
Auditing the Cost Report:

W
ith the focus in the last few
y e a r s  b y the federal
government to prosecute
those not following the vast

number of laws and regulations related to
the healthcare industry, it is more important
than ever to ensure that fraud and abuse
does not occur. In auditing Medicare and
Medicaid cost reports, it is important that
auditors establish procedures for preventing
cost report fraud and detecting errors and
irregularities. There are several areas that
an auditor should consider in auditing the
cost report.

Preventing cost report fraud
% Develop a cost report checklist. The

auditor should have a checklist of the
major cost report components to look
for to ensure that the cost report
was completed accurately and that
the information agrees with the orga-
nization’s books and records (see
Figure 1).

* Compare revenues and expenses on

the general ledger to the revenues and
expenses reported on Schedules
A and C of the cost reports. The cost
report should agree with the general
ledger. Any non-allowable costs
would be eliminated by an
adjustment on the cost report.

* Review intermediary adjustments to

prior year cost reports to ensure that
those adjustments have been considered
in the preparation of the current year
cost report. It is generally a good idea
to incorporate the intermediary
adjustments into the cost report even
though the adjustments may be under
appeal. It may take years to resolve
an appeal, which may or may not
result in a favorable outcome.

Internal Audit
Considerations
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Cost ReDort Checklist

Worksheet S-3
Have all significant variances in patient days been explained?

2. Are Medicare days less than total days for each area?
3. Do Medicaid days include all days not just paid days?

Worksheet A
1. Has the final adjusted general ledger trial balance been included in the cost

report Schedule A, Column 3?
2. Have you reviewed the current year and prior year reclassifications and

adjustments and determined that all significant entries from the prior year

3. Has physician compensation included in physician recruiting expenses

Worksheet B-l
1. Have total statistics in each column of Worksheet B-l been reconciled to

supporting work papers?
2.

basis for that cost center?
3.

additions and changes in department locations?
4.

intermediary obtained approval for any changes?

Worksheet C
1.

any variations fully explained?
2.
3. Are the PS&R code groupings used for the cost report consistent with prior

Settlement Data
1.
2. Have retrospective settlements been computed for all providers and have

retrospective settlements been reviewed in relationship to interim rates?

Figure 1
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You don’t have to be an expert at cost report
preparation in order to audit the cost report. You
just need to be alert to unusual trends and
inaccurate data reporting.

Detecting errors and
irregularities

Monitoring statistics
There are many ways an auditor could
monitor the statistics of an organization to
ensure accurate cost reporting. Some of
these are as follows:

Areas of manipulation
There are many ways a cost report preparer
could manipulate the cost report in order to
inflate the expected reimbursements. An
auditor should be aware of these areas and
focus the audit in order to detect any errors
or irregularities.
* Statistics could be manipulated to

affect a larger reimbursement from
Medicare, such as:
- D i scha rges
- Home health visits
- Medicare revenues
- Patient days
- Square footage

An auditor could compare Medicare
discharges to admission records to
ensure that statistics reported on the
cost report agree with the records of
the organization.
An auditor could also analyze
Medicare revenues per the cost report
to ascertain whether those revenues
appear reasonable compared to total
revenues per the general ledger based
upon the organization’s historical
Medicare utilization.
An auditor could compare the statistics
on Schedule B to ensure that they are
reasonable and consistent with prior
year cost reports and organizational
records. Such statistics include, but are
not limited to:
- Square footage
- Meals served
- Costed requisitions

* Non-reimbursable cost centers may be

understated or not included when they
should be in order to increase costs in
the reimbursable cost centers. Non-
reimbursable cost centers to look for
include:
- Physician clinics
- M a r k e t i n g
- Gift  Shops

* Non-allowable costs should be
disallowed on the cost report on
Schedule A-8. A partial listing of the
types of non-allowable costs follows:
- Physician recruiting
- Marketing and promotional

advertising
- Pena l t i e s
- D o n a t i o n s
- Bad  deb t s
- Officers’ life insurance

Corporate compliance plans
It is important for healthcare organizations
to consider implementing a corporate
compliance program to help discover any
violations and aid in protecting the
organization in the case of an external
investigation. A corporate compliance
program can significantly reduce an
organization’s exposure to a lawsuit. It may
also sharply reduce the penalties imposed
should a violation be discovered. To obtain
these benefits, the corporate compliance
program must be designed, implemented
and enforced to detect and prevent law
violations. The Office of Inspector General
(OIG) has issued guidance on what
components should be included in a
corporate compliance program. These
include:

* Written policies

* Compliance committee  and officer

Training and education of organization

staff

Effective communication

Disciplinary guidelines

Monitoring and auditing

Responsiveness

Final considerations
Auditors should use professional judgment
in determining the reasonableness of the
statistics and financial information in the
cost report. Just like any other audit,
professional skepticism, analytical review,
and consistent application are keys to the
audit process. Don’t be afraid to ask
questions if you don’t understand a certain
area. Remember, you don’t have to be an
expert at cost report preparation in order to
audit the cost report. You just need to be
alert to unusual trends and inaccurate data
reporting.
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