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8500.
GENERAL

The Health Care Financing Administration (HCFA) has the overall responsibility of implementing and carrying out the Medicare regulations as promulgated in the Federal Code of Regulations.  As such, one of HCFA's prime responsibilities is to issue guidelines on Medicare reimbursement issues, interpret Medicare reimbursement policy and determine that correct reimbursement is made to providers of health care services.  To assist intermediaries and CPA firms to perform an adequate audit, HCFA has developed various audit programs. This audit program enables the auditor to perform a comprehensive review of a Home Office cost statement. 

8502.
INSTRUCTIONS FOR HOME OFFICE AUDIT PROGRAM

The Audit Program was developed to assist an intermediary or CPA firm in determining if the correct amount of Home Office (HO) cost and equity was properly allocated to components in the chain organization.  The audit program was designed so that an intermediary or CPA could express an opinion as to whether or not the HO cost statement is completed in accordance with the Medicare Reimbursement Principles as contained in the Provider Reimbursement Manual, HCFA Pub. 15-1. In using the audit program, be aware that the program is comprehensive and applies to all types of HOs.  There may be areas in the audit program that do not apply.  Conversely, for others, there may be areas where the auditor must expand the scope of audit.  There may be areas where professional judgement must be used in accepting segments of audits performed by the provider's CPA firm.  Where deviations from the audit program are needed, the auditor must properly annotate them.
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Home Office Name: 
                                       
Reporting

Period From:                                   
To:                                  
Exhibit 1. MEDICARE AUDIT PROGRAM TIME SUMMARY FOR CHAIN HOME OFFICE 
Field

Audit
Review

Hours
Hours
Sections


1.
Preliminary Activity
          
          
2.
General Expense
          
          
3.
Payroll
          
          
4.
Property and Depreciation
          
          
5.
Interest Bearing Debt
          
          
6.
Revenue
          
          
7.
Cost to Related Organization
          
          
8.
Equity
          
          
9.
Allocations of Home Office 

Cost & Equity
          
          
10.
Conclusion of Field Work
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Exhibit 2.
PRELIMINARY ACTIVITY 

Objective:
To obtain an overall understanding of the structure and function of the home office (HO) organization, and to familiarize the auditor with the operations and potential Medicare related issues that exist in the chain organization.

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
1.01
Review the "summary of exceptions" noted in the desk audit to determine the scope of audit.  Review copies of any pertinent correspondence included in the audit package.

1.02
Contact HO to confirm date of field audit work, and records needed for the audit.  Include a request for copies of documents needed to update the permanent file:

ALL HOs
o
Chart of accounts

o
Organization chart

o
Articles of incorporation and by-laws

o
Minutes of governing bodies

o
Copies of all lease agreements

o
Medicare depreciation lapsing schedule and capitalization policy

o
Copies of management agreements

o
Copies of franchise contracts

o
Copies of employee contracts

o
Copies of loan agreements/bonds and amortization schedules

o
List of all subsidiaries and 
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
affiliates includ​ing those not related to patient care, showing percentage of ownership and relationships. (Re​fer to Schedule A, page 2 of 2 of cost statement.)

o
List of services provided to affiliates and subsidiaries.

o
Procedures relating to methodology and practice of charging for services rendered to affiliates and subsidiaries.

o
Statistical bases for allocation and intermediary approval for alternate methods and allocation shifts made by home office.

o
Floor plan (if necessary for overhead alloca​tion).

o
List of managed facilities.

INVESTOR-OWNED/PROPRIETARY CHAINS
o
Annual report to the stockholders.

o
S.E.C. 10-K Report.

o
Details of consolidation and consolidating journal entries.

o
Prospectus reports issued to the public regarding stock issues.

o
Federal and State tax returns. Review all Schedule M adjustments.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
CHURCH-AFFILIATED CHAINS
o
Details on the separation of health care areas from religious activities as made by the HO; obtain a letter of representation.

o
Copies of contractual agreements between the HO and religious order for services of nonpaid workers at HO.

GOVERNMENTAL CHAINS
o
Details on the identification of health care areas from other governmental divisions; obtain a letter of representation.

o
Listing of the various departments that contribute to, or participate in, the health care activities of the home office (e.g., Dept. of Health, Dept. of Welfare, Dept. of Family Services, Dept.  of Prisons.)

o
A copy of the Governmental auditor's report.

o
Listing of shared support services (e.g., messenger, motor pool, legal, personnel, etc.) and method of allocation to the HO (i.e., OMB A-87 circular "Cost Principles for State and Local (Government"); obtain a letter of representation.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
1.03
Determine whether the records for the individual providers are maintained at the HO (or Branch Offices) or at the provider location. If the records are located at the HO, confirm in writing, coordinated provider audit responsibilities with all local intermediaries.

1.04
Tour the HO.  Note names, titles, and phone numbers of individuals who may be able to assist with the field audit.

Note any office areas utilized by related or non-related entities which can be considered non-patient care related.

Note major items of equipment.

Write a memo documenting entrance conference and the tour.

1.05
Interview key personnel to determine their day to day responsiblilities.

1.06
Review and evaluate the effectiveness of internal control procedures at the HO for purposes of amending the audit scope.

1.07
Obtain an analysis of the account, "Investment in Subsidiaries", and identify all owned facilities by tracing the names of the owned subsidiaries to the lists that are included in any of the above listed documents.

1.08
Ascertain if any of the facilities are leased, franchised or managed by reviewing the above documents and analyzing any legal correspondence.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
1.09
Review balance sheet items identified for further review during desk audit.

1.10
Review the financial auditor's workpapers for purposes of amending the audit scope.

NOTE:
During the course of the audit, be alert for potential fraud or abuse situations.  Complete program integrity questionnaire (Exhibit II).  If it appears that fraud and/or abuse exists, contact your audit supervisor for further instructions.

The applicable Medicare law, regulations, and manual sections are:

o
§1866(b)(2) of the Social Security Act;

o
§1877 of the Social Security Act;

o
§405.315a(b) of Regulations No. 5, subpart c;

o
§2060.5 of the Part A Intermediary Manual 

(HCFA-Pub. 13-2);

o
§§3450 to 3474 of the Part A Intermediary Manual, (HCFA-Pub.  13-3); and

o
§2425.1 of the Provider Reimbursement Manual (HCFA-Pub.  15-1).
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Exhibit 3.
GENERAL EXPENSE

Objectives:
o.
To reconcile total HO costs to the audited financial statement.

o
To review significant variances between fiscal years on the HO cost statements.

o
To review the allowability of the expense claimed in the as filed HO cost statement.

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
2.01
Reconcile total HO costs contained in Column 1 of Schedule B to the audited financial statements and to the auditor's working trial balance.

o
If consolidated financial statements are prepared, reconcile total HO costs to the auditor's consolidating workpapers.

o
Any adjustments to total costs, (such as CPA audit adjustments) should be reflected in the appropriate cost center on Schedule B.

o
If no audited financial statements are available, expand scope to allow for adequate vouching and other audit procedures necessary to provide assurance that total HO operating costs are not materially misstated.

o
Review for proper classification of expense and consistency with the prior year.

2.02
Based on the audit scope, review the following expense items to determine their reasonableness and relationship to patient care:
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Employee benefits

o
Profit sharing/pension plans

o
Travel and entertainment

o
Legal and accounting

o
Corporate maintenance costs

o
Outside services

o
Automobile/airplane

o
Insurance

o
Taxes and licenses

o
Other - accounts which could contain unreasonable or non-allowable expense items, or items noted during the desk audit.

NOTE:
Review of these items can be passed if no significant adjustments have been identified in the prior year's analysis.  Review all material expense items for HOs filing an initial cost statement.

2.03
Based upon the "Comparative Analysis-Home Office Expenses" performed during the desk audit, examine those expense items which have changed materially from the prior year.

o
Obtain explanations for such increases/decreases from HO personnel.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Correlate relevant financial, statistical or other data that supports the increase/decrease being reviewed.  (An example of such a correlation is a decrease in interest expense and the liquidation of a note payable. 

o
For those variances for which an explanation cannot be obtained, perform the analytical steps necessary to assure that the expense item being examined is a reasonable and allowable expense for Medicare purposes.

2.04
In conjunction with the previous step, be aware of certain expense items included in the cost statement which may not be allowable.  Some of these items include, but are not limited to:

o
Advertising expenses (HCFA-Pub.  15-1, §2136)

o
Federal/State income tax, franchise tax, and related interest and penalties on late payments (HCFA-Pub. 15-1, §2122.2) and franchise fees (HCFA-Pub. 15-1, § 2133).

o
Life insurance premiums where HO is direct/indirect beneficiary (HCFA-Pub. 15-1, §2130)

o
Political contributions (HCFA-Pub. 15-1, §2139).

o
Costs of corporate acquisitions of capital stock and acquisition and development department costs (HCFA-Pub. 15-1, §2150.2b).

o
Abandoned construction in progress cost (HCFA-Pub. 15-1, §2155).

Rev. 22
8-49 

8599 (Cont.)
HOME OFFICE FIELD AUDIT PROGRAM
08-87

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Stockholder servicing costs (stock transfers and registrations) (HCFA-Pub.  15-1, §2134.9)

o
Interest on loans between HO and components of the chain (HCFA-Pub. 15-1, §2150.2c) where no exception applies.

o
Non-health care projects (HCFA-Pub. 15-1, §2102.3)

o
Management company divisions.

o
Interest on loans from owners where the loan was incurred after 07/01/66. (HCFA-Pub. 15-1, §218.2)

o
Reasonableness of owner's compensation (HCFA-Pub. 15-1, §902.3).

o
Interest and debt issuance costs on debt used to acquire stock or used for non-patient care related activities.

o
Donations (see HCFA-Pub.  15-1, chapter 6).

o
Stockholder meeting expenses (HCFA-Pub.15-1, §2134.9).

o
Noncompetition agreement expenses (HCFA-Pub. 15-1, §§ 2105.1/1218.7).

o
Fund-raising expenses (HCFA-Pub. 15-1, §2136.2).

o
Rebates/refunds on expenses 

(HCFA-Pub. 15-1, §804).
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Interest income on unrestricted funds (HCFA-Pub.15-1, §224.2).

o
Membership expenses (HCFA-Pub. 15-1, §2138).

o
Deferred compensation expenses (HCFA-Pub. 15-1, §2140).

o
Planning costs (HCFA-Pub. 15-1, §2150, 2e)

o
Costs related to union activities (HCFA-Pub. 15-1, §2180)

o
Board of directors fees (HCFA-Pub. 15-1, §906.3)

o
Dues and subscriptions (HCFA-Pub. 15-1, §2138.1)

o
Education expenses (HCFA-Pub. 15-1, §402.1)

o
Stock option plans

o
Lobbying costs (HCFA-Pub. 15-1, §2139)

o
Organization costs (HCFA Pub. 15-1, §2134.1)

o
Reorganization costs (HCFA Pub.  15-1, §2134.10)

2.05
Where the HO maintains a self-insurance program, either partially or in total, review for compliance with program instructions (HCFA-Pub. 15-1, §2162.7).

2.06
Obtain a listing of the intercompany accounts.  Review the transactions within the accounts to determine whether:
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Direct costs incurred by the HO for the benefit of the chain components are transferred on an interim basis to the chain components via the intercompany accounts.

o
Overhead costs of the home office are transferred on an interim basis to the chain components via the intercompany accounts,

o
Amounts in excess of cost (intercompany profit) are transferred to the chain components on an interim basis.

2.07
For interim allocations of direct costs incurred by the HO for one or more of its chain components, remove any intercompany profit that is included in the amounts transferred to the chain components.

2.08
Accruals

Changes in a HO's 

accounting policy or improper 

accounting for purchases may 

unjustifiably increase current year 

costs (e.g., expensing material purchases which would normally be inventoried).

o
Review the audited financial statements for information pertaining to accounting policy for inventories, purchases, and accruals.

o
Compare expenses which were accrued in the current period with expenses accrued in prior period.  Note variances and new accruals.

8-52
Rev. 22

08-87
HOME OFFICE FIELD AUDIT PROGRAM
8599 (Cont.)

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Review accruals for any unusual items.

o
Review accounts payable for unusual items, and notable variance with payables shown in the prior period.

o
Review adjusting journal entries and provider documentation which supports accrued expenses.

o
Perform additional audit procedures as necessary to insure a liability exists.

o
Insure that the accounting for unusual purchases noted in the preaudit tests is in accordance with generally accepted accounting principles and, if appropriate, that purchases have been properly inventoried.

2.09
Reclassifications

Improper reclassification of expenses and/or cost can artifically inflate costs.

o
Compare accounts (including amount) shown on the current trial balance of expenses with those of the prior year.

o
Review the reclassifications which occurred during cost statement preparation by comparing the accounts shown on the trial balance of expenses with the accounts shown on the trial balance of the cost statement.  Compare the results of this analysis with the results of the same analysis performed for the prior periods cost statement.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Compare the cost statement reclassifications for the current period with those of the prior periods cost statement. Perform all standard field audit procedures for any exception or impropriety noted.

2.10

Adjustments to expenses

Improper adjustments of expenses can artificially inflate costs.

o
Evaluate the propriety of the adjustments to expenses shown on the cost statement by comparing them with the prior period cost statement adjustments (account classifications and amounts).

o
Insure that all adjustments which should have been made were included in the cost statement with the account activities shown on the trial balance of expenses and revenue statements.

o
Review miscellaneous revenue which is material in amount and which did not appear on the cost statement in order to determine proper offset.

o
Review journal entries prepared by the HO and its public accountant to ascertain if all adjustments made to the initial trial balance (taken from the general ledger) were proper, supportable and accurate.

8-54
Rev. 22

08-87
HOME OFFICE FIELD AUDIT PROGRAM
8599 (Cont.)

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Obtain valid support for any exceptions noted.

2.11
Prepaid expenses

o
Insure that prepaid expenses have been properly recorded on the balance sheet and verify that supplies have been properly inventoried.

o
Review the HO records to determine if there has been any substantial decrease in prepaid expenses.

o
Review the opinion issued by the chain's public accountant to determine if there are any qualifications relating to prepaid expenses.

o
If there has been a substantial increase in purchase expenses (relating to inventory) without a corresponding increase in inventory, field audit steps should be performed to ensure propriety of ending inventory.

o
Review the last three months of the cash disbursement or purchase journals for major purchases.

o
Verify above as to whether the items have been properly inventoried.

2.12
Inventory

Make sure that inventory has been properly recorded on the balance sheet.

If an inventory of supplies exists, insure that HO is utilizing an approved inventory methodology.  In addition, insure that inventory valuation was not changed to artificially inflate expense.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Determine if there has been any substantial decrease in the inventory account.

o
Review the opinion issued by the provider's public accountant to determine if there is any qualification relating to inventory.

o
Review the financial statements for notes denoting a change in inventory valuation.

o
Where there is a change in valuation, determine if it is an approved method.

o
Review the last three months of the cash disbursement or purchase journals for major purchases.

o
Propose adjustments for inventory items which were expensed.

2.13
Determine overhead cost of nonallowable activities.

o
Where a home office department, cost center, or account grouping has significant unallowable salaries, there should also be an appropriate exclusion of non-salary expenses.

o
Where a home office department, cost center, or account group has significant direct charged or functionally allocated salaries, there should also be a reasonable attempt to direct charge or functionally allocate any related non-salary expenses.

NOTE:
The Hospital Audit Program (HCFA Pub. 13-4 §4400 Exhibit 1 can be referred to for additional audit steps).
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Exhibit 4
PAYROLL

Objective:
To determine whether the salaries and fringe benefits contained in the HO cost statement are properly classified and allowable under Medicare principles.

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
3.01
Request payroll tax returns for all quarters in the reporting period and reconcile to the general ledger and disbursements or equivalent journals.

3.02
Select a representative number of employees working in various departments.

o
Trace salaries from the tax report to earnings records.

o
Trace pay rates to personnel files and ascertain that an appropriate HO official has approved any rate increases. Refer to board minutes if applicable.

o
Depending on the degree of satisfaction from the above tests, consider performing tests of clerical and mathematical accuracy of the HO books. Indicate in workpapers the reasons for, or against, adding tests and the extent of any such tests.

NOTE:
If financial audit work​papers address 3:01 and 3:02, eliminate these steps.

o
Verify that payroll costs are charged to the appropriate departments and cost centers.

3.03
Ascertain that total salaries and fringe benefits paid through the HO payroll on behalf of the chain components have been directly allocated to the appropriate chain components.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
3.04
Review the imputed salary values and other compensation (total effective compensation) of all nonpaid workers of religious HOs for compliance with of HCFA-Pub. 15-1, chapter 7.

3.05
Trace the compensation of officers from the tax return to the appropriate general ledger.  Review board minutes to confirm the total compensation of officers.

o
Obtain representation from each officer, owner, and other highly paid employees stating duties, time allocations, etc., relating to health and non-health care duties.

o
Assess the reasonableness of total effective compensation (salaries and fringe benefits) 

of officers and key personnel.

3.06
Obtain a salary representation from an officer of the HO stating that no individual reported on the HO books is also paid through a subsidiary or other chain component or had received compensation in a form other than normal fringe benefits paid to other employees.

3.07
Ascertain if salaries of individuals working on non-health care projects are charged directly to this non-allowable entity (HCFA Pub.  15-1, §2150.3a).

3.08
Prepare a listing of all stockholders on the payroll who own a substantial portion of stock (at least 5%) and determine the functions performed by each to verify that the compensation is for work performed rather than a return on investment.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
3.09
Determine if compensation of employees has been classified by function or directly allocated when practical or appropriate.  (HCFA-Pub.  15-1, §2150.3b. & c.)

3.10
Determine if all items of compensation were paid. If not paid within the specified time, the unpaid compensation cannot be included in allowable costs.  (HCFA-Pub.  15-1, §704.5 & 906.4a.)

3.11
Ascertain the salaries of any employees whose function is directly related to activities not related to health care, such as, acquisition, 

or disposal of facilities, assets, etc. Such salaries and applicable indirect cost may not be allowable.  (HCFA-PUB. 15-1, §2150.2B3.)

3.12
Employee Benefits:

o
Determine composition of this account for allowability and reasonableness.

o
Obtain documentation establishing that vacation, sick pay, etc., meet the requirements of HCFA Pub.  15-1, §§2146 and 2144.8 respectively.  If there has been a change from cash to accrual method for vacation policy, ensure compliance with HCFA Pub. 15-1, §2146.4.

o
Ascertain that payments of benefits were actually made to/for employees.

o
Compare payroll tax expenses claimed to payroll tax returns (FUI, SUI, FICA) and explain unusual variances.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Ensure that nonallowable benefits have been eliminated.

o
Determine allowability and reasonableness of bonuses, severance pay and unusual overtime.
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Exhibit 5
PROPERTY AND DEPRECIATION

Objectives:
o
To reconcile HO assets and depreciation expense to audited financial statements.

o
To determine that assets are related to patient care, and that depreciation expense is properly stated according to Medicare principles.

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
4.01
Reconcile total depreciation expense to audited financial statements.

4.02
Substantiate the beginning balance of property accounts including lease-hold improvements by referencing to purchase orders, invoices, or contracts, if applicable.

4.03
Request a listing of additions and leasehold improvements and vouch major items.  Verify that they are properly capitalized in accordance with the regulations.  In addition, reconcile the difference between the depreciation and leasehold improvement expenses and what was reported for financial statement purposes.

4.04
Select several material additions in the HO and physically inspect them.

4.05
Check for appropriateness of estimated useful lives assigned. Select several additions and verify that the lives agree with those recommended by the American Hospital Association based on the date acquired.  (HCFA-Pub. 15-1, § 104.17.)

4.06
Review copies of documents concerning acquisitions or disposals of chain components during the period under audit and amend the audit scope accordingly. Determine abandoned purchases and sales of entities.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
4.07
Request or prepare a listing or analysis of maintenance and repairs. Ascertain by inquiry, and analyze accounts if necessary to determine that no significant capitalizable items were expensed.

4.08
Ascertain if retirements are properly recorded.  Verify that gains and/or losses and trade-ins, if any, have been recorded and calculated in accordance with the regulations.

4.09
Test computations of depreciation for the current period.  Ascertain the policy regarding assets purchased during the period (e.g., one-half year's depreciation in the year of acquisition).  (HCFA-Pub. 15-1, §118.) Satisfy yourself as to compliance with the changes in the regulations for depreciation, effective 02/05/70, 08/01/70 and 07/18/84.  (HCFA-Pub.  15-1, §116.)

Determine the correct acquisition cost of the depreciable assets that have undergone a change of ownership on or after July 18, 1984.

NOTE:
Historical cost limitation is based upon the lesser of the allowable acquisition cost of the asset to the owner of record as of July 18, 1984, or the acquisition cost of the asset to the new owner.  (Deficit Reduction Act §2314.)

4.10
Test for consistency in application of rates and method of depreciation for assets acquired in prior periods.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
4.11
Ascertain whether any facilities and equipment are being leased.  Request copies of lease agreements and make sure these facilities and equipment are not being depreciated.  Review accounting treatment of lease-purchase to determine if it is a virtual purchase.  (HCFA-Pub. 15-1, §110.b.1.)

4.12
Review leases and rentals for possibility of related organization situations.  Review all sales and purchases with corporations which can be considered related.

4.13
Determine whether all assets involved are related to patient care.

4.14
Determine policy with regard to recording of minor equipment and insure that this has been consistently applied with regard to Medicare principles.

4.15
For construction in progress, determine proper treatment for demolition costs and interest expense. Determine timing of transactions to depreciable asset accounts.

4.16
Ensure that the regulations for the "limitation on Federal participation for capital expenditures" have been followed where applicable.

4.17
If the HO facility has changed ownership, assure by review of the purchase agreement and other related documents, that the sale/purchase was a bona fide and arms-lenth transaction.  If a bona fide and arms-length transaction, verify that the value at which the assets are recorded is the lower of
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
the purchase cost, current reproduction cost adjusted for straight-line depreciation or the fair market value at date of acquisition. (HCFA-Pub. 15-1, §104.14.)

4.18
Review any changes that occurred in the fixed asset accounts resulting from involuntary conversion losses. (HCFA-Pub. 15-1, §133.)

o
Ascertain that allowable losses:

In excess of $5,000 are deferred and amortized over the useful life of the replacement.

If less than $5,000, the entire amount is included in allowable cost in the year of the loss.

o
For completely destroyed assets, check with the HO personnel to ascertain their intention with respect to replacement. If the asset will not be replaced, no loss is allowable.

o
Ascertain that the insurance coverage reflects a prudent management policy.

o
Ensure that involuntary conversion losses not fully covered by insurance (with the exception of the deductible clause) are not allowable.

4.19
Determine if the cost of HO building insurance, rental expense, mortgage interest and property taxes have been properly reclassified to the depreciation cost center.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
4.20
Capital related costs (for chains having providers under PPS).

Insure that all capital related costs excluded from the HO cost statement related to the base year cost reports for target rate computation are handled in the same fashion.  Audit all capital related costs.

o
Review HO records to determine whether capital related interest, insurance and taxes were included in captial costs.

o
Analyze the working trial balance to identify the directly assigned capital related cost amounts.

o
Review the financial statements for disclosures on changes in capitalization policies and major changes in fixed asset balances.

o
Review the capitalization policies and lease agreements.

o
Obtain explanations from the HO for all exceptions.

o
Verify the explanations through tests of source documents such as purchase orders and invoices.

NOTE:
The hospital audit program (HCFA-Pub. 13-4 §4400 Exhibits 12 and 13) can be referred to for additional audit steps.
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Exhibit 6
INTEREST BEARING DEBT

Objectives:
o
To ensure that interest expense is necessary, reasonable, and proper.

o
To assure that non-allowable interest expense is identified and removed from the cost statement.

o
To assure that capital related interest expense is properly classified for capital passthrough purposes.

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
5.01
Obtain the auditor's workpaper analysis of interest expense, short term liabilities (such as notes payable, etc.) and long term debt. Where such analysis is not available, obtain such information from the HO. Reconcile amounts reflected on this workpaper to the audited financial statements and the HO's cost statement.  Ensure that acceptable documentation exists to support the interest expense.   

5.02
Test interest computations, if amounts are material.  Test beginning-of-year and end-of-year accrual.

5.03
Verify, for first year audits, and subsequently for new borrowing, propriety of debt on test basis by checking to authorizing minutes and to loan documents.  Relate repayments to terms of borrowing documents.

5.04
Ascertain whether interest is of an allowable nature in accordance with HCFA-Pub. 15-1, chapter 2.  Ascer​tain if interest is paid to related organizations, used to acquire stock for acquisitions, or paid to owners or stockholders.

5.05
Ascertain whether rates are in excess of those which would be paid by a prudent borrower.
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AUDITOR'S
              PROCEDURE
INITIAL    
WP
STEP

             DESCRIPTION
AND DATE   
REF
5.06
Ascertain whether interest expense has been offset by appropriate investment income.  (HCFA-Pub. 15-1, §2150.3e.)  Further, as certain whether interest expense has been offset by appropriate investment income at the HO and the component levels.

(NOTE:
Positive invest​ment income must be stepped down to the component level.) HCFA- Pub. 15-1, §2150.  3E.)

5.07
Ascertain whether interest paid on construction loans during construction period has been capitalized.

5.08
Ascertain accounting for any bond discounts, premiums, and underwriting costs.  Determine propriety of inclusion and test computation of amounts amortized.

5.09
Ascertain if working capi​tal was borrowed by providers from HO and apply HCFA-Pub. 15-1, §232, if applicable.

5.10
Ascertain if the interest applies to a religious chain to be sure that all of the special require​ments have been implemented.  (HCFA-Pub. 15-1, §220.)  Ensure any other intercompany or related organization interest expense is allowable (HCFA-Pub.  15-1, §§218.1 and 218.2).

5.11
Determine if inter-fund interest has been charged only on loans from funded depreciation, or on loans from donor-restricted funds.  (HCFA-Pub. 15-1, §§ 226.1 and 202.3.)
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
5.12
Identify loans incurred to finance capital additions.  Treat the interest expense on these loans as a capital-related passthrough item.  This interest expense should be separately identified from operating interest expense and the offset of investment income should be prorated between capital-related and operating interest expense.

NOTE:
The hospital audit program (HCFA-Pub. 13-4 §4400 Exhibit 11) can be referred to for additional audit steps.
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Exhibit 7
REVENUE

Objective:
To identify those non-operating revenues which should be used to reduce the allowable operating costs of the HO.

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
6.01
Reconcile the "miscellaneous income", "other income" and other sources of income (other than income from operations) amounts to the HO cost statement.

For HOs with consolidated financial statements, reconcile these amounts to the consolidating workpapers.

6.02
Determine the source of the funds on which these income amounts were earned.

o
If the source of funds is patient care generated, use them to reduce allowable expense.

o
If the source of funds is non-patient care generated, no offset of these amounts is appropriate.

o
If the source of funds cannot be determined, use the income amounts to reduce allowable expense.

6.03
Review the following "miscellaneous income" or "other income" amounts:

o
Cost recoveries.

o
Rebates and allowances.

o
Services to outside entities.

o
Miscellaneous revenue of subsidiaries recorded on the HO books.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Investment income.

o
Rental of HO space.

o
Interest income.

o
Part B rebates from physicians employed by the subsidiaries.

o
Recovery of insured loss.

o
Specific donations.

o
Insurance rebates (such as workmen's compensation retroactive adjustments).

6.04
The following treatments apply for investment income, aggregate net amount realized from dividends, interest, rental income, interest earned on temporary investment of withholding taxes, as well as all gains and losses.  (HCFA-Pub.  15-1, §202.2.):

o
Total offsetable investment income including amounts in excess of allowable HO interest expense is subject to offset at the provider level.  (HCFA-Pub. 15-1, §2150.3E.)

-
Ensure that allowable HO interest expense is separately identified from other HO expenses. Such interest expense is to be included with the provider's interest expense on the cost report.

-
Ensure that any offsetable HO investment income is separately identified to allow its offset against the provider's interest expense.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Where offsetable investment income cannot be specifically identified with chain components, it can be offset against the interest expense contained on the HO cost statement.

o
Where investment income exceeds HO interest expense, allocate separately the excess offsetable investment income (negative interest expense) to the chain components on the same basis as the allocation of pooled costs.

6.05
Investigate any revenue received from management services rendered to other organizations and ensure that appropriate costs have been identified and properly allocated to them.

NOTE:
The hospital audit program (HCFA-Pub. 13-4 §4400 Exhibits 2 and 3) can be referred to for additional audit steps.
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Exhibit 8
COST TO RELATED ORGANIZATIONS

Objectives:

o
To identify transactions between related parties, as defined by 42 CFR 405.427 and HCFA Pub. 15-1, Chapter 10

o
To assure that only the costs of patient care related activities rendered by related organizations are included in the allowable cost of the HO.

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
7.01
During the audit, be alert for indications that the HO may be dealing with a related organization other than known subsidiaries and affiliates.  Obtain a letter of representation from an officer of the HO that full disclosure has been made with regard to related organizations.

7.02
Review correspondence files, form 10k reports, annual reports, etc. to identify related party organiza​tions.

7.03
Where related organizations are identified:

o
Obtain details of relationships and amounts and classifications of expenses related to transac​tions between the related organizations.

o
Where material, perform audit tests to determine if amounts included in the cost and equity capital are recorded at cost.

o
Determine whether a separate audit of the related organization should be conducted.  If so, prepare a separate audit report with the appropriate allocation schedules.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
7.04
Where the related organization meets the HCFA - Pub. 15-1, §1010 exception, obtain proper documentation.

7.05
Where the related organization does not meet the HCFA-Pub. 15-1, §1010 exception, verify annually that only the costs of the related organization are included in the cost statement. (Burden is on the provider to qualify)

NOTE:
THE Hospital Audit Program (HCFA-Pub. 13-4 §4400 Exhibit 16) can be referred to for additional audit steps.
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Exhibit 9
EQUITY


Objective:
Determine if the equity represents only those assets and liabilities that are necessary in rendering patient care, and are accurately stated.

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
8.01
Read board minutes for any action affecting determination of stockholder's equity.

8.02
Check for accounting propriety for organization and start-up costs. Substantiate on a test basis the amounts included, and test computation of related amortization for compliance with the regulations.

8.03
Based on the desk review, analyze or further review the following asset accounts:

ACCOUNT
8.04
Eliminate all inter-company balances (HCFA-Pub. 15-1, § 2152.2).

8.05
In computing equity, review the following accounts for possible elimination:

o
Loan and accounts receivable from providers and stockholders (HCFA-Pub. 15-1, §2152.2A).
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Investment in stock of providers and loans made to finance such investment (HCFA-Pub. 15-1, §2152.2C).

o
Assets leased to the providers (HCFA-Pub. 15-1, §2152.2B).

o
Invested funds held for more than six consecutive months (HCFA-Pub. 15-1, §1218.2).

o
Funded depreciation account (HCFA-Pub. 15-1, §1218.3).

o
Construction in progress (HCFA-Pub. 15-1, §1218.4).

o
Assets held in anticipation of expansion (HCFA-Pub. 15-1, §1218.4).

o
Prepaid life insurance premiums (HCFA-Pub. 15-1, §1218.6).

o
Cash surrender value of life insurance (HCFA-Pub. 15-1, §1218.5).

o
Unamortized reorganization costs are not included in equity (HCFA-Pub. 15-1, §2134.10).

o
Goodwill (HCFA-Pub. 15-1, §1214).

o
Assets not related to patient care (HCFA-Pub. 15-1, §1218.1).

o
Loans from owners (HCFA-Pub. 15-1, §218).

o
Donor restricted gifts and grants are not included in equity (HCFA-Pub.  15-1, §1216).
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Loans in excess of assset values (HCFA-Pub. 15-1, §1215).

o
Noninterest bearing loans regardless of when the loan was made (HCFA Pub. 15-1, §1210 A.3).

o
Trust fund self insurance (HCFA Pub. 15-1, §1218.9).

8.06
Determine if reasonable efforts were made to record all material liabilities at year-end.  Determine if any material liabilities were recorded at year end that relate to the subsequent period.  If so, analyze their effect on reimbursable cost and make any necessary adjustments.

8.07
In conjunction with the analysis of interest expense, ensure that loans whose proceeds are not used to render patient care (nonallowable interest expense) are excluded from equity.  Likewise, exclude from equity any corresponding asset (such as "investment in subsidiary" or other nonpatient care related assets).

8.08
Review for accrued expense (balance sheet liabilities) for which the corresponding expense amount has been disallowed.  In such cases, except for income and excess profit taxes, remove the accrued expense from equity.  (HCFA-Pub.  15-1, §1217).
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
EXAMPLE: A HO has incurred a loan for the purchase of a nonpatient care facility, such as a retirement living facility.  Disallow the interest expense on that loan and remove the following balance sheet amounts from equity:

o
Investment in subsidiary-living facility (asset).

o
Accrued (unpaid) interest expense (short term liability).

o
Mortgage note payable (long term liability).

8.9
Check whether any loans have been granted to officers for assistance in purchasing stock.  Exclude such amounts from assets as nonpatient care related.

8.10
Trace beginning equity balance to prior year’s ending balance.

8.11
Use a negative HO equity amount in any month to reduce an individual provider's equity by the actual negative amount for that month (HCFA-Pub. 15-1, §2152.1).

8.12
Adjust accumulated depreciation account balance to reflect adjustments made to the depreciation expense.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
8.13
Make sure that assets and liabilities have not been transferred to or from a provider in order to distort equity.

NOTE:
COBRA - Equity Capital H.R 3128-79 §9107
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Exhibit 10
ALLOCATIONS OF HOME OFFICE COST AND EQUITY 

Objective:
To assure that allowable HO cost and equity (a negative equity - if applicable) is properly allocated to the appropriate chain components.

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
9.01
Identify all chain components (both healthcare and nonhealthcare) which should receive allocations of home office costs.

9.02
Direct allocations

o
Identify all costs and offsetable revenue items which are directly assignable to specific providers or nonproviders owned by the chain.

Make these direct allocations allocating the remaining HO costs.

o
Identify all assets and liabilities which are directly assignable to specific chain components.

Make these direct allocations before allocating pooled equity.

9.03
Functional allocations (only applies to cost - not equity)

o
Determine if costs for centralized services are classified by function and allocated to the chain components receiving the services on a proper and reasonable allocation basis.

o
Analyze statistical bases used for functionally allocating costs which are not consistent with the prior year.  Changes in bases require prior intermediary approval.

Rev. 22
8-79

8599 (Cont.)
HOME OFFICE FIELD AUDIT PROGRAM
08-87

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Identify the inter-period allocation of func​tional costs where the accounting period of the HO is not concurrent with the chain components.

9.04
Pooled allocations

o
Where the chain organization consists solely of health care providers, determine if pooled costs have been allocated in accordance with HCFA-Pub. 15-1, §2150.3D.

o
Where the chain organization consists of health care facilities and other types of organiza​tions, insure that pooled costs are first allocated between the health care and nonhealth care entities using an appropriate basis consistent with the prior year.  After this initial allocation, insure that the pooled costs applicable to the health care facilities are allocated in accordance with HCFA-Pub.  15-1, §2150.3D.

o
Determine if pooled equity has been allocated to each component of the chain in the same propor​tion as allocated HO costs (i.e. allocated pooled plus functional costs)(HCFA-Pub. 15-1, §2152.3).

o
Where the accounting period of the HO is not concurrent with the accounting period of the chain components, ensure that an inter-period allocation has been made.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
o
Review allocations to determine that there is no improper cost shifting away from PPS hospitals into non-PPS activities (psychiatric hospitals, SNFs, HHAs, etc.).

9.05
Examine support for pooled cost allocation statistic.  Refer statistics for each facility to servicing intermediary for verification. Ascertain that pooled costs were correctly allocated according to allocation statistics.

9.06
Prepare a brief explanation of the HO cost and equity allocation methodology.  If the methodology was not analyzed during this reporting period, indicate when it was last analyzed.
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Exhibit 11
CONCLUSION  OF FIELD WORK

Objective:
To assure that all areas of audit program have been completed and

supervisory review has been accomplished.  

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
10.01
Perform the audit in such a manner as to accomplish a proper resolution of the exceptions/issues as follows:

o
Audit all the major areas/issues designated in the preaudit process.

Where major areas/issues or areas/issues having insignificant impact on the reimbursable cost were not audited, write the reasons in the audit workpapers.

o
The audit conclusions should reflect the audit results and be based on reimbursement policies.  For questionable issues not resolved at the PRRB level, use the last HCFA position.

Handle areas/issues not originally scoped for audit but subsequently detected during the course of the audit.  Make every attempt to bring these issues to a proper resolution.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
10.02
Ensure that all proposed adjustments are clearly stated in the audit workpapers.  Incorporate them into the audit adjustment report.

10.03
Ensure workpapers contain evidence in support of the work performed and demonstrate a professional quality.

o
Sign and date all workpapers;

o
Index all workpapers;

o
Include a table of contents listing workpapers and index numbers;

o
Crossreference the workpapers, audit program, initial cost statement, permanent file, and final audited cost statement;

o
Make certain that the workpapers are legible;

o
Show a conclusion and the source of information for each workpaper.

10.04.
Review current years audit adjustments for areas that are applicable to prior periods.  Discuss areas noted with the senior auditor and supervisor to determine if reopening of prior period(s) cost statements is warranted.  Write a conclusion on your findings.

10.05
Ensure all applicable prior year adjustments were incorporated into the current year cost statement. Ensure all prior year notes to subsequent year's auditor have been cleared.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
10.06
Prepare notes for the following years audit.

10.07
Pre-exit:

Explain adjustments; provide supporting papers requested; leave adjustment report (tentative) and secure HO acknowledgement of receipt.

Office review - if any change to adjustments, Notify HO and set the exit conference date.

10.08
Hold the exit conference. Accumulate documentation and review HO's position for any disputed adjustments.

10.09
Revise the cost statement as necessary (make separate schedules for capital related and non-capital related cost allocations).

10.10
Supervisor review.
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Schedule A

I.
The following items were noted during the desk audit:

NUMBER
REF
DESCRIPTION
DISPOSITION
II.
     The following items were noted during the audit and should be reviewed on the subsequent year's cost statement:

NUMBER
REF
DESCRIPTION
DISPOSITION
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Schedule B 

PROGRAM INTEGRITY QUESTIONNAIRE

HOME OFFICE NAME:
                                                       




Reporting

Number        
Period From:               To:                 
I.
Errors, irregularities, or potentially illegal acts noted during audit (if none so state).

II.
Auditor's conclusion - does potential fraud or abuse situation exist?

( )
YES   Referred to HCFA RO personnel

Name
                    
Title: 
                    
Date:  
                    
( )
Nothing was noted during the audit which would indicate a fraud  or abuse situation.


Audit Supervisor:                                      

(SIGNATURE)      
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