
14-11


EXHIBIT 14


HOME HEALTH AGENCY AUDIT PROGRAM
04-87


BALANCE SHEET
Provider Number:
                       
Reviewed By:
                         
Period Ended:
                       
Date Reviewed:
                         
AUDIT SECTION

AUDIT PROCEDURE REFERENCE
Review
14.01 - 14.02

Cash
14.03

Receivables
14.04

Inventories
14.05

Prepaid Expenses
14.06

Notes and Accounts Payable
14.07

Accrued Liabilities
14.08

Fund Balances
14.09

Conclusion
14.10

7-120
Rev. 20


EXHIBIT 14 (Cont.)

04-87
HOME HEALTH AGENCY AUDIT PROGRAM


SECTION 14
BALANCE SHEET
OBJECTIVE:
To review the assets, liabilities and fund balances of the provider for consistency of the items presented and conformity with Medicare instructions and generally accepted accounting principles.

OTHER REFERENCES:
HCFA-Pub. 15-1, §§1200, 2152

Cost Report Forms:
HCFA 1728, Worksheet F
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14.01
NOTE:
If outside auditors performed an audit of the provider's balance sheet, which includes audit effort as outlined in this section, and reliance can be placed on the audit performed, then audit steps in this section which were adequately reviewed may be eliminated.

In auditing provider costs, the proper scope of the review of the balance sheet accounts (other than fixed assets) is a matter of professional judgment. A material error or inconsistency in the balance sheet accounts can have a significant impact on the amount shown on the provider's costs. Accordingly, the scope of the audit of the balance sheet accounts for Medicare purposes is dependent upon the:

A.
Effectiveness of the internal controls.

B.
Results of tests performed in other areas.

C.
Past experience.

D.
Relative materiality of the account balances.

E.
Potential for significant misstatements of costs to the Medicare program.

14.02
Obtain the provider's balance sheets for the current and prior year.  Review summary of the assets, liabilities and capital for all funds, i.e., general specific, endowment, plant.

A.
Review the auditor's notes to the audit/desk review of the balance sheets for:

1.
Inconsistencies identified and the exceptions indicated in the desk review.

2.
Unallowable assets and liabilities flagged for investigation and/or adjustment.
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B.
Review the balance sheet (HCFA-1728, Worksheet F) for the current period and compare it with the balance sheet of the prior period for consistency of the items presented and conformity with generally accepted accounting principles.  Verify the following specific areas for appropriateness:

1.
Cash (14.03);

2.
Receivables (14.04);

3.
Inventories (14.05);

4.
Prepaid Expenses (14.06);

5.
Accounts Payable (14.07);

6.
Accrued Liabilities (14.08); and

7.
Fund Balances (14.09).

C.
Analyze the balance sheet to note and document significant differences between cost reporting periods.

1.
Appearance of items that are not related to patient care.

2.
Assets and liabilities reported in the current period but not in prior periods, or vice versa.

3.
Significant differences resulting from the comparison.

D.
Trace the assets and liabilities recorded on Worksheet F to the provider's financial statements where they are available.

E.
Review changes in fund balance on Worksheet F-2 for items causing changes in fund balances which are not included on the profit and loss statement.  
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F.
Ensure that the long-term debts are correctly reported on the balance sheet.

1.
Compare the long-term liabilities (mortgage and/or bonds payable) to the related assets to determine if there is a significant imbalance between the two. (Normally, liabilities are significantly lower than the assets.)

2.
Check and document the explanation for any significant differences.  Where the value of related assets is significantly above the amount of liabilities:

a.
Inquire how the related assets were financed, or

b.
Determine whether the long-term liabilities or portion thereof were omitted (not reflected on the balance sheet).

G.
Examine the provider's income tax liability. Review the provider's files for documentation or workpapers to verify that the asset values and liabilities were reconciled to the provider's balance sheet used for tax purposes.

H.
Review self-insurance reserves to verify any liability losses claimed in the current period.

I.
If the provider is using a different method of depreciation for Medicare, verify that the method used is in accordance with regulations.
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14.03
Review the bank reconciliations prepared by the provider's personnel.

A.
Obtain confirmation of the provider's bank accounts.

B.
Tie the cash balance per books to the appropriate general ledger accounts.

C.
Trace the balance per bank to the appropriate bank statements.

D.
Review the bank reconciliations and investigate large checks that remain outstanding at the cut-off date.

E.
Select a block of checks issued during the final month of the accounting period under review, and:

1.
Check numerical control (account for the numerical sequence and verify voided checks for the month under audit).

2.
Trace the checks issued to cash disbursement records, comparing the number, date, payee and amount.

3.
Verify authorized check signers.

4.
Compare endorsement to indicated payee.

5.
Examine cancellation dates and length of time outstanding.  (If cancellation date is after the end of accounting period, trace check to outstanding checks list.)

F.
Trace deposits in transit at end of accounting period to the subsequent bank statement and investigate any unusual time lag.
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G.
Trace and tie out interbank and interfund cash transfers for three to five business days before and after the audit date.

H.
Evaluate the provider's procedures for periodic replenishment and audit of petty cash funds and imprest cash funds.

14.04
Review the trial balances of patient accounts receivable as of year end and tie the totals to general ledger control accounts.  Determine whether the trial balances were independently footed and whether aged trial balances of patient accounts are available.

A.
Perform the following audit procedures generally applicable to "Bad Debts" in a Medicare cost audit:

1.
Ascertain the provider's "bad debt" policy and determine whether its application to both Medicare and other patients is consistent.

2.
Obtain a listing of bad debts claimed on the Medicare cost report.

3.
Ascertain whether reasonable collection efforts were made.

4.
Test claim forms or other pertinent documentation to establish if the patients were in fact Medicare beneficiaries.
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B.
For receivables due from other than patients, audit as necessary at time of field work. Review possibility of supplier refunds due to quantity adjustments on annual purchase agreements, etc.

C.
For the reserve for doubtful accounts:

1.
Analyze the reserve account for the year. Review the accounting treatment of recoveries of previously written off accounts to ensure proper offset to claimed reimbursement.  Trace the provision (charge to expense) for doubtful accounts for proper exclusion from allowable Medicare costs.

2.
Obtain a listing of the Medicare and non-Medicare accounts written off during the year as not collectible from the beneficiaries or other sources and tie into the reserve analysis.

D.
Compare the summary of aging analysis with the previous year.  Compare bad debt write-offs, recoveries and the average age of receivables for a 3-year period to show trends in collection patterns.

E.
Review briefly the status of past due Medicare receivables (not yet written off) and obtain management's comments as to the prospect of collectibility.

14.05
Determine the date of latest physical inventory and review general ledger for recording of physical inventory.  Review the physical inventory and cutoff procedures with management to determine the adequacy of these procedures.
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Compare total inventory valuation with the previous year and explain any significant variation.

Review the requisition journal for one month and, on a test basis, trace totals to entry in the departmental expense ledgers and general ledger inventory accounts.

Select a sample block of requisitions for detailed review.

A.
Trace quantity issued to the indicated reduction of stock on hand shown in the perpetual inventory records.

B.
Review pricing of individual items to verify that such prices are comparable to original invoice costs and/or suppliers' catalog prices.

C.
Test clerical accuracy of extensions and footings.

14.06
Review the provider's schedule of unexpired insurance premiums.

A.
Sight test reasonableness of computations on individual policies.

B.
Explain any significant dollar variation between current and prior year's balance.

C.
Tie out write-off of prepaid insurance to applicable expense accounts:  If insurance is charged departmentally, review the reasonableness of the allocations.

D.
Generally review insurance in force and the provider's procedures for periodically appraising coverages with the view of locating possible exposures of needs for additional coverages.
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If a schedule of unexpired insurance is not available from the provider or the outside auditor, complete steps using the insurance polices, premium notices and/or other supporting documentation.

Review reasonableness and explain the nature of deferred charges and other prepayments.

NOTE:
Audit scope should consider the materiality of the various items.

14.07
Obtain a trial balance of accounts payable at the audit date and tie into the general ledgers.

Review the individual balances and determine if the provider has included the same items in both accounts payable and accrued liabilities.

14.08
Review the reasonableness of other miscellaneous accruals by comparison with balances at the previous year end and by discussion with provider personnel.

Where possible, the provisions added to accruals should be tied to the applicable expense accounts.

14.09
Review the description and composition of fund balances for prior periods to determine the nature of the resources accounted for and the restrictions on the funds, if any.  Verify that restricted and unrestricted fund balances are adequately described and differentiated in the financial statements.  Give specific consideration to the composition of specific purpose funds.

A.
Determine the validity of interfund receivables and payables.  Investigate the means by which such interfund balances arose.
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B.
Examine authorizations and approval (if required) for major transfer.

C.
Determine if the interfund receivables and payables are in balance.

D.
Examine documentation on major contributions for restrictions on their use. Abstract and update permanent file.

E.
Analyze opening balances to determine any donations made in prior years and still being held.

F.
Analyze beginning year fund balance to end year fund balance to determine potential recovery of expenses.

14.10
Write a conclusion.
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