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EXHIBIT A-1


PAYMENTS BY PRIMARY PAYERS, WHERE MEDICARE IS SECONDARY (MSP)
Issue: Payments by primary payers, where Medicare is the Secondary Payer and has a residual liability, must be correctly shown on the hospital's cost report, Worksheet E.  This applies to:  

o 
Automobile medical, no fault, or any liability insurance;

o
ESRD beneficiaries  in the 12-month period with EGHP; 

o
Workers' compensation including Black Lung; 

o
Working aged with EGHP and their spouses age 70 or over; 

o 
VA, PHS or other Federal Agency plans; and

o
Disabled beneficiary large group health plan (LGHP) provisions.

General Information:

o
The amount reported on Worksheet E must include all payments by primary payers where Medicare has a residual claims liability.  This amount must not contain any primary payer payments which satisfy the beneficiaries' Medicare deductibles or coinsurances.  (See Part 3, §§3680 - 3685 and 3693ff.).

Audit Emphasis:
o
Review the provider's accounts receivable for Medicare patients (utilize the admission/discharge listing to identify Medicare patients) for MSP credit balances to determine if the amount on the hospital's cost report, Worksheet E, is properly reported. Credit balance MSP data may also be listed on the provider's late charge money only billing adjustment log.

o
Ensure that MSP amounts entered on Worksheet E do not include payments for deductible and coinsurance.  (See Part 3, §3682.)

o
Determine whether the amount in the "Net Primary Payments Made Under MSP" column of the PSRR closely approximates the amount of partial MSP payments determined in your review of accounts receivable credit balances.  If the amount is significantly lower, report to your MSP unit for further investigation of the method used to prepare Medicare bills where other payers are involved.
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EXHIBIT A-2


EXCLUDED UNITS
Issue: Under PPS, excluded units of a provider are reimbursed on the basis of cost. Excluded unit status is granted to certain units meeting the qualifications described in 42 CFR 412.25 through 412.32 and PRM Part I §§2803ff.

Concern: The providers may shift costs to these units through either inappropriate direct costing on their accounting records or through the use of inappropriate statistics for cost allocation.

Audit Emphasis:
o
Confirm that the unit meets the qualifications to continue as an excluded unit.  (PRM Part I §2803.61.)

o
Ensure that excluded units are identified as separate cost centers  on the cost report.  

o
Analyze the nature of the direct costs for the excluded unit to determine their allowability and proper classification.

o
Review the HCFA Form-1007 used to calculate the excluded unit target rate. Ensure that the target rate used in the cost report is correct and that any bonus/penalty is properly calculated and applied. 

o
Ensure that beds assigned to the unit are physically separate from other beds. 

o
See Exhibit A-12 for audit emphasis regarding overhead cost allocation.

o
See Exhibit A-3 for audit emphasis regarding Medicare settlement data.

o
Test that providers submit a cutoff bill for excluded units.

o
Ensure that cutoff or interim bills are not counted as discharges on the cost report.
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EXHIBIT A-3


MEDICARE SETTLEMENT DATA
Issue: As a function of the PPS cost report settlement, ensure that proper statistical data is reported on the cost reports.  The Medicare settlement data consists of charges, days, deductibles, coinsurances, interim payments, and details of the Federal and Hospital-Specific portions of the DRG payment and outlier payments.

Concern:  

The use of accurate settlement data is important since:

o
The inpatient days and charges are utilized in determining medical education and capital reimbursements.

o
Outpatient apportionment data are used in determining outpatient reimbursement.

o
Both inpatient and outpatient deductibles, coinsurances, and MSP primary payment amounts affect total program reimbursement; and

o
The Federal portion of DRG payments and outlier payments are used to compute the indirect medical education adjustment and disproportionate share payments.

General Instructions:

The Medicare apportionment data (e.g., days, charges) must be related to the actual volume of services rendered during the cost reporting period.  In hospitals subject to PPS, payment for inpatient services is based on discharges.  Therefore, cut-off bills are not required for the second year under PPS and thereafter.  (See PRM Part I §2805.)

Use the PSRR data to make the settlement unless the provider furnishes proof that this data is inaccurate.  To ensure that the settlement data is based on the actual volume of services for the reporting period, obtain the PSRR listings no earlier than 12 months after the end of the provider's fiscal year or no earlier than 90 days prior to the NPR date if the settlement occurs sooner than 15 months after the end of the fiscal year.  For example for a cost reporting period ending on December 31, 1989, the PSRR listing will be dated December 31, 1990 or 90 days prior to the settlement NPR date.  If the settlement NPR date is February 1, 1991, the PSRR must be dated no earlier than November 3, 1990.

EFFECTIVE FOR COST REPORTING PERIODS BEGINNING ON OR AFTER JANUARY 1, 1989, YOU MUST USE THE NATIONAL UNIFORM PROVIDER STATISTICAL AND REIMBURSEMENT REPORT (see Part 2, §§2241-2245) TO OBTAIN THE MEDICARE SETTLEMENT DATA.  (See §4118.1)
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Audit Emphasis:

o
Before entering the PSRR data into the cost report, modify it to reflect the various adjustments such as credits/debits (two-part adjustment bill deleting information on the original bill by a credit and adding correct data by a debit), PRO adjustments, money only adjustments, etc.

o
If the PSRR listing used in the prior year's settlement did not capture a significant number of claims for that year, do not include the settlement data for those claims in the current year. Instead, revise the prior year cost report to include this data.
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EXHIBIT A-4


KIDNEY ACQUISITION COSTS
Issue:  The cost incurred for kidney acquisition for certified renal transplant hospitals is a pass-through cost for providers reimbursed under PPS.  For other providers, reimbursement for the cost incurred for kidney acquisition is through the sale of excised kidneys to other hospitals or organ procurement agencies (OPA).  Medicare does not directly reimburse these providers for the cost of kidney acquisition.

Audit Emphasis: 

1.
For Certified Renal Transplant Providers.--

o
Test the costs included in the kidney acquisition cost center on the hospital cost report and Supplemental Worksheet D-6, to determine if only the direct costs and allocated overhead associated with the kidney acquisition are included.

o
Verify the kidney acquisition days and charges reported on Supplemental Worksheet D-6.

o
Ensure that non-Medicare kidney acquisition costs are excluded from Medicare reimbursement through Supplemental Worksheet D-6.

2.
For all other Providers Performing Kidney Excisions.-- 

o
If there is an entry on Worksheet A, line 83, test that the direct cost of kidney acquisition has been correctly included in the kidney acquisition cost center, so that overhead expenses (Worksheet B, line 83) are properly allocated to the cost center. The cost center does not flow to settlement since these costs are not reimbursable.

o
Ensure that the charges and days for excising of kidneys are excluded from Medicare charges and days but are included in total charges and days.
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EXHIBIT A-5


NONPHYSICIAN ANESTHETISTS
Issue:  For cost reporting periods beginning on or after October 1, 1984, costs incurred by the provider for hospital employed nonphysician anesthetists is reimbursed as a pass-through as are nonphysician anesthetists who provide services at the hospital under arrangement (contract).

For cost reporting periods beginning on or after January 1, 1989, anesthesia services furnished by CRNAs are reimbursed by the carrier under the CRNA fee schedule. Payments under the fee schedule are made directly to the CRNA or to a hospital, physician, or ASC which employs, or contracts with, the CRNA.  The CRNA also applies to anesthesiology assistants (AAs).  However, CRNA pass-through payments continue for hospitals located in rural areas through the end of calendar year 1991.  (See HCFA Pub. 60A--PM A-88-32.)

Concern:  During the period of your evaluation for the rural hospital's exemption request, you continue to pay the nonphysician anesthetist pass-through (PM A-88-32).  If you deny the request, the affected CRNAs, AAs or qualified biller may bill the carrier for covered services retroactive to January 1, 1989.  There is the possibility that nonphysician anesthestists could be paid twice.

Audit Emphasis:

o
Analyze the nature of the direct cost claimed as a pass-through to ensure that it is correct and applicable only to hospital employed nonphysician anesthetists.

o
For cost reporting periods beginning on or after January 1, 1989, if the rural hospitals exemption request is denied, ensure that there are no nonphysician anesthetists pass-throughs on the cost report.  Direct billing must be through the carrier.

o
See Exhibit A-12 for audit emphasis regarding cost allocations.
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EXHIBIT A-6


PROVIDER BASED PHYSICIAN COMPENSATION
Issue: The physician regulations, 42 CFR 405.480 and 42 CFR 405.482, require the application of RCEs to physician compensation paid by the provider for provider services rendered by the physician.  The hospital cost report applies the RCEs to the hospital complex and, after cost allocation, brings a proportionate share of the disallowance back into Part A inpatient cost for inpatient services subject to PPS.   

Audit Emphasis:

o
Ensure that the provider submitted the required "time allocation agreements" with the cost report (See 42 CFR 405.481, PRM Part I §2182.3.D, and Form HCFA-339, Exhibit 2).  Review the supporting documentation used as a basis for these agreements (See the PRM Part I §2182.3.E.) If the provider does not have the required "time allocation agreements", treat the total compensation as being applicable to the "professional component".

o
Ensure that the professional component and provider component amounts shown on Supplemental Worksheet A-8-2 are based on the verified "time allocation agreements."

o
Review the provider's documentation supporting the "hours" used on Supplemental Worksheet A-8-2.

o
Where the provider has increased the published RCEs for physician malpractice, membership in professional societies, and physician continuing education cost, review the propriety of the adjustment.

o
Ensure that the RCE disallowance is reflected in the appropriate cost center on Worksheet A.  (For example, if a part of a pathologist's compensation was included in the Laboratory cost center and a part in the Interns/Residents in Approved Programs cost center, offset any RCE disallowance proportionately against both cost centers.)
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EXHIBIT A-7


CAPITAL-RELATED COSTS
Issue: To ensure consistency in the application of the capitalization policy between the base year and the PPS year.  Capital-related costs include the areas of capitalization, relifing of depreciable assets, estimated useful lives of depreciable assets and componentized depreciation.

Concern: Capital-related costs are treated as a pass-through under PPS; i.e., they are reimbursed on the basis of cost.   Review capital-related costs to ensure that the provider has not attempted to increase the amount of pass-through cost by either changing the estimated useful lives of capital assets, changing capitalization parameters, classifying operating expenses as capital related cost, or capitalizing operating costs. 

Capital-related costs allocated to the provider from a home office as well as capital-related costs furnished the provider by other related organizations should be stated as a pass-through on the provider's cost report.  The amounts allocated from the home office should be reviewed by the designated intermediary.  (See §8500 - Home Office Field Audit Program.)   However, utilize the appropriate audit steps listed below to review capital-related costs from a related organization other than a home office.

Audit Emphasis:
CURRENT YEAR ASSET ACQUISITIONS:

o
On a test basis (see §4112.3.E.3) verify the cost or appraised value of the new assets and trace the lives to the appropriate list of AHA useful life guidelines.

o
Ensure that depreciation for newly acquired buildings and additions is not claimed prior to the date these assets were placed in service.  Determine when new buildings and additions were placed into service.   Ensure that the depreciation reported in the year of acquisition is in accordance with PRM Part I §118 .  

o
Review the provider's capitalization policy and ensure that it is properly applied to the minor equipment acquisitions.  (See PRM Part I §§106 and 108.)  Note that the established capitalization policy applies to each asset rather than a group of similar assets.

CONSISTENCY OF CAPITALIZATION:

o
Determine whether there were any changes in the provider's capitalization policy between the PPS base period and the current year.  Per 42 CFR 412.113, capital-related cost in cost reporting periods beginning before October 1, 1986 must be treated consistently with the base period.

o
Review the propriety of direct costing of capital-related cost and compare with the PPS base period for consistency of classification as capital-related or operating cost (See 42 CFR 412.113.)
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GAINS/LOSSES ON DISPOSAL OF ASSETS:

o
Review the provider's computation of the gain/loss and ensure that individual gain or loss was allocated in accordance with PRM Part I §132.

o
Ensure that trade-ins were treated in accordance with PRM Part I §104.11.

o
Where accelerated depreciation has been claimed, ensure that the computations are in compliance with the recapture provisions of PRM Part I  §132.

RELIFING OF ASSETS:

o
Where an asset has been relifed, ensure that the provider has your written approval prior to the beginning of the cost reporting period.  

o
Review the relifing of assets acquired prior to the entrance into the Medicare program.  

NOTE:
Appraisal firms have developed an asset relifing program which shifts a disproportionate share of depreciation applicable to fully depreciated pre-Medicare assets to the years under Medicare.  This is accomplished by extending the lives of pre-Medicare assets which are fully depreciated under the program, on a year-to-year basis, until the assets are actually retired.  Since many of these assets were already relifed once after the provider's entrance into the program, ensure that further depreciation is not allowed, even though the asset may continue in use (42 CFR 413.144(b) and PRM Part I §122).

INTEREST EXPENSE AND INCOME OFFSETS:

o
Determine if the interest incurred on each loan is reasonable as stated, is reported  on an accrual basis and that the tests for being necessary and proper as outlined in the PRM have been met.  Reference:  PRM Part I §§202.1, 202.2, and 202.3.

o
Test to ensure that only interest related to capital assets is included as a pass-through cost.

o
Review the cost for refinancing of long term debt and borrowing determinations.  Ensure that refinancing is in accordance with Medicare policy.  (PRM Part I §233)

o
Test to ensure that investment income is correctly offset against appropriate capital-related or working capital interest expense.  If investment income offset is required under PRM Part I §§202.2 and/or 226.4B, only that portion of investment income that bears the same relationship to total investment income as the portion of capital-related interest expense bears to the total interest expense is offset against capital-related interest expense.
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PROPERTY TAXES AND INSURANCE:

o
Ensure that property taxes and insurance pertaining to nonreimbursable assets are not included in provider pass-through costs.  An inventory of physical property descriptions is useful in identifying non-reimbursable activities.

o
Ensure that the liability portion of auto insurance is not included as a capital-related cost.
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EXHIBIT A-8


LEASE ARRANGEMENTS
Issue: To ensure that the rental charges are properly recorded or that the reimbursement treatment of the transaction is in accordance with the PRM Part I Chapter 1.

Concern: Providers may attempt to identify and classify as pass-through cost the estimated capital-related portion of service contracts which were previously included as part of the base period operating cost in calculating the PPS hospital specific rates.  Such treatment is contrary to the requirements of 42 CFR 412.113.

Where a provider enters into a sale and leaseback arrangement or a lease purchase agreement, the rental charges must be  properly recorded.  Some lease agreements are the same as installment purchases of facilities or equipment.  Review the agreement for the rental charge that is includable in allowable costs in accordance with the criteria in PRM Part I Chapter 1.  If a determination is made that a sale or leaseback agreement for plant facilities or equipment is entered into with a related party, the reimbursement treatment of the transaction must be in  accordance with PRM Part I §§1011.5 and 110A.

Audit Emphasis:
1.
Sale and Leaseback Arrangements.--(See PRM Part I §110A.)

o
Determine if adequate alternative facilities or equipment were available at lower cost by contacting area real estate leasing companies.

o
Determine if rental charges do not exceed the amount which the provider would have included in reimbursable costs had it retained legal title to the facilities or equipment.

2.
Virtual Purchase Leases.--

o
Review leases (unless reviewed in prior years) to determine whether they qualify as virtual purchases.  (See PRM Part I §110.B.)

o
Ensure that the amount claimed for virtual purchase leases is limited to the amount which the provider would include in allowable cost if it had legal title to the assets (i.e., depreciation on straight line basis, insurance, and interest.)

3.
Other.--

o
Ensure that any rental amount pertaining to maintenance and repairs is not treated as a capital related cost.

o
Ensure that capital-related cost excludes amounts applicable to service contracts unless a portion of the contract amount meets the criteria of 42 CFR 413.130(c) and PRM Part I §108.2.   However, even if a portion of the contract amount meets this criteria, determine whether its current year treatment is consistent with the PPS base year.  (See 42 CFR 412.113.)
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EXHIBIT A-9


DIRECT MEDICAL EDUCATION COSTS
Issue: To ensure direct medical education costs are properly reimbursed for PPS.

Concern:  Direct medical education costs are pass-through costs under PPS and are reimbursed on the basis of reasonable cost.  Therefore, Direct Medical Education costs may be subject to cost shifting or other practices which may inflate their costs.  Direct Medical Education includes both approved nursing and paramedical education programs and approved intern and resident programs.  

For cost reporting periods beginning on or after July 1, 1985, Direct Medical Education consists of two components:

o
Nursing and Allied Health Programs operated by hospitals are reimbursed on a reasonable cost basis, as they were prior to July 1, 1985.

o
Graduate Medical Education (GME) Costs including approved programs in osteopathy, dentistry, and podiatry as well as medicine are limited to a per resident amount calculated in the base period, multiplied by the number of FTE residents reported in the current cost reporting period.

In establishing the per resident amount for a specific hospital based on Federal FY 1984 GME costs, it is important that the amount determined be an accurate reflection of legitimate GME costs incurred during the base period.  The nature of the new payment approach for GME costs, in that payment amounts are "locked-in" for the foreseeable future, requires that inappropriate costs not be included in these amounts.  There is concern that some questionable costs have been included in the Direct Medical Education pass-through.

For example, physicians' compensation costs for services to the hospital that are unrelated to approved educational activities were, in some cases, misclassified at the beginning of PPS.  Such misclassified costs should not be perpetuated as you establish the per resident amounts.

Audit Emphasis:

As part of the cost report audit and settlement, review the following items for Direct Medical Education:

o
Program must be approved by appropriate authority.  (PRM Part I §§402.1c and 402.4.)

o
Review the nature of direct cost (Worksheet A, columns l and 2) for the Interns and Residents - in approved program", "Nursing School" and "Paramedical Program" cost centers to ensure that the amounts are related to the net cost of those programs.  (See 42 CFR 412.85.)
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NOTE:
The costs associated with the following activities do not qualify as Direct Medical Education cost:

-
Orientation and on the job training.

-
Part-time education for bona-fide employees at properly accredited academic or technical institutions devoted to undergraduate or graduate work.

-
Costs and travel expense of educational seminars and workshops.

-
Maintenance of a medical library.

-
Training of a patient or patient's family in the use of medical appliances.

-
Clinical training of nursing, paramedical and other students not enrolled in an approved education program operated by the provider.

-
Other activities that do not involve the actual operation of an approved educational program including the costs of interns and residents in anesthesiology who are employed to replace anesthetists.

o
If medical education costs were directly assigned to other cost centers in the PPS base period, and they were not identified and removed from the inpatient operating costs used to set the PPS Hospital Specific Rate (HSR), ensure that these costs are not claimed as direct medical education pass-through during the PPS transition period.

o
Review reclassifications of costs to medical education cost centers on the hospital cost report, Worksheet A-6, to see if they are proper.  For example, the provider's malpractice costs relating to I&Rs are reimbursed through the malpractice cost center on Worksheet D-8/Supplemental Worksheet D-8 and not through a reclassification to the I&R cost center.  However, if the provider purchases a policy for personal/professional malpractice coverage of the I&Rs in addition to the blanket malpractice policy which covers all employees (including I&Rs), the cost of this additional personal malpractice may be treated as a fringe benefit.  As such, it would not be subject to the Worksheet D-8 apportionment.  HCFA's policy regarding direct assignment of cost would, however, preclude a reclassification of this fringe benefit cost from A&G to the I&R cost center.  (See PRM Part I  §§2307 and 2144.)  Also, to be allowable, this fringe benefit must be reasonable, and, when applicable, be reported to IRS for tax purposes. (See PRM Part I  §2144.)

o
Review the Worksheet A-8 adjustments pertaining to I&Rs, nursing school, and paramedical programs.  (Ensure that tuition is correctly offset.) Scrutinize any costs which are transferred from a medical school to determine whether they relate to the direct medical education programs.
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o
Ensure that all costs associated with I&Rs working outside the hospital (e.g., other hospitals, freestanding ASCs, family practice centers) are set up in a nonreimbursable cost center.

o
Ensure that the graduate (I&R) medical education pass-through excludes teaching physicians' direct patient care and administrative costs (e.g., utilization review, autopsies, administration of a department, supervision of technicians).  In addition, salaries of teaching physicians are subject to RCEs.   (See Exhibit A-6.)

o
See Exhibit A-12 for audit emphasis regarding overhead cost allocation.

Additional Audit Emphasis Applicable Only to Graduate Medical Education for Cost Reporting Periods Beginning on or After July 1, 1985:
o
For cost reporting periods beginning on or after July 1, 1985, verify proper classification of Interns and Residents-(Approved) salaries and Salary Related Fringe Benefits and Interns and Residents-(Approved) - Other Costs on Worksheet A, lines 21A and 21B.  Ensure that only the salaries of I/R are included on Worksheet A, line 21A.  (See PRM - Part II  §§1907 and 1910.

NOTE:
When the regulation implementiong §9202 of COBRA is published, these guidelines will be updated to include other appropriate review steps.
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EXHIBIT A-10


INDIRECT MEDICAL EDUCATION ADJUSTMENT
Issue: A PPS hospital with an approved graduate medical education program receives an additional payment representing the indirect cost of services rendered by interns and residents (I&Rs).  This amount is based upon a ratio of the number of I&Rs to beds.  The computation of the allowance for the indirect medical education adjustment is based upon the Federal Portion of the PPS and outlier payments.   (See PRM Part I  §2405.3.)

Audit Emphasis:
o
Verify the number of FTE for I&Rs shown on Form HCFA-2552-85, Worksheet S-3, Column 9, line 8.  This number is determined based upon a one-day count on September 1st of each year.  However, for cost reporting  periods beginning between October 1, 1984 and June 30, 1985 make a count on April 15, 1985.

o
Obtain and test the provider's assignment records for I&Rs to verify time spent and location; ensure that you do not count any I&R as more than one full-time employee in any cost reporting period regardless of the number of hospitals in which the I&R is providing services.  If the I&Rs work at more than one hospital and the assignment records indicate that the one day count is not representative of the provider's actual number of I&Rs during the cost reporting period, apportion each I&R's time proportionately to each facility.

o
Test that the following I&Rs are not included in the indirect medical education count:

-
in unapproved programs;

-
working at another provider; 

-
assigned to excluded units;

-
replacing non-physician anesthetists; or

-
assigned to freestanding clinics such as family practice centers or nonprovider clinics.

o
When a cost reporting period begins at a time different than the beginning of the academic year (July 1) there may be considerable fluctuation in the count of interns between two academic years within the cost reporting period.  Prorate the I&R counts for the two academic years based upon the number of months of each academic year that comprise the cost reporting period. (See PRM Part I §2405.3.F.5.)
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o
Ascertain the number of beds approved and available for patient care during the cost reporting period.  Frequently, auditors find that the beds available are fewer than those approved. Determine the number of beds in a hospital by counting the number of available bed days during the cost reporting period.  Exclude beds assigned to newborns, custodial care, and PPS excluded distinct part hospital units.  Divide that number by the number of days in the cost reporting period.  If you cannot be reasonably certain of the bed count or where changes have taken place:

-
Ensure that the bed count at the end of the period for each accommodation area is properly recorded on the cost report.

-
Compare the number of beds with the number in the prior year.  Where there is a difference, obtain an explanation.

-
Check board minutes to see if areas of the hospital were closed or if the number of beds were reduced during the cost report period.

o
For discharges on or after May 1, 1986, but before October 1, 1988, use the following formula for calculating the indirect medical education adjustment:

("R" is the ratio of I&Rs to beds)

2 X  (1 + R).405 -1  times the Federal DRG Revenue  (Federal portion of the DRG payment plus outlier payments)

o
For cost reporting periods which straddle May 1, 1986, apply the original indirect medical education adjustment formula (below) to the Federal DRG revenue for discharges occurring prior to May 1, 1986.  Apply the new formula to the portion of the Federal DRG revenue applicable discharges on or after May 1, 1986.

          .1159 (R/.1) times the Federal DRG Revenue

o
For discharges on or after October 1, 1988 and before October 1, 1990, use this formula:

          1.89 X  (1 + R).405 -1 times the Federal DRG Revenue (Federal                                                               portion of the DRG payment plus outlier payments)
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EXHIBIT A-11


MEDICARE BAD DEBTS
Issue:  The objective is to obtain accurate data concerning the amount of Medicare bad debts for reimbursement purposes.

Concern:  Medicare bad debts for deductible and coinsurance are reimbursed as a pass-through cost.  Since they have a direct dollar for dollar effect upon the provider's reimbursement, there is an incentive to claim bad debts before they become worthless and to claim other than Medicare bad debts.

References:
PRM Chapter 3 §308 (criteria)

Audit Emphasis:
As part of the cost report audit and settlement: 

o
Obtain a bad debt listing that contains all the data necessary to perform an adequate review.  This includes:  

--Beneficiary's name
--Amount of Debt

--HICN

--Deductible and coinsurance amounts

--Date of first bill
--Amount paid by beneficiary

--Date of write-off

o
Test the bad debts to ensure that the amounts claimed as Medicare bad debts are only for Medicare deductibles and coinsurance for provider services.  

NOTE:
When the hospital fails to charge patients for deductibles or coinsurance, the amounts cannot be claimed as bad debts.

o
Test that bad debts attributable to the portion of an ESRD patient's bill subject to the composite rate are separated from the other hospital bad debts, and

o
A reasonable collection effort was made to collect the deductible and coinsurance amounts.
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NOTE:
To be considered reasonable, a provider's effort to collect Medicare deductible and coinsurance amounts must be similar to the effort put forth to collect comparable amounts from non-Medicare patients.  Reasonable collection efforts involve the issuance of a bill, on or shortly after, discharge or death of the beneficiary to the responsible party.  This may include third party payers such as the beneficiary's estate, Medicaid, or a private insurance company.  It  includes actions such as subsequent billings, collection letters and telephone calls or personal contacts with the party, which constitute a genuine, rather than a token, collection effort.  The provider's collection effort may include using or threatening to use court action. A collection agency may be utilized. Documentation of the provider's collection efforts must be placed in the patient's file, i.e., the bill(s), follow-up letters, reports of telephone and personal contact.  Where the patient's records are stored electronically, the file must indicate the charges, the billing date, to whom and the number and date of follow-up billing and letters.  

-
After reasonable and customary attempts to collect the bill, the debt remaining unpaid more than 120 days from the date the first bill was mailed (unless the patient was deemed indigent).  If the bad debt is written-off on the provider's books 121 days after the date of the bill and then turned over to a collection agency, the amount cannot be claimed as a Medicare bad debt on the date of the write-off.  It can be claimed as a Medicare bad debt only after the collection agency completes its  collection effort.

-
The criteria in PRM Part I §312 was applied where indigency was used as a basis for the write-off.

o
Ensure that allowable bad debts do not include deductible and coinsurance amounts required to be paid by Medicaid or other third parties.

o
Review other income items on Worksheet G-3 of Form HCFA-2252-85 or the provider's working trial balance to determine whether  recoveries of prior year(s) bad debts are shown.  If shown, determine whether any amounts were applicable to Medicare patients.  If Worksheet G-3 and the provider's working trial balance do not show this information, review the provider's system of recording bad debt recoveries.  If this review indicates that some prior year bad debts were recovered in the current year, determine the Medicare portion.

NOTE:
The Medicare recoveries should be offset against the current year's reimbursable cost (Form HCFA-2552-85, Worksheet E, Part A, line 13 or Worksheet E, Part B, line 25B) to the extent that these bad debts were reimbursed in prior periods. (See PRM Part I  §316.)
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EXHIBIT A-12


COST ALLOCATIONS
Issue: To ensure a proper allocation of general service costs on Worksheet B through the use of correct statistics on Worksheet B-1.

Concern:  Shifting of cost can occur through cost allocations on the hospital cost report by manipulating the statistics on the report, Worksheet B-1, to inappropriately allocate cost to either pass-throughs or cost reimbursed areas of the provider.  

Through discrete costing on the provider's accounting records, costs can be shifted to areas which can increase its cost reimbursement.

Audit Emphasis:
o
Review the current year Worksheet B-1 statistics, especially in the following areas:

-
Excluded units;

-
Medical education cost centers;

-
Outpatient areas; 

-
Other cost reimbursed components of the complex such as hospital-based HHAs and SNFs; 

-
Nonphysician anesthetists cost center; and

-
Capital-related cost allocation to departments with high Medicare utilization versus nonreimbursable areas or departments with low Medicare utilization.

o
Test the accumulation of statistics from the source data.

o
Discuss methods used to gather statistical data with departmental personnel.  Determine through inquiry if the statistical basis used reflects actual operations of the cost center and properly allocates costs.  

o
Determine if changes have been made in the provider's operation and/or plant layout which require recognition in the cost allocation statistics.
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EXHIBIT A-13


DISPROPORTIONATE SHARE HOSPITALS (DSH)
Issue: This provision requires that adjustments be made in the Federal portion of the DRG payment to achieve increased payments to hospitals serving a disproportionate share of low income patients. The additional payment equals the Federal portion of the DRG payment and outlier payments (but excludes any additional payments for the costs of the indirect medical education) multiplied by an adjustment percentage (42 CFR 412.106(b). If a hospital meets the definition, an additional payment is made for discharges occurring on or after May 1, 1986.  The DSH adjustment is applied only to the Federal portion of the DRG payment (including the outlier payments) and is basically a year-end lump sum adjustment.  However, identify hospitals that are eligible to receive the DSH adjustment and make interim payments (bill basis) subject to a year-end settlement based upon the hospital's actual DSH percentage for the cost reporting period.  

Audit Emphasis:

Review the following:

o
Total patient days;

o
Medicare patient days;

o
Medicaid patient days;

o
Number of beds; and

o
Percentage of the hospital's total Part A patient days attributable to patients who are also SSI recipients (supplied by HCFA).

1.
Total Patient Days.--Perform the following revenue test prior to auditing total patient days:

(1)


(2)

(3)

(4)

(5)

(6)
(7)

(8)

















Revenue Per






     



Days 





Financial

Room



Total

Statement

Rate




Estimated
Working

Type of


No. of
Room
 in


  % 

Routine

Trial

Accommodation
Beds
Rate

Effect Total   
Utilization
Revenue 
Balance

Semi-Private

Private

ICU

CCU

Other Intensive Care Units

Nursery
           
                      

Total
$                    $                                                       
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Multiply the number of beds, times each room rate, times the number of days the room rate was in effect, to arrive at total potential revenue.  Determine the percentage of days utilized in each hospital area; multiply utilization times the total potential revenue to arrive at total estimated routine revenue. Match the resultant amount with the routine revenue on the financial statements.  If there is less than a 2 percent variance, accept the total patient days.

If the variance exceeds 2 percent, audit total days using the steps in Exhibit 6, Hospital Audit Program.

2.
Medicare Patient Days.--See Exhibit A-3.

3.
Medicaid Patient Days.--Obtain Medicaid patient days from the State Medicaid Agency. Compare them with the amount shown in the cost report.  If the variance in Medicaid days based upon comparison of the days from the State agency with the days in the cost report exceeds 2 percent, or if no data is obtained from the State agency, perform the following:

o
Obtain the provider's summary of the Medicaid days for the period. Test its clerical accuracy and trace the total to the cost reporting forms.

o
For a test period, trace the days on the provider's accumulation of Medicaid days to the days on the remittance advices/billing or claim forms.

4.
Number of Beds.--Bed count is part of the criteria for DSH.  For  the DSH determination, the number of beds in a hospital is determined by counting the number of available bed days during the cost reporting period excluding beds assigned to newborns, custodial care, and PPS excluded distinct part hospital units, and dividing that number by the number of days in the cost reporting period.  

o
Ensure that the bed count at the end of the period for each accommodation area is properly recorded.

o
Compare the number of beds with the number in the prior year.  Where there is a difference, obtain an explanation.

o
Check board minutes to see if areas of the hospital were closed or if the number of beds were reduced.

5.
Computation of DSH Exception.--42 CFR 412.106(b)(1) contains a provision whereby a hospital can qualify for an adjustment if it 

is located in an urban area, has l00 or more beds, and can demonstrate that, during its cost reporting period, more than 30 percent of its total inpatient care revenues was derived from State and local government payments for indigent care furnished to patients not covered by Medicare or Medicaid.  
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If the hospital meets this criteria, the DSH payment adjustment factor is 15 percent. Beginning on or after October 1, l988, the adjustment factor is 25 percent.

It is incumbent upon a hospital to demonstrate that more than 30 percent of its total inpatient care revenues were from State and local government payments for indigent care furnished to patients not covered by Medicare or Medicaid.  Verify the submitted data.

NOTE:
Do not review this area unless data is presented as part of the request for payment.

Rev. 28
2-63
