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130.
DISPOSAL OF ASSETS

Depreciable assets may be disposed of through sale, scrapping, trade-in, donation, exchange, demolition, abandonment or involuntary conversions such as condemnation, fire, theft or other casualty.  If the disposal of a depreciable asset results in a gain or loss, an adjustment may be necessary in the provider's allowable cost (see §104.10.B through §104.10.E.). The amount of gain included in the determination of allowable cost is limited to the amount of depreciation previously included in allowable costs.  The amount of loss to be included is limited to the undepreciated basis of the asset permitted under the program.  When an asset has been retired from active service but is being held for standby or emergency services, depreciation may continue to be taken on such assets.  In no case, however, can gain or loss be computed on the retired asset until the asset is actually disposed of.  A gain or loss on the disposal of depreciable assets has no effect on a proprietary provider's equity capital for prior years.  If the sale or scrapping occurs on or after December 1, 1997, no gain or loss is recognized (see §104.10.E).

132.
GAINS AND LOSSES ON DISPOSAL OF DEPRECIABLE ASSETS (EXCLUDING INVOLUNTARY CONVERSIONS)

A.
Gains and losses on the disposition of depreciable assets are includable, as applicable, either in computing allowable cost or in computing the adjustment to Medicare reimbursable cost, depending upon the manner of disposition of the asset, the date of the disposal, and the amount of the net depreciation adjustment.  Any type of asset may be disposed of by sale. Scrapping, as defined in §104.19, however, is limited to tangible personal properties which (1) can be physically removed from the provider's premises, (2) are no longer useful for their intended purpose, and (3) are only salable for their scrap or junk value.  Structures such as buildings which cannot easily be moved are usually demolished or abandoned when useless.  However, certain building components such as doors, fixtures and elevators that can be detached from the building shell can be either demolished or scrapped.  The manner of disposition is the criterion, not the asset type.

1.
Bona Fide Sale or Scrapping.--Gains and losses realized from a bona fide sale or scrapping of a depreciable asset before December 1, 1997 are includable as an adjustment of depreciation in the period of disposal under the criteria in §132.3.A, or if those criteria are not met, includable as an adjustment to Medicare reimbursable costs under §132.3.B. or C. based on an allocation of the gains and losses to periods during which depreciation was allowed under the program for the disposed assets.  Gains and losses may be recognized on a bona fide sale before December 1, 1997 which occurs while the provider is either participating in the program or within 1 year immediately following the date on which the provider terminates participation in the Medicare program.  However, gains and losses are recognized only on a scrapping before December 1, 1997, that occurs while the provider is participating in the program.  If several assets are sold for a lump sum sales price, the gain or loss on the sale of each depreciable asset must be determined by allocating the lump sum sales price among all the assets sold on the basis of the fair market value of each asset at the time of sale.  If the buyer and seller cannot agree on an allocation of the sales price, or if they do agree but there is insufficient documentation of the current fair market value of each asset, the intermediary for the selling provider shall require an appraisal by an independent appraisal expert to establish the fair market value of each asset and shall make an allocation of the sales price in accordance with the appraisal.
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2.
Exchange, Trade-in or Donation.--Gains and losses realized from the trade-in, donation, or exchange of depreciable assets are not included in the determination of allowable cost.  (See section 104.11.)


3.
Demolition or Abandonment.--


a.
Treatment of Gains and Losses on a Depreciable Asset as Defined in Section 104.21 or 104.22 --Losses on demolition include the demolition cost incurred by the provider for razing and removal of the asset, less any salvage value recovered by the provider.  In situations where a provider is both selling or scrapping while abandoning or demolishing other assets, the provisions for treatment of a gain or loss from a sale or scrapping will be applied separately from those for treatment of a gain or loss from abandonment or demolition.


If the aggregate loss (net depreciation adjustment) from all demolitions and abandonments during the cost reporting period:


(1)
does not exceed $5,000, the loss is allowed in the period of disposal (see section 132.3A(2)),


(2)
exceeds $5,000 and each asset is at least 80 percent depreciated as computed under the straight-line method at the date of disposition, the loss is allowable as stated in section 132.3B, or


(3)
exceeds $5,000, and each demolished or abandoned asset is not 80 percent depreciated as computed under the straight-line method at the date of disposition, it must be capitalized as a deferred charge and amortized as follows:


(a)
Abandonment or Demolition Approved by the State Health Planning and Development Agency (SHPDA), or The Regional Office--The net loss realized must be capitalized as a deferred charge and amortized over the remaining life of the demolished or abandoned asset, or at the rate of $5,000 per year, whichever is greater.  If no SHPDA exists or if such agency is unable or unwilling to perform this function, the provider must submit a request for approval to the intermediary.  After reviewing the request, the intermediary shall submit the request along with its recommendation to the regional office for its approval.


(b)
Abandonment or Demolition Not Approved by SHPDA or the Regional Office--The net loss realized is not allowable unless the demolished or abandoned asset is replaced.  If replaced, the net loss realized must be capitalized as a deferred charge and then amortized over the estimated useful life of the replacement asset or at the rate of $5,000 per year, whichever is greater.
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b.
Demolition of an Asset for the Purpose of Preparing Land for Future Sale--The net demolition cost incurred by the provider (razing and removal costs less salvage recovered) on a depreciable asset shall be considered a capital expenditure and added to the historical basis of the land.  If a provider purchases land on which there is a building, no depreciation is reimbursable unless the building is used in providing patient care.  If the building is demolished, the entire purchase price and demolition cost is considered the historical cost of the land. However, if the building is used for patient care, but demolished within 5 years of purchase, the entire purchase price less allowed depreciation, plus demolition cost shall be considered the historical cost of the land.


4.
Sale of a Replacement or Restored Asset--If a provider sells a replacement or restored asset while participating in the Medicare program or within 1 year immediately following its date of termination from the Medicare program, the unrecovered loss entered on the books of the provider as a deferred charge in accordance with 132.A.3(a)(3), will not be included in determining the gain or loss realized from the sale of the replacement or restored asset.  However, if the sale of such asset is made to a related organization as defined in section 1002.1 and the purchasing organization continues as a provider in the Medicare program, the remaining deferred charge representing the unrecovered depreciable basis of the demolished or abandoned asset shall continue to be amortized over the remaining expected useful life of the replacement or restored asset.  If the sale is made to an unrelated provider, further amortization of the deferred charge is not allowed.


5.
Involuntary Conversions.--The treatment of gains and losses realized from the involuntary conversion, i.e., casualty losses, is specified in section 133.

6.
Unrecovered Losses-Equity Capital Treatment.--The unrecovered loss entered on the books of the provider as a deferred charge in situations involving demolitions or casualty losses, is not includable in the computation of equity capital (see section 1218.13).

B.
Where a provider terminates participation in the program after July 1970, disposes of all of its depreciable assets, AND is subject to recovery of accelerated depreciation in accordance with the provisions of 136, then the methodology contained in 132ff. will be followed to determine the adjustment to Medicare reimbursable cost.  Where a provider has a decrease in HI utilization that meets the requirements for recovery of accelerated depreciation as described in § 136, then such recovery must be made first in accordance with the provisions of § 136 before computing the gain or loss.  Where recovery has been made under § 136, the adjusted book value is taken into account in the calculation of the net depreciation adjustment applicable to subsequent disposals of such assets.
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C.
The net depreciation adjustment on the disposition of depreciable assets includes:  (1) the amount of the gain or loss, (2) indirectly, the depreciation adjustment on those assets acquired prior to entrance into the program, and (3) depreciation taken in excess of straight-line depreciation for a provider that disposes of all of its depreciable assets and is subject to recovery of accelerated depreciation in accordance with the requirements described in § 136.  With respect to a gain on disposition, the net depreciation adjustment will be limited to the amount of depreciation accumulated for that asset under the program.

The methods to determine the net depreciation adjustment are contained in §§ 132.1 and 132.2.  The methods to allocate the net depreciation adjustment are contained in § 132.3.  Finally, the methods to determine the adjustment to Medicare reimbursable cost are contained in § 132.4.

D.
Where an asset acquired in a non bona fide sale is subsequently disposed of, the gain or loss on disposition is based on the historical cost of the asset in the hands of the seller last owning the asset as a result of a bona fide acquisition and the calculation of gain or loss shall include the accumulated depreciation taken under the program by both the seller and the purchaser in the non bona fide sale.

E.
Where a provider has elected to be reimbursed for depreciation using the optional allowance and did not subsequently change to actual depreciation prior to the disposal of the asset, no gain or loss is recognized upon disposal of the asset. If the provider initially elected the optional allowance but subsequently changed to actual depreciation, gain or loss will be recognized on disposal of the asset and the net depreciation adjustment is applicable to the periods in which actual depreciation is claimed.

132.1
Computation of Net Depreciation Adjustment Upon Disposal of Depreciable Assets Acquired Before the Provider's Entrance Into the Program.--When an asset is disposed of, a recomputation of the net book value based on actual useful life must be made in determining the net depreciation adjustment.  The actual useful life will cover the period from date of acquisition to date of disposal.  The examples below show the methods used to determine the net depreciation adjustment applicable to years under the program.

Under the procedure used in Example l and 2, the actual salvage value (sales price) is deducted from historical cost in determining the basis for depreciation.  The basis is allocated to determine the adjusted depreciation applicable to the period under the program.  The difference between the adjusted depreciation applicable to that period under the program and the actual depreciation taken during that period is the net depreciation adjustment.

Example 3 shows the computation of the net depreciation adjustment where a provider disposes of its depreciable assets and is subject to recovery of accelerated depreciation in accordance with the requirements described in § 136.  The net depreciation adjustment is determined by combining the gain or loss applicable to the period under the program with the depreciation taken in excess of straight-line depreciation.
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EXAMPLES
Facts Applicable to Examples 1, 2, and 3 Below:

Provider entered the program 7/1/68

Historical cost - 7/1/58
$330,000

Estimated salvage value
 15,000
Amount to be depreciated
$315,000
Estimated useful life
30 years
Actual useful life

Asset acquired before entrance into the program - 7/1/58
10 years

Useful life under the program - asset sold 6/30/73
 5 years
Total actual useful life
15 years
Depreciation taken before entrance into the program - straight-line method

(Years - not under the program)    10
(Years - estimated useful life)    30  x  $315,000 =
$105,000

Sales price - 6/30/73
$183,000

EXAMPLE 1 -
COMPUTATION OF NET DEPRECIATION ADJUSTMENT WHERE

ACCELERATED DEPRECIATION WAS CLAIMED BY PROVIDER

Historical cost - 7/1/58
$330,000

Actual salvage value - sales price 6/30/73
183,000
Basis for depreciation
$147,000

Depreciation adjusted for period not under the program

(Years - not under the program)    10
(Years - actual useful life)
15  x   $147,000
 98,000
Depreciation adjusted for period under the program
$49,000
Depreciation taken under the program-sum-of-the-years' digits method

$315,000 - $105,000 = $210,000 ( 210 units (20 years) = $1,000 x

90 units (5 years) =
$90,000

Depreciation adjusted for the period under the program
 49,000
Net depreciation adjustment - Excess depreciation taken
$41,000
1-13.6a
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EXAMPLE 2 -
COMPUTATION OF NET DEPRECIATION ADJUSTMENT WHERE

STRAIGHT-LINE DEPRECIATION WAS CLAIMED BY PROVIDER

Historical cost - 7/1/58
$330,000

Actual salvage value - sales price 6/30/73
183,000
Basis for depreciation
$147,000

Depreciation adjusted for period not under the program

(Years - not under the program)    10
(Years - actual useful life)
15   x    $147,000  =
 98,000
Depreciation adjusted for period under the program
$49,000
Depreciation taken under the program - straight-line method

(Years - under the program)        5
(Years - estimated useful life)  30  x  $315,000 =

$52,500

Depreciation adjusted for period under the program
 49,000
Net depreciation adjustment - Excess depreciation taken
$3,500
EXAMPLE 3 -
COMPUTATION OF NET DEPRECIATION ADJUSTMENT APPLICABLE

WHERE A PROVIDER CLAIMED ACCELERATED DEPRECIATION, TERMINATES PARTICIPATION IN THE PROGRAM AFTER JULY 1970, AND DISPOSES OF ITS DEPRECIABLE ASSETS

Computation of Depreciation in Excess of Straight-Line Depreciation
Depreciation taken before entrance into the program
$105,000

Depreciation taken under the program-sum-of-the-years' digits

method--$315,000 - $105,000 = $210,000 ( 210 units (20 years) =

$1,000 x 90 units (5 years) =
 90,000
Total depreciation taken on disposed assets
$195,000

Depreciation adjusted to straight-line method

(Years - actual useful life)          15  

(Years - estimated useful life)     30 x $315,000 =
157,500
Depreciation in excess of straight-line depreciation
$37,500
Computation of Gain (or Loss)
Sales price - 6/30/73
$183,000

Historical cost - 7/1/58
$330,000

Depreciation adjusted to a straight-line method
 157,500
Unrecovered cost
172,500
Gain on sale
$ 10,500
Computation of Net Depreciation Adjustment

Gain applicable to years under the program

(Years - under the program)         5  
(Years - actual useful life)       
15  x   $10,500 =
$  3,500

Depreciation in excess of straight-line depreciation
$ 37,500
Net depreciation adjustment - Excess depreciation taken
$ 41,000
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132.2
Computation of Net Depreciation Adjustment Upon Disposal of Depreciable Assets Acquired Under the Program.--The methodology for computation of the net depreciation adjustment on depreciable assets acquired under the program is the same as used in § 132.1, in that, for examples l and 2 below, the actual  salvage value is the sales price which is deducted from historical cost to determine the basis for depreciation.  The difference between the basis for depreciation and the actual depreciation taken is the net depreciation adjustment.

Example 3 shows the computation of the net depreciation adjustment applicable where a provider disposes of its depreciable assets and is subject to recovery of accelerated depreciation in accordance with the requirements described in § 136. The net depreciation adjustment is determined by combining the gain or loss with the depreciation taken in excess of straight-line depreciation.


EXAMPLES
Facts Applicable to Examples l, 2, and 3 Below:

Historical cost - 7/1/67
$490,000

Estimated salvage value
 25,000
Amount to be depreciated
$465,000
Estimated useful life
30 years
Actual useful life


6 ½ years

Sales price - 12/31/73
$300,000

EXAMPLE 1 -
COMPUTATION OF NET DEPRECIATION ADJUSTMENT WHERE

ACCELERATED DEPRECIATION WAS CLAIMED BY PROVIDER

Historical cost - 7/1/67
$490,000

Actual salvage value - sales price 12/31/73
300,000
Basis for depreciation
$190,000
Depreciation taken-sum-of-the-years' digits method

$465,000 : 465 units (30 years) = $1,000 per

unit x 177 units (6 ½ years) =
$177,000

Basis for depreciation
190,000
Net depreciation adjustment - Additional

depreciation allowed the provider
 ($ 13,000)
1-13.7a
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EXAMPLE 2:
Computation of Net Depreciation Adjustment Where Straight Line Depreciation Was Claimed by the Provider.

Historical cost - 7/1/67
$490,000

Actual salvage value - sales price - 12/31/73
300,000
Basis for depreciation
$190,000
Depreciation taken - straight-line method

$465,000 ) 30 (years) = $15,500 per year x 6 2 years =
$100,750

Basis for depreciation
190,000
Net depreciation adjustment - additional depreciation allowed

the provider
($ 89,250)
EXAMPLE 3:
Computation of Net Depreciation Adjustment Applicable Where a Provider Claimed Accelerated Depreciation, Terminates Participation in the Program After July 1970, and Disposes of its Depreciable Assets.

Computation of Depreciation in Excess of Straight-Line Depreciation
Depreciation taken-sum-of-the-years' digits method 

$465,000 ) 465 units (30 years) = $1,000 per unit 

$1,000 x 177 units (6 2 years) =
$177,000

Depreciation adjusted to straight-line method

(Years - actual useful life)        6 2  x $465,000 =
100,750
(Years - estimated useful life)      30 

Depreciation in excess of straight-line depreciation
$76,250
Computation of Gain (or Loss)
Sales price - 12/31/73
$300,000

Historical cost - 7/1/67
$490,000

Depreciation adjusted to a straight-line method
 100,750
Unrecovered cost
389,250
Gain (or loss) on sale
 ($ 89,250)
Computation of Net Depreciation Adjustment
Loss on sale
($ 89,250)

Depreciation in excess of straight-line depreciation
 76,250
Net depreciation adjustment
 ($ 13,000)
EXAMPLE 4:
Computation of Net Depreciation Adjustment After a Provider Becomes Subject to the Prospective Payment System for Hospital Inpatient Capital-Related Costs (Capital PPS)


Facts:


Historical costs - 12/31/87









$490,000

Estimated salvage value










$  25,000

Amount to be depreciated









$465,000

Estimated useful life









30 years

Actual useful life











6 years

Sales price - 12/31/93










$300,000
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Computation of net depreciation


Historical cost‑ 12/31/87








$ 490,000

Actual salvage value ‑Sales price ‑12/31/93

 
 
  300,000
Recomputed basis for depreciation





$ 190,000

(Straight line method - $190,00

basis @ 6 years or $31,667 per year)

Depreciation taken‑(straight





   
  
$ 93,000

line method $465,000 basis @30

years or $15,500 per year for

6 years)


Recomputed basis for depreciation




 
$190,000

 


Less depreciation taken








-   93,000
Net depreciation adjustment-

additional depreciation allowed the provider



$  97,000

Allocation of net depreciation adjustment to each reporting period before and after the effective date of capital PPS:

Fully prospective provider.

Fiscal 

Actual

Recomputed
Loss

Net


Year 

Depreciation
Depreciation
On

Depreciation

Ending 

Taken          
                    
Sale

Adjustment
12/31/88 

$15,500

$31,667

$16,167
($16,167)

12/31/89
  
  15,500

  31,667

  16,167
(  16,167)

12/31/90

  15,500

  31,667

  16,167
(  16,167)

12/31/91

  15,500

  31,667

  16,167
(  16,167)







12/31/92

  15,500
  
 31,667

  16,167
(  16,167)

12/31/93

  15,500

  31,667

  16,167
(  16,167)


Adjustment to reimbursable cost before and after the effective date of capital PPS:

Facts Applicable to Example.

Fiscal

Total


HI



Percent

Year


Allowable

Allowable

HI

Ending

Cost        


Cost        


Cost     
12/31/88

$640,000


$320,000


50%

12/31/89

  630,000

  
252,000


40

12/31/90

  600,000

  
120,000


20

12/31/91

  580,000

  
104,000


18

12/31/92

  570,000

    
85,000


15

12/31/93

  550,000

    
55,000


10
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Fiscal

Total
 

Part B


Percent

Year

Allowable

Allowable

Part B

Ending
 
Cost        

Cost         

Cost    
12/31/92
 
$570,000

$39,900


 7

12/31/93

  550,000

  33,000


 6


Computation of adjustment to reimbursable cost.

Fiscal

Percent
Percent

Net



Adjustment To

Year

HI

Part B

Depreciation

HI Reimbursable

Ending

Cost
Cost

Adjustment

Costs                 
12/31/88


50%


($16,167)


($8,084)

12/31/89


40


(  16,167)


(  6,467) 

12/31/90


20


(  16,167)


(  3,233)

12/31/91


18


(  16,167)


(  2,910)

12/31/92


7%


(  16,167)


(  1,132)

12/31/93


6


(  16,167)


(     970)

Total adjustment







($22,796)
132.3
Allocation of Net Depreciation Adjustments.--A provider will allocate its total net depreciation adjustments as determined in §§132.1 and 132.2 in accordance with the particular circumstances of either A, B, or C below.  Where a provider does not have the depreciation or Medicare utilization information that is contained in the cost reports and is needed for the allocation or determination of adjustment to reimbursable cost for years prior to the 5-year limitation on retention of records, the provider will request such records from the intermediary.  Where the intermediary does not have such records, the provider must use an average of Medicare utilization for the available years to be applied to the years that are not available.

A.
Allocation Permitted in the Year of Disposal.--A provider shall reflect the net depreciation adjustment as an adjustment of depreciation in the year of disposal where either:

1.
The HI utilization, based on cumulative total of Medicare covered days for all reporting periods in which depreciation on the asset disposed of was claimed under the Medicare program, is less than 5 percent of the cumulative total of inpatient days in the facility (certified area only) for the same reporting periods; or

2.
The net depreciation adjustments applicable to all disposals of depreciable assets within the cost reporting period total $5,000 or less.

B.
Allocation Where Provider Is Not Subject to Recovery of Accelerated Depreciation.--Where a  provider is not subject to recovery of accelerated depreciation in accordance with the provisions of §136; when the conditions of paragraph A of this section are not met; and when in the case of demolished or abandoned assets, the assets are at least 80 percent depreciated, the provider will allocate the net depreciation adjustment to each reporting period based on the ratio of the total depreciation allowed on the disposed assets in each reporting period to the total depreciation applicable to such assets for all reporting periods under the program.  The facts applicable to example 1 of §132.1 are used in the example below to demonstrate how the net depreciation adjustment is allocated to each reporting period under the program by multiplying the $41,000 by the ratio of depreciation determined for each period.
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Allocation of Net Depreciation Adjustment to Each Reporting Period Under the Program.

Percent



Allocation

Disposed Asset

Reporting Period

of Net

Cost Report

Depreciation


Depreciation to

Depreciation

Period Ending

Per Cost Report

Total Depreciation

Adjustment
6/30/69


$ 20,000



22




$   9,020

6/30/70


   19,000



21




     8,610

6/30/71


   18,000



20




     8,200

6/30/72


   17,000



19




     7,790

6/30/73


   16,000



18




     7,380
Total


$ 90,000



100




$ 41,000
C.
Allocation Where Provider Terminates and Is Subject to Recovery of Accelerated Depreciation.--Where a provider terminates participation in the program after July 1970; disposes of its depreciable assets and does not meet the conditions of paragraph A; and where in the case of demolished or abandoned assets, the assets are at least 80 percent depreciated, the net depreciation adjustment will be allocated to each reporting period under the program as follows:

1.
The portion of the recomputed depreciation (straight-line method) that is applicable to reporting periods under the program is distributed proportionately to such periods.

2.
The recomputed depreciation amount for each reporting period is compared to the actual taken in each period.  The difference is the excess depreciation to be recovered.

3.
The gain or loss is allocated proportionately to each reporting period under the program and is combined with the excess depreciation for that period to determine the net depreciation adjustment.

The following facts (taken from example 3, §132.1) will demonstrate how the net depreciation adjustment is allocated to each reporting period under the program.

Step 1-
Recomputed depreciation $157,500 less depreciation taken before entrance into the program $105,000 equals $52,500 which is divided by the five equal periods to arrive at $10,500 for each period.

Step 2-
In the schedule below, recomputed depreciation (column 3) is compared with actual depreciation taken (column 2) to arrive at excess depreciation (column 4).

Step 3-
Excess depreciation (column 4) is combined with gain or loss (column 5) to arrive at net depreciation adjustment (column 6).
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Allocation of Net Depreciation Adjustment to Each Reporting Period Under the Program.--

(1)

(2)


(3)


(4)


(5)

(6)

`












Net

Fiscal
Actual




Excess



Depreciation

Year

Depreciation   Recomputed
Depreciation
Gain

Adjustment

Ending
Taken       
Depreciation
 (2) - (3)  

on Sale
 (4) + (5)  
6/30/69
$ 20,000

$ 10,500

$   9,500
         $   700
     $ 10,200

6/30/70
   19,000

   10,500
     
     8,500

      700
          9,200

6/30/71
   18,000

   10,500

     7,500   
      700

   8,200

6/30/72
   17,000

   10,500

     6,500

      700

   7,200

6/30/73
   16,000

   10,500

     5,500

      700

   6,200
Total
$ 90,000

$ 52,500

$ 37,500
          $ 3,500
      $ 41,000
D.
Allocation Where the Provider is Subject to Capital PPS for Some Reporting Periods Under the Program.--After a hospital becomes subject to the capital PPS, the allocation of the net depreciation adjustment to each reporting period before and after the effective date of capital PPS must be in accordance with §2807.8.

132.4
Methods Available for Determination of Adjustment to Reimbursable Cost.--

A.
Paragraph A of §132.3 describes the conditions under which a provider reflects the total net depreciation adjustment as an adjustment of depreciation in the year of disposal.  Where these conditions are not met, a provider must first allocate the net depreciation adjustment to periods under the program in accordance with the provisions of paragraph B or C of §132.3.  After the net depreciation for each reporting period under the program is determined:

1.
The provider will compute the adjustment to reimbursable cost based upon the ratio of the program's share of reimbursable cost to total cost (see paragraph B).

2.
On request of the provider, the intermediary may grant permission for the provider to compute the adjustment to reimbursable cost under the method described in paragraph C, if the provider can show that the direct costs of ancillary services furnished under arrangements in any cost reporting period, subject to recovery, are 10 percent or more of the direct costs of all ancillary services furnished.

3.
Any provider may at its option compute the adjustment to reimbursable cost by recalculating, for each reporting period, all the necessary cost reporting schedules applicable to each reporting period covered by the depreciation adjustments.  Schedules recomputed in accordance with this option must be submitted with the cost report for the cost reporting period in which the gain(s) or loss(es) giving rise to the depreciation adjustments took place.

The same method of computation must be used for all periods affected by the net depreciation adjustments that occur in the current reporting period.
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B.
Adjustment to Reimbursable Cost Based Upon the Ratio of the Program's Share of Reimbursable Cost to Total Cost.--The adjustment to reimbursable cost is computed by applying the ratio of Medicare reimbursable cost to total allowable cost for each period to the allowable portion of the net depreciation adjustment for that period.  The Medicare reimbursable cost and total allowable cost includes inpatient services, nursing salary differential, outpatient and other Part B services, services provided by interns and residents not under an approved training program and ancillary services - Part B.  Also, these amounts are gross allowable costs before deductibles and coinsurance billed to HI beneficiaries, return on equity capital, and the charge differential between semiprivate accommodations and less than semiprivate accommodations.

For each period under the program, that portion of the net depreciation adjustment which is applicable to nonallowable cost centers is excluded from the computation.  The nonallowable portion is determined by multiplying the net depreciation adjustment for the period by the ratio of depreciation of nonallowable departments to the total depreciation claimed by the provider.  See example in C below.  To determine the effect on the Part B Trust Fund, the total adjustment to HI reimbursable cost for each period is multiplied by the ratio of Part B reimbursable cost to total reimbursable cost for each of the same periods.  The difference between the adjustment to Part B Trust Fund will be the adjustment to Part A Trust Fund.  The two examples below include no nonallowable cost centers.

Facts Applicable to Both Examples Below
Cost Report

    








Percent HI Cost to 

Period


Total Allowable
HI Allowable


Total Allowable

Ending


Cost             

Cost             


Costs
6/30/69


$640,000


$320,000



50

6/30/70


$630,000


$252,000



40

6/30/71


$600,000


$120,000



20

6/30/72


$580,000


$104,000



18

6/30/73


$570,000


$  85,500



15

Net Depreciation Adjustment Computed in §132.3B
Cost


Percent HI






Adjustment

Report


Allowable Cost

Net 



to HI

Period


to Total



Depreciation

Reimbursable

Ending


Allowable Cost

Adjustment

Cost
  
6/30/69
        

50



$   9,020


$  4,510

6/30/70
        

40



$   8,610


$  3,444

6/30/71
        

20



$   8,200


$  1,640

6/30/72
        

18



$   7,790


$  1,402

6/30/73
        

15



$   7,380


$  1,107
$ 41,000


$ 12,103*
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Net Depreciation Adjustments Computed in §l32.3C
Percent HI

Cost

Allowable 







Adjustment

Report

Cost to



Net




to HI

Period

Total



Depreciation


Reimbursable

Ending

Allowable Cost

Adjustment


Cost
6/30/69
      
 50




$ 10,200



$   5,100

6/30/70
      
 40




$   9,200



$   3,680

6/30/71
      
 20




$   8,200



$   1,640

6/30/72
      
 18




$   7,200



$   1,296

6/30/73
      
 15




$   6,200



$      930
$ 41,000



$ 12,646*
*  This net adjustment is applied as a decrease to the extent of the HI reimbursable cost in the current cost reporting period and any excess not applied is treated as an overpayment to be recovered from the provider.

NOTE:
Proprietary providers subject to recapture of accelerated depreciation can determine the effect that the net depreciation adjustment has on the computation of equity capital in accordance with the instructions contained under §136.10 ff.  There is no similar prior year adjustment to equity capital for gains and losses on disposal of assets.

C.
Apportionment of Net Depreciation Adjustment Based on Routine and Ancillary Utilization.--If the provider can demonstrate to the satisfaction of the intermediary that the method of recovery in B above would be inequitable, and can show that the direct costs of ancillary services furnished under arrangement are 10 percent or more of the direct costs of all ancillary services in any cost reporting period subject to the net depreciation adjustment, the intermediary may grant permission for the provider to compute the recovery under the following method.

Step l -
The net depreciation adjustment for each period is first allocated to outpatient services, ancillary services (by ancillary departments where the Departmental Method was used), and nonallowable cost centers, on the basis of the ratio of depreciation (direct expense to the department) claimed for each of these cost centers to the total depreciation claimed by the provider.  The residual net depreciation adjustment not allocated to these centers is then allocated to each routine service cost center on the basis of the ratio of depreciation claimed for each routine cost center to total depreciation claimed for all routine cost centers.

Step 2 -
The adjustment to HI reimbursable cost for the net depreciation adjustment allocated to each cost center is determined based on the ratio of HI utilization to total utilization in the cost center, and utilizing the same basis for apportionment used in the provider's cost report, i.e., days and/or charges.

Schedule A demonstrates the process used to determine the adjustment to HI reimbursable cost based on a net depreciation adjustment in the amount of $25,920 for the period ending 12/31/67.
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DEPRECIATION
11-07
SCHEDULE A

(1)


(2)


(3)



(4)



  (5)

Percent HI

% of

Allocation

Program Charges

Depr.

Cost Ctr
of Net Depr.

to Total Charges
  HI

Period ending


per


Depr. to 
Adjustment

(Per Cost Report
  Adj.

12/31/67       


Cost Rpt

Tot Depr
.(Col. 2 X line 1)
Settlement Sheet) 
  (4 X 3)
1. Net Depr. Adj.






$25,920

2. Total Depr. 

     per Cost Report
$74,139

3.  Depart. Method

     Ancillaries

Cost-Drugs Sold

Physical Therapy

4.  Comb. Method

     Total Ancillaries
$  1,335

1.8%
$     467


42.3%
  $       198

5.  Nonallow. Cost

     Centers

Beauty Shop

       297

0.4%
        104


  0

6.  Net Depr. Adj.

     Subtotal







$       571
 







% of Routine 
Allocation of

% HI

Cost Center
Routine 


Utiliz. of

Depr. to Tot. 
Services (Col 2 
Rout. Ser.

Routine Services



Routine Depr. x line 10 below) 
(Per CR)
7.   Noncert. Routine

      Cost Center

$23,283

 39.7%

$10,064


0

8.   Certified Routine
  35,365 

 60.3%

  15,285


24.7%
3,775 
      Cost Center

9.   Tot. Routine Depr.


      Cert. & Uncert.
$58,648

100.0%
10. Net Depr. Adj.

      App. to Routine

      (line 1 - line 6)







$25,349
11.  HI Adjustment
$3,973

12.  Allowance (See §132.3c)
       79
13.   Net Adjustment To HI Reimbursable Cost
$4,052
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