8-1
EXHIBIT 8

HOME HEALTH AGENCY AUDIT PROGRAM
04-87



INTEREST
Provider NO:
                       
Reviewed By:
               
Period Ended:
                       
Date Reviewed:
               
AUDIT SECTION

AUDIT PROCEDURE REFERENCE
Loan Agreements
8.01 - 8.02

Reasonable, Necessary and Proper
8.03 - 8.05

Interest on Loans from Lenders Related to 

the Provider
8.06

Interest Payable to Religious Orders
8.07

Interest on Interfund Restricted and 

  Unrestricted Funds
8.08

Funded Depreciation
8.09

Interest Expense of Related Organizations
8.10

Investment Income
8.11

Interest Income Offset
8.12

Interest on Medicare Overpayment/

Underpayments
8.13 - 8.14

Interest on Late Payment of Taxes
8.15

Conclusion
8.16
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SECTION 8
INTEREST
OBJECTIVE:
1.
To ensure that interest expense is necessary and proper for the operation, maintenance or acquisition of the provider's facilities.

2.
To insure that interest included in allowable cost is:

a.
Supported by an agreement that funds were borrowed.

b.
Identifiable in the provider's accounting records.

c.
Related to the reporting period in which the costs are incurred.

OTHER REFERENCES:
HCFA-Pub. 15-1, §200, 2300

Cost Reporting Forms:
HCFA 1728, Worksheet A

HCFA 1728, Worksheet A-5

HCFA 1728, Supplemental Worksheet A-6

HCFA 1728, Worksheet F-1
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AUDITOR’S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
8.01
Prepare a summary of existing indebtedness identifying the following pertinent items to ensure that each loan is supported by acceptable evidence or documentation.

A.
Review copies of loan agreements, notes, mortgage contracts, etc., for pertinent data applicable to each indebtedness such as:

1.
Date of debt,

2.
Principal amount;

3.
Due date (maturity),

4.
Interest rate,

5.
Repayment terms,

6.
Balance of the beginning and end of the reporting period,

7.
Amortization schedule, and

8.
Collateral (if any).

B.
Determine source of borrowing and type of indebtedness:

1.
Government bond issue,

2.
Provider or community bond issue,

3.
Notes - from individuals or lending institutions,

4.
Interfund, both restricted and unrestricted.

C.
Ascertain if the purpose of the indebtedness is related to patient care.

1.
Working Capital,

2.
Mortgage, and

3.
Construction

8.02
If the provider's records do not contain sufficient documentation of the loans incurred, verify each indebtedness with the respective creditors.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
8.03
Account for all interest claimed on loans identified.

A.
Determine if the interest incurred on each loan is reasonable, stated on an accrual basis and meets the established rules for being necessary and proper.  Ensure that the indebtedness and the related interest are necessary and for a purpose related to patient care.

B.
On a test basis, recompute interest expense by reference to the terms of the loan instruments.

C.
If not performed at desk review, examine interest expense as shown on the cost report and compare the amount of interest to the indebtedness on the provider's balance sheet for a test of reasonable​ness.

D.
Obtain or prepare an analysis of interest expense for the following type of loans:

1.
Working Capital,

2.
Long Term Finance (construction, expansion and acquisition loans),

3.
Interfund

NOTE:
Ensure that interest expense on the above items has been properly reclassified to:

a.
Building and fixed equipment

b.
Movable equipment

c.
Administrative and general

E.
If comparative analysis of the balance sheet data indicates no reductions to the outstanding debt balances, determine the reason the debts are not being repaid.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
8.04
If interest expense records are maintained away from the provider's premises (such as the County Treasurer's Office), determine if the interest is correct and that the debt is applicable to the provider.

8.05
For all borrowings, abstract the terms of the loan agreement and update the permanent file to include the applicable data.

8.06
Review loans from lenders related to the provider through control, ownership or personal relationship to ensure that the interests paid on such loans were treated in accordance with regulations:

A.
Determine if any interest payments made to partners (owners), stockholders or related organizations are not included in allowable cost.

Exception:  Interest paid on loans made before July 1, 1966, is allowable provided that the terms and conditions of payment of such loans have been maintained in effect without modification after June 30, 1966.

B.
For proprietary providers determine if the interest is a distribution of profit such as:

1.
Interest on partner's capital accounts.

2.
Dividends to stockholders.

Determine that such interest has been excluded from interest expense or other operating expense.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
C.
Determine whether any interest payments were made to banks or other financial institutions which have owner(s) of the provider serving as members of their board of directors and which lend money to the provider.  If loans are made to the provider by such organizations, make a determination as to whether a personal relationship or control exists between the provider and lending institution.  Base this determination on the facts and circumstances.  Allow or disallow interest paid based upon this determination.

8.07
Determine if interest payable to religious orders (motherhouse or governing body) from the prior period has been paid within the next (current) reporting period, and that a contractual agreement exists which calls for the payment of interest and for the eventual repayment of the loan.

8.08
Determine if interfund interest has been charged on loans from qualified pension funds or funded depreciation.

A.
If funds are borrowed from the provider's restricted funds, determine if the interest rate meets program requirements.  Ascertain if unrestricted funds were not available for provider use at the time of borrowing.

B.
If the provider's general fund borrowed from its own unrestricted funds, ensure that the interest claimed by the provider is not allowable as cost.

8.09
Review provider's funded depreciation account to determine that the account is maintained in accordance with Medicare instructions.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
A.
Determine the accuracy of the amounts deposited to the fund.

B.
Examine the deposits made to the fund to determine any deposits in excess of accumulated depreciation.

1.
If excess deposits are made, apply any income earned by such excess funds as a reduction of interest expense.

2.
To be considered as valid funding transactions, ascertain that deposits representing depreciation are in the funded depreciation account for 6 months or longer.

C.
Examine the purpose of withdrawals from the funded depreciation account.

1.
Ensure that the withdrawal was used for the purchase of equipment, improvements of plant, etc.

2.
Determine if withdrawals were made for other purposes.  If so, interest income attributable to funded depreciation should be offset against interest expense.

3.
Determine if money was not borrowed to make deposits of funded depreciation. Interest paid by the provider on the money borrowed for this purpose is not allowable as cost.

D.
Review other board restricted funds, which may be viewed as a funded depreciation account, for possible overfunding of depreciation expense.  Investment income earned on excess funded depreciation must be used to offset interest expense.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
8.10
Since costs of ownership of the leased facility are allowable costs of the provider, the mortgage interest paid by the related organization is allowable as an interest cost to the provider.

If such an arrangement exists, and mortgage interest is paid by the provider, determine if the interest paid is reasonable, necessary and proper.

8.11
Examine the source of the investment income to determine if the income should be offset against interest expense or other appropriate operating costs.

A.
Analyze investment income by reviewing board minutes, bank correspondence, and provider records to:

1.
Determine if the funds are identified as restricted or unrestricted.

2.
Determine if separate bank accounts are maintained for restricted funds.

3.
Describe each source of fund as to purpose.  Use the following categories:

a.
Type of fund (operations, special purpose, endowment, plant, etc.);

b.
Related party;

c.
Nonrelated party;

d.
Funded depreciation;

e.
Sinking fund;

f.
Pension fund; and

g.
Accounts receivable, insurance reserves, others.

B.
Review the provider's cost report Statement of Revenue and Expenses, and financial statements to determine income from investments.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
C.
Review the cost report for offsets of cost.  If the income in the current period was not applied as an offset to interest expense obtain an explanation.

8.12
Determine from the desk review workpapers if any recommendations were made for further review of interest income offsets.

8.13
Determine if the provider received Medicare overpayments and if the intermediary assessed the provider for interest on the overpayments.  If the provider was assessed interest determine if funds were borrowed to pay the interest assessment.  If interest was paid on the overpayments from the provider's own funds or borrowed funds ascertain if the interest expense is not included on the cost report.

8.14
If Medicare underpayments resulted in interest payments, ascertain if offset to interest expense was made by reviewing the desk review workpapers.

8.15
Ensure that interest and penalties assessed on late payment of Federal income and excess profit taxes are not included as an allowable expense.

8.16
Write conclusion on audit procedures performed.
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LOWER OF COST OR CHARGES
Provider NO:
                       
Reviewed By:
               
Period Ended:
                       
Date Reviewed:
               
AUDIT SECTION
AUDIT PROCEDURE REFERENCE
Lower of Costs or Charges Limitation

9.01 - 9.02

Carryover from Prior Period

9.03

Analysis of Program Charges

9.04

Collection Effort and Uniform Charges

9.05 - 9.06

Sliding-Scale Charges

9.07

Analysis of Cost

9.08

Conclusion

9.09
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SECTION 9
LOWER OF COST OR CHARGES
OBJECTIVE:
To ensure that reimbursement is limited to the lower of the reasonable cost of providing services to beneficiaries or the customary charges made by the provider for the same services.

OTHER REFERENCES:
HCFA-Pub. 15-1, §2600

Cost Report Forms:
HCFA 1728, Worksheet D

HCFA 1728, Supplemental Worksheet D-2
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
9.01
Ensure that the lower of cost or charges limitation on reimbursement is:

A.
Applied after reasonable costs have been determined and the cost limits have been applied.

B.
For cost reporting periods beginning on or after October 1, 1984, total reasonable cost of covered items and services furnished Medicare beneficiaries is compared with total customary charges for those items and services, separately for Part A and for Part B.

9.02
A.
For DME furnished to beneficiaries after July 18, 1984, ensure that:

1.
The lower of cost or charges limitation has been applied separately from other services furnished by the home health agency.

2.
Reimbursement does not exceed 80 percent of cost or customary charges less a 20 percent coinsurance amount.

3.
Carryover from prior years applicable to DME has been applied separately from that of other services furnished by the agency.

B.
For governmental providers claiming exemption from LCC under the nominal charge provision ensure:

1.
Charges actually billed to charge paying non-Medicare patients are properly aggregated.

2.
The aggregate of billed charges to charge paying non-Medicare patients is properly compared to the providers customary schedule of full charges.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
3.
The ratio of billed charges to non-Medicare patients to the providers' customary schedule of full charges is calculated correctly.  (For cost reporting periods beginning prior to October 1, 1984, the ratio must be 50% or less, for cost reporting periods beginning on or after October 1, 1984, the ratio must be 60% or less.)

9.03
If prior years' costs are carried forward, ensure that the carryover from prior years agrees with the amounts included in prior years' Supplemental Worksheet D-2.

NOTE:
Amounts relating to Part A and Part B services are carried over and applied to current year costs separately.  DME carried over costs must be applied separately.

Also, if the agency is affected by a limita​tion, no carryover may be applied in the cur​​rent period.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
B.
The carryover amounts apply to reasonable costs which have been subjected to cost limits.

C.
The prior years to which these amounts are attributable and are properly within the allowable carry-forward period:

1.
For other than new providers - two succeeding cost reporting periods.

2.
For new providers - five succeeding cost reporting periods.

9.04
Ascertain whether the charges exclude noncovered items and services.

9.05
Review the provider's billing and collection policy for non-Medicare patients to determine if:

A.
Charges imposed are actually collected.

B.
A reasonable collection effort is made for non-Medicare patients.

9.06
Test to determine if the provider's schedule of charges applied to health insurance program patients and all other patients are consistent and comparable.  

9.07
For those providers with a sliding-scale charge structure, verify if the Medicare charges are adjusted by applying either:

A.
The ratio of the actual charges to noncontractual patients based on sliding-scale to the adjusted charges to noncontractual based on the charge structure used to record charges on bills submitted, or
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
B.
The ratio of billed charges (net of total charges and medical indigence allowances--differences between the provider's full published charges and the charges actually assessed the patient) to total charges for noncontractual patients before indigence allowance.

9.08
Test to determine the reasonableness of cost for comparison with customary charges.

A.
Adjustments made to costs during the audit must be properly reflected on the "Lower of Cost or Charges" computations.

B.
Further adjustments must be made to these costs prior to comparison with customary charges.  These are:

1.
Payments made to a provider as reimbursement for bad debts arising from noncollection of Medicare deductible and coinsurance amounts;

2.
Costs resulting from:

a.
Recovery of excess depreciation when a provider terminates or has a reduction in its Medicare utilization as described in §136 of HCFA-Pub. 15-1.

b.
Disposition of depreciable assets as described in §§130 and 132 of HCFA-Pub. 15-1.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
3.
Administrative costs incurred after a provider terminates participation and which are included in the final cost report as provided for in §2176 of HCFA-Pub. 15-1.

9.09
Write a conclusion on the audit work performed.
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