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2400.
PRINCIPLE

For cost reporting periods beginning prior to January 1, 1974, providers of services are paid for services furnished to program beneficiaries on the basis of reasonable cost as defined in §2102.1. For cost reporting periods beginning after December 31, 1973, subject to limitations on cost (see Chapter 25), payment is made on the basis of the lower of reasonable cost or customary charges made by the provider to the general public for the same services. (See Chapter 26.)

Public providers with a no-charge or nominal charge structure are not subject to the lower of reasonable cost or customary charges provision, but are subject to payment on the basis of reasonable cost as described in §26l6.

2402.
DEFINITIONS

2402.1 
Provider of Services.--A provider of services means a hospital, skilled nursing facility, home health agency, comprehensive outpatient rehabilitation facility, rural primary care hospital, community mental health center (CMHC) for the limited purpose of furnishing partial hospitalization services, and, for the limited purpose of furnishing outpatient physical therapy or speech pathology services, a clinic, rehabilitation agency or public health agency.

2402.2 
Participating Provider.--A participating provider is an approved provider of service which has entered into an agreement with the Department of Health and Human Services (a) to accept payment based on the reasonable cost of the items and services furnished; (b) not to charge the beneficiary or any other person for covered items and services, except deductibles and coinsurance amounts; and (c) to return any money incorrectly collected.

2402.3 
Hospital for Emergency Services.--An emergency hospital is a nonparticipating hospital which has not entered into an agreement with the Department of Health and Human Services to participate in the program but may receive payment for covered services, in accordance with §24l6, after complying with the appropriate statutory requirements and regulations.

2402.4 
Federal Provider of Services.--A Federal provider of services may enter into an agreement as a provider only if the Secretary determines that it is providing services to the public generally as a community institution or agency.  Payment is made in accordance with §24l8.

2404.
PAYMENTS TO PROVIDERS

Participating providers are paid interim payments on a monthly (or more frequent) basis. (See §2406.) These payments are based on an interim rate that approximates reasonable cost as nearly as possible.  For cost reporting periods beginning after December 3l, l973, the interim payments are based on the reasonable cost of services, but may not exceed customary charges for the services.  Under certain conditions, accelerated payments may be made to alleviate financial difficulty. (See §24l2.)
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Upon receipt of a cost report for the provider's Medicare cost reporting period, the intermediary makes a tentative or final retroactive adjustment. (See §2408.)

2404.1 
Review of New Provider Fiscal Records.--Before any program payments can be made to a newly participating provider, the provider must permit its intermediary to review its fiscal and other records to assure that the provider has an adequate ongoing system for furnishing the records needed to provide accurate cost data and other information capable of verification by qualified auditors and adequate for cost reporting purposes.  The intermediary, through its examination, must also be assured the provider has no financial arrangements (e.g., with owners, related organizations, franchisers, management consultants) which interfere with the requirement that Medicare reimbursement be based on the reasonable cost the provider incurs in furnishing covered services to program beneficiaries.  Where the provider's recordkeeping capability does not meet program requirements, the intermediary offers limited consultative services or suggests revisions of the provider's system as necessary to enable the provider to comply with program requirements. (See §2404.3.)

2404.2 
Examination of Pertinent Data and Information.--Providers asking to participate, as well as those currently participating, must permit the intermediary to examine such records and documents as are deemed necessary to establish that the provider has adequate recordkeeping capability, and to assure that program payments are based on an interim rate which approximates as nearly as possible actual program payment due the provider for services furnished to Medicare beneficiaries.  The intermediary's examination includes, but is not limited to, matters concerning those records and documents listed below.  In addition, while examining these records, the intermediary develops a permanent file on each provider with pertinent information which can be updated for use during desk and field audits.

A.
Liability for Health Insurance Program Payments.--The intermediary ascertains if the provider has taken over the operation of an institution from a provider that, as a result of transfer, lease, sale or other action, has terminated participation in the program.  In such situations, the intermediary must examine all documents related to the transfer, lease, sale, or other action to determine the liability of the various parties for any past or future program payments in order to avoid underpayments or overpayments.  Also, the proper legal name of the provider is obtained so that the payee may be correctly stated on checks and so that program funds are not incorrectly negotiated when an institution changes hands.
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B.
Type of Organization.--The intermediary will ascertain whether the provider organization is recognized as a nonprofit or proprietary organization under the laws of the State of domicile.

l.
Nonprofit Organization.--If the provider is a nonprofit organization, the intermediary must ascertain whether an Internal Revenue Service certificate of nonprofits status under section 50l(c) of the Internal Revenue Act of l954 has been issued. The legal as well as the operating name of the sponsoring organization(s) or person(s) must also be determined.

2.
Proprietary Organization.--If the organization is a proprietary organization, the intermediary will determine if the organization is a sole proprietorship, partnership (including limited partnership and joint stock company), corporation or trust. Where the ownership of the organization is a partnership or corporation, the intermediary will review the partnership agreement or articles of incorporated and obtain the legal and operating name of the organization.

The name and business address of the sole proprietor and all partners in a partnership having an interest of l0 percent or more of the total equity will be noted.  If the proprietary organization is a corporation, the intermediary shall record the names and business addresses of all officers having l0 percent or more of total outstanding securities, excluding nonvoting shares of stocks or bonds.

The chief executive of the organization, sole proprietor or managing partner must certify in writing whether the organization purchases or leases services, equipment or supplies from an entity with whom the organization has an ownership interest, including any interest of immediate relatives of the chief executive, sole proprietor or managing partner.

Such individual must also certify, to the best of his knowledge, (a) whether any person with an ownership interest in the organization also has an ownership interest (excluding nonvoting shares of stock or bonds) of l0 percent or more of the equity of any entity furnishing services or supplies, (b) whether there are any common officers, directors or partners, and (c) whether the organization has financial or management interests in other institutions participating in the program, and the extent of such interest in each institution.

The intermediary may, however, require the documentation of all partners in a partnership, or if a corporation, all officers and directors, the resident agent and all shareholders, where it has knowledge or reason to believe that a group of related persons, each owning less than l0 percent of the total equity in the provider and/or related organization, could assume effective control of such provider or related organization.
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C.
Leases.--The intermediary will ascertain whether the real property (building, space, or land) occupied is owned or leased by the provider.  Where the provider is not the owner of (i.e., does not hold legal title to) the building, space or land, the names and business addresses of the parties having leasehold or ownership interests should be recorded.  Where a real property is leased, the intermediary will obtain a copy of each lease for evaluation to determine whether the lease contains any provisions which would hinder the provider in meeting its program obligations or interfere with the program's commitment to reimburse providers on a reasonable cost basis.  An officer (if a corporation), sole proprietor, or managing partner must indicate if any person having a financial interest in the provider has a financial interest in the provider has a financial interest in the entity from which the provider leases any property or space or whether there is common ownership or control, including an interest of immediate relatives. Where personal property is leased, the intermediary will ascertain if it is in fact a lease or lease-purchase agreement and whether the lessee and lessor are related by common ownership or control.

D.
Tax Returns.--The intermediary will examine the most recent Federal income tax return of a proprietary provider to ascertain the type and amount of the income and expenses of the organization including the pertinent detail regarding asset costs, etc., supporting any depreciation deduction.  Similarly, for a tax-exempt institution the intermediary shall examine the most recent Federal informational returns, if any, of such organization.

E.
Fixed Asset Records.--The intermediary shall ascertain the cost of fixed assets of the provider for which depreciation may be claimed under the principles of reimbursement.  Such examination will include full disclosure of the historical cost (or fair market value at time of donation) of fixed assets and, where pertinent, the amount and types of considerations transferred and other data necessary to establish identification, date of acquisition and the cost basis of assets.  The provider shall also disclose the contents of any appraisals of depreciable assets pertinent to assets for which depreciation is claimed.  If a change of ownership occurs, the intermediary will compare the book value of land and other assets of the new provider with the asset value in the previous provider's cost reports for the period ending with the change of ownership to assure that the sale price used by the seller in computing gain or loss agrees with the historical cost used by the new provider in computing depreciation (see § l04.l4).

F.
Management Fees.--Where a provider pays a fee for management services, such provider must identify the services furnished in sufficient detail for the health insurance program to determine that these services, for which reimbursement is sought from the program, are necessary and proper (see § 2l02.2) for the production of patient care services and that the costs are reasonable.
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G.
Franchise Arrangements.--Where the provider is a franchise-holder, copies of any agreements between the provider organization and the franchisor must be furnished for examination.

H.
Patient Service Charge Schedules.--The provider shall, upon request, furnish its intermediary copies of patient service charge schedules and any contemplated or prospective changes thereto.  The intermediary will examine the charge schedules to verify that the charges are uniformly being applied to all patients and to determine whether or not they are acceptable for cost finding purposes.

I.
Working Capital.--The intermediary will determine the working capital position of the provider organization to determine the extent to which maturing obligations can be met.  If such data shows that the organization's financial condition is so precarious that it is, or may become, insolvent or may enter receivership or bankruptcy proceedings, the intermediary will maintain careful surveillance over the provider's interim payment to ensure that no overpayment to the provider is made.

J.
Contracts for Services Under Arrangements.--Where a provider furnishes services under arrangements, copies of such contracts between the provider organization and the supplier must be examined.  The intermediary will examine the contracts to determine whether the costs are reasonable and the criteria set forth in §§ l000ff. are met.

K.
Agreements with Nonpaid Workers.--The intermediary will obtain and review copies of agreements between the provider and the organization of nonpaid workers to ascertain if all the criteria set forth in §§ 704ff. are met.

L.
Provider-Based Physician Agreements.--Where a provider has agreements with physicians to perform services in the provider setting, for which the physicians are compensated by or through the provider, such agreements must be furnished.  The intermediary will review the agreements to determine whether the conditions and requirements specified in §§ 2l08ff. and 2l09ff. are met.

M.
Preparation of Cost Reports.--The intermediary will determine whether the provider has the capability of preparing a cost report that will be acceptable for program reimbursement, financial and cost evaluation purposes.  Where a provider proposes a change from standard HCFA reporting procedure, such changes must be submitted to the intermediary for review and determination as to whether the proposed changes properly reflect current Medicare cost reporting requirements, and are acceptable to HCFA and the intermediary.

N.
Chain Organizations.--If the provider is a member of a chain organization, the intermediary will obtain the name of the organization and the location of records that contain the information necessary to determine the allowability of home office costs. (See §§ 2l50ff.)
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O.
Minutes of the Governing Body.--The provider, upon request, shall make available to its intermediary, the minutes of the governing body and information regarding any special committees established by the governing body.  The intermediary will examine such minutes to determine whether the governing body is functioning in a manner consistent with the requirements set forth in the Conditions of Participation for the particular type of provider.

P.
Request for Multiple-Facility Status.--Where a provider consists of several component facilities which provide clearly different types of care, as determined by the State agency, and requests multiple-facility status for cost reimbursement purposes, the intermediary will review the provider's records to determine if the provider has the capability to separate costs and revenues between the various entities of the facility.

Q.
Provider's Accounting Firm.--Where a provider engages an independent accountant to maintain its fiscal records, those records and all documents (e.g., invoices, copies of contracts, etc.) which support the records, and any portion of the accountant's working papers which contain data which should properly be reflected in the provider's books and records in order to make such records complete, are considered to be the property of the provider and must be made available to the intermediary upon request. Examples of working papers that are considered to be a provider's records include (a) worksheets in lieu of books of original entry, (b) worksheets in lieu of general ledgers or subsidiary ledgers, (c) all adjusting and closing journal entries and supporting details, and (d) consolidating or combining journal entries and worksheets and supporting detail used in arriving at final figures incorporated in an end product.

Other records and documents to be reviewed by the intermediary when deemed necessary shall include the latest audit report of financial statements, if any, organization charts, chart of accounts, plan of internal control, deferred compensation and pension plans, census records, and distinct part time records or studies.

2404.3 
Periodic Review and Suspension of Program Payments.--

A.
Review of Recordkeeping Capability.--The intermediary will, on a periodic basis, review the recordkeeping capability of participating providers.  Such a review must be conducted where an overpayment greater than 25 percent of the total reimbursable costs for a completed cost reporting period has resulted.  When deemed necessary, the intermediary may also review the provider's recordkeeping capability in such situations as:

1.
When a change of ownership occurs; or

2.
When a major change in provider management has occurred, as generally happens when the operating responsibility of a provider is turned over to a management firm, or there is a change of ownership in the controlling stock of a corporate provider.

24-3.1d
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B.
Notice of Suspension.--If, after examination, the intermediary establishes that a provider does not maintain or no longer maintains adequate records for the submission of accurate cost data with which to determine the reasonable cost of services rendered to Medicare beneficiaries, the intermediary will suspend program payments to the provider. However, before suspending payments to a provider, the intermediary must, in accordance with the provisions of §405.37l(a) of Regulations No. 5, Subpart C, send written notice to such provider of its intent to suspend payments.  The notice will explain the basis for the intermediary's determination with respect to the provider's records and will identify the provider's recordkeeping deficiencies.  The provider will be given l5 days following the date of notification, in accordance with Regulations §405.37l(a), to submit a statement (including any pertinent evidence) as to why the suspension should not be put into effect.

C.
Accounting for Suspended Payments.--Internal procedures will be established to account for the amounts withheld following a suspension of payments so that when the provider demonstrates to the intermediary's satisfaction that its recordkeeping capability will permit proper reimbursement for services rendered to Medicare beneficiaries, the intermediary can promptly release the suspended payments to the provider.

2404.4 
Payments to Insolvent or Bankrupt Providers.--If the provider's financial condition as disclosed by its financial records, reports, or other reliable information establishes that the provider is or may become insolvent or involved in receivership or bankruptcy proceedings, the intermediary will maintain careful surveillance over the provider's interim payment to ensure that no overpayment to the provider is made.

2405.
PAYMENTS UNDER THE PROSPECTIVE PAYMENT SYSTEM

Effective with cost reporting periods beginning on or after October 1, 1983, Medicare's payment for Part A hospital inpatient operating costs will be made prospectively on a per discharge basis.  Part A inpatient hospital operating costs include costs for general routine service, ancillary service, and intensive care-type services, but exclude capital-related costs, direct medical education costs, kidney acquisition costs in hospitals approved as renal transplantation centers (RTCs), and, for cost reporting periods beginning on or after October 1, 1984 and before October 1, 1987, costs for qualified hospital employed nonphysician anesthetists.  Payment for capital-related and medical education costs (as well as bad debts) will continue to be paid retrospectively on a reasonable cost basis (§2405.2).  Additional payments will be made for indirect medical education costs (§2405.3).

Under the prospective payment system (PPS), Medicare discharges will be classified into diagnosis related groups (DRGs).  A specific PPS payment rate will be established for each DRG based on a diagnosis classification system which classifies patients into groups that are clinically related and homogeneous with respect to resource use.  This rate for each DRG is based on the average cost of a Medicare case, as established by the most recent cost  report data available.  However, except for new hospitals, during a 3-year transition
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period the PPS payment for a given Medicare discharge will be a blend of (1) a hospital-specific portion  based on the hospital's historical cost experience in a base period adjusted by its case-mix index (see §2802 for calculation of the hospital-specific amount), and (2) a Federal portion of the prospective payment rate.  The blend of the Federal portion and of the hospital-specific portion of the PPS payment is as follows:

Fiscal Years Beginning
Hospital Specific  
       Federal Portion    
    
 On or After
    
 Portion
*(Regional/National
  Blend of Federal
     Portion)
Regional
National
October 1, 1983
75%
   25%
(100)
   (0)

October 1, 1984
50%
  50%
 (75)
  (25)

October 1, 1985
25%
  75%
 (50)
  (50)

October 1, 1986
-
100%
  (0)
 (100)

*The regional/national blend of the Federal portion changes with each Federal fiscal year. Therefore, any discharge within a hospital's fiscal year following the beginning of the Federal year is paid based on the regional/national blend for the new Federal fiscal year.

A new hospital, as defined in §2802, will not receive a blended PPS payment during the transition period.  Rather, its payment will be the full Federal portion of the prospective payment rate.

The following instructions provide guidance for determining payments to hospitals under PPS for (1) Part A inpatient hospital operating costs, (2) capital-related and direct medical education costs, and other costs reimbursed on a reasonable cost basis (including kidney acquisition costs for hospitals approved as RTCs) which are applicable to Part A hospital inpatient services, and (3) an adjustment for indirect medical education costs. Costs for certain medical and health services furnished by hospitals to inpatients under Part B, for outpatient services of hospitals under PPS, and costs of hospitals and hospital units exempt from PPS (see §2803) continue to be reimbursed on an interim basis as provided in §§2406, 2407 and A2406, as appropriate, with retrospective adjustment based on a submitted cost report.

2405.1
Prospective Payment Amounts.--

A. 
Payment on the Basis of Submitted Bills.--Except for qualified hospitals electing to receive payment under the periodic interim payment (PIP) method (§2405.1B), hospitals will receive final prospective payments for Part A inpatient operating costs on the basis of a submitted bill.  Unlike cost-based reimbursement, payment for inpatient operating costs requires no year end retrospective adjustment,  and generally no adjustment is needed.  However, an adjustment to a particular prospective payment would be needed, for example, where, upon medical review, the payment made was found to be improper or inaccurate.  See §2405.5 for payment of outlier cases and §2405.2 and §2405.3 for payment of items reimbursable on a reasonable cost basis and the adjustment for the indirect cost of medical education.
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Adjustment bills will be accepted for a 90 day period after the initial bill is submitted. Such adjustment bills will be scrutinized to insure correctness and completeness.  Before a change in payment is authorized, copies of medical records or other evidence may be requested by the intermediary to document procedures, diagnoses, etc.

B.
Payment Under the PIP Method.--Hospitals (including hospitals not previously on PIP) that meet the requirements in regulations section 405.454(j) and in §2407 may elect to receive interim payments for inpatient operating costs under PIP in level biweekly amounts.  Approval of this election is at the discretion of the intermediary and must be specifically requested by the hospital, including those hospitals on PIP prior to becoming subject to PPS.  After PIP is granted by the intermediary, it may continue to be used only where the intermediary is assured that the hospital continues to meet requirements necessary to remain on PIP (e.g., timely and accurate submission of information requested by the intermediary) and that proper payments are being made under this method.  Timely submission of data includes submission of a bill within 30 days of discharge of a Medicare patient.  Hospitals may opt out of PIP at any time.  Payments under PIP will continue to be made 2 weeks following a 2-week period of services in the same manner as PIP under cost reimbursement (see regulations section 405.454(j)(4)).  In addition to PIP, a hospital will receive separate payment for outliers (see §2405.5).  As noted above, all PPS hospitals receive additional payments for items reimbursable on a reasonable cost basis and, as applicable,  for the adjustment for the indirect cost of medical education (§2405.2 and §2405.3.)


For hospitals on PIP, the interim payment amount will be based on the total estimated discharges for the reporting period multiplied by the estimated prospective payment amount.  For hospitals first going on PIP under PPS, the estimated prospective payment amount is the standardized amount (the blended sum of the hospital-specific and Federal portions during the transition period, except for new hospitals) multiplied by HCFA's most recently published case-mix index for the hospital.  Subsequently, the estimated prospective payment amount will be based on the hospital's actual payment experience under PPS adjusted for projected changes during the year.  The total estimated annual amount, net of total estimated annual deductible and coinsurance amounts (see §2407.2), will be divided by 26 and paid biweekly.  In determining PIP amounts, payments in the case of transfers and payments for discharges where admission took place prior to the hospital's becoming subject to PPS (see §2405.4) must be considered.  The intermediary may either include an estimation of these payments in the PIP calculation or may make adjustments (additions or deductions) to specific biweekly payments.


The payments will be reviewed and, if necessary, adjusted at least twice during the reporting period and are subject to final settlement at year end based on a reconciliation to total payments as determined on a per discharge basis.  If two reviews are made, the suggested intervals are 4 and 8 months.   Necessary adjustments will be made based on the hospital's actual PPS payment experience prior to the review plus any changes projected for the year, e.g., a revised estimate of the anticipated number of discharges.  Any request by a hospital for a change in PIP amounts must be accompanied by supporting documentation.  In addition to adjusting the level payment, a retroactive adjustment will be made to reconcile the amounts paid to date.


An adjustment may also be necessary for providers whose fiscal year is other than the Federal fiscal year.  As indicated in §2405, on October 1 of each year during the transition period, the regional/national blend of the Federal portion of the prospective payment will change.  In addition, on this date (both during and after the transition period), the prospective payment amounts are subject to change resulting from inflation
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factors or from adjustment to the DRG classifications or weighting factors.  As a result of these changes, a hospital with a fiscal year other than the Federal fiscal year will require a change to its PIP amount to take into account a change in prospective payments for the portion of the year after October l.  Intermediaries may wish to make this adjustment at a time that would coincide with one of the other regularly scheduled reviews.

C.
Cash Flow Maintenance.--To prevent cash flow problems, accelerated payments will be available if the requirements in §2412 are met.  Hospitals receiving a level payment in lieu of prospective payment on a per discharge basis will not be entitled to accelerated payments.  The instructions in §2412 provide the basis for such payments to hospitals under PPS except that the accelerated payments will be based on estimated prospective payments for unbilled discharges rather than cost reimbursement for such discharges.

Section 2412 permits requests for accelerated payments where delays in payment by the intermediary have caused financial difficulties.  However, it also indicates that accelerated payments may be made to providers in exceptional situations where the provider has experienced a temporary delay in preparing and submitting bills to the intermediary beyond its normal billing cycle.  For purposes of this section, intermediaries will permit accelerated payments for hospitals which demonstrate a temporary inability to bill timely and which are experiencing cash flow problems because of difficulty in adapting the billing system to the prospective payment system.  In addition, accelerated payments are available for hospitals experiencing payment delays as a result of converting to electronic tape billing.

2405.2 
Interim Payments for Items Reimbursable on a Reasonable Cost Basis.--Payment for items reimbursable on a reasonable cost basis will be made on an interim basis subject to retrospective adjustment based on a submitted cost report.  These include:

A.
capital related costs (§2802.B.1);

B.
direct medical education costs (§2802.B.2);

C.
kidney acquisition costs for hospitals approved as RTCs (§2802.B.8);

D.
costs for anesthesia services provided in a hospital by qualified nonphysician anesthetists (certified registered nurse anesthetists and anesthesiology assistants) employed by the hospital, effective for cost reporting periods beginning on or after October 1, 1984 and before October 1, 1987; and

E.
bad debts for uncollectible deductibles and coinsurance.

Interim payments for the costs of these items will be determined for PIP and non-PIP hospitals by estimating the reimbursable amount for the year using Medicare principles of cost reimbursement and dividing it into 26 equal biweekly payments.  These payments follow the same procedures as for PIP payments under PPS (see §2405.1B), i.e., the payments will be made 2 weeks following a 2-week period of services.  Interim payment as permitted in § 2406 will no longer be available to hospitals subject to the prospective payment system for Part A inpatient services.

The estimated amount will be based on the most current cost data available.  The interim payments will be reviewed and, if necessary, adjusted at least twice during the reporting period with final settlement based on a submitted cost report.  If two reviews are made, the suggested intervals are 4 and 8 months.  If appropriate, these payments will be combined with the biweekly interim payments for hospitals on PIP.
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2405.3 
Adjustment for the Indirect Cost of Medical Education.--There have been several significant policy changes regarding this adjustment since the inception of the prospective payment system, and it is important in determining this payment to apply the instructions in effect for the cost reporting period in question.


A.
Formula for Computing the Indirect Medical Education Cost Adjustment for PPS Discharges Occurring Prior to May 1, 1986.--To account for the indirect costs a hospital incurs in connection with interns and residents in approved graduate medical education programs, an annual lump sum additional payment based on a specified adjustment factor is made based on the Federal portion of the DRG-adjusted prospective payment rates, including outlier payments. The payment amount is related to a hospital's ratio of full-time equivalent (FTE) interns and residents (I&R) (see §2405.3.F.) in approved programs to its number of beds (see §2405.3.G.) as defined in §2510.5A.


The formula for cost reporting periods beginning before May 1, 1986 follows:

I&R to bed ratio  0.1 = Adjusted ratio

Fed. portion of  X  teaching adjustment  X  adjusted ratio = Additional

DRG-adjusted                   factor
payment for

prospective 
      
indirect medical

payment rates, including outlier payments
education costs

EXAMPLE:

In the cost reporting period July 1, 1984 through June 30, 1985, a 500-bed hospital had total revenue of $4.5 million from the Federal portion of the DRG-adjusted prospective payment rates. There were 40 FTE interns and residents in approved teaching programs in the hospital.


Ratio of FTE interns and residents to beds (40  500)
.08


Adjusted ratio (.08  .1)
0.8


Specified adjustment factor 
.1159


Federal portion of the DRG-adjusted prospective

payment rates including outlier payments
$4.5 million


Adjustment for the indirect cost of medical education

($4.5 million  X  .1159  X  0.8)
$417,240


B.
Formula for Computing the Indirect Medical Education Cost Adjustment for Discharges On Or After May 1, 1986 and Before October 1, 1988.--An annual lump-sum additional payment based on a specified adjusted factor is made based on the Federal portion of the DRG-adjusted prospective payment rates, including outlier payments.  A factor representing the sum of 1.00 plus the hospital's ratio of FTE interns and residents to beds is raised to an exponent specified by law.  Prior to May 1, 1986, the adjustment factor was applied as a fixed percentage add-on for each increment in the intern and resident to bed ratio.  Effective with discharges on or after May 1, 1986, the formula
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takes into account the fact that as the intern and resident to bed ratio increases, the hospital operating costs per discharge also increase but the rate of increase is smaller for successive equal increments in the ratio of interns and residents to beds.  This means that a slightly smaller education adjustment factor is applied to each incremental increase in the ratio.  This "curvilinear" or variable application of the education adjustment factor yields a smaller increase in payments per discharge as teaching intensity increases.


The formula for discharges on or after May 1, 1986 and before October 1, 1988 follows:     

                               

2 X  [ (1 + I&R).405 – 1 ] 
    X  
Federal portion of the DRG-adjusted 

    
 Beds


prospective payment rates, including 

 



      

outlier payments

              

To determine the indirect medical education factor for a particular hospital add 1.0 to the ratio of interns and residents in approved programs to beds, raise that sum to the 0.405 power, and subtract 1.0.  The result is then doubled to produce a hospital's indirect medical education adjustment factor.

EXAMPLE:


A 500-bed hospital's cost reporting year ends June 30, 1987.  The Federal portion of the prospective payments for this period is $4.5 million.  The hospital had 40 FTE interns and residents during the period.


Ratio of interns and residents to beds (40  500)
.08


Adjustment factor for this hospital


2 X [ (1.08).405 –1]
.0633


Federal portion of the DRG-adjusted prospective 

payment rates, including outlier payments, based 

on discharges during the fiscal year
$4.5 million

Adjustment for the indirect cost of

medical education for this period 

(.0633 x $4.5 million)
$284,850


C.
Cost Reporting Periods That Straddle May 1, 1986.--An example of the calculation follows:

A 500-bed hospital's cost reporting year ends December 31, 1986.  As a result, the indirect medical education adjustment for discharges occurring during the period from January 1, 1986 through April 30, 1986 is calculated on the basis of the formula in effect prior to May 1, 1986.  With respect to discharges occurring from May 1, 1986 through December 31, 1986, the "curvilinear" application of the adjustment factor is in effect.  Total revenue based on the Federal portion of the DRG-adjusted prospective payment rates for the period January 1, 1986 through April 30, 1986  is $1.5 million, and from May 1 through December 31 is $3.0 million.  The hospital had 40 FTE interns and residents during the period.
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Period from January 1, 1986 through April 30, 1986

Ratio of FTE interns and residents to beds (40 ÷ 500)
.08


Adjusted ratio (.08 ÷ 0.1)
0.8


Specified adjustment factor
.1159


Federal portion of the DRG-adjusted prospective

payment rates for discharges from January 1

through April 30, 1986
$1.5 million


Adjustment for the indirect cost of

medical education for this period

($1.5 million  X  .1159  X  0.8)
$139,080

Period from May 1, 1986 through December 31, 1986

Ratio of FTE interns and residents to beds (40 ÷ 500)
.08

Formula:  2 X [(1 + I&R).405 –1]


                 beds

Adjustment factor for this hospital


2 X[ (1.08).405 –1 ]
.0633

Federal portion of the DRG-adjusted prospective

payment rates for discharges from

May 1 through December 31, 1986
$3.0 million


Adjustment for the indirect cost of

medical education for this period
$189,900

(.0633 x $3.0 million) 



Adjustment for January 1, 1986 - April 30, 1986

$139,080

May 1, 1986 - December 31, 1986


$189,900
Total adjustment for this cost reporting period


$328,980
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D.
Discharges On Or After October 1, 1988 and Before October 1, 1990.--The formula for discharges on or after October 1, 1988 and before October 1, 1990 follows:


Formula: 1.89 X[  (1 + I&R).405 –1  (
X

Federal portion of the DRG-adjusted 






beds


prospective payment rates

E.
Discharges On Or after October 1, 1990.--The formula for discharges on or after October 1, 1990 follows:


Formula: 1.43 X [ (1 + I&R).5795 –1]
X

Federal portion of the DRG-adjusted






beds



prospective payment rates


F.
Interns and Residents in Approved Programs.--The term "interns and residents in approved programs" means individuals participating in graduate medical education programs approved as set forth in §404.1.A.  


1.
General Exclusions from the Count.--Interns and residents must not be included in the count for a particular hospital if they:

o
are not in approved programs;


o
are employed to replace nonphysician anesthetists; or


o
are assigned exclusively to another provider, an excluded psychiatric or rehabilitation unit of the hospital, a nonprovider setting, or, for cost reporting periods beginning before October 1, 1987, an excluded alcohol/drug abuse unit of the hospital.


2.
Questionable Situations.--It is recognized that situations arise in which it may be unclear whether an individual is counted as an intern or resident in an approved program for the purpose of the indirect medical education adjustment.  Many of these questionable situations relate to the designation of individuals as “fellows,” which is a term that may have various meanings according to the context in which it is used.  The designation of a senior resident as a fellow does not change the resident's status for the purpose of coverage and payment.  Intermediaries must not count an individual in the indirect medical education adjustment if any of the following conditions exist:


o
An individual designated as a “fellow” has elected to remain at a teaching hospital/university complex for additional work to gain expertise in a particular field but is no longer in a formally organized program to fulfill certification requirements. The services of such an individual are generally covered as physicians' services payable on a reasonable charge basis.


o
The individual's services in provider settings are payable as physicians' services (situations in which it is clear that the otherwise eligible resident is "moonlighting").


o
Medicare pays its share of the salary or stipend of the individual on a Part B reasonable cost basis as an intern or resident not in an approved program.

o
The individual is engaged exclusively in research.

o
Any portion of the individual's salary is subject to reasonable compensation equivalency limits.
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3.
Cost Reporting Periods Beginning On Or After October 1, 1983 But Before January 1, 1984.--The number of interns and residents determined for cost reporting periods beginning on or after October 1, 1983, and before January 1, 1984, is based on the number of interns and residents employed by and on duty at the hospital on the last day of its prior cost reporting period.  The number of FTE interns and residents is the sum of:


o
Interns and residents employed for 35 hours or more per week, and

o
One-half the total number of interns and residents working less than 35 hours per week (regardless of the number of hours worked).


4.
Cost Reporting Periods Beginning On Or After January 1, 1984 But Before October 1, 1984.--The number of interns and residents determined for cost reporting periods beginning on or after January 1, 1984, and before October 1, 1984, is based on the number of interns and residents on duty at the hospital on the last day of its prior cost reporting period.  To accommodate those hospitals that have historically incurred the higher indirect costs of medical education programs, although not actually employing the interns and residents themselves, beginning with cost reporting periods that start on or after January 1, 1984, a hospital is permitted to count those interns and residents employed by an organization with a longstanding historical relationship with it in the same way it counts interns and residents who are hospital employees.  There may be a presumption of that relationship if the hospital has such an arrangement with an organization that existed prior to October 1, 1982.  The organization must be the sole employer of substantially all of the interns and residents furnishing services at the hospital.  In addition, a hospital that establishes a new relationship with an organization may qualify for payment for indirect costs.  Such contractual agreements must contain features indicating that the relationship will be longstanding.  For example, they may provide for automatic renewal until they are amended or appropriate termination notice is given.  In situations such as these, the additional indirect medical education payment  is made to the hospital.

5.
Cost Reporting Periods Beginning On Or After October 1, 1984.--Effective with cost reporting periods beginning on or after October 1, 1984, interns and residents need not be employees of the hospital in which they work in order for a hospital to qualify for the indirect medical education adjustment.


Based on the assumption that intern and resident levels are basically constant over the July through June graduate medical education academic year, interns and residents are counted on a uniform reporting date with hospital cost reporting periods beginning on or after October 1, 1984. For cost reporting periods beginning on or after October 1, 1984 but before July 1, 1985, the uniform date on a one-time basis is April 15, 1985. The assigned count on April 15, 1985 is assumed to be representative of the graduate medical education academic year that runs from July 1, 1984 through June 30, 1985 and any portion of a provider's cost reporting period that falls within that academic year.


The uniform reporting date for cost reporting periods beginning on or after July 1, 1985 is September 1.  If September 1 falls on a weekend or Labor Day, the next business day is used for purposes of the count of interns and residents.
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For hospitals with cost reporting periods beginning on July 1, the same date that their graduate medical education programs begin, there is a relatively stable number of interns and residents throughout the cost reporting period.  Therefore, the uniform date for determining the intern and resident count is the September 1 that falls within the cost reporting period that begins on July 1.  

Where the cost reporting period spans more than one academic year, there could be significant fluctuation between the two years in the number of interns and residents to be counted.  This fluctuation could result from the addition or deletion of programs or an unusually high or low number of resignations from programs during a particular academic year.  In all cases where the cost reporting period does not coincide with the academic year, the Fiscal Intermediary apportions the intern and resident count between the two periods based on counts of two consecutive uniform reporting dates to minimize the possibility of incorrect levels of payment.  The formula for such apportionment follows:


Number of months from 1st day of

cost reporting period thru June 30 

X
count for uniform reporting 

Number of months in cost reporting period

date preceding that June 30


+


Number of months from July 1 thru

last day of cost reporting period  

X
count for uniform reporting

Number of months in cost reporting period

date following that July 1

EXAMPLE: 

The cost reporting period for a hospital is January 1, 1985 through December 31, 1985.  Since the reporting period spans more than one academic year and begins between September 30, 1984 and July 1, 1985, to determine the intern and resident count, apportion the counts from April 15, 1985 and September 3, 1985. 


The hospital has a count of 20 interns and residents on April 15, 1985 and 24 on September 3, 1985.  The count for the cost reporting period is calculated as follows:


January 1 through June 30, 1985 equals 6 months of the 12-month cost reporting period and falls within the first academic year (July 1984 - June 1985), for which the count of April 15, 1985, equal to 20, applies.

July 1 through December 31, 1985 equals 6 months of the 12-month cost reporting period and falls within the second academic year (July 1985 - June 1986), for which the count of September 3, 1985, equal to 24, applies. 

Hence,
(  6 x 20 ) + ( 6 x 24 ) = 22

12               12
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EXAMPLE: 


A hospital has a cost reporting period from August 1, 1985 through July 31, 1986.  If the intern and resident count on September 3, 1985 is 240 and on September 2, 1986 is 180, then its count is calculated as follows:


August 1, 1985 through June 30, 1986, which coincides with the academic year July 1985 -June 1986, equals 11 months of the 12-month cost reporting period.  The intern and resident count for that academic year, counted as of September 3, 1985, is 240.

July 1 through July 31, 1986, which coincides with the academic year July 1986 -June 1987, equals 1 month of the 12-month cost reporting period.  The intern and resident count as of September 2, 1986 is 180.


( 11 x 240 ) + (  1 x 180 ) = 220 +  15 =
235 I&Rs for the cost reporting period

  12


 12

Interns and residents frequently split their time between areas of the hospital to which the indirect medical education adjustment applies and settings which are excluded.  In such cases, the one-day count reflects an apportionment of the time interns and residents spend in each type of setting.  For example, if a teaching hospital has an approved residency program in psychiatry and an excluded psychiatric unit, it is reasonable to expect that there are some interns and residents assigned to the unit either on a full-time or part-time basis.  Such assignments are reflected in the one-day count.

Further, there are situations in which residents work in more than one hospital during an academic year.  The resident is counted in accordance with his or her assignment as of the specified date of the count.  For example, if Resident Smith spends six months each in two hospitals he is counted as one FTE for the hospital to which he was assigned on September 1.  No portion of his time in the other hospital is counted for the purpose of this adjustment.  It is anticipated that these rotations between hospitals remain fairly constant over the course of a year, and that the second hospital has a different resident on September 1 filling the slot later occupied by Resident Smith.


There may also be rare situations whereby interns and residents spend time at more than one hospital on the day of the count.  If this situation reflects the manner in which residents are shared by hospitals, apportion the time spent by each intern or resident among the hospitals accordingly.  Thus, if on the day of the count a resident spends 4 hours at hospital A, 2 hours at hospital B, and 4 hours at hospital C, the count is as follows:

Resident is a full-time equivalent during the academic year in which this count occurs.

Total hours on the day of the count is 10 hours.


Hospital A = 4 hours ( 10 hours = .4 FTE

Hospital B = 2 hours ( 10 hours = .2 FTE

Hospital C = 4 hours ( 10 hours = .4 FTE
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In situations where hospitals share residents (either on the day of the count or over the academic year), an alternative to the one-day count may be requested by a hospital if:


o
all hospitals in which a resident furnishes services over the graduate medical education year agree  


o
documentation allows Fiscal Intermediary to ensure that no resident is counted as more than 1 FTE during academic year


o
documentation is verifiable by and acceptable to the Fiscal Inter​mediary.


If the hospital staff believes the one day count is not representative of the hospital's experience for a particular academic year within the hospital's cost reporting period, they notify their intermediary.  It is necessary for the provider to submit alternative documentation justifying its count of interns and residents.  Such documentation must be acceptable to the Fiscal Intermediary to verify that no resident is counted as more than one FTE during the graduate medical education academic year, regardless of the number of hospitals in which he or she is providing services or the total number of hours of service provided.

G.
Bed Size.--A bed is defined for this purpose as an adult or pediatric bed (exclusive of beds assigned to newborns which are not in intensive care areas, custodial beds, and beds in excluded units) maintained for lodging inpatients, including beds in intensive care units, coronary care units, neonatal intensive care units, and other special care inpatient hospital units.  Beds in the following locations are excluded from the definition: hospital-based skilled nursing facilities or in any inpatient area(s) of the facility not certified as an acute care hospital, labor rooms, PPS excluded units such as psychiatric or rehabilitation units, postanesthesia or postoperative recovery rooms, outpatient areas, emergency rooms, ancillary departments, nurses' and other staff residences, and other such areas as are regularly maintained and utilized for only a portion of the stay of patients or for purposes other than inpatient lodging.

To be considered an available bed, a bed must be permanently maintained for lodging inpatients.  It must be available for use and housed in patient rooms or wards (i.e., not in corridors or temporary beds).  Thus, beds in a completely or partially closed wing of the facility are considered available only if the hospital put the beds into use when they are needed.  The term "available beds" as used for the purpose of counting beds is not intended to capture the day-to-day fluctuations in patient rooms and wards being used. Rather, the count is intended to capture changes in the size of a facility as beds are added to or taken out of service.


In the absence of evidence to the contrary, beds available at any time during the cost reporting period are presumed to be available during the entire cost reporting period. The hospital bears the burden of proof to exclude beds from the count.

In calculating the ratio of interns and residents to beds, bed size is determined:

1.
for cost reporting periods beginning prior to October 1, 1984, by the number of beds (excluding beds assigned to newborns, custodial beds, and beds in excluded units) available as of the first day of the period;
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2.
for cost reporting periods beginning on or after October 1, 1984, by the number of available bed days during the cost reporting period divided by the number of days in the period.


EXAMPLE:  

A hospital has the following complement during the entire 365-day cost reporting period:








             Available

Beds
            Bed Days
Acute Care Beds Including 35

Beds Used for Long-Term Care

But Not Certified As Such
185

           67,525


Intensive Care Unit Beds
25

          9,125


Newborn Bassinets
not counted
         not counted


Maximum Available Bed Days


           76,650


Less: Days Attributable to 20

Acute Care Beds Closed During

Wing Renovation April 1 - 

September 30


          -3,660

Actual Available Bed Days


          72,990

Although 35 beds are used for long-term care, they are considered to be acute care beds unless otherwise certified.  Newborn bassinets are not counted. The 20 beds in the wing under renovation are not counted for 183 days (April 1 - September 30) of the cost reporting period since they are not immediately available.  Total available bed days for the cost reporting period equals 72,990.  This hospital's size for a cost reporting period beginning July 1, 1984 is 210 beds (185 + 25).  For a cost reporting period beginning July 1, 1985, its size is 200 beds (72,990 :- 365).


H.
Monitoring.--The provider may be asked to make its  residency program assignment schedules, intern and resident contracts, and payroll records available to its intermediary or may choose to do so if it believes that the one-day count is not typical of the rest of the year.  In all such cases, the provider must furnish verifiable documentation in support of its claim for payment.  Based on this review of the provider's documentation, the intermediary may adjust the intern and resident-to-bed ratio for purposes of the final indirect medical education payment.

1.
Review of Hospital Records.--Intermediaries should review hospital records regarding the counting of interns and residents if any of the following situations exist:


o
The number of interns and residents is substantially greater than the number counted for the prior year;
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o
The number of interns and residents assigned to excluded units decreases substantially from the number assigned in prior years;


o
The number of interns and residents in a specialty is not shown assigned to the appropriate department or unit, e.g., the specialty for 8 interns and residents is psychiatry but the provider indicates only 2 interns and residents spend time in or are assigned to the psychiatric unit of the hospital; or

o
The intermediary has reason to believe certain interns and residents are being counted by more than one provider during the same period of time.


2.
Counting Interns and Residents for Purposes of the Medical Education Adjustment.--Interns and residents using vacation leave or sick leave on the day of the count may be included in the count.  In an annual report to its fiscal intermediary, the teaching hospital must submit a listing recorded by social security number, name, and specialty of all interns and residents assigned and providing services to the hospital on September 1 of each year and, where applicable, April 15, 1985.


Suggested Reporting Format
Provider Name and Number:

Provider Cost Reporting Period:


Social


Resident's 
Security


Name       
Number  
Specialty

The above information is provided to the intermediary within 30 days of the latest uniform reporting day used for purposes of the count.  Intermediaries verify the correct count of interns and residents and may review the hospital's entire cost reporting period. Where the hospital is unable to supply the documentation above, the hospital does not qualify for the lump sum payment amount.


I.
Interim Payments.--To alleviate cash flow problems, a hospital receives interim payments based on an estimate of the adjustment, subject to a final determination at year end.  The total estimated annual amount of the adjustment is divided into 26 biweekly payments.  The biweekly payments are combined with the biweekly payments for inpatient costs reimbursed on a reasonable cost basis and paid 2 weeks following a 2-week period of services.  The interim payments may be reviewed and, if necessary, adjusted at least twice during the reporting period at suggested intervals of 4 and 8 months based on actual experience prior to the review plus any projected changes during the year.  
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2405.4 
Prospective Payments for Discharges Under PPS Which Began in the Period Prior to PPS.--During the period that a hospital first becomes subject to PPS, some patients were admitted in the prior cost reporting period and discharged in the subsequent PPS period.  Prospective payments for these patients must be reduced to reflect that the portion of the stay occurring in the prior period was reimbursed on a reasonable cost basis. This computation cannot result in an amount that is less than zero.  The adjustment is made by subtracting from the prospective payment the hospital's interim reimbursement for inpatient operating costs applicable to the days in the prior period.  Their interim reimbursement applicable to the prior period must be adjusted to exclude estimated costs related to capital and direct medical education and for other items specified in §2405.2. The intermediary makes this estimate.  Deductible and coinsurance amounts are not considered in the computation of the adjusted payment amount under PPS.  Any deductible and coinsurance amounts are applied in the appropriate cost reporting periods after the above computations have been made.

With regard to a case which qualifies for an outlier payment, the case is treated as if the entire stay had occurred after the provider's prospective payment implementation date for purposes of determining the total prospective payment amount which is applicable to the discharge.  The basic prospective payment amount and outlier payment which are otherwise payable are then reduced by the interim payments for the prior period as discussed above.

For hospitals previously receiving interim reimbursement on the basis of an average cost per diem or under PIP, a per diem amount for the excluded costs for that period is determined and removed from the interim payments before reducing the prospective payment amount.  For hospitals under PIP, the average cost per diem is the amount before adjustment for the deductible and coinsurance, as addressed in §2407.2.  For hospitals previously receiving interim reimbursement based on a percentage of billed charges, the percentage net of the portion representing excluded costs is then applied to the charges billed in the prior period (cut-off bill) and the resulting amount subtracted from the prospective payment amount.

NOTE:
The interim payments used to reduce the prospective payment amounts are considered to fairly represent the inpatient operating costs incurred and reimbursed for the portion of the stay occurring in the prior period.  Therefore, the adjustment is final and not subject to further modification
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2405.5 
Outlier Cases.--Additional amounts will be paid for the marginal cost of atypical (i.e., outlier) cases.  Such cases have either an extremely long length of stay or extraordinarily high costs when compared to most discharges classified in the same DRG. The marginal cost of outlier care will be based on a 60 percent factor.  Effective for discharges on or after February 3, 1984, outlier payments apply only to the Federal portion of the prospective payment.  For discharges prior to that date, the outlier payments are based on 100 percent of the Federal rate.


A.
Definitions.--


1.
Day Outlier.--A discharge qualifies as a day outlier if the stay exceeds the mean length of stay for discharges in the DRG by the lesser of a fixed number of days or a fixed number of standard deviations.


2.
Cost Outlier.--A high cost case that does not qualify as an outlier based on length of stay will qualify as a cost outlier if covered charges, adjusted to cost by applying a national cost/charge ratio, exceed the greater of a fixed multiple of the Federal prospective payment rate or a fixed dollar amount.  Effective for patients transferred on or after October 1, 1984, transferring hospitals also may receive cost-outlier payments if the cost-outlier criteria are met.

The threshold criteria for determining whether a case qualifies as an outlier may change each fiscal year and will be published as part of the annual notice setting forth the standardized amounts and factors necessary to determine prospective payment rates. Notification of any change in the threshold criteria will appear in the Federal Register at least 30 days prior to its implementation date.

B.
Payment for Outliers.--Payment for outlier cases will not be made on an interim basis.  Intermediaries will determine outlier payments on a case-by-case basis and, depending on the volume, pay on that basis or batch the bills and pay on a cyclical basis (e.g., biweekly or monthly).  Although all outlier cases are subject to medical review, an initial payment for day outliers may be made prior to medical review, with a final determination after the review.  No specific request by the hospital for day outliers is necessary.  However, payment for cost outliers must be specifically requested by the hospital and is payable only after intermediary approval, subject to a medical necessity determination.

1.
Day Outlier.--Payment for a day outlier is the product of the following (See illustration in §2405.6.C.1.):


a.
Outlier days.  (See applicable HCFA annual notice for outlier cutoffs.)

b.
The average per diem for the applicable DRG.  This per diem is calculated by dividing the Federal prospective payment rate (using the appropriate national/regional blend) by the geometric mean length-of-stay for the DRG.  (See applicable HCFA annual notice for geometric mean lengths of stay.)


c.
60 percent (the marginal cost of outlier care).


d.
The applicable percentage representing the Federal portion of the payment.  See §2405.


2.
Cost Outlier.--Payment for a cost outlier is determined as follows (See illustration in § 2405.6.C.2.):
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a. 
Determine the hospital's cost of the stay by multiplying the hospital's charges for covered services furnished to the beneficiary by 72 percent (the national cost/charge ratio).  The cost will be further adjusted to exclude an estimate of indirect medical education costs.  In addition, for hospitals which have been granted a waiver as addressed in §2804, the cost will be adjusted to include the reasonable charges for nonphysician services billed by an outside supplier.


b. 
Determine the portion of the cost in a. representing outlier costs based on the appropriate cost outlier threshold criteria.  (See applicable HCFA annual notice).


c. 
Multiply the amount in b. by 60 percent (the marginal cost of outlier care).


d. 
Multiply the amount in c. by the applicable percentage representing the Federal portion of the payment.  (See § 2405.)

2405.6
Illustration of Payments under PPS for Hospital Part A Inpatient Services
Sample Medicare Data for Year Beginning 10/1/83
Hospital-specific amount per discharge (case mix adjusted)1
     $      2,578

Standardized amount, wage-index adjusted1
             2,484

Case DRG specific weighting factor2
                 1.2

Estimated number of hospital beds at the beginning of the

year 


                500

Estimated FTE interns and residents in approved teaching

programs  at the beginning of the year
                  40

Estimated Medicare discharges for the year
             7,000

Estimated capital related costs (§2405.2)
      1,400,000

Estimated direct medical education costs (§2405.2)
         600,000

Estimated bad debts (§2405.2)
         100,000

Estimated annual deductible and coinsurance 
      1,500,000

Outlier data (see C. below)

1 - 
See illustration in §2802.F. for calculation.

2 - 
From the Federal Register to be published no later than September

1 of each year.

A.
Prospective Payment for Inpatient Operating Costs (Non-PIP Hospitals)
Federal portion of the standardized amount ($2,484 X .25)
       $621

Hospital specific portion of payment ($2,578 X .75)
      1,933

Blended standardized amount ($621 + $1,933)
      2,554

Case DRG specific weighting factor
          1.2

Blended prospective payment amount* ($2,554 X 1.2)
      3,065

*For illustrative purposes, all calculations rounded to the nearest dollar.

B.
Prospective Payments for Inpatient Operating Costs (PIP Hospitals)
Blended standardized amount
     $2,554

Hospital's most recently published case-mix index
         .95
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Estimated blended prospective payment amount (.95 X 2,554)
             2,426

Estimated Medicare discharges
             7,000

Annualized estimated prospective payment (7,000 X 2,426)
    16,984,100

Subtract total estimated annual deductible and coinsurance
      1,500,000
    15,484,100

Divide by number of biweekly payments
                  26

PIP biweekly payment
   
         595,542


C.
Payment for Outliers

1.
Day Outlier

Determination of Per Diem Amount:

Sample DRG (Wage adjusted, blended regional/

national Federal rate)
            $4000

Mean length of stay for the sample DRG
          10 days

Average per diem amount
              $400

Marginal per diem cost of outlier care (60% X $400)
              $240

Federal portion (25% for 1st transition year)
                $60


Determination of Outlier Payment Days:

Assume a length of stay of 40 days.  For a

sample DRG with a mean length of stay of 10 days,

assume a threshold of 28 days.  Therefore, a

stay of 40 days less the outlier threshold

(40-28) results in 12 outlier days.
          12 days

Determination of Outlier Payment:

Per diem X Outlier payment days ($60 x 12 days)
              $720

2.
Cost Outlier

Determination of Hospital's Cost:

Billed charges for discharge
         $35,000

National ratio of cost to charges
                 .72

Adjusted ratio of interns and residents to beds

(See computation in E. below.)
                   .8

Specified adjustment factor (Illustrative)
          11.59%

Adjustment factor for this hospital (.8 x .1159)
           .09272


Hospital's = Billed charges X ratio of cost to charges
Cost
1 + Adjustment factor for this hospital

Hospital's = $35,000 X .72  = 
          $23,062

Cost        1 + .09272


Determination of Outlier Threshold:

DRG Rate

             $3800

Wage Index

                1.10

Labor Related Portion
            .79151
Non-labor Related Portion
            .20851
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Wage adjusted DRG Rate ($3800 X.7915 X 1.10) +

(3800 X .2085)
             $4101


Since 1.5 times the wage adjusted DRG rate would 

be less than $12,000, the threshold will be based 

on $12,000 (wage adjusted)


Wage-Adjusted Threshold:

(Threshold X Labor Related Portion X Wage Index) +

(Threshold X Non-Labor Related Portion) =

($12,000 X .7915 X 1.10) +

($12,000 X .2085) =
           $12,949

Determination of Outlier Payment:

(Hospital's cost - Wage adjusted threshold) X

Marginal cost of outlier care X Federal portion

(($23,062 - 12,949) X 60% X 25%)
           $1,5172
1
These percentages of labor and nonlabor-related portions are used nationally and are incorporated into the tables of adjusted standardized amounts in the Federal Register.


2
Outlier payments are subject to adjustment for the indirect cost of medical education.

D.
Payment for Items Reimbursed on the Basis of Costs (PIP and Non-PIP Hospitals)
Capital-related costs 

     $1,400,000

Direct medical education costs
          600,000

Bad debts

   
          100,000

Total



       2,100,000

Divide by number of biweekly payments
                   26

Biweekly payment

            80,769

E.
Payment for Indirect Cost of Medical Education (PIP and Non-PIP Hospitals)
Standardized amount, wage index adjusted
            $2,484

Multiply by hospital's most recent published 

   case-mix index

                 .95    

             2,360

Multiply by Federal portion percentage of 

  blended rate

                  .25

(First transition year)

Federal portion of the prospective payment
                 590

Estimated annualized federal portion of prospective

payment ($590 X 7,000)
      4,130,000*

Ratio of FTE interns and residents 

   to beds (40  500)
       .08

Adjusted Ratio (.08  .1)
                    .8

Specified adjustment factor (Illustrative)
               .1159

Adjustment factor for this hospital (.1159 X .8)
            .09272

Adjustment for indirect cost of medical education

(4,130,000 X .09272)
          382,934

Divide by number of biweekly payments
                   26

Biweekly payment

            14,728

*As experience is gained regarding a hospital's outlier payments, this amount may include an estimate related to outliers.
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2406.
INTERIM RATES

An interim rate for Part A inpatient hospital services (for hospitals not paid under the prospective payment system) may be expressed as a percentage of billed charges made for such services, or as an average cost per diem based on the estimated reasonable costs of these services.  The interim rate for Part A posthospital extended care services must be expressed as an average cost per diem amount based on the estimated reasonable costs of the services.  The interim rate for home health agency services covered under either Part A or Part B must be expressed as a percentage of charges billed for such services.

The interim rate for covered outpatient services and those medical and other health services furnished to inpatients under Part B must be expressed as a percentage of charges.

The interim rate for partial hospitalization services furnished in a community mental health center (CMHC) must be expressed as a percentage of the center's aggregate customary charges for the partial hospitalization services.

It is the policy of the Medicare program that each provider's current interim rate of payment approximate as closely as possible the reimbursable cost the provider is currently incurring in furnishing covered services to program beneficiaries; that the program be properly responsive to actual changes in a provider's reimbursable cost; and that the provider's current interim rate be timely adjusted to bring it into line with estimated reimbursable costs for the period.

When the intermediary determines that a provider's current interim rate must be adjusted downward, the intermediary notifies the provider and, in addition to reducing the interim rate, recoups any excess payments made to the provider due to the incorrect rate.  When the intermediary determines that a provider's current interim rate must be adjusted upward, the intermediary notifies the provider and, in addition to increasing the interim rate, disburses a lump sum interim payment, if necessary, in recognition of this adjustment in accordance with §2406.4.

See §2406.6 with respect to the limitation on interim reimbursement.

2406.1
Interim Rate - Initial Reporting Period.--When a provider first participates in the program, an interim rate of payment may be established on any of the following bases:

A.
The provider may be receiving payment from the intermediary or other third party payer on a cost or cost-related basis.  The rate established for this purpose may be used, adjusted to the allowable cost under the program.

B.
Where no organization is paying the provider on a cost or cost-related basis, the initial interim rate may be determined from the previous year's cost and statistical data illustrated as follows:

1.
Operating expenses for most recent year 
$                  2.
Add or Deduct:  Adjustment of expenses (See 


Schedule A-5, Form SSA-1562 for examples.) 
$                3.
Add or Deduct:  Projected increases or


decreases in allowable expenses 
$                  4.
Add:  Return on equity capital 
$                  5.
Total estimated allowable expenses
$                   
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Calculation of Interim Reimbursement
Inpa-
Outpa-

tient
tient  
Total
6.
(a)  Projected total patient

 revenue
$

$

$

(b)  Percentage

%

%

%

7.
Total estimated allowable cost -

Line 5 x Line 6(b)
$

$

$

8.
Patient days
         
 

NA    
 
NA

9.
Interim rate expressed as:

Per diem (Line 7 + Line 8)
$

 NA

 NA

Percentage (Line 7 + Line 6)

%

%

%

C.
Until Medicare cost reporting forms and instructions are developed for partial hospitalization services furnished in CMHCs, the interim rate for such services furnished in these centers may be initially established at 70 percent of the aggregate customary charges for partial hospitalization services, but only if an interim rate cannot be established under subsections A or B due to a lack of available information necessary to compute an interim rate.

2406.2 
Interim Rate for Newly Established Providers.--The intermediary  uses one of the following methods to determine an appropriate interim rate for newly established providers who do not have cost experience on which to base an interim rate of payment:

A.
Use the interim rate established for a provider who is comparable in substantially all relevant factors to the new provider.

B.
Determine an interim rate based on the budgeted or projected costs in the same manner as illustrated in §2406.l.

After determining an interim rate, the intermediary reviews the provider's cost experience after a period of 90 days in the program and makes appropriate adjustments if required.

2406.3 
Adjustment of Interim Rate.--An interim rate of payment may be adjusted at any time during an accounting period.  Such adjustment may be made  (a) upon request of the provider supported by a schedule showing that actual costs incurred to date plus estimated costs to be incurred are significantly higher or lower than the computed one, or (b) if there is evidence available to the intermediary that actual costs are significantly higher or lower than the computed rate.

2406.4 
Retroactive Lump Sum Interim Payment.--A retroactive lump sum interim payment may be made at the request of the provider or by the intermediary on its own motion when the intermediary determines that interim payments to the provider during the current cost reporting period have been insufficient to reflect the provider's estimated reasonable costs.

The need for such retroactive payments may result, for example, from  (l) an incorrect computation of the interim rate, (2) increases in specific operating 
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costs in the current operating period, such as retroactively effective salary and wage increases, (3) other increases in overall current operating costs not reflected in the current interim rate, or (4) upward adjustments to claimed costs as a result of desk or field audits of a provider's prior period cost report.

Lump sum interim payments made in recognition of such circumstances are based on a properly revised current interim rate and cover the period from the date of the rate revision retroactive to the earliest date in the current cost reporting period to which the revised rate applies.  This retroactive period covered by the lump sum payment does not go beyond the first day of the current cost reporting period, i.e., does not begin in a prior cost reporting period.  Where a revised interim rate covers a period retroactive to a date in a prior cost report period(s), increased payment due the provider for the prior reporting period(s) is made when settling the cost report(s) for that (those) period(s).

The purpose of these payments is to bring total interim payment during the current reporting period in line with estimated reasonable costs for the period.

2406.5 
Interim Rates After Initial Reporting Period.--Interim rates of payment for services provided after the initial reporting period are established on the basis of the cost report filed for the previous year covering health insurance services.  Upon the submission of appropriate evidence, the costs of the prior period are adjusted to reflect any anticipated increase or decrease in costs for the current period.

2406.6 
Limitation on Interim Reimbursement.--When an interim rate of payment is expressed as a percentage of billed charges for covered services, the percentage cannot be set in excess of l00 percent, except for public providers rendering services at nominal or no charges.  In this case, the percentage cannot exceed that amount which would produce interim payment equal to estimated reasonable cost for the public provider's services. (See §26l6.)

Interim payment on an individual Medicare billing form cannot exceed the amount computed by applying the appropriate percentage to the billed charges for these services. When an interim rate of payment is expressed as an average cost per diem for covered services, interim reimbursement on an individual Medicare billing form is usually the lower of the amount computed by multiplying the number of covered days times the cost per diem rate or the provider's estimated average per diem charge for covered services in the current year.  However, public providers rendering services at nominal or no charge receive interim payment equal to the number of covered days times the estimated reasonable cost per diem rate.

If the intermediary discovers that during a cost reporting period, for whatever reason, a public provider's status has changed to the extent its charges no longer qualify as nominal, the interim payment is adjusted to reflect the computation as a nonpublic provider, as discussed above.

24-3.3
Rev. 366 

9-76
PAYMENTS TO PROVIDERS
2406.7 (Cont.)

2406.7 
Interim Rates for Hospitals Using Combined Billing Methods.--Under the combined billing method, the services of certain hospital-based physicians are not reimbursed by the carrier.  Rather, where Part A benefits are payable a hospital may bill the intermediary for both the hospital and physicians' services in the field or radiology or pathology using form SSA-l453.  Also, where Part B benefits are payable the hospital can include on form SSA-l483 with its outpatient charges the charges of any or all of its hospital-based physicians, except those treating mental illness, and receive combined interim reimbursement from the intermediary.  When combined billing is used for either radiology or pathology, it must be used for both inpatient and outpatient services.  There are special conditions a hospital and its physicians must meet before combined billing may be used (see § 400.2 of the Hospital Manual (HIM-l0)).

When completing its cost report, the provider will continue to distinguish between hospital costs for patient services and the professional component of compensation paid to hospital-based physicians.  See § 2l08.l  for explanation of the two components of hospital-based physicians' compensation.  For those physicians who agree to combined billing on a departmental basis, separate cost report exhibits and forms have been provided to determine the amount of physicians' compensation reimbursable by Medicare.

A.
Inpatient Interim Rate.--

l.
Percentage of Charges.--To compute the interim rate as a percentage of charges under the combined billing method, divide the sum of the hospital's estimated total allowable inpatient costs plus the inpatient professional component of the hospital-based physicians' compensation by the sum of the estimated total inpatient days.

2.
Per Diem.--To compute the interim rate as a per diem under the combined billing method, divide the sum of the hospital's estimated total allowable inpatient costs plus the inpatient professional component of the hospital-based physicians' compensation by the sum of the estimated total inpatient days.

B.
Illustration of the Computation of the Inpatient Interim Rate Under the Combined Billing Method.--A hospital has a combined billing arrangement with its hospital-based physicians in pathology and electrocardiology, but not with its radiologists or other hospital-based physicians.  In the following example it is assumed that the charges of the hospital-based physicians are included with charges for hospital ancillary services and that combined billing for inpatient services is used for pathologist services only.

NOTE:
Only the services of radiologists and pathologists may be included in combined billing for hospital inpatient services: consequently, even though the hospital may have such an arrangement with its cardiologist, the services he furnishes Medicare beneficiaries may not be combined billed.

Rev. l64
24-3.4

2406.7 (Cont.)
PAYMENTS TO PROVIDERS
9-76

Facts:

Total hospital inpatient days




80,000
Estimated hospital inpatient costs:

Allowable routine service costs

$3,990,000

Allowable ancillary service costs

   l,984,000
$5,974,000

Hospital-based physician compensation for inpatient services:

Professional 
Provider
  Total

Component*  
Component*
  Costs
Pathologists


$38,000

$l0,000
$ 48,000

Cardiologists

  
   9,000

    l,000
    l0,000

Radiologists


 36,000

   4,000
   40,000

Other Physicians

 89,000

   ll,000
  l00,000
Components includable for computing combined inpatient interim rate:

Pathologists






$48,000

Cardiologists





  
     l,000

Radiologists






    4,000

Other Physicians





    ll,000  
       64,000
Total costs and components



          
$6,038,000
Estimated hospital inpatient charges:

Routine service charges



 $5,300,000

Ancillary service charges (as defined

in § 2202.8)




   2,200,000 
$7,500,000
Estimated hospital costs used for computing interim rate:

Total costs including professional component

  of pathologist





$ 6,038,000

Less:  Professional component of

  pathologist

        38,000
Estimated hospital costs used for

  computation of interim rate




 $6,000,000
  *See § 2l08.l
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Computation of Combined Billing Interim Rate for Inpatient Services -


Hospital services:

Total estimated costs ÷ estimated number of inpatient days = average per 

diem 
$6,000,000 ÷ 80,000 = $75.00 average per diem


Total estimated costs ÷ estimated total hospital inpatient charges = % of 

charges 
$6,000,000 ÷ $7,500,000 = 80% of charges


Pathology services:

Pathology professional component ÷ estimated number of inpatient days = 

average 
per diem
$38,000 ÷ 80,000 = $.475 average per diem


Pathology professional component ÷  total estimated charges = % of charges

$38,000 ÷ $7,500,000 = .5l% of charges


Combined Billing Interim Rate for Inpatient Services -





 % of

Per Diem

Charges
Hospital Services



$75.00

80.00%

Pathology Services



      .475

     .5l%
Combined Billing rate

$75,475

 80.5l%

Verification of Computation -


Average per diem x estimated inpatient days = total estimated hospital

costs plus professional

$75.475 x 80,000



= $6,038,000


Percent of charges x total estimated charges = total estimated hospital









costs plus professional









component

80.5l% x $7,500,000 


 
 = $6,038,250*


 
                              

*Difference due to rounding
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C.
Outpatient Interim Rate.--To compute the outpatient interim rate as a percentage of charges, divide the sum of the total estimated allowable outpatient expenses plus the professional component of physicians' compensation for outpatient services by the sum of the estimated outpatient charges for hospital and physician services.  Reimbursement for outpatient physician services, however, including radiology and pathology is at 80 percent after the deductible amount has been met.


D.
Illustration of the Computation of the Outpatient Interim Rate Under the Combined Billing Method.--A hospital has a combined billing arrangement with its hospital-based physicians in pathology, cardiology and certain other physicians, but not with its hospital-based radiologist.  Other data are as follows:

Estimated Costs  

Total Estimated
includable for   

Costs or

computing interim

Compensation     
rate                              
Estimated Hospital Outpatient Costs

    $400,000
                    $400,000

Hospital-Based Physician Compensation for Outpatient Services -


Professional 
Provider


Component    
Component
Pathologists



$ 9,500
$ 2,500
$l2,000
$l2,000

Cardiologist

  
   
3,600
      400
   4,000
   4,000

Radiologists

  
   
7,200
      800
   8,000
      800

Other physicians

 (excluding psychiatric

 services)


  
   
8,900
     l,l00
  l0,000
   3,200*

Total estimated costs and components includible for computing

combined outpatient interim rate















$420,000

Estimated hospital outpatient (O/P) charges




$500,000


Estimated hospital-based physician charges:

Pathologists (Included in hospital O/P

  charges)





None
None

Cardiologists (not included in hospital

  O/P charges)




$4,000
$4,000

Radiologists (included in hospital O/P

  charges)





None
None

Other physicians (excluding psychiatric

  services)





$l0,000
  3,200*

Total estimated charges includable for

computing combined outpatient interim rate




 $507,200
                        
*It is assumed that only $3,200 of "Other physicians" compensation is being combined billed and included in hospital outpatient charges.
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Computation of Combined Billing Interim Rate for Outpatient Services -

Total estimated outpatient costs  total estimated outpatient charge = combined rate      

$420,000  $507,200 = 82.8% combined billing interim rate for out​patient services.

2407.
PERIODIC INTERIM PAYMENT METHOD OF REIMBURSEMENT (PIP)

The periodic interim payment (PIP) reimbursement method for hospital inpatient services is available to all types of participating hospitals meeting these requirements:  (l) total Medicare payment for inpatient service computed under the new method is at least $25,000 on an annual basis, (2) the hospital has filed with its intermediary at least one completed cost report under the Medicare program and (3) the intermediary is assured that the hospital has the continuing capability of maintaining in its records the costs, charge and statistical data needed to accurately complete a Medicare cost report on a timely basis.  Any hospital that establishes to the satisfaction of the intermediary that it meets these requirements has the option to request to the intermediary to make payments under this method.

When a hospital first enters the program and requests the intermediary to make payments under this method, the intermediary may waive the cost reporting requirement (requirement 2) where the hospital establishes to the satisfaction of the intermediary that it can comply with requirements l and 3.

A.
The Health Care Financing Administration (HCFA) developed Form HCFA-9l (Hospital Interim Rate Change Report) intended to collect hospital data that served as the basis in computing interim rates.  Hospitals that are currently receiving reimbursement under the periodic interim payment (PIP) method must complete this form for each fiscal quarter within its Medicare cost reporting period.


Form HCFA-9l must be submitted beginning with fiscal quarters ending on March 3l, l979, and this report is due to the hospital's fiscal intermediary 30 days after the ending date of the hospital's fiscal intermediary 30 days after the ending date of the hospital fiscal quarter.  Hospitals receiving interim payments under the percentage of charges, or the per diem method of reimbursement for inpatient services must submit this for whenever the hospital requests a change (increase, decrease of different method of reimbursement) in its interim rate.


B.
The information to be entered on form HCFA-9l is the minimum information needed to perform the quarterly evaluation of PIP payments required by 42 CFR 405.454(j)(5) and to determine whether an increase in interim rate is appropriate under 24 CFR 405.454(c)(4).  In view of the determination that the information to be entered on form HCFA-9l is the minimum information needed to review requests
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for changes in interim rates or to perform quarterly PIP reviews, it is anticipated that fiscal intermediaries will be unable to perform these functions unless the information is available.  Therefore, unless the information is supplied, intermediaries are expected to deny requested interim rate increases because of lack of appropriate information.  Also, intermediaries will be expected to convert PIP reimbursement to conventional interim payments for providers that fail to furnish the needed information.


C.
Where a provider files a delinquent form HCFA-9l subsequent to being removed from the PIP methodology, the intermediary is not required to reinstate PIP for such a provider.  Regulations 42 CFR 405.454(j)(l) specifically directs an intermediary to begin the PIP method only after the intermediary finds its administratively feasible.  Therefore, an intermediary is not bound to reimburse a provider under the PIP method when a provider makes such payment method administratively difficult for the intermediary.  In addition, 42 CFR 405.545(j)(3) provides that the intermediary's approval of a provider's request for reimbursement under the PIP method will be conditioned upon the intermediary's best judgement.  Without a timely filed form HCFA-9l, containing the provider's most recent fiscal quarter information, an intermediary could not exercise its best judgment as to whether proper payment can be made under the PIP method.

2407.l
Payment Interval.--Payments are made on a biweekly basis unless the hospital, at its option,

24-4
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requests the intermediary to make payments at fixed intervals of more than one week but not less often than monthly.  These payments will approximate the cost of the average level of Medicare inpatient services rendered by the hospital during the payment interval.  Weekly payments are recommended in order to avoid placing any financial burden on hospitals by providing funds as nearly as possible after the time or providing services.

2407.2  Computation of Periodic Interim Payment.--Hospital with Experience under the Program.--The intermediary is responsible for determining the amount of the periodic interim payment.  Before making payment under the PIP method, the intermediary computes the amount per inpatient day which reflects the hospital's anticipated costs of providing covered services (1) during the forthcoming reporting period where payments under the new method are effective with the beginning of the hospital's reporting year, or (2) during the current reporting period where the intermediary approves the hospital's election to be paid under the new method subsequent to the beginning of its reporting year.  Where an intermediary is currently making interim payments on a per diem basis, a projection from the current rate is appropriate.

Hospitals which received prior interim payments on a percentage of charge basis will have such percentage converted to an equivalent amount per inpatient day.  Intermediaries will also compute a per diem deductible amount representing the deductible and coinsurance amounts.  The difference between the cost per inpatient day and deductible and coinsurance amount per inpatient represents the program responsibility on a per inpatient day basis and will be used in computing the periodic interim payment amount.

The formula for this computation is as follows:

(C - B) X D

                   = PIP

PI

C  = cost per inpatient day                              

B  =  beneficiary deductible and coinsurance  

      amount per inpatient day

D  =  projected annual Medicare days

PI =  payment interval factor

Beneficiary responsibility for deductible and coinsurance amounts remains the same and these amounts should be charged and collected by the hospital from the beneficiary.

Example A
Hospital A is currently being reimbursed at the rate of $37 per day.  Based on the hospital's most recent HS&R report it is determined that beneficiary deductible and coinsurance amount per inpatient day is $3 (Item 8 Inpatient Deductible + Item 9 Inpatient Coinsurance  Item 13 Accommodation days).  The hospital anticipates a 10 percent increase in cost and estimates 4,000 Medicare days for the reporting period.  Using the above formula:

($37 + 10% of $37 - $3) X 4,000 days

                                                            = PIP

52            

$150,800

                = $2,900

52

Of course, where the hospital requests payment on a bi-weekly or semi-monthly basis the divisor would be 26 or 24, respectively.
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2407.3
Computation of Periodic Interim Payments--New Hospitals.--The intermediary will use the following methods to determine the appropriate PIP payment when a hospital first enters the program and no cost experience is available:

1.
Where there is a hospital or hospitals for which payments have been established and which are comparable in substantially all relevant factors to the new hospital, the intermediary will base the payments to the new hospital on the costs and Medicare utilization of the comparable hospital.

2.
If there are no substantially comparable hospitals from which data are available, the intermediary will determine a payment based on budgeted or projected costs of the new hospital and estimated Medicare utilization of services.

2407.4
Computation of Periodic Interim Payment--Alternative Method Reflecting Seasonal Variation in Utilization of Services.--A hospital may request that its periodic interim payment reflect variations in utilization when its inpatient Medicare experience shows a significant seasonal variation in utilization of services.  Recognition of such variations in utilization is limited to a quarterly basis starting with the beginning of a hospital's reporting year.  Quarterly periods must correspond with the required quarterly recomputation periods as explained in §2407.5.

Example B
   Assume all of the facts presented in Example A. In addition of the hospital's reporting year under Medicare is the calendar year and its records for calendar 

24-5
Rev. 242

l0-80
PAYMENTS TO PROVIDERS
2407.5

year l967 show Medicare inpatient utilization as follows: January l-March 3l, l967--35%, April l-June 30, l967--25%, July l-September 30, l967--l5%, October l-December 3l, l967--25%.  Accordingly, weekly payments during l968 could be computed as follows:

lst Quarter =  
35% x $l50,800

      
------------------- = $4,060

         PIP


l3

2nd Quarter = 25% x $l50,800

------------------- = $2,900


PIP


l3

3rd Quarter =
l5% x $l50,700

------------------  = $ l,740

PIP


l3

4th Quarter = 25% x $l50,800  = $2,900

Where a hospital requires PIP payments reflecting variations in utilization, its payments for the entire provider reporting year will be computed by the intermediary on this basis. However, the hospital may annually elect to receive payments for each reporting year on a straight line basis or on the basis reflecting variations in utilization where experience shows significant quarterly seasonal variations.

2407.5
Recomputation Following Submission of Cost Report.--The intermediary will recompute the periodic interim payment immediately after it has computed payment will be adjusted for such factors as would appropriately reflect the hospital's estimated cost of providing covered services to beneficiaries for the year following the period covered by the cost report.  A projection will also be made by the intermediary of the deductible and coinsurance amounts which are the responsibility of the beneficiary and other appropriately corresponding adjustment factors applied in arriving at the hospital's estimated Medicare costs, as well as the bad debt experience of the hospital.  The formula for this computation is as follows:

MC - DC

-----------  = PIP

     PI

MC = estimated Medicare cost

DC = estimated beneficiary deductible and coinsurance payments

PI = payment interval

Example C
Hospital C which receives interim payments on a weekly basis submits its cost report for the preceding accounting year.  After cost finding and apportionment in accordance with the Principles of Reimbursement for Provider Costs, it is determined that the cost of 2,000 Medicare inpatient days was $l00,000.  For the ensuing year, the hospital estimates a 20% increase in Medicare utilization and a l0% increase in costs.  In addition, the deductible and coinsurance data in the example contained in the above narrative apply. Converting the aggregate Medicare cost to an average cost per diem (for interim payment purposes only) a cost per inpatient day of $50 ($l00,000  2,000 days) is determined.
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Based on a realistic projection for the ensuing year, a cost of $55 per day ($50 + l0% increase) and utilization of 2400 days (2,000 + 20% increase), an estimated annual Medicare cost of $l32,000 is computed.  Using the above formula:





($55 x 2400 days) - ($3.25 x 2400 days less 2% bad debts)

--------------------------------------------------------------------------   = PIP

52 weeks

$l32,000 -- $7,644  = $2,39l

----------------------

      52

2407.6
Alternative Computation of Deductible and Coinsurance Factor (DC) of Formula.--An acceptable alternative in projecting the DC factor in the formula would be the deductible and coinsurance payments paid by beneficiaries for the prior period adjusted  upward or downward to reflect the appropriate rate of the deductible ($40 in l968) per admission where a realistic charge in Medicare utilization is projected.  For example, assume the deductible and coinsurance amounts collected from beneficiaries in the prior years was $7500 and the hospital anticipated a 5% increase in Medicare utilization, that is, from 2,000 Medicare days to 2l00 Medicare days.  On the basis of the average length of stay for the aged is the formula would be $7,500 plus $320.  (The 320 represents l00 additional Medicare days  l4 days
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average length of stay for the aged in this hospital x $40 or 8 x $40.  This conversion of days to admissions should be rounded to the next highest number.)

2407.7
Other Recomputations of Periodic Interim Payment.--The hospital may at any time request and be allowed appropriate prospective increases in the periodic  interim payment amount upon presentation of significant evidence to the intermediary that costs or Medicare utilization has increased.  Likewise, the intermediary may at anytime adjust the periodic interim payment if it has evidence that the hospital's actual costs or Medicare utilization has fallen significantly below the computed rate.  A significant factor in evaluating the amount of the payment in terms of the realization of the projected Medicare utilization of services is the timely submission to the intermediary of completed admission and billing forms.

The intermediary is required to recompute the periodic interim payment not less frequently than quarterly.  In addition, upon completion of the desk review of the completed Medicare cost report, the intermediary will make a recomputation without regard to the time interval elapsed since the immediately preceding recomputation.  The intermediary will then resume its established schedule of recomputations. The overall objective of the intermediary surveillance of the periodic interim payments is to assure payments approximating actual cots as closely as possible.

2407.8
Lump Sum Interim Payments.--As with other methods of interim reimbursement, the intermediary may make a lump sum payment to the hospital to bring past interim payments in line with costs where it has been advised that the hospital has incurred significant expenditures not otherwise reflected in the periodic interim payment.

2407.9
Offset of Outstanding Accelerated Payments.--Accelerated payments are not needed by any hospital receiving payments under the PIP method.  The intermediary will commence to offset accelerated payments against bills submitted for prior period services and for which an accelerated payment had been made.  It is expected that the offset accelerated payment against bills submitted for prior period services and for which an accelerated payment had been made.  It is expected that the offset will be fully accomplished simultaneously with the conclusion of payment based on individual bills covering services provided before the beginning of the reporting period for which the periodic interim payment method is put into effect.

2407.l0
Repayment of Current Financing Payment.--Current financing payments are no longer required by hospitals which implement the PIP method.  Therefore, outstanding current financing payment must be repaid.  Repayment may be made by a payment from the hospital to the intermediary or on the basis of a reasonable schedule of reductions from the succeeding periodic interim payments.  Repayment must be made as rapidly as possible without impairing the financial stability of the provider.  The intermediary can approve a repayment plan which would commence no later than six months and conclude no later than eighteen months after the hospital first received payment under the new method.  Cross refer to §§24l0ff.

2407.11
Status Verification Procedure.--The intermediary will establish a formal inpatient admission follow-up procedure for each hospital receiving payments under the

Rev. 300
24-7

2407.12 
PAYMENTS TO PROVIDERS
10-83

periodic interim payment method.  This means that the hospital will be contacted by its intermediary on a regularly scheduled basis, but not less than monthly, regarding any open admission that is more than 30 days old as of the status verification date.  The hospital is expected to respond to the intermediary within a reasonable time.

2407.12
Temporary Delay in Periodic Interim Payments to Hospitals.--In accordance with the requirements imposed under section 120 of the Tax Equity and Fiscal Responsibility Act of 1982 (PL 97-248), a temporary delay in making interim payments to hospitals which use the periodic interim payment (PIP) method must be implemented before the end of the Federal Government's fiscal year (FY) (September 30) in both FY 1983 and FY 1984.  The delay in PIP outlays must be made by withholding the amount of the last three-weeks of payments which would otherwise be made in September of each fiscal year.  This temporary delay in PIP payments applies to all hospitals that are on the PIP method of interim payment as of September 30, 1983.  Intermediaries must make payment on the delayed PIP amounts for each of the two fiscal years by October 4, 1983 and October 2, 1984, respectively.


The following example illustrates the manner in which the PIP delay will be implemented. The Medicare fiscal intermediary for a hospital is ordinarily scheduled to issue biweekly PIP payments to the hospital on September 9 and 23, and October 7, 1983.  Each biweekly payment is in the amount of $100,000.  However, as a result of the temporary delay requirements for PIP, the intermediary will adjust its payments for the last three weekly payment amounts that would have otherwise been issued in FY 1983.  It will release a PIP payment in the amount of $50,000 to the hospital on September 9, 1983.  Half the regular PIP payment is withheld since half of the two-week period represented by that PIP payment falls within the three-week period for which payments must be delayed.  No PIP payment is issued on September 23, 1983.  That payment would have been for the two-week period falling entirely within the three-week period for which payment must be delayed.  On October 4, 1983, the intermediary will release a payment of $150,000 to the hospital covering the amounts withheld from the September payment schedule.  The intermediary also will resume its normal PIP schedule and issue a payment of $100,000 to the hospital on October 7, 1983.

Implementation of this provision will not change the normal schedule of PIP disbursement for any period other than those identified above.  In accordance with the intent of Congress to control FY 1983 and FY 1984 expenditures, temporary deferral will not be considered as a basis for hospitals to request or obtain accelerated payments, or for any upward adjustment in PIP rates during the quarter that deferral occurs, except as described in §2412.5.  Intermediaries will be expected to maintain all regular PIP activities and schedules while delaying the payments deferred as a result of section 120 so that there will be no other effect of the PIP process.

2408.
RETROACTIVE ADJUSTMENTS

A retroactive adjustment will be made after the end of the provider's reporting year to bring the interim payment made during the period into agreement with the reimbursable amount payable to the provider.  This adjustment will be determined from the respective settlement sheets applicable to the cost reporting form and apportionment method used by the provider.  The adjustment, using the hospital form, is illustrated below:
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Tentative Retroactive Adjustment Based on Form SSA-l392, Exhibit B,


Calculation of Reimbursement Settlement

Line

Item
     Amount
30.
SUBTOTALS (either column 5, Departmental

Method, or column 6, Combination Method)
$ 1,000,000    

3l.
Deductibles and coinsurance billed to

Health Care Program Patients
$      10,000

32.
Subtract:  Bad debts for deductibles and

coinsurance, net of bad debt recoveries
         1,000
33.
Net deductibles and coinsurance billed to

Health Care Program patients (lines 3l minus

line 32)

$       9,000

34.
Differential in charges between semi-

private accommodations and less than semi-

private accommodations
            500
35.
Net cost of covered services to Program

inpatients (Excl. return on equity capital)

(line 30 minus 33 & 34)
$   990,500

36.
Reimbursable return on equity capital
         1,500
37.
Total cost reimbursable to hospital

(line 35 plus 36)

$   992,000

38.
Amount received and receivable from Inter-

mediary or Social Security Administration

(Excl. current financing) 1,2
     965,000
39.
Balance due hospital/Health Care Program

(line 37 minus 38)

$     27,000
1This amount may be taken from the Provider Statistical and Reimbursement Report, adjusted for interim payments receivable; the provider's records; or records which the intermediary has been authorized to maintain.

2If retroactive lump-sum payments have been made during the year, those amounts should be included if the Provider Statistical and Reimbursement Report is used (see § 2408.3).

Similar retroactive adjustments will be made for all other providers using the settlement sheet applicable to the cost reporting form filed by the provider.  
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2408.1
Computation of Amount Received and Receivable from Intermediary or SSA.--After the first reporting period this amount is computed as illustrated below:

Computation of line 38, Form SSA-1992, Exhibit B, for Hospitals Who Are Filing a Second Year Report:

1.
Bills submitted or to be submitted to Part A Intermediary

for service (to HI inpatients) through the end of current

year for which payment has not been received as of year end

$        
2.
Less:  Part B charges included above, if any (e.g.,

ambulance services, certain ancillary services, etc.)

          
3.
Subtotal



$        
4.
Interim payment percentage

          %

5.
Estimated cost for services to HI patients (line 3 x line 4)

$       
6.
Less:  Deductibles and coinsurance

         
7.
Net estimated amount to be received from intermediary

$       
8.
Actual amount received from intermediary during year

         
9.
Total of lines 7 and 8

$       
10.
Less:  Amount Received Applicable to previous year cost

report



         
11.
Amount to be used in line 38

$       
Similar computations would be made where interim reimbursement is on a per diem basis by substituting days and per diem interim rates in the above format.

For providers other than hospitals, the amount received or receivable from the intermediary or SSA may be computed by using a schedule similar to the above with appropriate revisions.
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2408.2
Tentative Retroactive Adjustment.--To reimburse the provider as quickly as possible, a tentative adjustment is made as soon as the cost report is received and reviewed by the intermediary.  This adjustment includes an incentive payment (see 42 CFR 413.40(d)(2)) in the case of a hospital whose allowable inpatient operating costs per discharge are less than its target rate amount.

For purposes of a tentative retroactive adjustment, costs are accepted as reported except for obvious errors or inconsistencies--subject to later audit.  Such a tentative adjustment is not made, however, where one of the following conditions exists:

o
The cost report has been filed by a terminated provider or the former owner of a provider which has changed ownership;

o
The intermediary knows at the time the cost report is received and reviewed that the provider is insolvent under the laws of the State in which it is located or that a petition of bankruptcy or insolvency is pending against the provider in any State or Federal court; or

o
A change of ownership has occurred and the intermediary is not satisfied with the acceptability under program regulations of any increase in the recognized basis for depreciation of the facility as claimed by the new owner.

Where one of these conditions exists, any retroactive adjustments necessary on the cost report are made at the time the cost report is settled.

To avoid creating an overpayment when making a tentative adjustment, the intermediary reduces the payment by any amounts claimed which are attributable to obvious errors or inconsistencies in the cost report, as well as by any monies owed the program by the provider, e.g., a past due accelerated payment or an unrecovered overpayment.

In addition, further reductions in the tentative retroactive adjustment payment may be required where the intermediary has not made a final retroactive adjustment for a previous period of the provider's operations because a portion of the provider's costs to be borne by the program is not resolved.  To the extent that the Medicare portion of the unresolved costs for the previous period was not deducted from the tentative retroactive adjustment payment for the previous period, it is deducted from the current tentative adjustment payment.  Where reimbursement for similar costs is claimed for the period for which the current tentative retroactive adjustment is being made, the Medicare portion of such unresolved costs is also deducted from the tentative adjustment payment.
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2408.3
Data used in Determining Tentative Retroactive Adjustment.--Tentative retroactive adjustments are based on the data which the intermediary determines result in the most accurate reimbursement to the provider.  This data may be obtained from the provider's own records, the Provider Statistical and Reimbursement (PS&R) Report, or records which the intermediary has been authorized to maintain.  The intermediary is authorized to pay the full amount of the tentative retroactive adjustment on the basis of the data determined to be the most accurate even though the amount of the adjustment varies widely with that which would be obtained from other data, such as the PS&R Report.  Retroactive lump-sum interim payments are not included in the PS&R Report. Therefore, these payments should be added to the total reimbursement shown on the Report when determining the amount of the tentative retroactive adjustment.  

2408.4
Final Retroactive Adjustment.--After reviewing a cost report and any audit findings pertaining to it, the intermediary determines the total allowable cost for the period of provider operations covered by the cost report and the total reasonable cost reimbursement due the provider for the services furnished during this period.  Provider agreement with these determinations, although preferred, is not required.

When these determinations have been made, a final retroactive adjustment, if required, is made by the intermediary.  In making a final adjustment, the intermediary reduces the payment by any monies owed the program by the provider; e.g., a past-due accelerated payment or an unrecovered overpayment.

2409.
OVERPAYMENTS TO PROVIDERS-GENERAL

Once a determination of overpayment has been made, the amount so determined is a debt owed to the United States Government.  Under the Federal Claims Collection Act of l966, each agency of the Federal Government, pursuant to regulations jointly promulgated by the Attorney General and the Comptroller General of the United States, must attempt collection of claims of the Federal Government for money arising out of the activities of the agency.  These regulations require the head of each agency to take action on a timely basis to collect claims of the United States.

There are generally two ways in which repayment can be made:  (l) refund and (2) set-off, or a combination of these two.  In some cases, the provider may be able to refund the entire amount in a lump-sum payment; in others, a schedule of repayments may be the most feasible way to repay. There are cases where some form of set-off is the only way to repay the money owed; e.g., withholding given amounts of money from interim payments.  Other cases may lend themselves to partial repayment through refund and the remainder through set-off.
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2409.1
Overpayments Due to Excessive Interim Rates or Failure to File Cost Reports.--The problems arising from excessive interim rates and failure to file cost reports can be divided into two broad categories:  (1) the provider is participating in the program, and (2) the provider is no longer participating.

A.
Provider Participating in Program.--

1.
Cost Report Overdue.--For a participating provider, the cost report is due on or before the last day of the third month following the end of the particular cost report period.  (See § 2413.)  In order to ensure the timely receipt of the cost report, the intermediary sends a reminder letter when the provider fails to file a cost report by the last day of the second month following the end of the cost report period.  In this letter, the intermediary informs the provider that the interim payment will be adjusted if the report is not received on or before the last day of the third month after the end of the cost report period.  The letter also explains that the provider may request a 30-day extension of the due date (i.e., the provider would have 4 months after the end of the cost report period to file), based on extenuating circumstances.  Upon receipt of such a request, the intermediary determines whether the circumstances warrant an extension.  If not, the intermediary will reply to the provider, explaining the reason for the decision.  If the intermediary concurs with an extension, the intermediary will send its recommendation with the request for extension to the HCFA Regional Office (RO).  If the RO approves the intermediary's recommendation, the intermediary will grant the extension, making clear to the provider that the extension is not automatic and may not be requested routinely as a grace period.


If the provider has not filed its cost report by the first day after the due date of the cost report (including extensions), the intermediary will send the provider the first demand letter.  This letter will inform the provider that the intermediary will adjust the interim rate of an appropriate response is not received within 30 days from the date of the letter.

If the intermediary does not receive the cost report or a response to the first demand letter within 30 days, the intermediary will adjust the interim rate immediately and send the provider a second demand letter notifying the provider of the reduction.  The letter will also inform the provider that the intermediary will refer the case to the regional office for Health Care Financing Administration collection, if the provider does not take appropriate action.  A copy of this letter will be sent to the HCFA RO.


The intermediary will contact the provider about 7 days after mailing the second demand letter, to ascertain (1) whether the provider is having problems in preparing the cost report, and (2) whether, and when, the provider expects to submit the cost report.  The intermediary will document the provider's response for the record.  If the provider does not submit the cost report or respond to the second demand letter within 30 days from the date of the second demand letter, the intermediary will suspend all payment immediately.
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If the provider does not respond or submit a cost report by the 30th day from the date of the second demand letter, the intermediary will send the provider a third demand letter informing the provider that all payments have been suspended and that continued failure to respond may result in termination of the agreement (if the overpayment is $1,000 or more); and that interest will be assessed if it becomes necessary to sue in a court of law. The intermediary will also urge the provider to respond to the third demand letter within 2l days to avoid Health Care Financing Administration or Department of Justice involvement.  A copy of this letter is sent to the HCFA regional office.

If no response is received to the third demand letter within 30 days, the intermediary will refer the overpayment to the HCFA RO for necessary action.  However, should the provider thereafter submit an acceptable cost report, the intermediary will notify the Regional Office and undertake the necessary audit activities.

2.
Cost Report is Filed.--When the provider files a cost report indicating that an overpayment has occurred a full refund is to be remitted with the report.  If the provider does not remit full refund with the cost report, or, in cases where the intermediary discovers an overpayment during desk review, field audit, or final settlement, the intermediary will immediately send the first demand letter requesting a lump-sum refund.  Recovery will be undertaken even though the provider disputes in whole or in part the intermediary's determination of the overpayment.


If the provider cannot refund the total amount of the overpayment within 30 days after receiving the letter, it should immediately request an extended repayment schedule.  The intermediary may establish a repayment schedule of up to l2 months to recover all or part of an overpayment.  It must offset any money owed to the provider prior to establishing a repayment plan.  When a repayment schedule is used to recover part of an overpayment, the remaining amount should be recovered by the reduction of interim payments to the provider or by lump-sum payment by the provider.


The provider must document its need for extended (beyond 30 days) repayment and submit a written proposal scheduling the dates and amounts of repayments.  The intermediary will send the provider written notification of the approved repayment schedule, which will be in effect from the date the provider submits the proposal.  If an audit later uncovers an additional overpayment, the provider must submit further documentation if it wishes to request an extended repayment schedule for the additional amount.


If a provider demonstrates that repayment within a 12-month period would create extraordinary financial hardship, it may ask the intermediary to approve a longer period of extended repayment.
24-8.4
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After an extended repayment schedule has been approved, the intermediary will monitor the case to be certain that the provider is making payments on time.  If for any reason, it appears that the provider's installment payments will not liquidate the overpayment on schedule (e.g., the provider does not adhere to the repayment schedule or a lessening of use by Medicare beneficiaries results in diminished interim payments), the intermediary will attempt to renegotiate the amount of the installment payments in order to recoup the overpayment within the time frame originally agreed upon.


If the provider does not respond affirmatively within 30 days after the date of the first demand letter, the intermediary will send a second demand letter notifying the provider of the adjustment of interim payments.  (If payments have not been completely suspended, the letter will state that interim payments will be suspended in 30 days if repayment arrangements are not made.)  If the Provider does not affirmatively respond, a third demand letter will be sent 30 days after the date of the second letter and will contain further notification of the suspension of all interim payments.

B.
Provider is Not Participating in Program.--

l.
Cost Report Overdue.--Where the provider agreement with the Secretary has been terminated, including termination as a result of a change of ownership, and no cost report has been submitted to the intermediary within the 45-day period after the effective date of the termination of the provider agreement or change of ownership, the intermediary will, within 7 days after the expiration of the 45-day filing period, send a letter to the terminated provider.
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advising it that since it has not filed a cost report an overpayment is deemed to have been made to the provider.  This letter will demand repayment of the amount overpaid at and at the same time advise the provider that if a cost report is not received, the case will be referred to the General Accounting Office for collection.


2.
Cost Report Filed.--If the intermediary discovers an overpayment upon the filing of a cost report, on desk review, on field audit, or on final settlement, the intermediary will, within 7 days after the discovery of the overpayment, get in touch with the provider to obtain a refund in a lump sum, if full refund has not already been made. However, if no such refund is received, the intermediary will, within 30 days of the initial contact with the provider, work out a repayment schedule with full recovery to be completed within the time limits specified in A.2.

If a repayment schedule is established, the case will be scheduled for examination periodically to ascertain whether the schedule is being followed.

If within 30 days after the initial contact with the provider there is no refund or no repayment schedule is worked out, a letter will be sent to the provider demanding the entire amount outstanding.  Where a repayment schedule has been worked out but the provider fails to meet his obligations and becomes delinquent, a letter will also be sent to the provider demanding the entire amount outstanding.

If there is no refund or if a repayment (or new repayment schedule) is not developed, the case will then be referred to the General Accounting Office for collection.,

2409.2
Overpayments Due to Excessive or Noncovered Services.--The intermediary may determine that a particular provider has been furnishing either excessive services which were neither reasonable nor medically necessary or noncovered services and has been billing for such services.


When the intermediary makes the determination described above, an immediate investigation of provider's claims will begin.
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If, during the review of the claims to ascertain the amount of overpayment, the intermediary has reason to believe that a large overpayment is involved, the intermediary will inform the provider of this tentative decision.  If the provider is still participating in the program, and the provider does not cooperate in correcting the practice and making repayment, the intermediary will stop all interim payments until such time as final decision is reached on the overpayment.  If, on the other hand, the provider acknowledges the existence of an overpayment, expresses a cooperative interest in repayment, and changes (or agrees to change) his method of providing services to eliminate the practices leading to the overpayment, interim payments may be continued after appropriate adjustment.


Once the overpayment has been determined, the intermediary will arrange for repayment through refund in a lump-sum, or, if that is not practical, through set-off against interim payments, or a combination of set-off and partial refund.  Any schedule of set-off or repayment will be so set as to provide complete recovery as quickly as possible.  The period of recover should not exceed l2 months from the date the overpayment is determined.  If, however, the provider demonstrates that repayment within l2 months will create a financial hardship, the period for recoupment may be extended.  The case will be examined periodically to ascertain whether repayment is being made as contemplated by the arrangement.

However, if it is not possible to work out a repayment schedule, all interim payments will be stopped (where interim payments had been continued as provided above), and a letter will be sent to the provider demanding repayment of the amount overpaid (less any amount recouped).

2409.3
Computation of Overpayment.--Whenever it is necessary to send a demand letter because the provider has failed to take action to repay the amount owing the United States Government, the intermediary will consider the following amount due and so indicate in the demand letter:


A.
Overpayment Due to Excessive Interim Rates or Failure to File Cost Report (§2409.l).--

l.
If a cost report has been filed, the sum of the following is due:

(a)
The amount determined by the intermediary to be due for the period for which the cost report is filed (less any amounts recovered);


(b).
Any interim payments made for subsequent accounting periods which have been completed and a cost report is due but has not been filed; or if such a report has been filed, amounts determined by the intermediary to be due for the subsequent periods for which cost reports have been filed; and

24-8.6
Rev. 35

4-7l
PAYMENTS TO PROVIDERS
2409.3(Cont.)

(c)
Any outstanding current financing payments, accelerated payments on account, lump-sum interim payments, and any other interim payment or unrecouped overpayments from prior periods.


2.
If a cost report has not been filed, the sum of the following is due:


(a)
All interim payments made during the accounting period for which the cost report has not been filed;


(b)
All interim payments made subsequent to such accounting period, and


(c)
Any outstanding current financing payment, accelerated payments on account, lump-sum interim payments, and any other interim payments, including unrecouped overpayments from prior periods.

B.
Overpayments Due to Excessive or Noncovered Services (§2409.2).--The period over which these erroneous payments are made can cover one or more cost reporting periods.  Thus, in computing the amount of the overpayment, there will be variations depending on the length of time over which the erroneous payments were made.  The variations set out are not all inclusive, but they cover the major ones that can arise.

l.
Erroneous payments made during one or more cost reporting periods for which cost reports were filed and settled.--The amount of the overpayment will be the amount determined to be due on the basis of the review of the claims.  In addition, the overpayment amount will include all interim payments made during subsequent accounting periods for which no cost reports were filed (if the 3-months period for filing cost reports has expired).


2.
Erroneous payments made during one or more cost reporting periods for which cost reports have been filed, but no settled.--The amount of the overpayment will depend on what settlement is made on the basis of the adjusted cost reports.  The results of the medical audit should be combined with the result of the fiscal audit in order to arrive at the settlement.


3.
Erroneous payments made during one or more cost reporting periods for which cost reports were not filed.--The amount of the overpayment will be all interim payments during these cost reporting periods (if the 3-month period for filing cost reports had expired).
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2409.4
Withholding the Federal Share of Payments to Recover Medicare or Medicaid Overpayments--General.--A substantial number of institutions and persons furnish health care services under both the Medicare and Medicaid programs and are reimbursed according to the specific rules applicable to each program.  Overpayments may occur in either program, at times resulting in a situation where an institution or person that provides services owes a repayment to one program while still receiving reimbursement from the other.  This is inappropriate since Federal funds support both.  (In the Medicaid program, the Federal Government shares with the States the cost of services furnished to beneficiaries.)


In the past, the Federal Government had very limited authority under the Social Security Act to attempt collection through the second program (it could do so only with respect to institutions and only through Medicaid for Medicare overpayments).  Recent  legislation provides mechanisms to remedy this problem, as described below.


A.
Withholding the Federal Share of Medicaid Payments to Recover Medicare Overpayments.--Section 1914 of Title XIX of the Social Security Act (Medicaid) and 42 CFR. §447.30 provide for HCFA to withhold the Federal share of Medicaid payments with respect to Medicaid providers that have, or previously had, a Medicare provider agreement under section 1866 when (1) they have received an overpayment of title XVIII funds and efforts to collect it have not been successful; or (2) efforts to secure from the provider the necessary data and information to determine the amount, if any, of the overpayments have not been successful.  In order to implement the withholding action, notice must be given the provider and State agency responsible for the State's title XIX expenditures.  The withholding becomes effective no fewer than 60 days after the day the provider and State agency receive the notice from HCFA that the Federal share of payments for Medicaid services be withheld.

The withholding of the Federal share of Medicaid payments remains in effect until (1) the Medicare overpayment is recovered; (2) the provider makes an agreement satisfactory to HCFA to repay the overpayment; or (3) HCFA determines that there is no overpayment based on newly acquired evidence or by a subsequent audit.


The institutional provider may appeal the Medicare intermediary's determination of overpayment through established procedures for Part A of Medicare, in section 1878 of the Act (and 42 CFR Part 405, Subpart R).  The appeal procedures do not delay the withholding of the Federal share as specified in these regulations.  Also, a provider is not entitled to recover from the State agency the amount of funds withheld by the agency under an order from HCFA.  (Section 1914(f) of the Act.)
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B.
Withholding Medicare Payments to Recover Medicaid Overpayments.--Section 1885 of the Social Security Act (Medicare) and 42 CFR § 405.375 provides for HCFA to withhold Medicare payments under both Part A and B to recover Medicaid overpayments that a Medicaid agency has been unable to collect.  Upon request by the Medicaid agency to withhold Medicare payments (See 42 CFR § 447.31), the HCFA RO determines if withholding the Medicare payments due the overpaid Medicaid institution is appropriate. Where it determines that withholding the Medicare payments is appropriate, it advises the intermediary to withhold Medicare payments.


The intermediary withholds the Medicare payments to the provider by the lesser of the following amounts:


1.
The amount of the Medicare payments to which the provider would otherwise be entitled; or


2.
The total Medicaid overpayment.


The intermediary terminates the withholding action if the Medicaid overpayment is recovered or the RO advises it to do so because: 

1.
The provider makes an agreement satisfactory to the Medicaid agency to repay the overpayment; or

2.
The Medicaid agency determines that there is no overpayment based on newly acquired evidence or by a subsequent audit.


The provider may appeal the Medicaid agency's determination of overpayment.  The appeal procedures, however, do not delay the withholding of its Medicare payments.


The intermediary returns the amounts recovered under this section to the Medicaid agency to offset the Medicaid overpayment.  The Medicaid agency establishes procedures to return to the provider amounts withheld under this section that are ultimately determined to be in excess.
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