
AUDIT PROGRAM


FOR HOME HEALTH AGENCIES UNDER

1-1
THE MEDICARE PROGRAM
04-87
Provider Name:
                        
Period Ended:
                         
Provider No.:
                        
Reviewed by:
                         
Audit Hours
Section
   Field  
  Review  
  1.
General
            
               
  2.
Payroll
            
               
  3.
Revenue Comparison and Tests
            
               
  4.
Statistics
            
               
  5.
Patient Visits
            
               
  6.
Expense Comparisons and Analysis
            
               
  7.
Depreciation
            
               
  8.
Interest
            
               
  9.
Lower of Cost or Charges
            
               
10.
Cost to Related Organizations
            
               
11.
Compensation of Owners/Key Employees
            
               
12.
Physical Therapy Services Under Arrangements
            
               
13.
Bad Debts
            
               
14.
Balance Sheet
            
               
15.
Return on Equity Capital
            
               
16.
Conclusion of Audit
            
               

TOTAL
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EXHIBIT 1

04-87
HOME HEALTH AGENCY AUDIT PROGRAM
1-2

GENERAL

-1-
PROVIDER NO:
                        
REVIEWED BY:
                         
PERIOD ENDED:                        
DATE REVIEWED:                        
AUDIT SECTION


AUDIT PROCEDURE REFERENCE
General Review
1.01

Preliminary Discussions with Provider Personnel
1.02 - 1.03

Preaudit Work
1.04 - 1.07

Review of Auditor's Workpapers
1.08 - 1.12

Board of Director's Minutes
1.13

Internal Controls
1.14 - 1.16

Statistics
1.15

Related Organizations
1.16

Corporation Reorganization
1.17
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EXHIBIT 1 (Cont.)

04-87
HOME HEALTH AGENCY AUDIT PROGRAM
1-2
SECTION 1
GENERAL
OBJECTIVE:
1.
To determine the extent of audit work needed by review of available data.

2.
To determine the extent of reliance to place on other auditor's work in the performance of the Medicare audit.

3.
To appraise the adequacy of source documents and the provider's procedures used in completing the cost report.

OTHER REFERENCES:
The auditor must have a working knowledge of the Medicare regulations, Provider Reimbursement Manual, HCFA Pub. 15-1, the Intermediary Manual, HCFA Pub. 13-4, and the Home Health Agency Cost Report, Form HCFA-1728 and HCFA Pub. 15-11, Chapter 17 - Instructions for HHA Cost Report.
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EXHIBIT 1 (Cont.)

1-3
HOME HEALTH AGENCY AUDIT PROGRAM
04-87

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
1.01
Before beginning the audit, review the desk audit findings, the cost report, audit instructions, and the pertinent correspondence, such as the audit confirmation letter issued to the agency.  Review scope of audit.  Justify and have proper approval of changes in either budget hours or audit steps to be performed.

1.02
During the first day at the provider site meet with the administrator or other interested personnel to discuss the nature of the audit.  Arrange a tour of the facility.

1.03
During these discussions confirm that the following guidelines will govern the conduct of the audit.

A.
Records must be made available within a reasonable time after being requested.

B.
Provider personnel who could provide information or documentation applicable to the review must be available.

C.
Problem areas encountered during the audit, as well as proposed audit adjustments, will be discussed with appropriate personnel for resolution.

D.
An exit conference will be provided at conclusion.

1.04
Review provider's system of accounting procedures and internal controls as designated by the professional reviewer.
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EXHIBIT 1 (Cont.)

04-87
HOME HEALTH AGENCY AUDIT PROGRAM
1-4

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
1.05
Review and update permanent file items as necessary.  Ensure that the documents are available:

  1.
Medicare/Medicaid certification letters

  2.
Current charge structure

  3.
Articles of incorporation

  4.
Bylaws

  5.
IRS notification of tax exempt status

  6.
Organizational chart

  7.
Key personnel/Board of directors

  8.
Chart of accounts

  9.
Bad debt policy and procedures

10.
Departmental square footage

11.
Floor plan

12.
Contracts for any medical services or supplies


 furnished under arrangement, including:

a.
Skilled nursing care

b.
Physical therapy

c.
Speech therapy

d.
Occupational therapy

e.
Medical social services

f.
Home health aide

g.
Medical appliances

h.
Durable medical equipment

i.
Supplies

13.
Fixed asset schedule

14.
Capitalization policy

15.
Funded depreciation

16.
Rental and lease agreements for:

a.
Auto

b.
Space

c.
Equipment

17.
Copies of loan agreements, notes and mortgage 


contracts

18.
Mortgage/loan/amortization schedules

19.
Capitalized interest schedules

20.
Key employee qualifications (resumes)

21.
Employment contract with key personnel
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EXHIBIT 1 (Cont.)

1-5
HOME HEALTH AGENCY AUDIT PROGRAM
04-87

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
22.
Key employee job descriptions

23.
Listing of stockholders

24.
Other employee job descriptions (specify)

25.
Related organizations (specify)

26.
Management contracts or franchise agreement

27.
Contracts for non-medical services furnished under arrangement with:

a.
Medical director

b.
Others (specify)

28.
Start up costs schedule

29.
Organizational costs schedule

30.
Provider brochures

31.
Income tax or information tax return

32.
Pension plan

33.
Deferred compensation plan (specify)

34.
Employee handbook

35.
Nonreimbursable activities (specify)

36.
Other (specify)

a.
Mileage policy

b.
Pertinent board minutes

37.
Prior year's cost report

38.
Audit reports/management letters

1.06
Review all of the above documents and discuss with appropriate provider personnel as necessary. Where a provider denies access to records deemed necessary by the auditor, advise the RO immediately.

1.07
Upon completion of the review of the above requested documents, note specific areas which might have an impact on Medicare reimbursement and, if necessary, expand the appropriate section(s) of the audit program to include them.  Note any potential problem areas by preparing a memo for the record.  If the auditor deems the problem significant, contact the RO immediately.
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EXHIBIT 1 (Cont.)

04-87
HOME HEALTH AGENCY AUDIT PROGRAM
1-6

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
1.08
If the provider has an internal audit function or has an annual financial audit, the workpapers should be made available for review.  Review the workpapers with a view towards establishing reliance, thus, possibly reducing the extent of testing of certain facets of the provider's records and operations. This is of value since audit effort could be concentrated in potential problem areas.

Review the scope of audit and assess the usefulness of the work performed by the internal or independent auditor.  If you consider the audit adequate, the scope of the current audit may be modified.  However, in these instances, annotate the workpapers with the rationale for changing the audit scope.

Use data obtained from the internal or independent auditors in the following areas in the performance of the audit and inclusion in the permanent file if appropriate:

A.
Information on the provider's accounting and statistics gathering systems.

B.
Internal controls.

C.
Organizational structure, and

D.
Operations.

1.09
Emphasize the annual audit of the provider's financial statements by performing the following:

A.
Determine if the CPA qualified any of the prior year audit reports.

B.
If the reports were qualified, review the items noted and the reason for the qualification to determine if there are any Medicare cost reimbursement implications.
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EXHIBIT 1 (Cont.)

1-7
HOME HEALTH AGENCY AUDIT PROGRAM
04-87

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
C.
Determine if the CPA issued management letters in prior years.  If so, ascertain if they noted deficiencies in the accounting system or made recommendations to improve the efficiency of the operations.  Note if the deficiencies were corrected and the recommendations implemented.

1.10
Review audit workpapers related to asset, liability and fund balance accounts to determine if an adequate review of the accounts was made.  Make copies of workpapers deemed pertinent to Medicare reimbursement.  Include them in the permanent file, and note if:

A.
There is evidence of new indebtedness and its effect on interest expense.

B.
There are any activities not related to patient care.

1.11
Obtain the provider's fixed asset ledger, audit workpapers, and any workpapers used to record fixed asset values and depreciation.  (See Exhibit 7 for detailed audit procedures.)

1.12
Discuss the area of indebtedness with appropriate provider personnel to get an understanding of the magnitude of indebtedness, source of borrowing, primary purpose and whether loan indebtedness is short or long term.  
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EXHIBIT 1 (Cont.)

04-87
HOME HEALTH AGENCY AUDIT PROGRAM
1-8

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
1.13
Review board of director's minutes and note any items that would be pertinent to Medicare reimbursement.  (See §6.25.)

1.14
Review internal controls concurrently with the review and testing of the areas to which they relate to see if the controls are functioning according to prescribed procedures.  Emphasize the following:

A.
Controls on the authorization and recording of transactions.

B.
System for originating and recording of charges for services provided to patients.

C.
Procedures for patient billing and collection to include the determination of the portion of the total charges which will be billed to the patient for collection.

D.
Method used to identify, segregate, and accumulate charges from patient care centers as applicable to Medicare and other classifications of patients.

1.15
Perform a preliminary review of the provider's written instructions, procedures and flow charts for capturing statistics for cost allocation and for reporting patient statistics to include the reporting policy for Medicare denied/or deleted visits. (NOTE: If written procedures are not available, discuss the procedures used for developing and reporting statistics with proper provider personnel and prepare a written description.  See Section 4 for audit procedures.
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04-87

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
1.16
Through discussion with provider personnel determine if the agency is transacting business with related organizations.  If so, perform audit procedures set forth in Exhibit 10.

1.17
Determine if any corporate reorganization has taken place or is contemplated by performing the following:

A.
Review the provider's organization chart, chart of accounts, tax returns, internal audit questionnaires, and CPA's management letters noting any changes associated with a reorganization.

B.
Review management contracts noting changes associated with a reorganization.

C.
Review job description and functional statements of selected departments for changes attributable to a reorganization.

D.
Analyze, in depth, identified trial balance ac​counts for reorganization costs.
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PAYROLL
PROVIDER NO:
                       
REVIEWED BY:
                        
PERIOD ENDED:                       
DATE REVIEWED:                       
AUDIT SECTION

AUDIT PROCEDURE REFERENCE
Review of CPA Workpapers
2.01

Provider Payroll Procedures
2.01 - 2.03

Allocation of Payroll
2.04

Fringe Benefits
2.05

Detailed Payroll Tests
2.06

Accrued Vacation Costs
2.07

Nonpaid Workers
2.08

Conclusion
2.09
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SECTION 2
PAYROLL
OBJECTIVE:
1.
To verify that agency salaries have been paid, computed correctly, charged to the proper cost centers, and are reasonable, necessary, and related to patient care.

2.
To ensure that a satisfactory periodic payroll test has been performed since salaries and wages constitute a major portion of the cost incurred by a provider.

OTHER REFERENCES:
HCFA-Pub. 15-1, §§700, 1400, 2100

Cost Report Forms:
HCFA 1728, Worksheet A

HCFA 1728, Worksheet A-1

HCFA 1728, Worksheet A-5

7-16
Rev. 20


EXHIBIT 2 (Cont.)

04-87
HOME HEALTH AGENCY AUDIT PROGRAM
2-3

AUDITOR'S
PROCEDURE
   INITIAL  
WP
STEP

DESCRIPTION
  AND DATE  
REF
2.01
If the provider has had an audit by an independent CPA, review the workpapers, if practicable, to determine the extent of work performed and the extent to which the work can be used to support other audit steps in this section.  If reliance can be placed on it, note the audit steps which do not need to be completed.

2.02
In order to limit the scope, review payroll procedures to ensure there have been no changes in the system since the last financial audit.

2.03
As a detailed test of the provider's payroll procedures:

A.
Obtain a listing of all employees by discipline and/or function during the period under audit.

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

C.
Review prior year end accruals (e.g., holiday, sick, vacation pay) and ascertain that they were reversed in the current year.  

D.
Review the propriety of payroll reclassifications made between cost centers.

E.
Scan listing and select a random month sample, review for:

1.
The function(s) performed as defined through discussions with the administrative staff, interviews with the employee, and/or a review of job descriptions.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
2.
Actual services rendered by examination of time cards and comparing hours to approved clock cards or other time records.  Trace employees time to weekly schedule and medical records notes.

3.
Salaries paid by a review of contracts or employment application and/or employee personnel file.

4.
Check computation of gross pay with approved pay rates.

NOTE:
Pay special attention to possible duplication of services, and employment of key personnel's relatives.  Ask the agency director if there are related individuals working at the agency, since the individuals may have different last names.

2.04
Verify that the salaries are correctly allocated among the various disciplines.

A.
Obtain a listing of type of services rendered by provider.

B.
Obtain a detail listing of employees assigned to each discipline.

C.
Reconcile the amounts recorded in the payroll journals to the general ledger postings. Reconcile the general ledger account to the cost report.

D.
Review all time studies where salaries have been allocated to more than one cost center and verify the accuracy of the nonvisiting percentage used on the cost report.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
1.
A visit includes time spent discussing a patient with the physician, writing up of medical records, and travel to and from the patient's home, as well as treatment time.

2.
Nonvisiting time is any activity not related to the making of a home visit, such as, clinic work, school visit programs, personal time, office visits, home visits for other than disease or disability, and idle time.

3.
When computing total time available, there may be a deduction for time spent on staff education and community activities, as these costs are apportioned between visiting and nonvisiting time.

4.
For personnel who visit and perform administrative tasks not related to patient visits, review for accuracy the allocation between administrative and nursing time.

2.05.
Test the accuracy and allowability of fringe benefits reported in the cost report.  Trace amount claimed to the books of original entry.

2.06.
Verify payroll expense by performing the following:

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.
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AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

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

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

2.
Review personnel folders for employees selected and determine if the rates of pay agree with the rates included in the payroll journals, and the employee was actually assigned to work at the agency.

3.
Review any unusual or special payments to ascertain if they were allowable and allocable.

B.
Expand sample if significant deficiencies are disclosed.

2.07
Review for a change in method of computing accrued vacation costs.  Determine if they are allowable for Medicare reimbursement:

A.
Costs are expensed in period earned by employee.  Review provider's vacation policy.

B.
Amounts must be paid within a reasonable period of time.

C.
The amounts must be reasonable.

D.
Payroll taxes cannot be claimed as expense until the actual time of payment.

Test check the computation of the expense claimed.

7-20
Rev. 20


EXHIBIT 2 (Cont.)

04-87
HOME HEALTH AGENCY AUDIT PROGRAM
2-7

AUDITOR'S
PROCEDURE
INITIAL    
WP
STEP

DESCRIPTION
AND DATE   
REF
2.08
Where the provider included the imputed value of voluntary services of nonpaid workers in the payroll expense:

A.
Ascertain if only the net value of services of the nonpaid workers was imputed, i.e., that the costs of any prerequisites and maintenance (e.g., Sisters' maintenance) provided to nonpaid workers in excess of those provided to other employees in comparable positions are deducted from the gross value of their services.

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

C.
Trace amounts to appropriate cost center and general ledger postings.

2.09
Write a conclusion.

NOTE:
Give special attention to the nonre​im​​burse​ment activities (nonvisiting) such as family plan​ning, well-baby clinics, school visit programs, meals-on-wheels programs, homemaker services, etc.
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