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 SECTION 8
SALARY REVIEW AND PAYROLL COMPARISONS AND TEST
Regulation Reference: 42 CFR 405.402(a), 405.432 and 405.451(a)

OBJECTIVE:
1.
To ascertain that reasonable salaries have been actually paid and charged to the proper cost centers.

2.
To ensure that a satisfactory periodic payroll test be performed since salaries and wages constitute about 70 percent of the cost incurred by a provider of health care services.

OTHER REFERENCES:
HCFA-Pub. 15-I, §§700, 1400, 2l00

Cost Report Forms:
HCFA 2552-83, Worksheet A

HCFA 2552-83, Worksheet A-1

HCFA 2552-83, Worksheet A-8
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            SALARIES AND WAGES
8.01
If the provider had an audit by an independent CPA, review the workpapers, to determine the extent of work performed, and the extent the work done by the CPA can be used to support other audit steps in this section.  If reliance can be placed on the audit performed, note the audit steps which do not need to be completed.

8.02
Review payroll procedures to ensure there have been no changes in the system since the last financial audit in order to limit the scope.

8.03
Verify that salaries and wages have been charged to cost centers in accordance with the general ledger by performing the following audit steps.

A.
Reconcile the general ledger or reconciliation schedule totals with the amounts as recorded in the payroll journals.

B.
Review prior year end accruals and ascertain that they were reversed in the current year.

C.
Reconcile the total salaries and wages expense per the facility's financial records to the amounts reported on IRS payroll tax forms 941.

D.
Review the propriety of payroll reclassifica​tions made between cost centers.
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8.04
Ascertain that salaries and applicable fringe benefits paid in connection with activities not related to patient care (such as fund raising, basic research, gift shop) have been excluded from allowable cost (i.e. assigned to appropriate nonreimbursable cost center).

8.05
Test the accuracy and allowability of fringe benefits reported by the provider.  At a minimum, assure that:

A.
The fringe benefits as reported in the cost report are accurate and agree with amounts recorded in the books of original entry.

B.
Fringe benefits are allowable under Medicare principles as explained in HCFA-Pub. 15-I, §2100.

8.06
Determine the reasonableness of departmental salaries and nursing salary cost by performing the following audit step.

A.
Perform an annual salary test by relating departmental salaries to departmental equivalent number of employees.  Develop an average salary per full-time equivalent employee by department to ascertain whether salaries charged to each department are reasonable.

NOTE:
Nonreimbursable cost centers (e.g., delivery room, labor room, and nursery) must be examined to determine if they received the proper amount of salary cost.

Rev. 16
5-77


EXHIBIT 8 (Cont.)

12-85
HOSPITAL AUDIT PROGRAM
8-5

AUDITOR§S
PROCEDURE
   INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
8.07
Verify payroll expense by performing the following audit steps.

A.
Select a 1 month sample of payroll journal entries for the year being reviewed to verify the accuracy of payroll computations.

1.
Determine through time cards, time sheets, etc., that the employee was paid for time actually worked.

a.
For salaried employees, verify that the correct salary was paid and time reports indicate that the employee either worked or was on leave.

b.
For hourly employees, verify wages paid by multiplying the hourly rate of pay times hours worked.

2.
Review personnel folders for employees selected and determine:

a.
That the rates of pay agree with the rates included in the payroll journals and 

b.
That the employee was actually assigned to work at the facility.
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3.
Review any unusual or special payments to assure they were allowable and allocable.

B.
Expand sample if significant deficiencies are disclosed.

C.
For employees assigned to more than one cost center, verify the time distribution by tracing from employee time cards/records to the monthly time summaries by department.

Determine that proper payroll distribution was made on:

1.
"Floating staff" (staff working for various departments rather than a specific department).

2.
Changes in work assignment.

3.
Payroll expense for delivery room, labor room, nursery, emergency room (outpatient), special care units and premature nursery, etc.

4.
Transfer of employees between departments.

IMPUTED VALUE OF VOLUNTARY
SERVICES OF NONPAID WORKERS
(See Section 20, Nonpaid Worker Audit Program.)

8.08
Where the provider included the imputed value of voluntary services of nonpaid workers in the payroll expense perform the following audit steps:
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A.
Ascertain that only the net value of the ser​vices of the nonpaid workers was imputed, i.e., that the costs of any perquisites and mainten​ance (e.g., Sisters' maintenance) provided to nonpaid workers in excess of those provided to other employees in comparable posi​tions are deducted from the gross value of their services.

B.
Examine time records supporting nonpaid services and test extensions.

C.
Trace amounts to departmental expense and general ledgers.

8.09
Write conclusion on audit procedures performed.
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