worksheet
Column
Line



B
Cost Center
1-20



2.
Allocation Basis.--The basis of allocation for the current period is compared to those of the prior period for consistency.  Any changes to allocation basis should be referred for further review to consider items such as prior approval from the intermediary to allow the change.  If an allocation basis changes in the current period, then the actual cost allocation of the cost report item affected is compared to determine the effect(s) of such change.  If the allocation bases are consistent with the prior period, then the review will proceed to the next function.  The following reference table is followed when making comparative analysis of allocation bases:


FORM HCFA-2552-81




Worksheet
Column
Line

B-1
2-20
"headings"



3.
Allocation Statistics.--The statistics used to allocate costs for the current period are compared to those of the prior period for consistency.  The following reference table is followed when making comparative analysis of allocation statistics:
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FORM HCFA-2552-81






Worksheet
Column
Line





B-1
2-20
2-78

c.
Comparative Analysis of Whole Dollars.--A comparative analysis is made of costs prior to allocation on whole dollar amounts.  The purpose for these comparisons is to isolate possible causes for significant variances noted from the analysis of patient service cost and cost allocation; and to determine if there are significant offsetting variances that had no net effect on the prior analyses but warrant further review.  The reference table shown below is used to make the comparative analysis of whole dollars:


FORM HCFA-2552-81






Worksheet
Column
Line





A
1
All

A
2
All

A-1
1
All

A-1
2
All

A-1
3
All

A-1
4
All

A-1
5
All

A-1
6
All

A-2
2
All

A-2
3
All

A-2
4
All

A-2
5
All

A-3
1
All

A-4
1
All

A-5
1
All

A-6
2-7
All

A-7
1
All

A-7
2
All

A-7
3
All

A-7
5
All

A-8
2
All

A-8-2
1
A-D

A-8-3 Part I
1
All

A-8-3 Part II
1
All

A-8-3 Part II
2
All

d.
Comparative Analysis of Utilization Statistics.--A comparative analysis is made of utilization statistics.  The results of this analysis is considered together with the results of all previous analyses to assist in making the determination whether significant variances noted are the result of changes in utilization or other factors that warrant examination.  Therefore, the instruction for the computation of
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tolerances (§4202.2A2e) do not apply.  Conversely, this analysis may invalidate the results of other analyses that noted no exceptions.  For example, comparison of the cost to charge ratio in §4202.2A2a may have resulted in no exceptions, indicating that cost and utilization changed proportionately from one period to the next.  Comparisons of utilization statistics may indicate that the presumption is incorrect and that charges were not increased proportionately with costs.  Consequently, this information will assist the professional reviewer in determining the validity of the results implied by other comparative analyses.  The following reference table is followed when making the comparative analysis:


FORM HCFA-2552-81






Worksheet
Column
Line





Page 3, Part II
All
6

Page 3, Part II
All
7

 Page 3, Part III
All
10i

 Page 3, Part III
All
4a

 Page 3, Part III
All
4c

 Page 3, Part III
All
7a

 Page 3, Part III
All
7c

 Page 4, Part IV
All
6

 Page 4, Part IV
All
7

Page 4, Part V
All
6e

Page 4, Part V
All
6c

e.
Instructions for Computing Tolerances.--These instructions are guidelines for reviewing variances which exceed a predetermined percentage or amount of increase or decrease (tolerance).  To determine an acceptable tolerance level, the person performing the pre-audit review should perform the following steps.

(NOTE:  This section is to only be used for the computation of tolerance levels related to cost.)

Obtain the consumer price index (CPI Detailed Report published by the U.S. Department of Labor; it can be obtained from your local public library or from the U.S. Department of Labor) for medical care services as of the end of the provider's prior and current reporting periods.  Compute the CPI from tables 16 or 17 listing the metropolitan area where the provider is located (for those providers not listed in one of the areas indicated on tables 16 or 17, refer to table 25 for the appropriate CPI index).  Add 1 percentage point to the CPI computed increase/decrease to obtain the variance tolerance.

EXAMPLE:  XYZ Hospital, located in Cleveland, Ohio, medical care services tolerance for cost reporting period ending December 31, 1981, is 11.8% plus 1% gives a variance tolerance of 12.8%.
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INDEX POINT CHANGE






CPI 12/81
356.3



Less prior index 12/80

318.8

Equals index point change:

37.5






  PERCENT CHANGE






Index point difference

37.5

Divided by the prior index

318.8

Equals:         0.118



Results multiplied by one hundred

0.118 x 100

Equals percent change

11.8






VARIANCE TOLERANCE






Percent change


11.8

Plus 1 percent

1.0

Equals Variance Tolerance

12.8

Variances exceeding this tolerance are to be reviewed subject to the intermediary's definition of materiality (§4202.2A2).

3.
Evaluation of the Working Trial Balance.--The Provider Reimbursement Manual, Part 2 (HCFA-Pub. 15-2), §306, requires all providers filing cost reports on HCFA-2552 to submit a copy of the working trial balance (WTB) which links the cost report with the provider's accounting records and financial statements.  The Pre-Audit Review of the WTB includes, but is not limited to the following review steps:

a.
Reconciliation of the total expenses shown on the working trial balance to the total expenses claimed on the provider's cost report.

b.
Review of new accounts to determine their allowability for program purposes.

c.
Review of account classifications to assure consistency with prior years.  (If prior year's WTB is available.)

d.
Review of miscellaneous income to determine if necessary offsets were made and to determine the consistency of those adjustments with the prior years.

e.
Review of non-reimbursable accounts to determine if they were properly reflected on the cost report.

f.
If available, the effect of adjustments proposed by the provider's accountant.
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4.
Evaluation of Financial Statements.--Where financial statements are available, they may serve as a direct source for identifying problem areas in the current cost report.  This review process is a search for compliance in applying the principles of reimbursement.  The review of the provider's financial statements includes, but is not limited to, the following:

a.
Review the notes to the financial statements for any unusual items or changes in accounting policy (an example of this could be a change in the provider's capitalization policies or change in method of valuing inventories).

b.
Review the auditor's opinion to determine if there were any qualifications which would have an impact on reimbursement.

c.
Reconcile the total expenses shown on the financial statements with the total costs claimed on the cost report.

d.
Review other income (if separately identified) to determine if necessary offsets were made to the cost report and to determine the consistency of those adjustments with prior years.

e.
Review liabilities to determine if proper adjustments for capital related interest have been made.

5.
Evaluation of Prior Years' Referrals and Audit Adjustments.--The professional reviewer will consider prior year's audit referrals and prior year's audit adjustments for possible applicability to the current cost report.  The purpose is to review the prior year's audit notes and adjustments for awareness and to decide if these are applicable to the current year cost report, if they are identifiable in the cost report and if they are properly reflected there.

6.
Evaluation of Appeal Issues.--The appeal issues to be considered are both those in which the provider is currently involved and national and/or group appeal issues in which the provider is not currently a party but which could possibly apply.  The reviewer will decide after reviewing the current cost report and current correspondence files if the appealed cost items are correctly treated.

7.
Special Audit Issues.--The special issues listed in §4202.2B5 are to be reviewed in order to determine whether field audit is necessary.  Where the intermediary determines that no further review is necessary, the decision is to be documented and further review may be waived.  Where the results of the intermediary review indicates that further effort is necessary, then the intermediary is to refer the issue to field audit. The intermediary is to insure that in all cases the procedures enumerated in §4202.3B, 1 through 4 must be performed.

B.
Standards for the Development of the Audit Scope.--After considering all of the foregoing and properly documenting the analyses through brief notations that these areas have been reviewed and preparing a list of potential exceptions, identify the potential audit issues and set the scope of audit.  In setting the audit scope, ensure that:
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1.
The audits have scope and depth that are commensurate with the additional audit resources made available by HCFA.

2.
The scope and depth are set to obtain maximum effectiveness in use of audit resources, taking into consideration that the results of the audit will be used for three purposes stated in §4202.3A.

3.
Reimbursement issues of special interest with respect to the individual provider are considered in the scope of audit.

4.
The appeal issues reflected in prior reviews of the provider and/or identified in the base period cost report are sufficiently considered in the scope of audit.

5.
The special issues which could influence the base period rate are properly covered with respect to the provider. Further discussion of the issues listed below appear as exhibits later in this chapter.

a.
Capital Related Costs

b.
Medical Education

c.
FICA Tax

d.
Provider Based Physicians

e.
Non-Physician Services Billed Under Part B (Unbundling)

f.
Medicare Discharges

g.
Prepaid Expenses

h.
Inventories

i.
Accruals

j.
Allocation Shifts

k.
Reclassifications

l.
Adjustments

m.
Kidney Acquisition Costs

Some pre-audit tests are positive indicators; therefore, field work should not be undertaken unless tests indicate otherwise. Examples of this would include FICA Tax and Unbundling (See Exhibit 5).

Some pre-audit tests are negative indicators; therefore, field work should be done unless tests indicate otherwise.  An example of this type of testing would be the use of comparative analysis.

4202.3
Performance of Hospital Audits - General.--Audits will be conducted using due professional care.  Intermediaries must continue to meet the requirements for standard field audit programs which clearly state the audit objectives under the prospective payment system and maintain consistency with the scope determined in pre-audit. Accordingly, Audit Performance Priority and Requirements are established as follows:
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A.
Audit Performance Priority.--Base year hospital audits are performed for three purposes: (1) determine the prospective payment system target rate, (2) determine the Tax Equity and Fiscal Responsibility Act (TEFRA) target amount, and (3) settlement of the base period cost report.  Priority must be given to audit issues that will effect prospective payment target rates.

1.
Audits should be completed as soon as possible.

2.
The timely determination of prospective payment target amounts may necessitate deferring some work until after the target rates are set.  Base period operating costs for prospective payment purposes must be determined on a timely basis using the best data available.  However, the resolution of issues not impacting target rate computations (e.g., whether a lease/purchase situation exists) may be deferred until after the target rate is set if such deferral contributes to the intermediaries overall timeliness objective in setting target rates.

Under the best circumstances,  the base year audit will be timed to allow for a review of the Medicare cost report as well as the adjustments claimed on Form HCFA-1008 and will accomplish all three of the purposes listed in §4202.3A.  In some cases, an intermediary may have completed a base year cost report audit prior to the issuance of these instructions and may decide that prospective payment system considerations may not require any further audit work. In those cases, the intermediary must still insure that the procedures enumerated in §4202.3B, 1 through 4, are still reviewed in sufficient detail.  In some audits, an intermediary may not accomplish all three of the purposes of the base year audit.  The basis for intermediary decisions as to the scope of audit appropriate under the circumstances must be documented and reasonable.

 B. 
Audit Performance Requirements.--All audits should be performed in such a manner as to produce the best possible timely determination of allowable, allocable, and reasonable Medicare operating cost for prospective payment system purposes.

The depth of review required to properly perform an audit step is determined using professional judgement of the circumstances encountered.

For the purpose of target amount determinations, some audit procedures will be required in every audit because pre-audit activity may not indicate an exception.  The following procedures are required:

1.
Review the accuracy and propriety of adjusting entries.  This review will include the pre-working trial balance and post working trial balance entries as well as Medicare cost report adjustments and reclassifications.

Rev. 5
3-15 

4202.3 (Cont.)
GUIDELINES FOR BASE YEAR AUDITS
06-83

2.
Review prepaid expenses to insure they have been properly recorded.

3.
Review major purchases for the last 3 months prior to the end of the base year to insure they have been properly recorded.

4.
Review the Medicare discharges to determine their accuracy for rate setting purposes.

4202.4
Target Rate Computation and Notification to Provider.--Upon completion of the field review, the intermediary will perform the following procedures necessary to compute the final target rate:

A.
Accumulate all cost and discharge data necessary to calculate the target rate (include home office cost).

B.
Calculate the rate from data accumulated and when necessary from the best data available.  For appeal type issues, use the last known HCFA position in resolution.

C.
Notify hospitals by certified mail of the rate no later than those time frames prescribed in the schedule presented in the background section of the chapter (§4200).

D.
Review the initial rate calculation giving consideration to any adjustments requested and supported by the provider resulting from its review of the initial notification.

E.
Where the rate changes, issue revised determination of the target rate to the provider by certified mail return receipt requested no later than the day proceeding the first day the prospective payment system goes into effect to that provider.

4204.
INSTRUCTIONS TO HOME OFFICE INTERMEDIARIES

4204.1
General.--Chain home office costs can significantly impact a provider's target rate computation and can materially affect a provider's reimbursement for pass-through items such as capital related costs.  Accordingly, chain home office intermediaries are subject to the protocols described in this section for provider base period audits, as well as the protocols contained in this section which specifically pertain to home offices.
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4204.2
Preparing for Chain Home Office Audits.--

A.
Work Planning and Audit Priority.--All chain home office cost statements relative to provider base periods must be audited.  There will be no exceptions to this rule even where the base period audit for a particular provider has been waived. Chain home office audits are to receive the highest degree of priority as intermediaries prepare audit inventories and audit workplans.  Further, it is absolutely essential that intermediaries recognize their chain home office audit responsibility to properly evaluate their management resource needs.

B.
Requesting Supplementary Chain Office Data.--To aid the pre-audit planning of a chain home office audit, the intermediary may find it beneficial to obtain supplementary data specific to prospective reimbursement from the chain home offices. Form HCFA-1008 has been designed to obtain this data from the providers and will also be used by chain home offices where appropriate.  The primary concerns of the Form HCFA-1008 data which may apply to chain home offices are FICA tax and directly assigned capital costs.  However, depending on a particular chain's accounting policies, it is possible for other items on the Form HCFA-1008 to be applicable.  Because of the variety of fiscal year ending dates of chain member providers, home office intermediaries may need to initiate a request for the submission of Form HCFA-1008 from home offices.

C.
Pre-audit Activity.--In the absence of standardized desk review and other audit scoping procedures, intermediaries will perform,  as usual, those procedures which they have adopted for this purpose.  It is the intent of this manual section to assure that indepth audits are performed for the purpose of calculating base period rates.  An intermediary's pre-audit procedures should include, but are not limited to the following:

1.
Determine from local intermediary notices, the cost statement fiscal periods which must be reviewed.

2.
Ensure timely filing of all home office cost statements and HCFA-Form 1008 supplementary data.

3.
Determine the extent of supplementary information (financial statements, working trial balances, supporting schedules, etc.) which are needed to assist in scoping the audit and obtain this data from the appropriate home office.

4.
Review notes to subsequent year desk review/audit.

5.
Review notes to financial statements.

6.
Review permanent files for items which would affect home office costs and capital.

7.
Review prior year desk and/or field audit adjustments.
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8.
Review prior year summary of exceptions and related workpapers.

9.
Perform a variance analysis.  (Note:  additions/deletions to chain components which would affect variance analysis conclusions.)

D.
Special Audit Issues.--In addition to exceptions noted in the pre-audit process, the intermediary should consider the following issues:

1.
Total Effective Compensation

a.
Owners compensation

b.
Non-owner compensation

c.
Fringe benefits

d.
Employee stock option/purchase plans

e.
Bonuses

f.
Severance pay

g.
Nonpaid worker's - imputed costs

h.
Unusual overtime

2.
Appealable Issues

a.
Acquisition costs

b.
Income tax

c.
Stock maintenance costs

d.
Other

3.
Reasonable Cost Issues

a.
Travel/entertainment

b.
Automobile/airplane

c.
Legal and accounting

d.
Other consulting

e.
Related organization transactions and exceptions

f.
Corporate reorganization

4.
Statistical Method Issues

a.
Functional allocation method

b.
Double allocation method -- health care/nonhealth split

c.
Health care component split

E.
Audit--Chain home office audits must include the following audit features:

1.
Capital related costs must be computed and identified to permit exclusion from the provider target rate.

2.
Other target year adjustments (FICA, medical/paramedical education costs, etc.) which are based on the Form HCFA-1008 must be determined.
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4204.3
Audit Resolution and Transmittal to the Local Intermediaries.--Based on the significance of chain home office costs and capital related costs, it is presumed that chain home office audits for target rate computation will also facilitate final settlement of provider cost reports.  However, there may be instances where an audit would not provide for the provider's final settlement (nonconcurrent reporting periods, audit scope limited to target rate adjustment areas, there is no full period cost statement, etc.). Accordingly, chain home office intermediaries will transmit audit results to the local intermediaries as follows:

A.
Final Home Office Cost Statement.--Where the cost statement has been subjected to a routine finalization process (i.e., the review has been completed), the final revised cost statement may be issued.  This cost statement will be used for both the target rate determination and the final Medicare reimbursement settlement (issuance of the NPR).

B.
Target Rate Determination Only.--Where the cost statement has been processed only to arrive at a best estimate for target rate purposes (i.e., the cost statement review is not finalized for Medicare reimbursement settlement purposes), a target rate determination only notification should be issued to the local intermediary. This notice should identify:

1.
Directly assignable costs (reclassifications to the providers) identifying both capital costs and other costs,

2.
Interest income/expense, identifying both capital-related and general,

3.
Home office costs (functional plus pooled to be included in A&G),

4.
Home office capital-related costs, and

5.
FICA tax and other Form HCFA-1008 supplementary data.

In both cases, transmittal of the final information must be made by the home office intermediary to ensure local intermediary receipt no later than 15 days before the deadline for local intermediary issuance of the provider target rate amounts.

4204.4
Home Office Cost Determination for Nonconcurrent Reporting Periods.--For a nonconcurrent reporting period which is not supported by a filed cost statement, the transmittal sent to the servicing intermediary should provide a formula for estimating/extrapolating the current period amounts.  The formula described below may be used for the purpose of developing the current period home office costs for nonconcurrent reporting periods.  If a fiscal intermediary believes another formula will more accurately develop the current period home office costs for nonconcurrent reporting periods, then it may substitute that formula in place of the one described herein.
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A.
Development of the Amount of Home Office Cost To Be Allocated to Individual Hospitals for Nonconcurrent Reporting Periods.--The following steps are recommended for the development of the formula for estimating the current period amounts:

1.
Audit the base year home office cost statement to determine the proper amount of home office cost to be allocated to each hospital member of the chain.

2.
Determine (from the home office records) the amount charged to each individual hospital of the chain during the period covered by the chain home office cost statement under review.

3.
Divide the amount of audited cost for each hospital (as developed in §4204.4.A.1,) by the amount charged to each individual facility during the period covered by the chain home office cost statement under review (as developed in §4204.4.A.2) to determine the percentage relationship of audited home office cost to estimated home office charges for each hospital member of the chain.

4.
Multiply the percentage developed in §4204.4.A.3 times the amount of home office charges shown on the provider's Form HCFA-2552-81, Worksheet A-8-1 to determine the amount of home office cost to be allowed for the individual hospital for the nonconcurrent reporting period.

5.
For those providers that fail to disclose home office charges on Form HCFA-2552-81, Worksheet A-8-1, develop (from the home office records) the amount charged to that provider during the period covered by the provider's cost report.

6.
Multiply the percentage developed in §4204.4.A.3 times the amount of home office charges as developed in §4204.4.A.5 to determine the home office cost to be allowed the provider for the nonconcurrent reporting period.

B.
Development of the Apportionment Between Cost Pass-Throughs (Capital Related Cost, Medical Education Cost) and the Amount to be Included in the Development of the Target Rate Determinations.--
1.
Develop from the audit of the base year home office cost statement the amount of capital related costs and medical education costs which qualify as cost pass-throughs to be allocated to each member of the chain under the Prospective Payment System for the period covered by the chain home office cost statement under review.

2.
Divide the pass-through amount for each chain member (as developed in §4204.3.B.1) by the audited amount of home office cost for each chain member (as developed in §4204.4.A.1) to determine the percentage relationship between cost pass-through amount to total audited cost allocated to each hospital member of the chain.
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3.
Multiply the percentage developed in §4204.4.B.2 times the amount of home office cost developed in §4204.4.A.4 to determine the amount of estimated cost pass-throughs for each chain home office provider for the nonconcurrent reporting period.

4.
Subtract the amount developed in §4204.4.B.3 from the amount of cost developed in §4204.4.A.4 to determine the amount of home office operating cost for each provider to be included in the determination of the target rate amount.

4206.
DETERMINING THE COST OF ANESTHESIA SERVICES PROVIDED BY NONPHYSICIAN ANESTHETISTS

4206.1
General.--The Deficit Reduction Act of 1984 amended the Medicare prospective payment system (PPS) by changing the cost of anesthesia services provided by nonphysician anesthetists from an inpatient operating cost to a Medicare pass-through. (This amendment is effective for hospital cost reporting periods beginning on or after October 1, 1984 and before October 1, 1987.)  These instructions apply to the direct costs of anesthesia services furnished by anesthesiology assistants on the same basis as they apply to Certified Registered Nurse Anesthetists.  Since this legislative change affects the calculation of the hospital specific portion of the prospective payment rate, the cost of nonphysician anesthetist services included in the base period cost reports must be determined and removed from the target amount calculation.

Review two provider cost reporting periods:

o
Field audit the hospital's base year cost report to determine the cost of nonphysician anesthetist services which are to be excluded from the provider's PPS Hospital-Specific Rate (HSR).

o
Review the hospital's TEFRA (or pre-PPS) cost report to determine the cost of nonphysician anesthetist services which will be used as the basis to estimate interim payments for the nonphysician anesthetist pass-through for the provider's first cost reporting period beginning on or after October 1, 1984.  

Perform the audit determination of nonphysician anesthetist costs (above) whenever possible as part of the audit of TEFRA hospital cost reports.  Where the TEFRA cost report audit has been completed, revisit the provider and conduct the review of nonphysician anesthetist costs.  Field review of nonphysician anesthetist costs should not exceed 16 audit hours. 

Field review may be waived if substantive evidence (e.g., written certification from the provider) indicates that nonphysician anesthetist costs were not included in the hospital's base period cost report and that pass-through reimbursement for nonphysician anesthetist costs will not be claimed by the hospital for its first cost reporting period beginning on or after October 1, 1984.

Recalculate each hospital's HSR to adjust for the cost of nonphysician anesthetist services.  Use the Form-HCFA 1007 process.  

ONLY SALARIES AND FRINGE BENEFITS DIRECTLY CHARGED TO ANCILLARY COST CENTERS NEED TO BE DETERMINED BY AUDIT SINCE THE FORM-HCFA 1007 WILL RE-APPORTION INDIRECT COSTS SUCH AS FRINGE BENEFITS CHARGED TO THE EMPLOYEE HEALTH AND WELFARE COST CENTER.  
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To coordinate the changes in payments to hospitals for nonphysician anesthetist costs, make no interim payments for nonphysician anesthetist costs until the Form HCFA-1007 has been processed and the effect on the HSR determined.  When ready to begin interim payments for nonphysician anesthetist costs, make a comparison of any amounts owed for pass-through versus amounts of DRG payments which were overpaid due to the HSRs not being adjusted to remove nonphysician anesthetist costs.

NOTE:  Federal Standardized Amounts effective October 1, 1984, have been adjusted to reflect the legislative change in nonphysician anesthetist reimbursement.  Accordingly, determine retroactive adjustments based upon the hospital specific portion of the prospective payment rate.

4206.2
Definitions.--The following definitions are for determining the pass-through cost of nonphysician anesthetist services. Apply them consistently in each review.

A.
Anesthesia Services - All services related to the preparation for, the administration of, and the recovery from anesthesia.  Generally, all direct costs attributable to the services of a nonphysician anesthetist may be passed through with no requirement for a strict accounting of the individual's time.  However, if the nonphysician anesthetist is not actively engaged in functioning as an anesthetist, no costs should be passed through.  For example, if an anesthetist is serving in another nursing or administrative capacity, or if the anesthetist is only peripherally involved in anesthesia services, such as in the ordering of supplies, the costs of that individual's services would not be passed through.  The pass-through is intended to apply only to the direct costs of services of individuals who are fully qualified to function as a nonphysician anesthetist and who are actively engaged in functioning in that capacity.

B.
Nonphysician Anesthetists - Certified Registered Nurse Anesthetists and anesthesiology assistants (consistent with applicable State laws) that are actively engaged in functioning as anesthetists.  Include all nonphysician anesthetists employed by the hospital or obtained under arrangement for the nonphysician anesthetist pass-through. However, exclude physician employed anesthetists (42 CFR 405.553 (b)(4)), and interns and residents in anesthesiology who are employed to replace anesthetists (42 CFR 405.421(a)(6)).

C.
Nonphysician Anesthetist Costs - The direct costs (compensation and related fringe benefits) associated with nonphysician anesthetists as defined above.

4206.3
Audit Objectives.--The procedural objectives of each nonphysician anesthetist review are:

To identify the nonphysician anesthetists that worked at the hospital during the PPS base period, as well as the TEFRA (or pre-PPS) cost reporting period;

To verify that each nonphysician anesthetist identified worked in the field of anesthesiology; and

To determine the amount of compensation and related fringe benefits paid to the nonphysician anesthetists which qualify as a pass-through cost under prospective payment.
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4206.4
Audit Steps.--The particulars of a hospital's accounting structure will determine the depth of review necessary to satisfy the audit objectives.  The following audit procedures and steps are guidelines, to be expanded upon as field conditions dictate:

Audit Survey Procedures
A.

Obtain from the provider:

o
A listing of nonphysician anesthetists which it employed during the base period, showing the amounts of compensation and related fringe benefits paid to each;

o
A listing of nonphysician anesthetists who provided services at the hospital during the base period, under arrangement.  Show the amount paid for these services obtained under arrangement;

o
Listings of nonphysician anesthetists, as above, for the provider's TEFRA (or pre-PPS) cost reporting period. Projections may be used to facilitate the determination of interim payments for the nonphysician anesthetist pass-through;

o
Copies of a sample number of contracts used to employ and/or obtain the services of the nonphysician anesthetists listed; and

o
A copy of the hospital's policies regarding the qualifications of nonphysician anesthetists.

B.
Become familiar with the hospital's policies and the provisions of nonphysician anesthetist contracts relevant to the audit objectives.

C.
Review the base period audit program and audit findings relevant to tests of salaries and payroll, and services obtained under arrangement.  Note findings which pertain to salary and benefit amounts, and/or for services obtained under arrangement and the amounts charged to cost centers/departments.

Field Audit Procedures
D.
Trace the nonphysician anesthetists listed by the provider to personnel records or employment contracts to determine if the individuals meet required qualifications.

E.
Document and review the provider's methodology for distributing both the compensation and related fringe benefits of nonphysician anesthetists to the various departments where the compensation is expensed.  

If compensation and related fringe benefits of nonphysician anesthetists are expensed to departments other than the Operating Room, Recovery Room, Labor and Delivery Rooms, or Department of Anesthesiology, review the activities of the nonphysician anesthetists to determine if all their activities qualify for anesthesiology services.  Do not pass-through costs of a nonphysician anesthetist who is functioning in a position outside the field of anesthesiology.
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F.
Trace the nonphysician anesthetists listed by the provider to payroll records to determine the cost centers (Operating and Recovery Rooms, Labor and Delivery Rooms, the Anesthesia cost center, etc.) where salaries were charged.

G.
Trace the amounts paid to nonphysician anesthetists to the providers payroll records.  Where services were obtained under arrangement, trace amounts paid to contract and disbursement records.

Array the cost of nonphysician anesthetist services (determined above) according to the cost center/department to which they apply. 
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