05-86
GRANTS, GIFTS AND INCOME FROM ENDOWMENTS 
606.1

600.
PRINCIPLE

Unrestricted grants, gifts, and income from endowments should not be deducted from operating costs in computing reimbursable cost.  Grants, gifts, or endowment income designated by a donor for paying specific operating costs for cost reporting periods beginning before October 1, 1983, should be deducted from the particular operating cost or group of costs.  Restricted grants, gifts, and income from endowments designated for cost reporting periods beginning October 1, 1983, should not be deducted from the particular operating costs or group of costs.

602.
DEFINITIONS

602.l
Unrestricted Grants, Gifts, and Income from Endowments.--Unrestricted grants, gifts, and income from endowments are funds, cash or otherwise, given to a provider without restriction by the donor as to their use.

602.2
Restricted Grants, Gifts, and Income from Endowments.--Restricted or designated grants, gifts, and income from endowments are funds, cash or otherwise, which must be used only for a specific purpose designated by the donor.  This does not refer to unrestricted grants, gifts, or income from endowments which have been restricted for a specific purpose by the provider.

604.
UNRESTRICTED GRANTS, GIFTS, AND INCOME FROM ENDOWMENTS--
GENERAL RULE

Unrestricted contributions are not deducted from costs in computing allowable costs. These funds are considered the property of the provider to be used as it deems appropriate. These funds generally give the provider a means of recovering costs which are not otherwise recoverable, such as costs related to bad debts of patients not covered under Medicare.

606.
RESTRICTED GRANTS, GIFTS, AND INCOME FROM ENDOWMENTS--GENERAL 
RULE

Restricted contributions which are designated by the donor for paying certain provider operating costs, or groups of costs, or costs of specific groups of patients, are deducted from the designated costs or group of costs only for cost reporting periods beginning before October 1, 1983.  Where the cost or group(s) of costs designated covers services rendered to all patients, including Medicare beneficiaries, operating costs applicable to all patients are reduced by the amount of the restricted grants, gifts, or income from endowments thus resulting in a reduction of allowable costs.  For example, if a specific donation were made to cover the costs of medical social services for all patients, the costs of medical social services would be reduced by the amount of the donation to arrive at allowable costs.

606.l
Period in Which Funds Are Deemed Used.--The terms of the contribution may specifically state the period of time during which the funds are to be applied.  Where such specific periods of time are not provided, restricted contributions are deemed to be used

Rev. 335
6-3

607
GRANTS, GIFTS AND INCOME FROM ENDOWMENTS
05-86

in the reporting period in which the gift is received to the extent that applicable costs are incurred after the date of the gift.  Generally, the donor of a restricted contribution intends that the provider use the funds for the purpose for which they were given as opportunities occur for such use; therefore, the above order of application is in accord with the purposes of the gift.  Restricted contributions not used in the reporting period in which they were received are carried over into the following period, or periods, and used for the designated purpose.

Assume that a provider incurred $l0,000 cost for medical social services during a calendar year reporting period.  On July l, they received a contribution of $l0,000 which was designated by the donor to be used to provide medical social services for all patients. Examination of the costs of these services indicates that costs of $4,000 were incurred after July l.  Under the principles of reimbursement, allowable costs would be computed as follows:

Total costs of medical social services for the reporting period





$10,000

Portion of such costs incurred after the date of the gift














     4,000
Allowable costs of medical social services for the reporting period




 $    6,000
The amount of the restricted contribution would be adjusted as follows:

Contribution as of July 1
$10,000

Costs appropriate to use of funds incurred subsequent to 

date of gift--
  4,000
Balance of restricted contribution at end of reporting period


$  6,000
This balance would be applied to the costs incurred for medical social services during the subsequent reporting period(s).

607.
TRANSFER OF FUNDS TO A PROVIDER BY ANOTHER COMPONENT OF THE SAME ENTITY

Whether or not they are characterized as a "grant" or a "gift," funds transferred to a provider from another component of the same organizational entity - e.g., from a university to the university hospital or from a State agency to a State university hospital -are not considered a grant or gift for Medicare reimbursement purposes but rather an internal transaction amounting only to self-financing of the entity's own component operations, thus having no effect on the provider's allowable costs.

However, such funds are considered a grant or gift subject to the rules in §§604 and 606 where the component from which the funds are received is not one which exercises fiscal control over the provider (e.g., a State health department vis-a-vis a State university hospital under the control of the State Board of Regents) and the funds could not otherwise legally be transferred to the provider by administrative action to supplement its
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regular funding (e.g., the funds come from appropriations by a State legislature that may be reallocated to supplement the provider's regular State funding only by further legislative action).

608.
DONATIONS OF PRODUCE OR OTHER SUPPLIES

Donations of produce or supplies are restricted gifts.  The provider may not impute a cost for the value of such donations and include the imputed cost in allowable costs.  If an imputed cost for the value of the donation has been included in the provider's costs, the amount included is deleted in determining allowable costs.

6l0.
DONATION OF THE USE OF SPACE

A provider may receive a donation of the sue of space owned by another organization.  In such case, the provider may not impute a cost for the value of the use of the space and include the imputed cost in allowable costs.  If an imputed cost for the value of the donation has been included in the provider's costs, the amount included is deleted in determining allowable costs.

If the provider and the donor organization are both part of a larger organizational entity, such as units of a State or county government, the costs related to the donated space are includable in the allowable costs of the provider.  For example, if a county home health agency is given space to use in the county office building, costs related to that space may be included in the agency's costs.  Such related costs would include depreciation, costs of janitorial services, maintenance and repairs.

6l2.
PUBLIC HEALTH SERVICE GRANTS

6l2.l

PHS Grants--General.--Public Health Service grants are authorized under the Public Health Service Act on a fiscal year basis.  In general, the purpose for which the grant was authorized will determine if any of the funds received are applied as a reduction of allowable costs.  If for example, the grant were authorized for a provider of health services to be used as the provider deems proper and necessary, the grant would be considered unrestricted and would not be used to reduce allowable costs.  However, if the grant were authorized for a provider of health services to pay for certain costs or groups of costs, the grant would be considered restricted and would be deducted from the costs of services for which the grant was made.  Further, grants designated to cover only the costs of services provided to patients not covered under Medicare will not be deducted from operating costs in computing allowable costs.  If the terms of the grant do not specifically exclude the costs of services to Medicare beneficiaries, such costs are deemed to be covered under the grant and the grant would be deducted from operating costs in computing allowable costs.

The intent of this principle is to avoid duplication of recovery by the provider for costs incurred from the Medicare program and from other

Rev. 89
6-5

6l2.2
GRANTS, GIFTS, AND INCOME FROM ENDOWMENT
6-74

sources, such as Public Health Services grants.  An exception to this general rule is provided where "seed grants" are involved.  (See § 6l2.2 for exception.)

6l2.2
Seed-Money Grants.--Grants designated for the development of new health care agencies or for expansion of services of established agencies are generally referred to as "seed money" grants.  "Seed money" grants are not deducted from costs in computing allowable costs.  These grants are usually made to cover specific operating costs or groups of costs for services for a stated period of time.  During this time, the provider will develop sufficient patient caseloads to enable continued self-sustaining operation with funds received from Medicare reimbursement as well as from funds received from other patients or other third-party payers.

6l2.3
Application of General Rules to Grants Under Public Law 89-749.-- Under section 3l4 of Public Law 89-749, Public Health Service Act, grants may be given under five major classifications as follows:

A.
Section 3l4(a) establishes formula grants to States for comprehensive health planning at the State level through a designated State agency.  These grants are given to the State Health Department to assist the State in "comprehensive and continuing planning for current and future health needs in terms of health services, health manpower and health facilities."

B.
Section 3l4(b) establishes grants for comprehensive health planning at the area wide level "both to support organized programs which conduct and coordinate health and related types of planning activities within regions, metropolitan communities--and to support efforts to organize such programs."

C.
Section 3l4(c) establishes grants for training health planners.  Grants are made "to any public
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or nonprofit private agency, institution, or other organization to cover all or any part of the costs of projects for training, studies, or demonstrations looking toward the development of improved or more effective comprehensive health planning throughout the nation."

D.
Section 3l4(d) establishes formula grants to States for public health services. These "block grants" are made to "State Health and mental health authorities to assist the States in establishing and maintaining adequate public health services, including the training of personnel for State and local health work."  The State in turn may allocate these funds to either public or nonprofit private agencies.

E.
Section 3l4(e) establishes project grants for health services development.  These grants are available to cover part of the cost of:

l.
Providing services to meet health needs of limited geographic scope or of specialized regional or national significance,

2.
Stimulating and supporting for an initial period new programs of health services, or

NOTE:
Public Health Service grants awarded to a comprehensive health center under § 330(d) (formerly § 3l4(e)) of the Public Health Service Act are to be treated as unrestricted grants and therefore are not to be deducted from operating costs in computing the center's allowable costs for Medicare reimbursement purposes.

3.
Undertaking studies to develop new methods or improve existing methods of providing health services.

Costs incurred in planning and programming activities for which grants under § 3l4(a), (b), and (c) are received which are included in the provider's costs are reduced by the amount of the grants, but not to exceed the incurred costs of the activities.

Grants received under § 3l4(d) to assist States to develop new home health agencies or to expand the services of established agencies would be considered "seed  money" grants and should not be considered as reductions to the home health agencies' costs in computing reimbursable costs.  All other grants received under § 3l4(d) are considered to be restricted funds for furnishing services to patients. Where the patients designated as covered by these grants include those covered by Medicare, the allowable costs of the agency are reduced by the grants.  Where patients covered by Medicare are excluded from the patients designated as covered by the grants, allowable costs are not reduced by the grants.
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Regarding grants received under § 3l4(e), under (l) where the use of the grants is restricted to patients not covered by Medicare, allowable costs are not reduced; however, where Medicare patients are included in the patients designated as covered by these grants, allowable costs are reduced by the amount of the grants.  Funds received under (2) will not be used to reduce allowable costs, and funds received under (3) will constitute reductions in allowable costs to the extent that the costs of these activities are included in the provider's allowable costs.

6l4.
COMMUNITY FUND MONIES

Some providers receive financial support through grants or contributions from United Fund or Community Fund monies. Where such contributions are made for the general use of the provider without restriction by the donor, the provider's costs are not reduced by the amount of the contributions.  Contributions of funds for operating costs or to reimburse the provider for operating deficits are in this category and would not serve to reduce the provider's allowable costs.

However, where the donor designates a special cost or category of costs, for which the contributions must be used and, in effect, assumes these costs, the designated cost or group of costs is reduced.  Such designation could be made, for example, to defray the costs of caring for patients with specified diseases, i.e., cancer.
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