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5-182
Rev. 16
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12-85
HOSPITAL AUDIT PROGRAM
 
SECTION 16
COST TO RELATED ORGANIZATION
Regulation Reference:  42 CFR 405.427

OBJECTIVE:
1.
To determine that a profit is not paid to a provider for services, facilities or supplies through the related organization.

2.
To determine that 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 that costs of the related organization are not artificially inflated due to less than arm's length bargaining.

OTHER REFERENCES:
HCFA-Pub. 15-I, §§1000, 2150, 2151, 2152, 2153

HCFA-Pub. 15-II, §300

Cost Report Forms:
HCFA 2552-83, Worksheet A-8-1

HCFA 2552-83, Worksheet B-1

HCFA 2552-83, Worksheet F
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HOSPITAL AUDIT PROGRAM
12-85

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
16.01

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-2552, Worksheet A-8-1, Part B,

Column 4.

B.
Determine the extent of business conducted

with other oganizations related by common

ownership or control.  Where applicable,

request the following relative to dealing

with related organizations.

1.
Lease agreements;

2.
Management contracts; and

3.
Consultant contracts.

C.
Where material, perform audit procedures

considered necessary in the circumstances

to determine that 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.

16.02

Review the nature of relationship to determine

whether exceptions to related organization

principles are applicable.

A.
Review worksheet A-8-1 and determine the

provider's 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 the Provider

Reimbursement Manual (HCFA- Pub. 15-1).
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
C.
Verify the accuracy of the information

submitted.

16.03

Examine the amounts claimed as cost to

related organizations.

A.
Determine that the amounts are related to

patient care.

B.
Ascertain that 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 the amounts (audit steps 16.03 and C

above) 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 ascertain it includes, in

sufficient detail, the nature of the cost

by expense account.

2.
Review Worksheet A-8-1 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-I, §1000.

3.
Ascertain that 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 provider included in allowable

costs the fees or charges of the

related organization, delete those

amounts from the cost report and

request the provider 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.

16.04

Review supply contracts to determine if the

provider had executed a contract which created a

related organization situation which was not

previously disclosed by the provider.

16.05

If the provider is operated by a state or local

government and has included costs allocated to

it from other components of the government entity,

evaluate the costs by determining the:

A.
Nature and appropriateness of the types of

services represented by the costs.

B.
Bases used to allocate the costs to the

provider and other governmental activities.

16.06

For proprietary providers, review the balance

sheet for the computation of equity capital to

determine that assets leased from related

organizations are not included in the provider's

equity.

16.07

Ascertain the propriety and reasonableness of the 

bases used in allocating costs from the related organization, 

such as county, state, city, religious organizations, chain 

corporations or related providers.

NOTE:  An example of an unacceptable basis would

be the allocation of utilities based on the ratio
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HOSPITAL AUDIT PROGRAM


AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
of total hospital expenditures to total 

university expenditures, data processing cost

allocated on square feet, and business office

expense allocated on an arbitrary ratio.

16.08
Where cost of management contract fees are

included in the allowable costs:

A.
Review the management contract as to the:

1.
Extent of management duties.

2.
Basis for management fees.

3.
Reasonableness of the management fee.

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.

                  TEACHING HOSPITALS                  

16.09
Review provider's work papers supporting university

costs claimed for Medicare reimbursement.

A.
Where costs are allocated to or from related

universities, extended care facilities, joint

service operations whose costs are shared, etc.,

review the amounts, composition and bases of the

cost allocations for propriety and reasonableness.

1.
Compare current and prior period costs.

Significant cost variance between the two

periods should be explained.

2.
Examine university costs to determine if they

are related to patient care.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
3.
Review the basis for allocating university

costs to the provider for accuracy and

reasonableness.

MOTHER HOUSE AND CHAIN ORGANIZATION
16.10
Review Worksheet A-8-1 to determine the following:

A.
If home office costs were claimed by the

provider and/or management fees or charges

were assessed to the provider for services

rendered, ensure that these home office

costs were supported by a cost statement

showing the calculation of home office costs

allocated to the organizations in the chain,

including the provider in accordance with

HCFA-Pub. 15-I, §§2150 through 2153.

B.
Ascertain that the proper transfer of home office

costs is made between expense and capital for

TEFRA and PPS cost report years by performing

the following audit steps.

1.
Determine from the desk review workpapers

if any areas of the home office cost report

were noted for further audit review.

2.
Ascertain the most recent year for which 

home office audits are complete and deter-

mine if any exceptions were noted in the 

base year or TEFRA year in the treatment 

of cost as an expense or pass-through.

3.
Determine that the provider's cost report

reflects its proper allocable share of home

office costs as identified by pooled functional

and direct cost allocations and the breakdown

of pass-throughs in a consistent manner.

16.11
If a provider leases a facility from a related 

organization, determine that the rent paid is not 

included in the provider's cost.  Determine that 
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
the provider only included the costs of ownership 

of the facility (depreciation, interest, real 

estate taxes, etc.) in its cost.

16.12
Determine if the provider is part of a shared-service organization.  If so, review the documents of the shared-service organization to ascertain if a related party relationship exists.  If a related party relationship exists, the cost of services or supplies from the shared-service organization should be reviewed based upon the related organization principle.

16.13
Write a conclusion on audit procedures performed.
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