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Accounting Matters Column

It is crucial to have 
controls in place

When the Balanced Budget Act of 
1997 was enacted, many health care 
professionals fi gured the signifi cance 
of the Medicare cost report would 
diminish because most services were 
going to transition to the Prospective 
Payment System (PPS). On the contrary, 
cost reports continue to be a critical 
reporting mechanism; they are used for 
benchmarking purposes and to establish 
future reimbursement rates for health 
care providers. In addition, Medicare 
cost reports are showing up on the radar 
screen of the Offi ce of Inspector General 
(OIG) and are receiving more scrutiny 
than ever.

The 2007 OIG Work Plan refl ects the 
priorities of the Department of Health & 
Human Services’ (HHS) programs and 
activities. There are more than 200 areas of 
focus identifi ed in the Offi ce of Inspector 
General’s (OIG) work plan. Targeted areas 
include most components of the Medicare 
cost report.

From a cost report compliance 
perspective, it is crucial to have controls in 
place. Each organization needs to ask the 
following questions. If the answer to any 
question is “No,” you should consider 
its relevance and assess the potential 
compliance risks to your organization.

1. Do we have controls in place 
(e.g., work plans) for completing 
our wage index schedule?

Why this is important: The OIG believes 
that wage indices are vulnerable to 
inaccuracy. Hospitals need to become 
more proactive in establishing controls 
that ensure the wage index schedules are 
accurate prior to the initial submission of 
the cost report to the fi scal intermediary. 
In addition, the Centers for Medicare and 
Medicaid Services (CMS) have indicated 
that when the hospital’s offi cer signs off 
on the cost report, he or she is certifying 
that it is accurate. 

Prior to 2003, the deadline to submit 
revisions to a hospital’s wage index 
schedule was in the February/March time 
frame each year. In 2003, CMS discussed 
how it was an administrative burden to 
receive revisions from 70 percent or more 
of the hospitals across the country. As 
a result, CMS tightened the deadline to 
the late November/early December time 
frame.

Anticipating what lies ahead: It 
is likely that CMS may either continue 
to tighten the window of opportunity 
for hospitals to make revisions to their 
wage index schedules, or they may even 
eliminate that window altogether. It is 
important to have controls (e.g., work 
plan) that ensure the wage index schedule 
is fi led correctly, the fi rst time around.

2. Do we have controls in place 
for each settlement component 
to ensure the information 
fi led on the cost report is in 
accordance with federal and 
state regulations?

Why this is important: It is crucial to 
have controls in place to address the 
settlement components that are relevant 
to your organization. If controls are not 
in place, a substantial amount of your 
reimbursement may be at risk.

First, the person(s) preparing the 
settlement information on the cost report 
should have a thorough understanding 
of the Medicare/Medicaid regulations. 
Second, controls should be in place 
to ensure this data is being captured 
properly and in accordance with the 
government’s guidelines. 

A hospital’s bad debt settlement is 
used for illustrative purposes:

The government will reimburse a 
hospital for their Medicare bad debts if 
the hospital can prove the following:

The bad debts represent non-
collectible deductibles and 
coinsurance for a Medicare covered 
service.

Reasonable collection efforts were 
exhausted.

A universal application of collection 
efforts was used by the hospital. In 
other words, the hospital needs to 
prove that their collection efforts 
were consistent amongst all payers 
(with the exception of those patients 
deemed indigent).

Recommended controls: A hospital 
should have collection policies and 
procedures and documentation to support 
the bad debt requirements identifi ed 
above. If controls are not in place, the 
government may disallow up to 100% 
of the traditional Medicare bad debts 
claimed. This could mean millions in lost 
reimbursement to hospitals.

3. Have prior year audit results 
(federal and state) been 
considered and/or incorporated 
into the current period cost 
report?

Why this is important: When fi scal 
intermediaries make similar adjustments 
year after year, a red fl ag goes up and 
further scrutiny will likely occur. Controls 
should be in place to ensure that a hospital 
is at least considering its prior period 
audit results. A hospital should either 
incorporate the prior period audit results 
into their current year cost report, or 
address in writing why the organization 
has not incorporated them. For example, 
a hospital may believe that an adjustment 
made during a FY 2004 audit does not 
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b.

c.
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apply in FY 2006 because internal process 
improvements were made. 

4. Have we closely monitored 
“expected” versus “actual” 
payments received by each 
payer?
Do we have controls in place for 
detecting over or under payments? 

Why this is Important: There have 
been recent overpayments made by 
Medicare fi scal intermediaries (e.g., renal, 
teaching, disproportionate share, etc.). 
The burden typically falls on the hospital 
to identify the overpayments; therefore, 
controls to detect over or under payments 
are crucial.

Have we disclosed over or under 
payments to the government or other 
payers once they were detected? 

Why this is important: Disclosure. 
There are recent examples of top quality 
health care institutions that have not 
disclosed government overpayments and 
have received signifi cant negative media 
attention, as well as scrutiny and/or 
penalties from the OIG.

5. Are the costs that we claimed as 
allowable supported?

Why this is important: The OIG is going 
to challenge hospitals’ allowable costs. 
Controls should be in place to ensure that 
the allowable costs are supported. An 
example would be marketing costs. Under 
Medicare guidelines, marketing costs are 

a.

b.

allowable if they are for informational 
purposes. On the contrary, marketing 
costs are not allowable if they are for 
promotional purposes.

As a result, if a hospital is claiming 
their marketing/advertising costs as 
allowable, the hospital will need to 
prove that the costs were incurred 
for informational versus promotional 
purposes.

6. Are periodic time studies 
completed by physicians (to 
support Part A versus Part B 
time) for overhead allocations 
and salary reclassifi cations?

Why this is important: The government 
requires that current period time studies 
be completed in order to support the 
allocation of physician compensation, 
salary reclassifi cations, and certain 
overhead costs. If time studies are not 
being completed, this may represent a 
compliance issue for the organization. 
Controls should be in place to ensure 
current period time studies are being 
completed.

7. Is there consistency in the 
grouping of volume, costs, 
charges (Medicare and total), 
and payments?

Why this is important: The apples-to-
apples approach. Statistical, cost, and 
charge information identifi ed on the cost 
report will be used by the government 

for benchmarking purposes and will be 
used to establish future reimbursement 
rates. If there are inconsistencies in 
how this information is reported, the 
appropriateness of reimbursement rates 
may be questioned.

Given the continued scrutiny, the 
question is whether hospitals have 
appropriate controls in place (e.g., a cost 
report compliance work plan). Will you be 
ready if the OIG visits your hospital? NP 

Tracey Roland is a senior manager with 
Grant Thornton LLP. She has signifi cant ex-
perience with hospital regulatory and compli-
ance matters, including cost reporting. Tracey 
is a lead instructor for reimbursement courses 
and seminars. She may be contacted via email 
at Tracey.Roland@GT.com.

Not everything that counts can be 
counted and not everything that can be 
counted counts.
— Albert Einstein 
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