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SECTION 13
APPRAISALS
Regulation Reference:  42 CFR 405.415 through 405.418

GENERAL:
There are instances where historical cost records of depreciable fixed assets are not available or are incomplete.  In such instances, the principles of reimbursement for provider costs provide that an appraisal of the historical cost of the asset made by a recognized expert will be acceptable for depreciation and owner's equity capital purposes.  Before an appraisal is made, the provider must inform its intermediary of its intent and the reason for the appraisal.  The provider must also make the proposed appraisal agreement available to its intermediary.  The intermediary will determine if the appraisal firm qualifies as an expert and whether the proposed appraisal meets program requirements.  If accepted, the appraisal must be performed within the time limits specified in the agreement.  The appraisal of the historical cost of assets should produce a value approximating the cost of reproducing substantially identical assets of like type, quality and quantity at a price level in a bona fide market as of the date of acquisition.  Also, the appraisal should assist in the construction, reconstruction or revision of accounting records to enable the provider to make proper distribution of depreciation expense in Medicare cost reports.  If the appraisal is accepted by the intermediary, the basis for depreciation would be the appraised value of the assets.

OBJECTIVE:
1.
To ascertain that an appraisal was made to determine the proper basis for depreciation where the historical cost records of depreciable fixed assets are not available or are incomplete.

2.
To determine that the provider properly advised its intermediary of its intent and the reason for the appraisal.

3.
To determine that all applicable assets are included as part of the appraised values.

4.
To ascertain that assets were appraised in conformity with Medicare regulations and requirements.

5.
To determine that appraisal cost in excess of the cost basis used for Federal income tax purposes is not allowed under Medicare.

OTHER REFERENCES:
HCFA-Pub. 15-I, §§124, 134 

Cost Report Forms:
HCFA 2552-83 Worksheet A

HCFA 2552-83 Worksheet B
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WP
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DESCRIPTION
AND DATE   
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13.01

Review the provider's asset values established

at the time it entered the program.  If

historical costs of the assets were established

with the use of an appraisal (reconstructed

historical cost), ensure that:

A.
Intermediary's approval has been

obtained.

B.
Request the provider to furnish

adequate information supporting the

appraisal values such as:

1.
Identity of the appraiser.

2.
Letter of acceptance of the

appraisal by the intermediary.

3.
Documentation that asset

inventory, historical (appraised)

values of assets and net book

values as of the date of appraisal

have been ascertained to be proper.

4.
Copy of the appraisal program

and appraisal report.

13.02
Ascertain if the need of and reason for the appraisal were due to:

A.
No historical cost records of depreciable

fixed assets were maintained.

B.
Incomplete records.

13.03
Review the documents involved in the appraisal such as the appraisal agreement, appraisal program and appraisal report to determine the adequacy of the appraisal and the acceptability of the appraised asset values.  In reviewing these documents, perform the following steps:
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A.
Obtain a copy of the appraisal agreement

and determine the following:

1.
The appraisal date and estimated date

of completion;

2.
That the appraisal was performed within

the time limits specified within the

agreement; and

3.
That the scope of the appraisal as

outlined in the proposal was

adequate.

B.
Appraisal Program - Since the condition

of provider asset records varies significantly,

an appraisal program could be comprehensive

or partial.  For instance, a provider may

engage an appraisal firm to appraise a part

of its facility for which no historical

records have been maintained or a provider

may need to have an appraisal made on a

particular class of assets in a specific

identified location.  Review the appraisal

program and determine that it includes

the following:

1.
A physical inventory and listing of

pertinent data for all applicable

assets in use, or in standby status,

at the appraisal date or report

date.

2.
The acquisition cost of each item

or unit of property, including

architects fees, installation

costs, freight, etc.

3.
A classification of each item or

unit of property in accordance with

the most recent American Hospital

Association Chart of Accounts.
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4.
Establishing an estimated useful life

for each asset.

5.
Determining a salvage value for each

asset.

6.
Selecting a depreciation method for

each asset.

7.
Calculation of the depreciation

provisions for the current reporting

period.

8.
Calculation of accumulated depreciation

using an approved basis from the date

of acquisition to the start of the

first reporting period in which

actual depreciation is first claimed

under Medicare.

9.
Calculation of square footage for

each cost center which identifies

all rooms on a floor or within a

building if this was not previously

done by the provider.

10.
A reconciliation of appraisal

results with provider records.

C.
Appraisal Report - Review the appraisal

report and ascertain that it includes a

letter of certification and transmittal

and a listing of assets appraised.

1.
Determine that the letter of

certification and transmittal

includes the following:

a.
Name of provider.

b.
Location of facilities included

in appraisal.
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c.
Appraised date, date up to

which accumulated depreciation

was calculated (if other than

appraisal date) and period for

which current depreciation is

calculated.

d.
Contents of data supplied to

the provider such as summaries,

schedules and plans.

e.
A description of the appraisal

program.  The description should

contain information which is not

readily apparent in the detailed

results such as extent of the

appraisal, depreciation

methods, etc.

f.
Policy for determining 

capitalizable assets.

g.
Depreciation policy in the year

of acquisition and disposal.

h.
Identification of material items

included in the appraisal where

the values of such items were

obtained from outside sources

without independent verification

by the appraisal firm.

2.
Determine that the listings of the

appraised assets include the

following data.

a.
Building location;

b.
Cost center or department;
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c.
Asset description such as

manufacturer's name, model

number, serial number; 

d.
Asset classification;

e.
Historical cost;

f.
Acquisition date;

g.
Estimated useful life to the

provider;

h.
Salvage value;

i.
Depreciation provision for

current reporting period;

j.
Accumulated depreciation provision

at appraisal or other pertinent

date;

k.
Pricing method where necessary

for adequate disclosure, where

more than one method is used

on various assets;

l.
Reconciliations and comparisons

with providers records; and

m.
Square footage and other

allocation basis information for

buildings and cost centers within

buildings.

13.04
If the audit is the initial audit where depreciation was computed based on an appraisal, a review should be made of the appraisal agreement, appraisal program and report.  A limited amount of testing should be done to determine the acceptability of the appraisal values.  From the information obtained by performing audit step
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13.03, select a sample of assets from the

inventory schedules and perform the following

steps:

A.
Determine the asset acquisition cost by

reviewing documents such as vendor

invoices, cancelled checks and contractor

construction completion statements.  If

these documents are not available, ascertain

if the acquisition cost was determined by

the use of other records such as revenue

stamps, board minutes, contracts of purchase

and properly recorded deeds.

B.
Determine if the classification of the item

or property was made in accordance with the

most recent American Hospital Association

chart of accounts.

C.
Ascertain the useful life and salvage value

established for the asset.

D.
Determine the method selected for

depreciation.

E.
Verify the calculation of the accumulated

depreciation from the date of acquisition

to the start of the first reporting period

under Medicare in which actual depreciation

is first claimed.

F.
Verify that acceptable remaining useful

lives were established for depreciation of

the assets.

G.
Determine that the method of depreciation

used in prior years is the same as used

in the appraisal.

13.05
Determine that the following type assets are not included in the appraisal:

5-156
 Rev. 16

13-9


EXHIBIT 13 (Cont.)

12-85
HOSPITAL AUDIT PROGRAM


AUDITOR'S
PROCEDURE
   INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
A.
Fixed assets of a related organization

not used by the provider in rendering

patient care.

B.
Assets acquired in anticipation of

expansion.

C.
Assets held for investment and not used

in the plant operation.

D.
Leased Assets - If such assets are 

included, obtain supporting documentation

to determine the reason for including the

assets in the appraisal and the accepta-

bility of the appraised values.

13.06
There could be instances where depreciable assets were disposed of which would result in a gain or loss or recapture of depreciation.  If any depreciable assets were disposed of, determine that they were treated correctly in the appraisal.

13.07
Obtain a copy of the floor plan and verify that the buildings and square footage as listed in the appraisal ties into the floor plan.

13.08
Where a comprehensive appraisal program was required, the appraisal firm should provide a reconciliation of the appraised assets to the provider's records.  Review the reconciliations to determine if there were significant differences.  If significant differences exist which are not explained in the appraisal report, determine the reason for the difference through discussion with provider personnel.

13.09
For audits performed after the initial audit, ascertain that the appraised values approved by the intermediary were used in the computation of depreciation.
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DONATED ASSETS
13.10
Where assets were acquired through donation and

the fair market value was not established as of

the date of donation, an appraisal of such fair

market value on the date of donation is 
considered acceptable for depreciation and equity capital purposes.  To determine the acceptability of the appraised values, perform the following steps:

A.
Where assets other than constructed assets

were donated, review the pricing source used

to determine the fair market value.  From

documentation reviewed, determine the

acceptability of the appraised value.

B.
Where material, labor and services are 

donated in the construction of an asset, the

asset value is the sum of the appraised cost

of the material, labor or services actually

donated and the incurred cost of the part 

which was not donated.  Review the pricing

source used to determine the fair market

value.  From documentation reviewed, 

determine the acceptability of the appraised value.


PARTIAL CASUALTY LOSSES
13.11
Where a depreciable asset is partially destroyed

or damaged as a result of fire or other casualty,

a reduction of the cost basis (book value) is

assumed to have taken place.  Therefore, the cost

basis of the asset must be reduced to reflect the

amount of the casualty loss regardless of whether 
the loss is covered by insurance.  In instances where an appraisal was made to determine the fair market value of a partially destroyed asset, perform the following steps:

A.
Review documentation to verify the fair  market value before and after the casualty.
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B.
Verify the calculations made in determining  the amount of the casualty loss.

C.
Ascertain if any insurance proceeds were received.  If so, determine if the proceeds were deducted from the amount of the casualty loss to determine the gain or loss.

D.
Ascertain that the allowable portion of the casualty loss was recorded as a deferred charge and amortized over the estimated useful life of the restored asset.


PROPRIETARY PROVIDERS                

13.12
Normally, a proprietary provider will not need

an appraisal of depreciable assets since its 

Federal tax return and supporting records will

show the historical cost basis of its assets.

However, where an appraisal is necessary because the Federal tax records do not adequately reflect the cost of the facility for Medicare purposes, the intermediary will recognize the appraised cost for Medicare reimbursement.  To determine the acceptability of adjustments made to the asset basis as shown on the Federal tax return perform the following steps:

A.
Obtain a copy of the tax return and

compare the basis of depreciation to the

appraisal report.  If the basis for

depreciation based on the appraisal

exceeds the basis as shown on the tax return, determine the reason for the difference.

B.
Where there is a difference, determine if

any assets are still in use that were

originally charged off as expense or if

there are assets fully depreciated for

Federal income tax purposes that are
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still in use.  Under these circumstances,

Medicare will recognize for depreciation

purposes an appropriate adjustment to

the income tax valuation.

C.
If an adjustment is made to the income

tax valuation, verify the accuracy

of the adjustment.

D.
Costs in excess of the cost basis used

for Federal income tax purposes will not

be recognized under Medicare (except as

discussed above). Therefore, a redetermi-

nation of historical cost must be made

under the following conditions:

1.
Where the intermediary approved an

appraisal which resulted in 

establishment of asset costs in

excess of the cost basis used for

Federal income tax purposes.

2.
Where a proprietary provider 

increased the historical cost

basis used for Federal income tax

purposes by reference to supporting

documentation.

a.
Where a redetermination of historical

cost was made, review the supporting

documentation to determine its

acceptability.


APPRAISAL EXPENSE                  

13.13
Appraisal expense could be allowable or

nonallowable depending upon the purpose for

which it was incurred.  To determine the

allowability of appraisal expense, perform

the following steps:
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A.
Determine if the appraisal expense was

incurred to establish plant records for

Medicare purposes or if the appraisal

was for research and other nonpatient

departments.  This expense could be

included in allowable cost if the

appraisal was approved by the intermediary.

B.
Determine if appraisal expense was

incurred for other business purposes such

as insurance coverage, tax values and

financing.  If so, ascertain that they are

included as allowable cost in the administra-

tive and general cost center.

C.
Determine if appraisal expense was incurred

to establish values for the sale or

anticipated sale of a provider organization.

If so, ascertain that these expenses are

not included in allowable cost.

D.
Ascertain if the appraisal expense incurred

was to establish the historical cost of

assets which were already adequately

reflected in its books, records or tax

returns.  If so, disallow these costs.

13.14
Write the conclusion on audit procedures performed.
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