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Limitations on Cost
2500.
PRINCIPLE

In the determination of allowability of provider costs, the costs determined to be in excess of those necessary in the efficient delivery of needed health services are excluded. Such determinations may be made with respect to direct or indirect overall costs or costs of specific items or services, or groups of items or services and will constitute limits on amounts otherwise payable under the program.  These limits will be imposed prospectively and may be on a per diem, per visit, or other basis.

                            
25l0.
PROVIDER CLASSIFICATION--GENERAL

In determining the limits to be applied, providers may be classified by type of provider and within each provider type by various factors.  These factors may include, but are not limited to, type of services rendered; geographic location and economic environment; size of institution, nature and mix of services rendered or type and mix of patients treated.
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2530.
INPATIENT ROUTINE SERVICE COST LIMITS FOR SKILLED NURSING FACILITIES

2530.1
General Principle.--Section 1861(v)(1)(A) of the Social Security Act (the Act), as implemented in 42 CFR 413.30, authorizes the Secretary to establish limits on provider costs recognized as reasonable in determining Medicare program payment.  The limits are a presumptive estimate of reasonable costs, which excludes costs found to be unnecessary in the efficient delivery of needed health services.  Accordingly, reimbursable provider costs may not exceed the costs estimated by HCFA to be necessary for the efficient delivery of needed health services.  HCFA may establish limits for direct or indirect costs or for costs of specific items or services or groups of items or services.  These limits are imposed prospectively and may be calculated on a per admission, per discharge, per diem, per visit, or other basis. Cost limits specific to skilled nursing facilities are authorized by '1888 of the Act.

2530.2
Development of Skilled Nursing Facility Inpatient Routine Service Cost Limits.--Effective with cost reporting periods beginning on or after October 1, 1979 and before July 1, 1998, upper limits have been established on the general inpatient routine service costs of skilled nursing facilities (SNFs) that may be reimbursed under Medicare.  These cost limits are determined on a per diem basis and exclude capital-related costs and the costs of ancillary services, outpatient services, research, and any payment for a return on equity capital.  (Capital-related costs generally include interest, depreciation, insurance, rent, lease expense, and fixed asset related costs which are normally reported in the depreciation accounts for Medicare reimbursement purposes.)  The methodology  used to exclude capital-related costs for purposes of computing general routine operating costs for comparison to cost limits is contained in HCFA Pub. 15-II, chapters 15 and 16.

These limits apply to all SNF inpatient routine costs (excluding capital-related costs).  Reimbursement is limited to routine capital-related costs plus the lower of actual routine service costs incurred or the cost limits.  All SNFs being paid under the cost reimbursement methodology are subject to these limits.  (See '2820  for SNFs that may be eligible to be paid a prospectively determined payment rate in lieu of cost reimbursement.)

2530.3
Classification of SNFs for Cost Limit Application.--In establishing cost limits, HCFA classifies SNFs by type and location of the SNF.

A.
Determining Urban/Rural Designation.--The designation of an SNF as being located in an urban or non-urban (rural) area is based on whether the provider is located in a Metropolitan Statistical Area (MSA) or a New England County Metropolitan Area (NECMA).  The MSAs and NECMAs are defined by the Office of Management and Budget.  A provider's location in an MSA or NECMA is used as a proxy for an urban location, and SNFs not located in such designated areas are considered rural. (Prior to July 1, 1984, the MSA identifications were known as the Standard Metropolitan Statistical Areas (SMSAs).). Redesignation of a hospital by the Medicare Geographic Review Board does not apply to the hospital's SNF.  

B.
Determining Provider Type.--In addition to urban-rural location, SNFs are further classified by type, i.e., hospital-based or freestanding. Common resource usage on a daily basis of such things as a building and equipment, and administrative, supervisory and services personnel are present when a hospital-subprovider relationship exists.

To be considered hospital-based, the following specifications must be met:

1.
The entity is physically located in close proximity of the provider where it is based, and both facilities serve the same patient population (e.g., from the same service, or catchment area);
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2.
The entity is an integral and subordinate part of the provider where it is based, and as such, is operated with other departments of that provider under common licensure (except in situations where the State separately licenses the provider-based entity);


3. 
The entity is included under the accreditation of the provider where it is based (if the provider is accredited by a national accrediting body), and the accrediting body recognizes the entity as part of the provider;

4.
The entity is operated under common ownership and control (i.e., common governance) by the provider where it is based as evidenced by the following:


o
The entity is subject to the bylaws and operating decisions of the governing body of the provider where it is based;


o
The provider has final responsibility for administrative, final approval for personnel actions, and final approval for medical staff appointments in the provider-based entity; and

o
The entity functions as a department of the provider where it is based with significant common resource usage of buildings, equipment, and service personnel on a daily basis.


5.
The entity director is under the direct day-to-day supervision of the provider where it is located, as evidenced by the following:  


o
The entity director or individual responsible for day-to-day operations at the entity maintains a daily reporting relationship and is accountable to the chief executive officer of the provider and reports through that individual to the governing body of the provider where the entity is based; and 


o
Administrative functions of the entity, e.g., records, billing, laundry, housekeeping, and purchasing are integrated with those of the provider where the entity is based.


6.
Clinical services of the entity and the provider where it is located are integrated as evidenced by the following:


o
Professional staff of the provider-based entity have clinical privileges in the provider where it is based.


o
The medical director of the entity (if the entity has a medical director) maintains a day-to-day reporting relationship to the chief medical officer or other similar official of the provider where it is based;


o
All medical staff committees or other professional committees at the provider where the entity is based are responsible for all medical activities in the provider-based entity;


o
Medical records for patients treated in the provider-based entity are integrated into the unified records system of the provider where the entity is based;

o
Patients treated at the provider-based entity are considered patients of the provider and have full access to all provider services; and


o
Patient services provided in the entity are integrated into corresponding inpatient and/or outpatient services, as appropriate, by the provider where it is based.


7.
The entity is held out to the public as part of the provider where it is based (e.g., patients know they are entering the provider and will be billed accordingly);
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8.
The entity and the provider where it is based are financially integrated as evidenced by the following:


o
The entity and the provider where it is based have an agreement for the sharing of income and expenses; and 


o
The entity reports its cost in the cost report of the provider where it is based using the same accounting system for the same cost reporting year as the provider where it is based.


In making the determination that an SNF is provider-based, co-location is not an essential factor. However, the distance between the facilities must be reasonable.  Such a determination is made by the appropriate HCFA RO components, i.e., the RO Division of Health Standards and Quality and the RO Division of Medicare with the assistance of the State survey agencies and the fiscal intermediary.  A provider cannot designate itself as provider-based.

The existence of either a transfer agreement between an SNF and a hospital, which is a condition of participation in the Medicare and Medicaid programs or a shared service arrangement (a common arrangement recognized by both Medicare and Medicaid) does not indicate that an SNF is hospital-based and is not considered in determining the status of the facility.

2530.4
Methodology and Data Used to Determine Inpatient Routine Service Cost Limits for SNFs.--The routine service cost per diem limits are based on the average cost of providing services and are determined by the SNF's geographical location (urban or rural) and type (hospital-based or freestanding).  The schedule of limits is published in the Federal Register and is applicable to cost reporting periods beginning during the fiscal year(s) indicated in the notice.  The published schedule of limits outlines the methodology and data used to determine the average cost of providing routine services on which the limits are based.  The methodology is stipulated in '1888 of the Act.

2530.5
Notification of Cost Limit.--Each SNF is notified by its servicing intermediary of its limit at least 30 days prior to the start of a cost reporting period to which the limit is to be applied.  When there is a delay in publishing updated cost limits, HCFA advises the intermediary of any alternate process to compute an interim cost limit.

A.
Contents of Notice to SNF.--Each notice must contain:

1.
The SNF's classification and calculation of the applicable limit;

2.
Notification of an interim rate change, if necessary;

4.
A statement that the SNF may be entitled to an exemption from or an exception to the cost limits under the provisions of 42 CFR 413.30.

2531.
PROVIDER REQUESTS REGARDING APPLICABILITY OF COST LIMITS

An SNF subject to these limits may request (1) an exemption from the limits as a new provider, or (2) an exception to the limits if its costs exceed or are expected to exceed the limits as a result of one or more of the applicable circumstances specified in 42 CFR 413.30(f) for cost reporting periods which began prior to July 1, 1998.  Effective for cost reporting periods beginning on or after July 1, 1998 all SNFs are paid on the basis of the SNF prospective payment system described in '2831.

A provider electing to receive a low volume prospectively determined payment rate, as described in '2820, is precluded from receiving an exception or an exemption to that rate for that cost reporting year.
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2531.1
General Requirements.--

A.
SNF.--SNFs must adhere to the following requirements when filing a request regarding applicability of the cost limits.  Failure to follow the requirements is grounds to deny a request.

1.
A written request must be filed with the intermediary;

2.
The request may be filed prior to the beginning of, during, or after the close of the affected cost reporting period.  However, the request must be filed with the intermediary no later than 180 days from the date of the intermediary's notice of program reimbursement (NPR).  If the request is filed more than 180 days after the date on the notice of program reimbursement, the provider is not eligible for an exception or exemption for that cost reporting year; 

3.
The type of request must be specified, i.e., exemption, or exception; and

4.
The request must include all supporting documentation for each type of request as described in subsequent subsections.

B.
Intermediary Responsibilities Regarding Exceptions.--The intermediary is required to follow the instructions outlined below for all exception requests that they have not submitted to HCFA by September 7, 1999 and all requests filed thereafter.  HCFA  makes the determination on any exception request submitted to HCFA by the fiscal intermediary prior to September 7, 1999.     

1.
The Intermediary reviews the exception request and all supporting documentation to determine if all of the SNF's documentation requirements were met and if necessary, requests additional documentation from the SNF in order to make a determination.  The intermediary must make a tentative determination if the request is an interim exception request as described in '2534.2.A.

2.
Within 90 days of receipt of the documentation supporting a request for an exception, the intermediary makes a final determination based on the material submitted and other information available.

3.
If the provider submits an incomplete exception request, the request is to be denied by the intermediary, and the intermediary is to instruct the provider that it has 45 days from the date of the intermediary’s denial to resubmit the exception request, with all the required documentation. If at the end of the 45 days, all supporting documentation is not received by the intermediary, the intermediary denies the request.   

4.
The intermediary then notifies the SNF of its decision on its exception request and advises the SNF of its appeal rights under 42 CFR 405, Subpart R.  

C.
Intermediary Responsibilities Regarding Exemptions.--

1.
The intermediary reviews the exemption request and all supporting documentation to determine if all of the SNF's documentation requirements were met by using the intermediary checklist found in Section 2533, Exhibit A.  

2.
If the provider submits an incomplete exemption request, the request is to be denied by the intermediary, and the intermediary is to instruct the provider that it has 45 days from the date of the intermediary’s denial to resubmit the exemption request, with all the required documentation. 

3.
Upon receipt of the additional documentation relating to the exemption request or where the request is found complete, the intermediary must:
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a.
Use the on-line survey and certification and reporting system (OSCAR), to verify the provider name and provider number against the Medicare Tie-in Notice and verify the cost reporting period against Form 1539.  If a problem is identified, contact the Division of Institutional Post Acute Care.   

b.
Use the instructions found in Transmittal No. A-97-21 Attachment B: Using OSCAR/ODIE, to run a customized report that identifies skilled nursing and/or rehabilitative services by survey date to validate the documentation included by the institution or institutional complex relating to the date when each skilled nursing and/or rehabilitative service was performed for the first time.  

4.
Within 90 days of  receipt of the documentation supporting a request for an exemption, the intermediary MAKES A RECOMMENDATION to HCFA based upon its examination of the documentation submitted, the OSCAR/ODIE report and other information available.   

5.
The intermediary submits the written request and all supporting documentation, as well as the Fiscal Intermediary Review and Checklist and a copy of the OSCAR/ODIE report to HCFA for final determination at the following address:

.

Health Care Financing Administration

Division of Institutional Post Acute Care, CCPPG

C5-06-27

7500 Security Boulevard

Baltimore, MD 21244-1850

6.
The intermediary notifies the SNF of HCFA's decision on its exemption request and advises the SNF of its appeal rights under 42 CFR 405, Subpart R. 

D.
HCFA.--HCFA notifies the intermediary upon receipt of an exemption request.  Within 90 days of the date of this notification and receipt of the intermediary's recommendation, and the information required under '2531 and '2533, HCFA  makes a final determination on the intermediary's recommendation and notifies the intermediary of its decision.  If HCFA does not respond to the intermediary's recommendation within 90 days, the intermediary's recommendation is HCFA's final decision.

2533. 
REQUEST FOR EXEMPTION FROM SNF COST LIMITS

2533.1
Requests Regarding New Provider Exemption.--

A.
General.--42 CFR 413.30(e) provides for an exemption from the SNF routine service cost limits for new providers for cost reporting periods beginning prior to July 1, 1998.  This provision was implemented to recognize the difficulties in meeting the applicable cost limits due to underutilization during the initial years of providing skilled nursing and/or rehabilitative services, either directly, through arrangements, or by agreement. A new provider is an inpatient facility who has operated as the type of provider (or the equivalent) for which it is certified for Medicare under present and/or previous ownership for less than three full years.  The term "equivalent" refers to whether or not, prior to certification, the institution or institutional complex  engaged in providing either (1) skilled nursing care and related services for residents who required medical or nursing care; or (2) rehabilitation services for the injured, disabled, or sick persons identified in 42 CFR 409.33(b) and (c).  An SNF is not an institution or institutional complex that primarily cares for and treats residents with mental diseases.  (See '1819(a)(1) of the Act.) 
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