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4100.  AUDIT - GENERAL

Providers receiving payments under Parts A and B of title XVIII of the Act, as amended, are subject to audit for all payments applicable to services rendered to Medicare beneficiaries.  The audit ensures that proper payments were made on the basis of reasonable costs of covered services, to provide verified financial information for making a final determination of allowable costs, to discover any instances of fraud and abuse, and to develop other information HCFA needs to fulfill its responsibilities.  These audit requirements include guidelines for performing audits that fulfill these requirements.

4100.1 Your Responsibilities.--In carrying out your contractual responsibilities for assuring that proper payments are made, determine on an individual provider basis, whether audit is necessary and where it is, that its scope is appropriate under the circumstances.  In developing the scope of the audit, consider:

o
Materiality;

o 
Past experience or your knowledge of the provider;

o 
Impact of potential audit adjustments; and

o
Utilization.

Document the basis for each decision regarding the audit.

Regardless of the method employed to audit providers, formulate and adhere to annual audit plans and priorities in making audit decisions.  (See §4104.)  Any changes must receive RO concurrence. Adhere to changes to audit policies, procedures, and priorities required by HCFA.

4100.2
Definitions.--

A. 
Uniform Desk Review.--The Uniform Desk Review (UDR) is an analysis of the provider's cost report to determine its adequacy and completeness, accuracy and reasonableness of the data recorded, and a summary of review results to either settle the cost report without field audit or to determine the extent to which field audit verification is required.

It consists of:

1.
Clerical review.--

o 
Determination of its completeness;

o 
Verification of its mathematical accuracy;

o 
Entry of cost report data into an automated data base where you use an automated desk review system; and 
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o 
Preparation of the prior and current year's cost report data comparison when needed for the professional review.

2.
Professional review.--

o 
Determination of whether to perform a field audit and its scope based upon factors and steps which may include, but are not limited to:

--
Comparison of prior and current year's cost report data,

-- 
Follow-up on corrective actions on deficiencies noted from prior desk review and/or field audit,

-- Reasonable cost determination by comparison with published limits and established guidelines,

-- Determination of inconsistencies in the application of generally accepted accounting principles and Medicare program policies and procedures,

-- Determination of the existence of reasonable support for cost and statistical data based upon prior experience,

o 
Summarization of findings regarding whether to field audit and its scope; and

o
Summarization of issues and findings for subsequent year desk reviews.

The UDR is a survey.  It is a process to review information on the provider, without detailed verification, and is designed to identify problem areas warranting additional review and to obtain information for use in planning and accomplishing the field audit.

B. 
Field Audit.--A field audit is the performance of prescribed procedures in the examination and verification of data maintained by the provider.  It encompasses a written record of the work performed and the results.  It includes:

o
An examination of statistical and financial transactions, accounts, and reports including an evaluation of compliance with applicable laws and regulations.

o
A review of efficiency and economy in the use of resources.

o
A review to determine whether desired results are achieved.

Limit Medicare cost reports audits to compliance audits described above.
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C. 
Abuse.--An abuse is the administrative violation of agency regulations which impair the effective and efficient execution of the program.  Violations may result in Federal losses or in denial or reduction in lawfully authorized benefits to participants. They do not involve fraud.

D. 
Fraud.--Fraud is obtaining something of value unlawfully, through willful misrepresentation.  It embraces theft, embezzlement, false statements, illegal commissions, kickbacks, conspiracies, obtaining contracts through collusive arrangements and similar devices.

4101.
YOUR RESPONSIBILITY IN SUSPECTED FRAUD OR ABUSE CASES

If you or your subcontract auditor identifies a potential fraud or abuse situation, notify the Office of Program Integrity, OIG, RO.

The following are examples of potential fraud or abuse:

o
Recording of personal expense items as provider costs for patient care.

o
Arrangements by providers with employees, independent contractors, suppliers and others which appear to be designed primarily to overcharge the program with various devices, e.g., commissions, fee splittings, to siphon off or conceal illegal profits.

o
A pattern of overutilization of services to inflate charges to increase reimbursement.

o
Any evidence of payroll entries and disbursements to personnel who provide little or no services to the provider.

o
Providers' concealment of business activities which would affect eligibility for, or amount of, program reimbursement, e.g., undisclosed change of ownership or relationship with a supplying organization.

o
Falsifying provider records in order to appear to meet the conditions of participation.

o
Charging to the program costs not incurred or which are attributable to nonchargeable services or nonprogram activities.

o
Billing for supplies or equipment which are clearly unsuitable for the patient's needs or are so lacking in quality or sufficiency as to be virtually worthless.

o
Duplicate billing which appears to be deliberate.  This includes billing Medicare twice or billing both Medicare and the beneficiary for the same services.
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o
Deliberately providing or receiving Medicare payments on the account of other than the proper individual.

o
Persistently and deliberately billing beneficiaries rather than Medicare for covered services.

o
Soliciting, offering, or receiving a kickback, bribe, or rebate.

o
An ineffective board of directors and/or audit committee.

o
Abuse of internal accounting controls by administrative personnel.

o
Indications of personal financial problems of administrators.

o
Significant changes in business practices.

o
Inadequate working capital or lack of flexibility in debt restrictions such as working capital ratios and limitations on additional borrowing.

o
A complex corporate structure which does not appear to be warranted by the provider's size.

o
Frequent changes of legal counsel or of key financial officers such as treasurer or controller.

o
Premature announcement of profit or loss or of future expectations.

o
Significant fluctuations in material account balances, financial interrelationships, inventory variances, or inventory turnover rates.

o
Unusually large payments in relation to services rendered by lawyers consultants, agents, and others.

o
Difficulty in obtaining audit evidence with respect to unusual or unexplained entries, incomplete or missing documentation, or alterations in documentation or accounts.

o
Delays in responses or evasive responses by management to audit inquiries.

o
Deliberately including cost, without disclosing the fact, in the provider cost report, that specifically is nonreimbursable under the regulations.  This excludes instances where the provider discloses that the cost report is filed under protest and where the protested issues and their reimbursement effect are disclosed.
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Where you identify a questionable situation, it is generally appropriate to continue an audit while the situation is investigated by the OIG.  Occasionally, circumstances may require an audit to be discontinued pending the results of the investigation.  These questions are resolved by HCFA and the OIG.

Under no circumstances should you discuss a possible fraud or abuse situation with the provider, or take any action to resolve such questionable situations prior to receiving instructions from the OIG.  

Take no action to disallow questionable costs involving possible fraud or abuse without specific instructions from the OIG.  Provide necessary guidance to providers in preparing their cost reports. If certain cost items are discovered during an audit or desk review which are nonallowable, make the necessary adjustments and inform the provider. Document any adjustments made to the cost report.

NOTE:
If a suspicion of any intent to defraud the United States Government is supported by even the initial insertion of a nonallowable item on the cost report, no warning is required prior to prompt referral to the OIG for investigation and possible prosecution.

If these same nonallowable costs appear on a subsequent cost report, tell the provider again why they are disallowed.  Confirm this notification in a letter.  Advise the provider that further insistence on including the same nonallowable costs in the next cost report could result in referral to the U. S. Attorney for consideration of criminal and/or civil prosecution.

Adapt the following model language:

On our audit for the period      to       certain cost items were disallowed because they were determined by our auditors to be nonallowable items.  When we audited your cost report for the period         to        we found the following expenses shown as allowable costs which were disallowed in the prior period:

In our last meeting, we advised you which specific items were not allowed and the reason for the disallowance.  Your further insistence on including these nonallowable costs in future cost reports could result in the referral of this situation to the U. S.  Attorney for consideration of criminal and/or civil prosecution.

Should you have any questions, please contact (intermediary).

If the provider continues to include these nonallowable costs after receipt of the letter, refer the case to the OPI, RO.

These instructions do not apply where the allowability of a cost item is disputed, and the provider clearly indicates on the subsequent cost report that the particular item is still disputed and is included to establish the basis for an appeal.
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4104.
AUDIT WORK PLAN AND SELECTION PROCESS

The audit work plan and selection process is influenced by the budgetary restrictions imposed upon you and the findings from the UDR.  Establish audit work according to the Audit Priority Matrix. (See §4013.)  Adhere to it except upon advising the RO of the need for changes and obtaining its concurrence.  Monitor progress to determine whether the desired results are being achieved.

4104.1 Audit Priority Considerations.--One or more of the audit priority considerations may enter into the decision to audit, the degree to which audit coverage is to be given, and the scope of each type.  Conversely, selected cost reports may require an audit even though other considerations are not satisfied.  The audit priority matrix (see §4013) arrays these considerations for each type or provider grouping.  When the predetermined circumstances occur, decide the need to audit and the extent to which audit coverage is necessary by referring to the work plan.  The considerations are weighted and laid out in the audit priority matrix.  They are not prioritized, nor all-inclusive.  Some may not be completely defined until the formulation of the work plan.

A. 
Significance of Total Medicare Program Payments.--Large providers, with significant Medicare reimbursement, are generally the most cost beneficial audits to perform due to the potential for major adjustments.

B. 
Cost Benefit.--The prevailing consideration behind the criteria for selecting audits is generally cost benefit.  This is not always determinable prior to audit.

C. 
Types of Providers.--Special attention may be required for certain types of providers because of known or anticipated problems or circumstances.

D.
Conditions and Occurrences at the Provider.--

o
Change in ownership or termination;

o
Significant change in personnel or organization;

o
Your prior experience, especially with the condition of the provider's records or reporting habits;

o
Overpayment in the prior and/or current year;

o
High interim rate compared to other comparable facilities;

o
Cost report filed late with an unsatisfactory explanation;

o
Adjustments on previous reports, where you believe that similar problems exist on the current reports;

o
Frequency and types of audits performed by other auditors; and
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o
Fraud or abuse investigation as directed by the OIG.

E. 
Critical or Sensitive Reimbursement Areas.--Give particular attention to cost reports that frequently include appealed or protested issues to assure that adjustments are properly handled.  These may be of national impact or found only in certain regions, some may be major changes in reimbursement policies.

4104.2
Audit Selection.--After Part I of the UDR has been completed, and considering the audit priorities:

o
Settle the cost report as filed, or

o
Perform Part II of the UDR to determine if field audit is necessary, and/or

o
Perform a field audit.

A. 
Cost Report Settlement Without Audit.--You may have sufficient documentation to settle the cost report with the proposed adjustments, if any, without audit.  Under this circumstance, verify the mathematical accuracy of the cost report if necessary.  It is not necessary to mathematically verify if it was electronically transferred or if every worksheet was computer prepared by means of a system listed in Part 2, §2504ff and submitted on hard copy.  Assess the reliability of hard copy computer-prepared cost reports, based upon prior experience in determining the need for mathematical verification.  If you find that a computer-prepared cost report that HCFA has determined to be acceptable is not mathematically reliable, report this immediately to:

Health Care Financing Administration

Attention:  Office of Reimbursement Policy

Room 181, East High Rise Bldg.

6325 Security Blvd.

Baltimore, MD  21207

Select for your review and audit from these cost reports.  The frequency of selection depends upon budgeted funds available in accordance with the audit priority matrix.  This selection serves as a deterrent to providers that otherwise do not fall into audit categories.  In addition, it forms the basis for a self-assessment of the adequacy of the Part I professional review process and of the budgeted audit priorities.

B.
Cost Reports to be Field Audited After UDR - Part I.--An alternative after completing Part I of the UDR is to refer the cost report directly to field audit.  Do this when the reviewer establishes the need for audit and identifies issues based upon the findings from Part I.   Selected areas of Part II of the UDR may be performed after Part I has been completed to adequately scope the audit of individual issues.  Budgetary audit priorities greatly influence this audit decision and the scoping process.
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C.
Cost Reports for Professional Review - Part II.--Part II is necessary for cost reports where issues are identified in Part I but are not sufficiently developed at that point to allow an audit/no audit determination.  The main purpose of this review is to establish whether an audit is necessary and, if so, to set its scope.

4104.3
Documentation of Selection Process.--Since the process for selecting cost reports for audit relies heavily upon the reviewer's professional judgment, document the basis for the decision.  Document all predetermined identifiable characteristics or circumstances of the provider's organization, operation, or cost report set forth in the annual audit plan which serves as the basis for making decisions on desk review and/or the field audit.

A decision to defer audit must be consistent with the instructions for selecting cost reports and the budgeted audit priorities.

4105.
AUDIT RESPONSIBILITY WHEN PROVIDER CHANGES INTERMEDIARIES

The responsibility for auditing a provider which has changed intermediaries rests with the outgoing intermediary.  This is based upon the contractual functions to be performed by intermediaries outlined in Article II, Sections A, B, and C of the Agreement.

These sections require you to make determinations of the amounts of payments to be made to providers, to account for funds in making such payments, and to audit their records.  This clearly calls for the intermediary servicing the provider to account for all transactions which have taken place while the relationship existed.  Logic dictates that the outgoing intermediary is responsible for the provider's previous fiscal year.  This includes an audit of the provider's records and negotiation of the final settlement. 

Generally, audit the first cost report filed by a provider that is new to the program, or new to you as a result of changing intermediaries.  This gives you a basis from which to review and evaluate subsequent years' cost reports.  The audit of a cost report from a provider that changed intermediaries is:

o  limited to those issues, if any, pending from prior cost report examinations in the case of the intermediary closing its final cost report, or

o
performed to the extent necessary to supplement information received from the prior intermediary in the case of the intermediary examining the provider's first cost report.

4105.1
Provider Statistical and Reimbursement Report.--Furnish the incoming intermediary with copies of the PSRR for the period that you serviced the provider which are necessary to the incoming intermediary for reimbursement purposes.
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