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SECTION 3
MISCELLANEOUS INCOME AND EXPENSE AND ADJUSTMENTS TO COST
Regulation Reference:  42 CFR 405.401, 405.406, 405.419, 405.423, 405.451 and 405.453

OBJECTIVE:
1.
To ascertain that miscellaneous income and expenses have been handled correctly in the cost report (income offset and expenses excluded where necessary).

2.
To determine that nonallowable costs have been removed.

3.
To determine that all costs including indirect expense have been properly accounted for when offsets are made using costs instead of revenues.

4.
To ascertain that costs not related to patient care which were recovered from outside sources are excluded from reimbursable costs.

OTHER REFERENCES:
HCFA-Pub. 15-I, §§200, 600, 2100, 2300

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

HCFA-2552-83, Worksheet A-8-l

HCFA-2552-83, Worksheet B

HCFA-2552-83, Worksheet G-l

HCFA-2552-83, Worksheet G-2

HCFA-2552-83, Worksheet G-3
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       ADJUSTMENT FROM MISCELLANEOUS
                                  INCOME
3.01
Review provider's revenue (including revenue shown on Worksheet G-3) derived from all sources other than direct patient services to determine their nature and whether they have been handled appropriately.

3.02
Reconcile other income and expenses as shown on the cost report Statement of Revenue and Expenses (HCFA-2552-83, Worksheet G-3) with the financial statements to determine if any exceptions were noted.

3.03
Review all "other income and expense" items on the Statement of Revenue and Expenses and determine if:

A.
Offset of revenue is necessary;

B.
No offset is necessary;

C.
Offset or partial offset on Worksheet A-8 is necessary; and

D.
Development of costs through Worksheet B was done properly.

3.04
Review provider's general ledger or chart of accounts to determine if miscellaneous income and expense accounts were added, deleted or changed. Accounts which were added or changed must be reviewed to determine their composition and if they were handled properly in the cost report.

3.05
Ensure that income from interest and finance charges or delinquent accounts receivable is offset against allowable A&G costs.  Determine that related costs incurred are not removed from costs to avoid the income offset.

5-34
                                                                                                                                   Rev. 16


EXHIBIT 3 (Cont.)

12-85
HOSPITAL AUDIT PROGRAM

AUDITOR'S
PROCEDURE
   INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
3.06
Ascertain that direct and indirect costs have been offset for those miscellaneous revenue items which have been determined to require offset.  If the total cost of such activity cannot be determined, the total revenue must be treated as a reduction of operating costs.  Ordinarily, significant amounts of general service costs are not applicable as overhead to most of the activities and should be adjusted.

3.07
Ascertain that grants, gifts or endowments received and designated by the donor(s) for paying specific operating costs have been deducted from the particular operating cost or group of costs.

3.08
Ascertain that restricted donations in the name of the provider but received by organizations other than the provider are offset.

             INVESTMENT INCOME
3.09
Obtain or prepare a summary analysis of investment transactions.  Determine and segregate which investments produce income that may affect allowable costs.

3.10
Review income from investments to determine proper offset against interest expense or other appropriate operating expense.

NOTE:
Any investment income in excess of interest expense should not be used to offset other operating expenses.

A.
Ascertain that investment income derived from donor-restricted grants, gifts or endowments designated by the donor for paying specific operating costs of a certain activity is deducted from the operating costs, but not to exceed the costs for the specific activity during the period.
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B.
Ascertain that interest income or other income earned by unrestricted funds as to use and commingled with other funds is used to reduce allowable interest expense.

C.
Ascertain that investment income derived from gifts and grants not commingled with other funds was not used to reduce allowable interest expense.

D.
Ascertain that investment income from restricted and unrestricted funds which are commingled with other funds has been:

1.
Applied against operating cost but not to exceed the total interest expense included in allowable costs.

2.
Applied to the following cost centers in an amount based on the ratio of interest expense charged to each cost center to total interest expense.

a.
Administrative and General Expense;

b.
Depreciation - Movable Equipment;

c.
Depreciation - Building and Fixtures; and
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d.
Other Appropriate Cost Centers.

3.11
Ascertain that the activities listed below and any other similar type activities which are revenue producers were treated as nonreimbursable cost centers subject to step-down cost finding.  Such activities may include but are not limited to:

A.
Research (unallowable research);

B.
Gifts, flowers, coffee shops, and canteen;

C.
Physicians' private offices;

D.
Fund raising expenses; and

E.
Others.

ADJUSTMENTS TO EXPENSES 

3.12
Review the adjustment to expenses (HCFA-2552-83, Worksheet A-8) to determine the nature of adjustments made and the consistency in the application of the basis for cost adjustments.

A.
Ascertain that the costs from noncovered services to patients or other arrangements not directly related to patient care are adjusted out properly during cost apportionment.

B.
Where the cost (including applicable indirect cost) cannot be identified apply the total revenue received as a reduction of operating costs.

3.13
Determine that payments to physicians for direct patient care are removed from allowable costs.
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3.14
Write a conclusion on audit procedures 

performed.
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