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SECTION 10
LOWER OF COST OR CHARGES
Regulation Reference:  42 CFR 405.455, 405.460 and 405.461

OBJECTIVE:
To ensure that reimbursement is limited to the lower of the reasonable cost of providing services to beneficiaries or the customary charges made by the provider for the same services.

OTHER REFERENCES:
HCFA-Pub. 15-I, §2600

Cost Report Forms:
HCFA 2552-83, Worksheet D

HCFA 2552-83, Worksheet E-5
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         LOWER OF COST OR CHARGES 

10.01
The provision of lower of cost or charges is effective for all cost reporting periods beginning after December 31, 1973.  Ensure that the limitation on reimbursement is:

A.
Applied after the reasonable costs have been determined as adjusted for any "limitation on coverage of costs."

B.
Computed using the aggregate of customary charges and the reasonable cost of all items and services furnished Medicare beneficiaries regardless of coverage under Part A or Part B, subject to adjustments required under HCFA Pub. 15-I, §§2606 and 2608 and noncovered items and services.

EXCEPTION: Public providers with a sliding scale charge structure pursuant to a legal requirement imposed by a State or local government, or as a condition of a Federal grant or loan are exempted from this regulation.  These providers will compute their aggregate customary charges in accordance with HCFA Pub. 15-I, §2606.2E.

10.02
A.
Depending on other work performed on patient charges, consider the need to test the classifications of charges and to trace Medicare charges information to the provider's underlying records.

B.
If the provider's reimbursable costs were reduced due to "limitation on coverage of costs," ascertain that the reduced costs (i.e., those allowable under that limitation) are used in this lower of cost or charges limitation.
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10.03
If prior years' costs are carried forward, review the propriety of those amounts.

A.
Verify that the amount of carryover from prior years agrees with the amounts included on Worksheet E.4.

B.
Review the prior years to which these amounts were attributable and determine that they are properly within the allowable carry-forward period:

1.
For other than new providers - two succeeding cost reporting periods.

2.
For new providers - five succeeding cost reporting periods.

10.04
Ascertain that the charges exclude noncovered items and services.

10.05
Review the provider's billing and collection policy for non-Medicare patients to determine that:

A.
Charges imposed are actually collected.

B.
A reasonable collection effort is being made for non-Medicare patients.

C.
If the provider's financial statements were certified by outside accountants, a review of their workpapers was made where practicable.

10.06
Tests should be made to determine that the provider's schedule of charges applied to health insurance program patients and all other patients are consistent and comparable.  (Refer to Audit Step 2.03.)
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Adjustments made during the audit in

accordance with Audit Steps 2.03B and 

2.08 and this section must be properly

reflected in the lower of cost or 

charges computations.

10.07
For those providers with a sliding-scale charge structure, verify that the Medicare aggregate charges are adjusted by applying either:

A.
The ratio of the actual charges to noncontractual patients based on sliding scale to the adjusted charges to noncontractual based on the charge structure used to record charges on bills submitted, or

B.
The ratio of billed charges (net of total charges and medical indigence allowances--differences between the provider's full published charges and the charges actually assessed the patient) to total charges for noncontractual patients before indigence allowance.

10.08
Tests should be made to determine the reasonableness of cost for comparison with customary charges.

A.
Adjustments made to costs during the audit must be properly reflected on the lower of cost or charges computations.

B.
Further adjustments must be made to these costs prior to comparison with customary charges.  These adjustments are as follows:
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1.
Payments made to a provider as reimbursement for bad debts arising from noncollection of Medicare deductible and coinsurance amounts;

2.
Costs resulting from:

a.
Recovery of excess depreciation when a provider terminates or has a reduction in its Medicare utilization as described in HCFA Pub. 15-I, §136;

b.
Disposition of depreciable assets as described in HCFA Pub. 15-I, §§130 and 132.

3.
Administrative costs incurred after a provider terminates participation in the Medicare program and which are included in the final cost report as provided for in HCFA Pub. 15-I, §2176.

10.09
Write a conclusion on the audit work performed.
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