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2338.
ALLOCATION OF INTEREST AND OTHER EXPENSES RELATED TO ASSETS

A.
Interest Expense.--Interest expenses incurred on funds borrowed to purchase buildings, fixtures, capital improvements, and movable equipment must be distributed among the assets the loan covers to permit the expense to be allocated properly on the same statistical bases as the asset-related depreciation expenses.  This distribution is usually accomplished by a reclassification to the trial balance accounts.  Specific schedules are included in the cost report for this reclassification. Providers must use the cost centers for allocating interest expense, e.g., Building and & Fixtures, Movable Equipment etc., as contained in the cost report forms, subject to any changes permitted within the criteria set out in § 23l3.


EXAMPLE:


Statistical Bases Used for

Assets Purchased

Purchase Cost

Allocation of Depreciation

Buildings  Fixtures

$240,000


Square feet or area = 30,000

Movable Equipment

$  60,000


Dollar value of equipment


Borrowed $270,000 for buildings, fixtures, capital improvements and movable equipment at l0 percent annual interest.  Thus, annual interest in the loan is equal to $27,000.


Annual

Ration of Each Value

Interest
   Annual

to Total Value      

Expense (l)   Allocation

Buildings &

$240,000 x $270,000 x l0% =
$2l,600
$2l,600 ÷ 30,000

Fixtures


$300,000     



sq. ft. = $.72

per sq. ft. of

area by department*

Movable Equip't
$ 60,000 x $270,000 x l0% =
  5,400
$5,400 ÷ $60,000  =

$300,000 



unit value of $.09 per dollar of invest​ment in movable equipment by department*
Total Interest Expense



$27,000

*Where the purchase represents additional capital expenditures, the unit value must be determined by using the combination interest expense applicable to both the new assets and the old assets.  Also, total square feet or total dollar value of old and new assets would be used in the computation even if there is no interest expense applicable to old assets.  Where the provider allocates depreciation of movable equipment using square feet as a basis, the unit value must be computed using total square feet of the facility.
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Where different statistical bases are used for allocating depreciation on the various types of fixed assets covered by a single loan, the ratio of the historical cost of the respective assets to the historical cost of the total assets purchased with the borrowed money should be used for determining the amount of interest expense (for example, mortgages, etc.) to be allocated with each category of asset as illustrated on the preceding page.  Where the historical cost is not known, the estimated fair market value of the assets at acquisition date should be used.

EXAMPLE:

Estimated Fair

Ratio of Each Value

Assets Purchased

Market Value  

to Total Value     
Buildings &


$l25,000


$l25,000 ÷ $l60,000 =  78.l25%

Fixtures


Movable Equipment

   35,000


$ 35,000 ÷ $l60,000 =  2l.875%
Total


$l60,000




l00,00%
Borrowed $l50,000 at 6 percent annual interest to purchase various assets, thus annual interest expense is $9,000.

Annual Interest Expense and Allocation
Buildings &


$9,000 x 78.125% = $7,03l.25
Allocate on the different statistical bases used for on allocating depreciation on the various types of fixed assets.


Movable Equipment $9,000 x 2l.875% =
$l,968.75

Allowable Interest

 Expense

$9,000.00*

* All interest expenses originating from the purchase of provider assets, even though a portion is attributable to the purchase of assets not related to patient care, is allocated to the appropriate reimbursable as well as nonreimbursable cost centers using authorized bases.

B.
Other Expenses Related to Assets.--Other expenses related to the depreciable assets which must be allocated on the same statistical bases of the asset-related depreciation expenses of allocation are:

l.
personal property taxes for fixtures and movable equipment;
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2.
real property taxes for land, buildings, and capital improvements;

3.
fire and casualty insurance coverage applicable to buildings, fixtures, movable equipment, and capital improvements; and

4.
rent for buildings, fixtures, and movable equipment.

Rent expense pertaining to movable equipment which has been charges directly on the provider's books to the appropriate cost center(s) must be reclassified to the Depreciation-Movable Equipment cost center unless the provider has properly identified and charged all depreciation on movable equipment directly to the appropriate cost centers.

C.
Interest expense incurred on funds borrowed for operating expenses must be allocated with administrative and general expenses.  (See Chapter 2.)

Rev. 315
23-13.12

l2-72
ADEQUATE COST DATA AND COST FINDING
2340.1

2340.
ALLOCATING NURSING SERVICE COSTS IN NURSING HOMES WITH DISTINCT-PART SKILLED NURSING FACILITY (FORMERLY EXTENDED CARE FACILITY)--GENERAL


One of the prerequisites for an institution to have a portion of its facility participate as an SNF (formerly ECF) is that it must have the record keeping capability to insure that it can adequately furnish the financial and statistical data required to separately determine costs applicable to the portion of the facility participating as an SNF and to other parts of the facility.  The provider must be able to satisfy the intermediary that the system employed for recording and accumulated the number of hours of nursing services is capable of audit and equitably allocates the nursing service costs for Medicare reimbursement purposes.  Nursing service costs refer only to gross salaries and wages of nursing and related personnel, such as registered nurses, LPN's, aides, etc.


2340.l
Methods of Allocating Nursing Service Costs for Cost Reporting Periods Starting After l972.--For cost reporting periods starting after l972, a nursing home that has only a portion of the facility certified as a distinct-part SNF shall allocate nursing service costs for Medicare reimbursement purposes under one of the following methods:


A.
Actual Time Basis.--Under the actual time method, the number of hours of nursing service is the basis for allocation of nursing service costs to the distinct part of the facility participating as an SNF and to other parts of the facility.  Various systems may be employed for recording and accumulated the hours of nursing services, e.g., payroll records, assignment schedules, etc.  The preferred system is the use of time recorded which separately indicate the actual time spent in providing nursing care in the part of the facility certified as an SNF and in other parts of the facility.  Regardless of the system or method used, the result should be an equitable allocation of the nursing service costs between the distinct and other parts of the facility based on records or notations made at the time the services were rendered.

Where a provider is located in a State having minimum State licensure requirements for nursing care, it is presumed that the provider allocated at least the minimum nursing time required in the noncertified parts of the facility.  In those situations where the provider's records indicate that nursing time allocated to the noncertified parts of the facility is less than the minimum time required, an adjustment to the provider's cost report is necessary to decrease the nursing service cost allocated to the distinct-part SNF and to increase the nursing service cost allocated to the noncertified part so as to meet at least the minimum State licensure requirements.  Where it becomes necessary to decrease nursing service costs allocated to the distinct-part SNF, appropriate on the basis of total accumulated costs which include nursing service costs.
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B.
Average Cost Per Diem Basis.--Under this method, the number of patient days is the basis for allocation of nursing service costs between the distinct part of the facility participating as an SNF and other parts of the facility.  Total nursing service costs for the entire facility are divided by the total patient days for the entire facility to arrive at an average nursing service cost per diem.  This average nursing service cost per diem is then multiplied by the number of patient days in the distinct-part SNF to determine the nursing service costs that may be allocated to the distinct-part SNF.


Under the following circumstances, it is necessary to allocate nursing service costs based on an average cost per diem basis:

l.
The adjustments mentioned in subsection A above would result in less than minimum State licensure requirements for nursing services in the certified portion of the facility; or


2.
The intermediary determines that adequate time records have not been maintained to support an equitable allocation of nursing costs; or


3.
The intermediary determines that the allocation of nursing time results in an inequitable allocation of nursing service costs to the distinct-part SNF.

Where the intermediary requires the use of the average per diem method, the provider is not permitted to retroactively use estimates to allocate nursing costs under the actual time basis method described in subsection A above.


Where a provider is able to furnish sufficient documentation to satisfy the intermediary that the patient population in the noncertified part of the facility includes and substantial number of domiciliary patients requiring little or no nursing care, the intermediary may grant an exception to the average cost per diem method and apportion costs on the basis of the facts in that case.

23-l4
Rev. 66

7-74
ADEQUATE COST DATA AND COST FINDING
2342.2

2342.
ALLOCATING STANDBY COSTS IN A DISTINCT-PART PROVIDER HAVING A SUBSTAN​TIAL DIFFERENCE IN OCCUPANCY RATES BETWEEN THE CERTIFIED PORTION AND THE NONCERTIFIED PORTION

Where the unoccupied beds in a partially certified institution are concentrated in the certified portion, the standby costs attributable to the unoccupied beds (e.g., depreciation, operation of plant, etc.) would not be allocated equitably under existing cost finding methods.  This section indicates the manner in which costs attributable to a provider's unoccupied beds are allocated under such circumstances so that the burden of these costs is proportionally shared by all patients in the institution.  This section is applicable to all cost reporting periods beginning after September 30, l973.  Cross refer to § 24l5.

2342.l 
General Rule.--Where the average occupancy rate of a certified portion of an institution is substantially less than the average occupancy rate in the noncertified portion, the routine costs attributable to the unoccupied beds of the institution allocated on the basis of space (see subparagraph B) are reallocated using the following basis:

Total Patient Days in the




Costs of

Certified Portion              
x
Costs of

    =
Unoccupied Beds

Total Patient Days in the      

Unoccupied Beds 

Allocable to

Entire Institution





Certified Portion

Only costs allocated to the inpatient areas on the basis of space are adjusted since other costs are allocated in a manner related to the actual usage of services in the institution--e.g., hours of services, meals served, etc.

A.
Substantial Difference in Occupancy Rates.--For this purpose, a difference of 25 percentage points or more in the occupancy rates in any Medicare cost reporting period is considered substantial.  Thus, if the occupancy rate is 75 percent or more in the noncertified portion, the procedure described in this section is applicable.

B.
Costs Allocated on Basis of Space.--All costs actually allocated or required to be allocated to the inpatient areas on the basis of space under the cost-finding requirements are included in the computation.

2342.2
Exception.--The procedure described in § 2342.l is not followed where the certified portion:

A.
has in its inpatient area staffing separate from that of the inpatient areas in the remainder of the institution, and also

B.
furnishes a level of care that is not substantially equivalent to that furnished in the noncertified portion of the institution. (For this purpose, the level of care furnished by the noncertified portion
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is considered substantially equivalent to the level of care furnished by a skilled nursing home if that portion meets at least the requirement that it is primarily engaged in providing skilled nursing care and related services to inpatients who require medical or nursing care, or rehabilitation services for injured, disabled, or sick persons).  The information as to the level of care in both portions of a skilled nursing facility (SNF) is contained in the Directory of Medical Facilities issued by the Social Security Administration and made available to fiscal intermediaries under the program.

2342.3 
Example.--The following simplified example demonstrates the effect of the procedure described in § 2342.l and the adjustment required.

A l00-bed skilled nursing home has 50 beds certified as SNF beds for Medicare purposes. Occupancy in the noncertified portion was 80 percent (l4,600 patient days out of l8,250 bed days) and the occupancy rate in the certified distinct part was 30 percent (5,475 patient days of l8,250 bed days).

Assume the space (square feet) applicable to the 50-SNF beds representing 55 percent of the accommodation areas and the space applicable to the 50 noncertified beds represented 45 percent of the accommodation areas.  Routine costs allocated to accommodation areas on the basis of space, as described in § 2342.lB, amounted to $200,000.   This method of allocation would result in the Medicare program absorbing a disproportionate amount of standby costs in the accommodation areas attributable to the unoccupied beds of the institution. However, the reallocation of costs as described in § 2342.l is determined as follows:

A.
Actual Costs Allocated to Distinct Part, Per Cost Report:

55% x $200,000 = $ll0,000

B.
Actual Costs Allocated to Noncertified Part, Per Cost Report:

45% x $200,000 = $90,000

C.
Actual Space Allocated Costs Attributable to Certified Occupied Beds:

Total Patient Days in the Certified Portion x $ll0,000 =

Bed Days Available in the Certified Portion

5,475  x $ll0,000 = 30% x $ll0,000 = $33,000

l8,250

D.
Actual Space Allocated Costs Attributable to Noncertified Occupied Beds:

Total Patient Days in the Noncertified Portion  x  $90,000 =

Bed Days Available in the Noncertified Portion
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l4,600 x $90,000 = 80% x $90,000 = $72,000

l8,250

E.
Standby Costs Attributable to Total Unoccupied Beds:

$200,000 - (C + D) = $200,000 - ($33,000 + $72,000) = $95,000

F.
Standby Costs Attributable to Unoccupied Beds Allocated to the Certified Portion:

Total Patient Days in the Certified Portion      x
Standby Costs

Total Patient Days in the Entire Institution
Attributable to

Unoccupied Beds

2,475 x $95,000 = $25,909

20,075

Thus, the total depreciation, maintenance, etc., costs allocable to the certified portion accommodation areas should be $58,909 (C + F), rather than $ll0,000 (A).  The $58,909 would then be used in the cost finding process in the accumulation of allowable costs for the certified portion.

Although this adjustment does not affect allowable costs for the entire facility, it does affect the allowable costs and the Medicare reimbursable portion thereof the certified portion of the facility.  Thus, the adjustment to Medicare reimbursable costs will affect the apportionment of the return on equity capital to Medicare.

2344.
RESTRICTIVE ADMISSION POLICIES

The program will not absorb any costs attributable to unoccupied beds where the provider has a restrictive admission policy.  This section is to be applied to all cost reporting periods beginning after September 30, l973.

2344.1
General.--Where a participating hospital or skilled nursing facility (or a distinct-part provider) has a restrictive admission policy, the effect of which is to artificially increase Medicare reimbursement, the Medicare program will not absorb any share of the cost of unoccupied beds of the institution allocated on the basis of space. Indications of restrictive admission policies could be:

A.
Where virtually only Medicare or only Medicare/Medicaid beneficiaries (where Medicaid pays on the basis of costs) are admitted to the hospital or skilled nursing facility (or a distinct-part provider).  Private-paying patients requiring an SNF level of care are denied admission (or in a distinct-part provider, such private-paying patients are admitted to the noncertified area).
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B.
Where Medicare beneficiaries still requiring an SNF level of care are discharged (or transferred to a noncertified area) when their benefits under the program are exhausted.

C.
Where admission is restricted to the patients of an individual physician or small group of physicians who are considered related to the provider under the principles of Chapter l0, Cost to Related Organizations, and where other physicians are not allowed admission privileges.

2344.2
Procedure for Determining Cost to be Paid by Program Where Provider Has a Restrictive Admission Policy.--The following examples illustrate the methods to be used in determining cost recognized by the program where the provider has a restrictive admission policy.

Example l:
A l00-bed fully certified SNF has a policy of only admitting Medicare eligible beneficiaries as patients.  Occupancy was 80 percent and costs allocated on the basis of space amounted to $200,000.  Although the facility is utilized l00 percent by Medicare beneficiaries, the program would pay only $l60,000 (80 percent x $200,000) of the costs allocated on the basis of space.  The other $40,000 attributable to unoccupied beds would not be absorbed by the program, due to the provider's restrictive admission policy.  This is true even though the provider's occupancy rate may be equal to or higher than the rates of similar facilities having no such restrictions.

Example 2:
A l00-bed skilled nursing home has 50 of its beds certified as a distinct-part SNF for Medicare purposes.  It is the policy of the home to admit only Medicare and Medicaid beneficiaries to the distinct part.  Medicaid pays on the basis of cost in the State in which the facility is located.  Medicare beneficiaries whose benefits are exhausted yet require SNF care are placed in the noncertified portion.  Occupancy in the distinct part was 70 percent.  Since the space applicable to each portion of the institution was equal, space costs amounting to $200,000 were allocated equally between the certified and noncertified portions of the institution.  Since the provider has a restrictive admission policy, the program will include only $70,000 as an allowable cost for the distinct part, computed as follows:


Occupancy Rate in Certified Portion x Space Costs Allocated  =  To Certified Portion


70% x $l00,000 = $70,000

The $70,000 would then be used in the cost finding process in the accumulation of allowable costs for the certified portion.

2344.3
Costs Allocated on Basis of Space.--All costs actually allocated, or required to be allocated to the inpatient areas on the basis of space under the cost-finding requirements are included in the computation.
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