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2l35.
ALLOCATING NURSING SERVICE COSTS IN NURSING HOMES WITH DISTINCT-PART SKILLED NURSING FACILITY (FORMERLY EXTENDED CARE FACILITY)-GENERAL.

Sections 2340ff. of the Provider Reimbursement Manual discuss the methods used to allocate the nursing service costs in nursing homes where there is a distinct-part facility. They also describe the circumstances under which the intermediary may require a provider to allocate nursing service costs on an average cost per diem basis.

Where a provider is located in a State having minimum nursing service requirements for State licensure, the intermediary should determine that the allocation at least meets the minimum nursing time required by law.  Where the intermediary determines that the allocation of nursing service costs to either the distinct part of the facility participating as an SNF (formerly ECF) or to other parts of the facility is less than the minimum amount required by State law, the intermediary, in addition to applying the reimbursement technique described in the above-mentioned PRM sections, should notify the appropriate SSA regional office that a certification problem may exist so that appropriate action may be taken.

2l35.l
Unusual Patient Mix.--Where adequate time records have not been maintained to support an equitable allocation of nursing service costs, the intermediary may require a provider to allocate nursing service costs based on the average cost per diem method.  The intermediary may grant an exception to the application of this rule for facilities that have written records showing a substantial number of domiciliary patients in the noncertified parts of the facility; e.g., mentally retarded patients (placed by a State agency) needing little or no nursing care.  The term "substantial number" means that the total number of patient days during a reporting period for this category of patients is at least l0 percent of the patient days furnished to the total patient population in the institution.

The burden of furnishing sufficient documentation to provide an acceptable basis of allocation where domiciliary patients are involved lies with the provider.  The documentation must clearly establish the number of days of care provided to these patients.  In addition, the provider should furnish a description of the services these patients receive, including any written agreements with State agencies describing the care to be rendered.

If it is determined that the patient mix is unique and a substantial number of days of care are provided to domiciliary patients, the intermediary will contact the appropriate State agency to ascertain the amount and nature of the nursing services to be rendered to these domiciliary patients. Based on an analysis of this information, the intermediary can allocate an appropriate portion of the total nursing service cost to this category of patients and allocated the remaining nursing service costs to the distinct part of the facility participating as an SNF and to other parts of the facility on an average cost per diem basis.
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2138.
REASONABLE COST OF THERAPY AND OTHER SERVICES FURNISHED BY OUTSIDE SUPPLIERS

2138.1
General.--Effective with cost reporting periods starting on or after April 1, 1975, the law requires the Medicare program to establish criteria for determining the reasonable cost of the services of physical, occupational, speech, and other therapists, or services of other health-related specialists (except physicians), performed by outside suppliers for a provider of services, a clinic, a rehabilitation agency or a public health agency.

Because physical therapy is the most common therapy service furnished by outside suppliers, the initial implementation of this provision of the law, in terms of specific guidelines, has been developed in consideration of this fact.  (See Provider Reimbursement Manual (PRM), Part I, Chapter 14, Reasonable Cost of Therapy and Other Services Furnished by Outside Suppliers.)  Until specific guidelines for the other services are developed, the intermediary should apply the program's requirement that only reasonable costs be reimbursed.

2138.2
Adjustment of Interim Rates.--Based on the physical therapy guidelines, the intermediaries should immediately review the costs of physical therapy services provided by outside suppliers to determine if they are within the limits of the guideline amounts.  If it appears that the cost of the services of the outside supplier may be in excess of the physical therapy guideline amounts, the intermediary should advise the provider of the amount contained in the guidelines.  Where the cost of physical therapy services is a significant part of the total cost of the provider, such as home health agency, necessary action should be taken to reduce the interim rate to reflect the costs which will be reasonable for physical therapy based on the guidelines.  This reduction in the interim rate will prevent a large overpayment at the time of year-end cost settlement.

2138.3
Updating Adjusted Hourly Salary Equivalency Amounts.--The prevailing hourly salary rates used in computing the adjusted hourly salary equivalency amounts (see PRM §1499), have been calculated from physical therapy salary data compiled by the Bureau of Labor Statistics (BLS).

Revised guidelines will be issued periodically.  Guidelines based on the most current BLS survey data have been used, and these data were updated by means of a wage index.  In evaluating the reasonable cost of the therapy services, the intermediary must use the data in the appropriate guideline for the period in which the services are actually rendered, not the period in which payment is made to the outside supplier.
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2138.4
Use of Other Than BLS Data.--Use of therapy salary data of equivalent statistical validity from more current surveys conducted by State or local health care organizations, professional associations, or governmental agencies, appropriately adjusted for cost-of-living changes, will be considered, provided the 75th percentile of the range of salaries paid to full-time employees in the geographical area surveyed can be derived from the data.  However, before these data can be used in lieu of BLS data, prior approval must first be obtained from HCFA central office (Division of Institutional Services Reimbursement, 6325 Security Boulevard, Room 1-A-5 East Low Rise Building, Baltimore, Maryland 21207), as explained in PRM §1421.  To the extent approved, these data may be retroactive to cost reporting periods beginning after the date of the collection of data.

2138.5
Claimed Costs in Excess of Guidelines.--Where a provider claims costs for the services of an outside supplier in excess of the guidelines because of unique circumstances or special labor market conditions (see PRM §1414.2), the burden of showing that the claimed costs are reasonable, lies with the provider.  No additional compensation will be allowed for services because the outside supplier may be an owner-administrator of the facility.
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Payment To Providers For Copies Of Medical Records
2140.
PAYMENT TO PROVIDERS FOR COPIES OF MEDICAL RECORDS

(The Part A Intermediary Manual, Part 3, §3762, contains information and instructions regarding disclosure of information.)

It is often necessary for an intermediary to secure copies of medical records in the claims process--e.g., in order to verify the services for which the program is billed.  Policy and procedures on payment to providers for furnishing copies of medical records depend on whether or not the amount of reimbursement due the provider is directly affected by the intermediary's determination.

A.
Amount of Reimbursement Due Provider Is Directly Affected.--A participating provider is required under section l8l5 of the Act and section 405.485 of the regulations to furnish information the program needs to determine the amounts due the provider.  Consequently, in situations where the amount of reimbursement due a provider is directly affected, the program will not recognize a specific charge by the provider for furnishing a copy of a medical record.  Any costs incurred by the provider in making this information available to an intermediary would be recognized as an allowable provider administrative cost and the program would reimburse its proportionate share of this cost.

Examples of situations where the amount of reimbursement due the provider is directly affected are where the contents of the medical record are needed by the intermediary:

l.
For the purpose of determining the level of care required by an inpatient;

2.
For the purpose of determining the amount of Part B payments due for the services of supervising physicians in a teaching setting when the physicians have assigned their rights to the hospitals, or;

3.
For the purpose of determining the amount of Part B payments due hospital-based physicians for professional services furnished program beneficiaries.

B.
Amount of Reimbursement Due Provider Is not Affected.--A different policy applies in situations where an intermediary's determination in no way affects the amount of reimbursement due a participating or nonparticipating provider on behalf of a beneficiary.  In these situations, if the provider usually charges for furnishing medical records, the intermediary should pay the provider's charges.  Similarly, payment for such charges should be made to providers where they are unable or unwilling to furnish copies of medical records must permit onsite examination of the records.  Where a charging practice is discriminatory, however (e.g., applied only to Medicare requests or at rates exceeding those normally charged) the intermediary should not pay the charges.

Rev. ll0




2-l39

2l40(Cont.)



DETERMINATION OF PROVIDER COSTS
3-76

C.
Subpoena of Medical Records.--In refusal situations where the possible alternatives have been exhausted for obtaining the records from providers and such information is vital to the intermediary determination, subpoena action should be considered.  Cases recommended for subpoena action should be referred to the HI regional representative along with details of circumstances surrounding the refusal.  The material will then be referred to the component to which subpoena power has been delegated.

D.
Nonparticipating Provider Refuses to Furnish Information.--Refusals to furnish information by providers not participating in and not billing the program will have to be handled on an individual basis as details of the situations dictate.  In some cases it may be possible to obtain the needed information through the attending physician.

E.
Provider Accounting for Income From Furnishing Medical Records.--For the purposes of provider reimbursement, all participating providers that charge and receive payment for furnishing copies of medical records will be expected to apply this income as an offset against the cost attributed to the maintenance of records.  Intermediaries will need to be alert to this charging practice and instruct their auditors on the offset requirement.
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Capital Expenditures
2160.
LIMITATION ON FEDERAL PARTICIPATION FOR CAPITAL EXPENDITURES

See Provider Reimbursement Manual (PRM), Part I, Chapter 24, §§2422ff., for a summary of the provisions of §1122 of the Social Security Act (§221 of P.L. 92-603), as amended, and related instructions.  Exhibit 1, located at the end of §2422.4 of the PRM, Part I, provides a current list of States with §1122 agreements.

2160.1
Bureau of Health Planning and Resources Development.--To implement §1122 of the Socia Security Act, the Bureau of Health Planning and  Resources Development (BHPRD), Health Resources Administration, Public Health Service, DHEW, is responsible for issuing the rules and regulations under which a State designated planning agency (DPA) reviews proposed or actual capital expenditures, renders the decisions regarding such expenditures and hears any appeals of such decisions.

2160.2
BHI Regional Office Responsibility.--The BHI regional office is the focal point for liaison and coordination with the BHPRD regional office.  Questions by intermediaries to determine if a proposed or actual capital expenditure is within the purview of §1122 of the Social Security Act should be referred to the BHI regional office (RO) for coordination with the appropriate BHPRD regional office.

The designated planning agency will furnish copies of decisions disapproving a proposed or actual capital expenditure to its servicing BHPRD regional office.  Copies of these decisions will be furnished to the parallel BHI regional office.  That RO will furnish a copy of the decision to the provider's servicing Medicare intermediary.  When the intermediary forwards a copy of the cost report to SSA (see §2043), it should attach, where applicable, a copy of the DPA's decision to that cost report.

Any questions concerning methodology for disallowing costs related to proposed or actual capital expenditures that were not submitted to the designated planning agency as required or were determined to be inconsistent with State or local health facilities plans should be referred to the RO for resolution.

2160.3
Intermediary Responsibility.--If a designated planning agency has determined that a proposed or actual capital expenditure of the type subject to review under §1122 of the Act is inconsistent with State or local planning requirements, or if a provider makes a capital expenditure despite the planning agency's finding that the expenditure is inconsistent with State or local planning requirements, the costs the provider incurs relative to the expenditure, including
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costs incurred for studies, surveys, etc., concerning the expenditure are not allowable costs and the intermediary shall disallow reimbursement related to these costs.

However, costs incurred by a provider for studies, surveys, etc., which were conducted to enable the provider to determine whether a proposed capital expenditure is in compliance with the DPA’s criteria are recognized as allowable costs of the proposed expenditure if approved or in certain situations, if the provider abandons the project because it was disapproved.  (Refer to Provider Reimbursement Manual, Part I, §§ 2l54ff.)  Where a capital expenditure has been submitted to the designated planning agency as required and has been determined to be consistent with State and local health facilities plans, the intermediary shall continue to be responsible for determining if the cost is related to patient care (section 405.45l of the SSA regulations), and to apply the Principles of Reimbursement described in sections 405.400ff. of the SSA Regulations.

Where costs related to a proposed or actual section ll22 capital expenditure are disallowed, the cost report should be adjusted to exclude depreciation, interest, return on equity capital (in the case of proprietary facilities) and other costs related to such capital expenditures.  Other costs related to such capital expenditures include, but are not limited to, title fees, permit and license fees, broker commissions, architect, legal, accounting and appraisal fees; interest, finance, or carrying charges on bonds, notes, or other costs for borrowing funds.   The intermediary's notice of program reimbursement (as required by regulations sections 405.l800ff.--also see §§ 2605-2608) will explain the amount of reduction for each cost (i.e., interest, depreciation, return on equity capital). A copy of this notification will be forwarded to the BHI regional office which will also forward a copy to the parallel BHPRD regional office.  The intermediary will also forward a copy of the notification to the title XIX (Medicaid) intermediary.

In those cases where a provider is dissatisfied with the decision rendered by the designated planning agency concerning a proposed or actual capital expenditure, the provider may request a reconsideration of that decision in accordance with the regulations issued by the PHS.  (See CFR, Part l00, subpart A, sections l00.l0l-l00.ll0.)

In cases where a provider's Medicare reimbursement is reduced for costs attributable to a nonapproved section ll22 capital expenditure, and the provider disputes the dollar amount of the reduction, the appeals procedures set forth in §§ 2600ff. of this manual is available to the provider as it is for any other disputed Medicare reimbursement adjustment.
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Where a provider cost reporting period begins after l972 and ends before cost report modifications are made to reflect section ll22 of the Act, the intermediary should, before final settlement, ascertain from the provider if any capital expenditures as described in this section have been incurred and the procedure described in § 2l60.5 should be followed.

If a provider claims costs related to a capital expenditure of the type described in the Provider Reimbursement Manual, Part I, §2422 and the expenditure has not been reviewed by the designated planning agency, the intermediary should bring the situation to the attention of the provider's servicing BHI regional office for referral to the regional office of the Bureau of Health Planning and Resources Development.  Pending the DPA’s determination, the intermediary will not disallow reimbursement related to these costs.

2l60.4
New Provider.--If a new provider enters the program after l972, the servicing intermediary, prior to establishing any interim payments, must ascertain whether capital expenditures have been submitted to the designated planning agency as required and have been determined to be consistent with State and local health facility plans and whether the facility is otherwise in compliance with section ll22.  This is done by obtaining a copy of the State agency decision of approval from the provider.  The term "new provider" used in this context refers to a provider newly constructed after l972, a provider commencing business operations after l972 or in the case of a provider that has previously achieved participating status, has experienced a change of ownership.

2l60.5
Ongoing Provider Capital Expenditures.--The cost report will contain questions designed to elicit whether capital expenditures have been submitted to the designated planning agency as required or have been determined to be consistent with State and local health facility plans.  At the time of audit, the records of the provider should be examined to determine that all such expenditures have been submitted to the designated planning agency as required and have not been determined to be inconsistent with State or local health facility plans.  A copy of any decision on each such cost must be in the provider's records.
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Reimbursement-Chain Organization
(See PRM, Part I, §§ 2l50-2l53 for detailed instructions.)

2l70.
INTERPERIOD ALLOCATION OF HOME OFFICE COSTS.

Section 2l53 of the Provider Reimbursement Manual, Part I, requires that each intermediary servicing a provider in a chain must be furnished a detailed cost statement prepared by the chain home office.  The home office cost statement should show (l) the allowable costs of the home office and the allocation of such costs to each provider and to nonprovider components of the chain, (2) the home office equity capital and the allocation of the equity capital to each provider and to nonprovider components of the chain, and (3) a statement explaining the bases used to allocate the various home office allowable costs and equity capital to the chain components.

Where the chain provider has a cost reporting period ending date which differs from the accounting period ending date of the chain home office, the home office cost and equity capital included in the provider's cost report for a portion of the reporting period may not be supported by a cost statement. The home office cost statement would not be prepared until a date later than the reporting year ending date of the provider.  In such cases, the intermediary may reimburse the provider tentatively for home office costs and equity capital projected at a rate not in excess of the previous year's home office costs as set forth in the related home office cost statement.

EXAMPLE:  The home office has an accounting year ending August 3l, l974.  For that year, home office costs of $l20,000 were allocated to Provider A and $84,000 to Provider B. Provider A's reporting year ends on December 3l; Provider B's reporting year ends on March 3l.

Of the $l20,000 costs allocated to Provider A, $40,000 applies to its reporting year ended l2/3l/73, covering the period from 9/l/73 to l2/3l/73; and $80,000 applies to its reporting year ending l2/3l/74, covering the period from l/l/74 to 8/3l/74.  Therefore, in its cost report for the year ending l2/3l/74, Provider A may include home office costs of $40,000 projected for the period 9/l/74 to l2/3l/74, which is not covered by the home office cost statement ($l0,000 per month x 4 months).

Of the $84,000 allocated to Provider B, $49,000 applies to its reporting year ending 3/3l/74, covering the period from 9/l/73 to 3/l/74; and $35,000 applies to its reporting year ending 3/3l/75, covering the period from 4/l/74 to 8/3l/74.  Therefore, in its cost report for the year ending 3/3l/75, Provider B may include home office costs of $49,000 projected for the period 9/l/74 to 3/3l/75, which is not covered by the home office cost statement ($7,000 per month x 7 months).  A similar procedure would be followed for projecting an amount of home office equity capital.
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The following year, when actual costs and equity capital are determined, the cost reports containing the projected amounts must be reopened and the projected amounts adjusted to agree with the actual amounts.  The intermediary will make appropriate adjustments to the provider's reimbursement to reflect the differences between projected and actual costs.

2l75.
TRANSMITTAL OF INTERIM RATES OF INDEPENDENT ORGAN PROCUREMENT AGENCIES (OPAs) AND HISTOCOMPATIBILITY LABORATORIES.

Aetna Life and Casualty of Hartford, Connecticut is the intermediary which services all independent Organ Procurement Agencies (OPAs) and histocompatibility laboratories.

Aetna, upon receipt of a provider tie-in notice will establish an interim rate for the OPA or laboratory.  The establishment of interim rates is discussed in Part A IL 79-l7 and Part A IL 74-23, section III.B.

After establishing an interim rate for an OPA or laboratory, Aetna will transmit the rate of all Part A intermediaries.  Each intermediary will transmit the rate to the transplant hospitals which it services. Aetna will have the responsibility of transmitting the rate to all OPAs and laboratories.  This procedures will also be utilized for any subsequent rate change.


Ambulatory Surgical Centers
2176.
SERVICES OF AMBULATORY SURGICAL CENTERS (ASCs) OPERATED BY HOSPITALS.

An ambulatory surgical center is defined as a distinct entity that operates exclusively for the purpose of providing surgical services to patients not requiring hospitalization.  Such centers may be operated by a hospital or free-standing entities.

Prior to the Omnibus Reconciliation Act of l980 (Public Law 96-499), services of hospital-affiliated ASCs were reimbursable as part of the hospital's outpatient department, while services of free-standing ASCs were not covered under Part B of Medicare.  Section 934 of Public Law 96-499 extended Medicare coverage to services furnished by free-standing ASCs, and eliminated Medicare Part B deductible and coinsurance requirements for these services. Under Medicare regulations on ASC reimbursement (42 CFR 4l6.l20) payment to ASCs is made by a Medicare carrier at l00 percent of a prospectively determined rate related to the cost incurred by ASCs generally in furnishing services.  (See Medicare Carriers Manual, §§ 5243 - 5243.4.)  Coverage, however, is limited to surgical procedures designated by the Secretary as appropriately performed on an inpatient basis in a hospital, but which can also be performed safely on an ambulatory basis in an ASC.  Procedures not included on the list are not covered.
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Medicare regulations (42 CFR 4l6.30(f)) permit ASCs operated by hospitals to elect to be reimbursed under the prospective payment methodology, subject to the following conditions.  Payment for these ASCs will be made by Medicare carriers.

l.
The ASC must meet the applicable conditions for coverage and execute an agreement with the Secretary to participate as an ASC under the Medicare program.

2.
The agreement must be made effective prospectively on the first day of the Medicare cost reporting period of the hospital with which the ASC is affiliated.

3.
The ASC must participate and be reimbursed as an ASC, without the option of converting to or being reimbursed as part of the hospital's other outpatient facilities, unless HCFA believes there is good cause to do otherwise.

4.
Costs incurred by the ASC are treated as a non-reimbursable cost center on the hospital's Medicare cost report, to assure accurate allocation of direct and indirect costs.

Intermediaries will be informed by the Medicare regional office of hospital-affiliated ASCs which have elected to be reimbursed under the prospective payment methodology. The intermediary should assure that, when the ASC's agreement is effective (which may only be on the first day of the hospital's reporting period), that the costs incurred by the ASC are reported as a non-reimbursable cost center.  This procedure will preclude duplicate Medicare payment for these services.  Intermediaries should also assure that indirect cost allocations to this cost center continue to be made in accordance with Medicare reimbursement principles.  Since payment to these ASCs will be made by a Medicare carrier, the intermediary should also reject any bills from participating ASCs.

Intermediaries need not institute any new procedures applicable to hospital ASCs which do not elect the special reimbursement arrangements or to hospital outpatient departments which perform ambulatory surgery.  Reimbursement for these facilities will continue to be made under the usual Medicare cost reimbursement principles.

2180.
ADJUSTMENT TO BASE PERIOD TARGET AMOUNT FOR KIDNEY ACQUISITION COSTS

Under the Medicare prospective payment system (PPS) for inpatient hospital services, hospitals approved as renal transplantation centers will be paid for kidney acquisition costs on a retrospective cost basis.  Other hospitals that excise kidneys for transplant receive payment from either an organ procurement agency or a certified transplant hospital.  Since revenue from the sale of kidneys are used to reduce inpatient operating costs, the net kidney acquisition costs of non-transplant hospitals are virtually eliminated.  Therefore no further adjustment is needed for non-transplant hospitals.  However, adjustment to the base period target amount for approved renal transplantation centers is necessary to eliminate the cost of kidney acquisition from the base period hospital inpatient operating costs because these hospitals use kidneys for which acquisition costs are incurred so that residual costs remain in inpatient operating costs after revenue has been offset.
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A.
Determination of Inpatient Routine Operating Costs Related to Kidney Acquisition.--

1.
Determine the inpatient days of care furnished to kidney donors (kidney acquisition days) from form HCFA-2552-81, page 3, Part II, lines 10b and 10e; and page 4, Part IV, lines 10b and 10e.

2.
Multiply the kidney acquisition days determined in step 1 by the appropriate adjusted per diem cost from form HCFA-1007, Part IV, line 10 and Part V, line 12 to determine the inpatient routine operating cost related to kidney acquisition.

B.
Determination of Inpatient Ancillary Service Operating Costs Related to Kidney Acquisition.--

1.
Obtain the inpatient ancillary service charges by department from the provider's log of memorandum (unbilled) charges for inpatient ancillary services furnished to kidney donors.

2.
Multiply the charges, by department, by the appropriate ratio of cost to charges from form HCFA-1007, Part VI, line 11, to obtain the adjusted inpatient ancillary service operating costs related to kidney acquisition.

C.
Determination of Adjusted Kidney Acquisition Costs.--Add the amounts by provider component determined in steps A-2 and B-2 to the amount entered on form HCFA-1007, Part VII, line 4.

Adjust the amount entered on form HCFA-1007, Part VII, line 10, to equal the amount determined in step C minus the amount entered on Part VII, line 9.

Complete the remainder of Form HCFA-1007 in accordance with applicable instructions.
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