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4113.
AUDIT RESPONSIBILITY FOR HOME OFFICE COSTS OF CHAIN

ORGANIZATIONS

Where a provider is related to a chain organization within the meaning of 42 CFR 413.17, and services are furnished to the provider by the home office or other organizational entity of the chain, the reasonable costs of the services furnished are includable in the provider's costs for reimbursement.  The reasonable costs of home office services are determined under guidelines in the PRM, Part I, §§2150ff. and other sections relating to specific costs.

Ordinarily, the intermediary responsible for determining the amount payable to the provider and for auditing its records is responsible for auditing the home office to verify the validity of the costs allocated to the provider by the home office.  However, where more than one intermediary services providers that are members of the chain, this could result in duplication of audit expenses and inconvenience to the home office.  As a basic policy, make only one audit of the costs of the home office for each accounting period it operates under the program.

4113.1 
Single Intermediary Servicing All Providers in Chain.--Where one intermediary is servicing all providers in the chain, it is responsible for the audit of the home office costs. It obtains a statement of home office costs from the home office, prepared in accordance with the PRM, Part I, §§2150ff.  setting the allowable costs and their allocation to the entities in the chain.  Audit the statement of costs to assure that allowable costs, and the equity capital of the home office, have been determined and allocated to the providers in accordance with applicable program policies.

4113.2    More Than One Intermediary Servicing Providers in Chain.--Where two or more intermediaries are servicing different providers in the chain, one of the intermediaries (as determined under §4113.3) is responsible for auditing the home office.  The responsible intermediary obtains from the home office a statement of its costs, including  a schedule of its equity capital, prepared in accordance with the PRM, Part 1, §§2150ff., setting the allowable costs and equity capital and their allocation to the entities in the chain.  Determine the audit of the statement of cost in accordance with §4113.4.

The responsible intermediary requests from the other intermediaries any information its auditors need.

The other intermediaries forward to the responsible intermediary any information they have concerning the providers they service which they consider relevant to the home office audit.  This could include aspects of the chain's operations or their experience in their relationship with the chain which the responsible intermediary should be aware of, or should consider during the audit. In addition, each forwards to the home office responsible intermediary a statement of those costs, cost situations, or transactions, and recommends the scope of examination to be performed in particular identified areas, which it wants the responsible intermediary to examine.

Where the intermediary responsible for the home office audit changes, the outgoing intermediary makes available to the incoming intermediary copies of pertinent prior years' statements of home office costs, desk reviews, audit reports and audit adjustments, and any workpapers or documentary material pertinent to the current year's audit.
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Where the audit firm performing the home office audit changes, the responsible intermediary supplies the new audit firm with all materials and reports that may be pertinent to the upcoming audit.

Any issues relating to the determination and allocation of home office costs, including any provider appeals, are resolved by the responsible intermediary.  Prior to the finalization of the audit findings, it forward the audit results to the other intermediaries which service providers of the chain.  However, where an involved intermediary does not agree with an interpretation of application of a policy by the responsible intermediary, it may request the responsible intermediary to obtain an interpretation from HCFA.  Where such an interpretation is requested, the responsible intermediary delays resolution of the specific issue pending HCFA's reply.

At completion, the intermediary performing the audit distributes to the others the audited statements of home office costs and equity capital showing the amounts allocated to each provider. It includes a schedule of adjustments made with a full explanation for each.

The results of the audit are binding upon all intermediaries.  They rely upon the audit as support for the home office costs allocated to each provider they service.  They make appropriate adjustments to the provider's cost report based upon the report form the responsible intermediary and proceed to make settlements with their providers.
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4113.3
Designation of Home Office Audit Responsibility Where Two or More Intermediaries Service the Chain.--Where more than one intermediary services the providers of a chain organization, the BPO, HCFA, designates the intermediary which is responsible for the audit of home office costs.

In making this determination, BPO may consult with the RO and the intermediaries and consider such factors as geographical location of the home office, number of providers serviced by each intermediary, total amount of reimbursement to the chain by each intermediary, and other relevant factors.

When BPO has determined which intermediary is responsible, it communicates its decision in writing to all intermediaries and ROs servicing the home office or an individual provider.  If the intermediaries servicing the providers prefer to have a different intermediary perform the audit, they may request BPO to assign the audit responsibility to another intermediary.  BPO notifies the intermediaries, in writing, of its decision.

4113.4
Scope of Home Office Audit.--Although in some cases BPO designates the intermediary responsible for the audit of a home office, it is the designated intermediary's decision of whether or not to perform it.   The designated intermediary also writes the scope of the audit.  The designated intermediary desk reviews the statement of home office costs, and considers the information furnished by the other intermediaries.  Based upon the desk review, consideration of its experiences with the chain organization and the experiences of the other intermediaries, it makes a determination of the need for, and extent of, an audit of the home office costs.  However, where less than a full scope examination is to be made, it forwards to all intermediaries servicing the chain, a copy of the audit program being used.  It  keeps the other intermediaries informed, in writing, of the progress made and of any significant developments.

4114.
PROVIDER RECORDS MAINTAINED IN HOME OFFICE

Chain organizations carry on their operations with varying degrees of centralization of their provider financial records.  Whatever the degree of centralization, the intermediary responsible for auditing home office costs is also responsible for auditing any provider records maintained at the chain home office, upon request of the intermediary servicing the provider.

The effect is to have only one audit of records maintained in the chain home office.

A. 
Responsibility of Intermediaries Servicing Chain Providers.--The servicing intermediary desk reviews the cost report of its chain provider to determine whether an audit of the provider's cost report is necessary.  If it is, it identifies specific areas of costs to be audited.  It gives priority to its desk review of the chain provider cost report and submits its audit request within 180 days after the close of the provider's reporting year to the intermediary responsible for the audit of the home office.
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The servicing intermediary's written request for audit includes:

o
Scope of the audit to be performed;

o
Specific areas to be audited;

o
Results of the desk review(s); and

o
The cost report of the provider.

B. 
Responsibility of Intermediary Auditing Home Office.--The responsible intermediary reviews the data submitted and, should the need arise, requests necessary additional data.  The submitted data provides the basis for the responsible intermediary to determine the audit time required to comply with the requests for audit, to determine the audit steps necessary, and to schedule the audit.  When it schedules the audit, it notifies the servicing intermediary(ies).  Copies of both the request and notification of scheduling are sent by each intermediary to its RO.

Whenever possible, the responsible intermediary schedules the audit of the provider records at the home office at the same time it performs the audit of the home office costs.  In any event, however, the responsible intermediary schedules and completes the requested audits within a reasonable time after the close of the home office accounting year.  This allows sufficient time for the servicing intermediary to review any proposed audit adjustments, and issue the Notice of Program Reimbursement to the respective providers.

1. 
Adjustments May Affect Other Providers.--During the audit, if the responsible intermediary identifies adjustments which may affect other providers which are not being audited, it notifies the servicing intermediaries.  After such notification, should the servicing intermediary(ies) decide an audit is needed, they notify the responsible intermediary of the specific areas to be investigated.  When audit steps must be done at the provider's site, the responsible intermediary requests the servicing intermediary to perform them.  The servicing intermediary forwards the working papers, and the audit findings, to the responsible intermediary.

2.
Completion of Audit.--At the completion of the audit, the responsible intermediary forwards the results to the servicing intermediary, which proceeds with the settlement of the cost report.  The results include:

o
The scope of audit work performed;

o
The schedule of audit adjustments with full explanation why they are necessary and their effect upon each respective provider's cost report; and

o
The results of discussions with home office personnel pertaining to the audit findings.

All audit adjustments proposed by the responsible intermediary pertaining to the audit of centralized provider records are binding upon the servicing intermediary.  Should the servicing intermediary have any questions concerning the audit or its results, it resolves the issues with the responsible intermediary before settlement.

2-26
Rev. 27

08-89
GUIDELINES FOR PERFORMING PROVIDER AUDITS
4115.1

However, when the disagreement cannot be resolved, the intermediary disagreeing may request the responsible intermediary to obtain an interpretation from HCFA.

In an appeal of provider costs (not including home office costs allocated to it), the servicing intermediary has jurisdiction.  The intermediary responsible for the audit assists it in preparing the appeal position paper.

C. 
Administrative Responsibility of Servicing Intermediary.--In servicing providers of chain organizations, the servicing intermediary performs all responsibilities assigned to it in the usual intermediary/ provider relationship.  The servicing intermediary prepares and executes budget requirements for the providers that it services.  (See MIM, Part I, §§1200 and 1300.)  The responsible intermediary is reimbursed by the servicing intermediary for the costs of auditing provider records maintained at the home office, and for activities connected with a provider appeal.

4115. 
PROVIDER PERMANENT REFERENCE FILE

Maintain a current permanent reference file on each provider with pertinent information for use during interim rate reviews, desk reviews, and field audits.  The permanent reference files are central files that contain provider information or indexes the location of such information maintained elsewhere.  Where permanent reference file data is maintained in desk review and/or audit files, extract and retain it when the desk review and/or audit files are purged.

Establish the required information in the permanent reference files through the use of the Provider Cost Report Reimbursement Questionnaire (Form HCFA-339).  It reflects necessary information for the normal servicing of the provider's organizational set-up and history, and constitutes a minimum level of provider knowledge.  Update the information to reflect changes in the provider's operations and financial arrangements, or amendments to the law and resulting revisions to the Intermediary and Provider Reimbursement manuals.  It is not necessary to have complete copies of documents, such as partnership agreements, leases, fixed asset plant ledger, unless there is something in the document so peculiar to the provider that it warrants special notice.  In lieu of a particular document, the permanent reference files may contain a narration, extracts, summaries and/or examples of pertinent information contained in the document.

4115.1
General Information.--

A. 
Accounting Systems and Records.--42 CFR 413.20 requires providers to maintain sufficient financial and statistical data for proper determination of costs payable under Medicare. Standardized accounting, statistics, and reporting practices are followed.  In keeping with this requirement, establish and maintain surveillance over the provider's capability to maintain records needed to reflect accurate cost reporting data and other information capable of verification by qualified auditors.  Document these determinations and retain them in the permanent files.

Rev. 27
2-27

4115.1 (Cont.)
GUIDELINES FOR PERFORMING PROVIDER AUDITS
08-89

B. 
Accounting System.--Request any significant modifications to the provider's accounting system as updates to the initial system survey performed when the provider entered Medicare.  Indicate reliance upon the provider's independent accounting firms' opinions by making reference to them in the permanent reference files.

C.
Provider's Organization.--Obtain, or develop with the assistance of the provider, an organizational chart.  Update it where there are significant changes during any cost reporting period.

Document information for owners and/or partners of providers to include:

o
Title of position(s) held by owner and/or partner of provider.

o
The same information for officers and members of the board and their stock ownership, if any.

o
Duties and responsibilities of all owners, partners, officers, etc., as appropriate, and individual qualifications related to the duties performed where compensation for them is claimed in the cost report.

o
Ownership or interest in other providers participating or not participating in the program.

o
Ownership or interest in any other entity doing business with the provider.

o
Ownership by a chain organization, where applicable, with the name and address of the home office, description of costs which flow from the parent organization, and the intermediary responsible for the home office audit.

o
Information for nonprofit organization providers to include:

--
Copy of the Internal Revenue Service certificate of nonprofit status under §501(c) of the Internal Revenue Code; and 

--
Documentation to support the legal and operating name of the sponsoring organization(s) or person(s).

o
Information for providers requesting multiple-facility status for cost reimbursement purposes includes:

--
Documentation that the provider consists of several component facilities which provide clearly different types of care; and

--
Determination that the provider's records have the capability to separate costs and revenues between the various entities of the facility.
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D.
Floor Plan of Provider's Facility.--If feasible, retain a copy or pertinent extracts of the facility's floor plan.  Update significant changes.  Indicate that the floor plan was tested during an audit or during an on-site visit.

4115.2
Contracts for Services.--

A. 
Services Purchased Under Arrangements.--Where a provider purchases services, such as housekeeping, physical therapy, prescription drugs, laboratory tests, etc., obtain a listing of all services furnished by outside suppliers.

Where they are performed under contract, document information, the services to be furnished and, where applicable, the charge or fee schedule.

B.
Property-Lease Agreements.--

o
Maintain copies of major lease agreements or extracts for all leased parts of the facility.  Include major movable equipment or other assets.

o
Determine if the lessor is related and/or if the lease agreement constitutes a lease purchase contract.  Where such circumstances exist, apply policies applicable to either related organizations, from PRM Chapter 10 or to lease-purchase agreements, PRM §110B.

C.
Nonpaid Workers.--Include:

o
A current copy of the agreement or extract between the union of nonpaid workers and the provider;

o
Method utilized to determine the value of services they rendered;

o
Listing of members of the organization working in the provider's facility;

o
Listing of positions they hold;

o 
Their average number of hours per week by department; and

o
A general description of the type of work they performed by department.

D.
Provider-Based Physicians.--Obtain a copy of all current written agreements or extracts, or a written summary of oral agreements between the provider and physicians which:

o
Identifies each department where they work in the provider;

o
Lists each physician furnishing services in each department;
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o
Describes each physician's professional and provider activities;

o
Describes all compensation arrangements;

o
Lists any fee schedules utilized; and

o
Lists billing methods selected by the physicians with detailed information pertaining to the specific method selected.

o
Maintain amendments or new agreements.  Maintain copies of contracts or extracts and results of any analyses performed.  Have them available for desk review personnel and field auditors.

E. 
Management and Consultant Services.--Have on file management and consultant agreements to identify the services furnished in sufficient detail to determine if these services are necessary and proper for the delivery of patient care and that their costs are reasonable.

F. 
Franchise Arrangement.--Maintain a copy of the franchise agreement and your analysis supporting the provider's identity and evaluation of specific services furnished and made available by a franchiser, for which the provider claims franchise fee expenses; or evidence that the provisions of the franchise agreement do not meet the conditions necessary to include franchise expenses.

G. 
Provider's Certified Public Accounting Firm.--Maintain the name of the provider's certified public accounting firm.

4115.3
Accounting Policies.--

A. 
Capital-Related Costs.--Maintain copies of documents that include the areas of capitalization, relifing of depreciable assets, estimated useful lives of depreciable assets and componentized depreciation.  Review capital-related costs for the following areas:

o
Current year assets acquisitions;

o
Consistency of capitalization;

o
Gain/loss on disposal of assets; and

o
Relifing of assets.

B. 
Fixed Assets.--Identify provider assets shown on the balance sheet.  Usually, a listing of assets by class, e.g., land, buildings, equipment, indicating the acquisition date, the cost, useful life, method of depreciation, and the annual depreciation for each asset, is sufficient to support the asset and depreciation costs shown on the provider's financial statements.
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Where such records are extensive, maintain at least a summary of the asset accounts, updated as required.  Determine if fixed asset accounting is adequate and if depreciation is based upon guidelines included in PRM Chapter I, Part I.

C. 
Loan or Mortgage Documents.--Obtain copies (if practical) of all outstanding material loans or mortgages, or bond indentures to establish the allowability, necessity, and reasonableness of interest expense.

D. 
Exceptions to Reimbursement Limitations.--Evaluate provider requests for exceptions to reimbursement limitations (e.g., limitations on coverage of costs).  Maintain a complete file to support exceptions, exemptions, and classification adjustments.

E. 
Education Program Approvals.--Approved educational activities means formally organized or planned programs of study operated by the staff of the institution.  Include current copies of State licenses or professional organization recognition, to support the determination of the acceptance of the program(s).

F.
Insurance.--Document the allowance of insurance costs regardless of whether they are for commercial, self insurance, or alternative forms to provide full coverage. Include copies of policies where practical or pertinent extracts, copies of prior pertinent audit working papers, and/or a summary of the key provisions which fulfill the conditions for Medicare reimbursement.

G. 
Preparation of Cost Reports.--Determine whether the provider has the capability of preparing an acceptable cost report.   Where a provider proposes a change from HCFA's reporting procedure, determine whether it properly reflects Medicare cost reporting requirements and is acceptable to HCFA and you.

H.
Deferred Compensation or Pension Plan.--Have on file, for each provider having a deferred compensation or pension plan, a copy of the written agreement or extract and all amendments existing between the provider and participating employees which:

o
Describes the method for determining all contributions to the fund;

o
Describes the funding mechanism;

o
Provides protection for the plan's assets;

o
Designates the requirements for vested benefits;

o
States the basis for determining the amount of benefits to be paid;

o
Describes the treatment of such items as dividends, interest income, capital gains or losses in regard to the corpus of the fund; and

o
Designates the handling of loan(s) made from the deferred compensation plan to the provider.
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4117.
TEFRA REVIEW GUIDELINES

TEFRA (Tax Equity and Fiscal Responsibility Act of 1982) is effective for cost reporting periods beginning on or after October 1, 1982.  It applies to all hospital inpatient total costs minus capital-related cost, direct medical and nursing education cost, and malpractice insurance cost.  Effective October 1, 1983, malpractice cost becomes an operating cost and is not treated separately as in the first year of TEFRA.  The limits applied on a per discharge basis as established by TEFRA do not apply to children's hospitals, long-term care hospitals, or rural hospitals with fewer than 50 beds.

GENERAL AUDIT AREAS shown in Exhibit A are cost elements that appear frequently as adjustments that you must review during the first TEFRA cost reporting period in accordance with your current audit programs.  During subsequent TEFRA cost reporting periods, the extent of the audit or audit areas is commensurate with the dollar impact of the issues.  Refer to Exhibit A, §4199.

TEFRA REVIEW GUIDELINES shown in Exhibit B are provided as mandated review areas which you must address in the review of the first year TEFRA cost reporting period. Decisions as to the disposition of the item must be documented in your workpapers. Determine whether the area needs to go to audit or not based upon the results of the preaudit process.  The audit areas are mandated for review, but the preaudit tests and audit emphasis steps are optional.  During other TEFRA years, you have flexibility in audit areas.  The extent of the audit or audit areas is commensurate with the dollar impact of the issue.  The review of guideline areas does not relieve you of your responsibility for performing the regular preview process or the review of other areas on the cost report.  Refer to Exhibit B, §4199.
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