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COST TO RELATED ORGANIZATIONS
Provider Number:
                       
Reviewed By:
               
Period Ended:
                       
Date Reviewed:
               
AUDIT SECTION

AUDIT PROCEDURE REFERENCE
Known Relationships and Possible Exceptions

10.01 - 10.02

Examination of Cost of Related Organization

10.03

Leased Assets

10.05

Basis of Allocation

10.06

Management Contracts

10.07

Conclusion

10.08
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SECTION 10 
COST TO RELATED ORGANIZATION
OBJECTIVE:
1.
To ensure that a profit is not paid to a provider for services, supplies or facilities obtained through a related organization.

2.
To determine if the costs applicable to services, facilities and supplies furnished to the provider by the related organization are included in the allowable cost of the provider at the cost of the related organization.

3.
To determine if costs of the related organization are not artificially inflated due to less than arm's-length bargaining.

OTHER REFERENCES:
HCFA-Pub. 15-1, §§1000, 2150, 2151, 2153

Cost Report Forms:
HCFA 1728, Worksheet A

HCFA 1728, Worksheet A-5

HCFA 1728, Supplemental Worksheet A-6
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
10.01
Where dealings with related organizations are known:

A.
Obtain details of relationships, amount and classifications of expenses with a related organization.  Verify the data to HCFA-1728, Supplemental Worksheet A-6, Part B, Column 4.

B.
Determine the extent of business conducted with other organizations related by common ownership or control.  Where applicable request the following:

1.
Lease agreements;

2.
Management contracts; and

3.
Consultant contracts.

C.
Where material, perform audit procedures necessary in the circumstances to determine if amounts included are in compliance with the principles of related organizations.

D.
Obtain representation letter signed by appropriate officer of the provider as to the full disclosure of data pertaining to related organizations.

10.02
Review the nature of relationship to determine whether exceptions to related organization principles are applicable.

A.
Review Supplemental Worksheet A-6 and determine the providers existing interrelationship.

B.
Ensure that the provider has submitted the proper evidence to support the application of the exception rule in accordance with §1010 of HCFA-Pub. 15-1.

C.
Verify the accuracy of the information submitted.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
10.03
Examine the amounts claimed as cost to related organizations:

A.
Determine if the amounts are related to patient care.

B.
Ascertain if the cost of services, facilities and supplies furnished by a related organization to the provider are included in the provider’s allowable cost at the cost to the related organization.

C.
Review the cost from County, State or City Governments to determine if they are related to patient care.

D.
Ensure that these amounts represent actual costs (not charges) of the related organization.

E.
Evaluate the cost incurred by the related organization (including home office, county, State, city, university or religious organization) as to accuracy and reasonableness.

1.
Review documentation supporting the cost claimed to see if it includes in sufficient detail, the nature of the cost by expense account.

2.
Review Supplemental Worksheet A-6, section B, to properly ascertain that the amounts indicated in column 5 correctly represent the actual cost of the services rendered by the related organizations in accordance with HCFA-Pub. 15-1, §1000.

3.
Ascertain if the costs claimed are not budgeted amounts, estimated costs or the fair market value of the services, facilities and supplies furnished.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
4.
Where the provider included in allowable costs the fees or charges of the related organization, delete these amounts from the cost report and request the provide to obtain the costs and the basis for computation from the related organization.

5.
Where rent paid to a related organization was included, delete the amount and ask the provider to supply the detailed costs of ownership.

10.04
Review supply contracts to determine if the provider had executed a contract which created a related organization situation not previously disclosed.

10.05
For proprietary providers--review the balance sheet for the computation of equity capital to determine if assets leased from related organizations are not included in the provider’s equity.

NOTE:
The value of an asset under a Lease-Purchase Agreement with a related organization is includable in determining equity capital.  (See step 15.03.)

10.06
Ascertain the propriety and reasonableness of the bases used in allocating costs from the related organization, such as religious organizations, chain corporations or related providers.

10.07
Where cost of management contract fees are included in the allowable costs:
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STEP
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AND DATE   
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A.
Review the management contract as to the: 

1.
Extent of management duties.

2.
Basis for management

3.
Reasonableness of the management.

B. 
Determine the relationship between the provider and the management firm either through control or ownership (application of exception rule and arms-length transaction).

C.
Ascertain compliance/adherence of management firm to the provisions of the management contract.

10.08
Write a conclusion.
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COMPENSATION OF OWNERS/KEY EMPLOYEES
Provider Number:
                                
Reviewed By:
                         
Period Ended:
                                
Date Reviewed:
                         
AUDIT SECTION

AUDIT PROCEDURE REFERENCE
List of Key Employees

11.01

Job Descriptions, Qualifications, etc.

11.02 - 11.03

Full or Part-Time Status of Employees

11.04

Members of Board of Directors

11.05

Reconciliation of Salaries

11.06

Analysis of Fringe Benefits

11.07

Reasonableness of Compensation

11.08

Medical Director Salary

11.09

Conclusion

11.10
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SECTION 11   COMPENSATION OF OWNERS/KEY EMPLOYEES
OBJECTIVE:
To determine if the compensation paid to the agency’s owners/key employees is reasonable and related to patient care.

OTHER REFERENCES:
HCFA-Pub. 15-1, §900

Cost Report Forms:
HCFA 1728, Worksheet A

HCFA 1728, Worksheet A-1

HCFA 1728, Worksheet A-2

HCFA 1728, Worksheet A-3
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
11.01
Prepare a listing of the agency’s key employees.  As shown below, list the number of full time equivalent (FTE’s) salary amounts, fringe benefits, and total compensation.

1.
Executive Director

2.
Administrator

3.
Assistant Administrator

4.
Medical Director

5.
Finance Director

6.
Controller

7.
Nurse Director

8.
Assistant Nurse Director

9.
Business Office Manager

10. Billing Supervisor

11. Admissions Coordinators

12. Etc.

11.02
Obtain “job descriptions” for all the positions listed.

11.03
Obtain qualifications (resumes) of each employee listed.

11.04
Determine part-time or full-time status of each employee.  Give particular attention to the percentage of time devoted to business.

11.05
Determine if any employee listed is a member of the agency’s Board of Directors, or in a position to influence  his own compensation.

11.06
Reconcile salaries with amounts per payroll tax returns, 941s and W-2 forms as applicable.  Cross-reference to Section 2 of Audit Program.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
11.07
Insure that fringe benefits are in accordance with benefits as listed in §2144.4 of HCFA-Pub. 15-1.

A.
Pension contributions on employee’s behalf.

B.
Deferred compensation.

C.
Personal use of automobiles:

 

a.
Lease costs

b.
Depreciation

c. 
Insurance

d.
Repairs and maintenance

e.
Gas allowances

NOTE:
If there is no amount included in the W-2 or 1099 for personal use of auto, then it is to be considered a fringe benefit.  If no travel logs are available, the use of the auto is personal.

D.
Vacation and sick time paid
E.
Insurance:

a.
Health

b.
Life insurance where employee is the beneficiary

NOTE:
Include fringe benefit costs in total compensation on the cost report.

11.08
In evaluating compensation, review the individual’s entire compensation package.  Review components and the compensation as a whole.

Evaluate the individual’s position(s) as to:

A.
The duties of the position;

B.
The provider’s organization structure;

C.
The time spent performing the duties;

D.
The individual’s qualifications; and

E.
Any other factors that would influence the individual’s compensation.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
Obtain this data through interviews, review of job descriptions, time records, and analysis of other relevant documents.

Propose adjustments for excessive compensation if applicable.  Note compensation arrangement for inclusion in the internal control letter.

11.09
Obtain formal job description and discuss with Executive Director (Administrator) and Medical Director the actual duties and responsibilities of this position.  Verify the following:

A.
Possible duplication of duties.

B.
Allocation of time spent between administrative function vs. direct patient care.

C.
Time spent in (certification/recertification) patient services must be billed directly to the Part B carrier.

D.
Actual time spent at the agency and type of services rendered.

Obtain or prepare a detail analysis of compensation paid to the Medical Director, reflecting the following:

A.
Vouch #, date, amount, etc.

B.
Actual hours.

C.
Type of services rendered.

Trace the actual compensation paid to trial balance and cost report.

Obtain documentation evidence for services rendered by the Medical Director including:
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
A.
Written evaluation of utilization..

B.
Minutes of meetings and related topics discussed.

C.
Other activities.

 
Obtain a signed statement from the medical director as to the accuracy of his actual time spent, services rendered, and compensation received.

Write a conclusion.

NOTE:
Generally, the medical director performs other services outside the agency.  After obtaining documentation of time spent at the agency, determine the reasonableness by reviewing services performed outside.  For example, the Medical Director may justify 30 hours per week at the agency.  However, if it is determined that the Medical Director also serves as part-time Medical Director at another agency (30 hours per week) and services as Staff Director at a local hospital or other duties, it is unlikely that this individual is properly recording his time.  Refer to the Conditions of Participation for HHAs for appropriate description of the “type” of duties performed by a Medical director.

11.08
Write a conclusion on audit procedures performed. 
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