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2109.
REIMBURSEMENT OF HOSPITAL EMERGENCY DEPARTMENT SERVICES WHEN PHYSICIANS RECEIVE COMPENSATION FOR AVAILABILITY SERVICES

2109.1
 General.--Wide variations can occur in the utilization of hospital emergency department services and  hospitals cannot always schedule physician staffing at a level commensurate with the actual volume of services rendered.  As a result, emergency department physicians may spend a portion of their time in an availability  status awaiting the arrival of patients. Alternatively, hospitals may need to arrange for emergency department physician coverage for evenings, weekends or holidays, when staff or community physicians are not available.  Since these periods frequently generate inadequate  physician revenue through charges for professional services due to lower utilization, hospitals may have to offer physicians supplemental compensation or minimum compensation guarantees to secure coverage of emergency departments.

When emergency department physicians are compensated on an hourly or salary basis or under a minimum guarantee arrangement (§2109.2E) providers may include a reasonable amount in allowable costs for emergency department physician availability services subject to limitation through the application of Reasonable Compensation Equivalents (RCEs).  Availability costs will be recognized only in the emergency department of a hospital, and only as described in this section.

2109.2
 Definitions.--

A.
Physician Availability Services.--Physician availability services consist of the physical presence of a physician in a hospital under a formal arrangement with the hospital to render emergency treatment to individual patients as and when needed.

B.
Reasonable Compensation Equivalent .--A Reasonable Compensation Equivalent (RCE) is the limitation on the cost which a provider can claim for compensation of services furnished by physicians to providers.  At present, the RCEs apply only to services which are reimbursable on a reasonable cost basis.  The limitation is expressed as a dollar amount for a full work year of 2080 hours ("work-year hours"), and is published in the Federal Register.  It is differentiated by physician specialty with variations for rural areas, metropolitan areas of less than 1,000,000 population, and metropolitan areas of greater than 1,000,000 population.  Details on the RCE limitation are provided in §2182.6, Conditions of Payment for Costs of Physicians' Services to Providers.

C.
RCE Base.--The RCE base is the physician compensation amount that the program will recognize for provider services and availability services, whether compensation for availability services is calculated under an hourly rate or salary arrangement, or based on a minimum guarantee amount calculated for a specified number of direct patient care service hours under a minimum guarantee arrangement.  The RCE base is determined by applying the RCE limitation to the provider services, availability services or direct patient care services hours specified in the applicable provider/physician allocation agreement.

D.
Adjusted RCE Base.--The RCE base amount may be adjusted to reflect the addition of allowances for the costs of physician membership in professional associations,
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continuing medical education and malpractice insurance.  The allowance for membership in professional associations and continuing medical education is limited to the lesser of actual cost or 5 percent of the applicable RCE base amount.  The allowance for malpractice insurance is limited to the proportionate share of actual reasonable physician malpractice insurance cost attributable to the provider services, availability services or direct patient care services hours (under a minimum guarantee arrangement) subject to the RCE limitation.

E.
Minimum Guarantee Arrangement.--A minimum guarantee arrangement is a financial arrangement between a physician or a group of physicians and a provider where the physician(s) is (are) guaranteed a minimum level of compensation (the minimum guarantee amount) for availability services.  The physician(s) may receive more than the minimum amount guaranteed if they generate charges for services to individual patients in excess of the minimum guarantee amount.  If the charges fall short of the minimum guarantee amount, the provider is obligated to pay the physician(s) the difference to make up the guaranteed amount.  A minimum guarantee arrangement may also contain provisions for compensating physicians for performing provider services such as supervision of the emergency department, administration, etc.

F.
Unmet Guarantee Amount.--An unmet guarantee amount is the amount by which the minimum guarantee amount exceeds total physician charges for services to individual patients during the cost reporting period.  Total physician charges include imputed charges for services performed but not billed.  Total physician charges, not collections, must be included in the computation.

2109.3
 Allowability of Emergency Department Physician Availability Services Costs.--Emergency department physician availability services costs will be allowable only in special circumstances, as follows:

A.
No Feasible Alternative Way to Obtain Physician Coverage is Available.-In order for physician availability services costs to be allowable, the provider must demonstrate that it explored alternative methods for obtaining physician coverage but was unable to do so.  An alternative might include negotiating a straight fee-for-service arrangement.  Evidence of such an effort could consist of advertisements for emergency physicians, to be compensated on a fee-for-service basis, placed in appropriate professional publications.  It is not necessary for a provider to demonstrate that it explored alternative methods for obtaining emergency physician coverage annually. The requirement is applicable prior to the renegotiation of expiring arrangements or the initiation of new arrangements for physician coverage of the emergency department.

B.
Physicians Provide Immediate Response to Life-Threatening Emergencies.-The physician must be on the hospital premises in reasonable proximity to the emergency department.  The physician cannot be "on call."

C.
Documentation.--A claim for Part B hospital costs or Part A and Part B hospital costs must be supported by the following data maintained by the hospital:
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1.
A signed copy of the contract between the hospital and the physician(s).

2.
A written copy of the allocation agreement and supporting data depicting the distribution of the physician's time between services to the provider, services to individual patients and services not reimbursable under Medicare.

3.
A permanent record of payments made to the physician(s) under the agreement.

4.
A record of the amount of time the physician was physically present on the hospital premises to attend to emergency patients.

5.
A permanent record of all patients (Medicare and non-Medicare) treated by the physician, copies of all physician bills generated for such services and a record of imputed charges for services for which no billing was made by the hospital or physician.

6.
A schedule of physician charges.

7.
Evidence that the provider explored alternative methods for obtaining emergency physician coverage before agreeing to physician compensation for availability services.

2109.4
 Methodology for Determining Allowable Emergency Physician Availability Service Costs --

A.
General.--When a provider compensates emergency physicians for being available to render physician services to individual patients in the emergency department, the provider may be reimbursed Medicare's share of the allowable costs incurred by the provider to the extent that the costs are determined reasonable.  Provider reimbursement will be based on the lesser of the actual compensation paid to the physician or the reasonable compensation determined through the application of the RCE limits to the hours of emergency department availability stipulated in the approved provider/physician allocation agreement.  If the required allocation agreement does not specify the availability services hours for which the provider compensates the physician, availability services costs will not be allowable unless the conditions of §2109.4 C. are met with respect to minimum guarantee arrangements.

The limit on allowable cost for a physician's services to the provider is calculated by dividing the total hours of services to the provider (including both availability and provider services) by 2,080 "work-year hours" and multiplying the result by the applicable RCE limit to determine the RCE base. The RCE base may be increased by the lesser of actual costs or 5 percent of the RCE base to reflect costs incurred by the provider for emergency physicians' membership in professional associations and continuing medical education.  Additionally, the RCE base may be increased to reflect an allowance for the proportionate share of actual reasonable physician malpractice insurance cost incurred by the provider.
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Emergency physician availability services costs are reimbursable under Part A if attributable to inpatient services and Part B if attributable to outpatient services in the emergency department.  Both are processed by the Part A intermediary.  The costs should be included in the emergency department cost center.  The portion of the cost attributable to emergency physician services rendered in the inpatient routine areas should then be reclassified from the emergency department cost center to the inpatient routine cost center on the cost report.  The allocation to the inpatient routine cost center is accomplished by dividing emergency department physician charges for inpatient routine emergencies by total emergency department physician charges and applying the result to allowable availability services cost as follows:

Emergency Department

Physician Charges for

I/P Routine Areas 

X

 Allowable Availability Services Cost
=
Inpatient Availability

 Total Emergency





Services Costs

Department Physician

Charges (Billed and

Imputed)

When a contract requires the physician to render duties other than direct patient care services, such as teaching, administrative, supervising technical personnel, which are of general benefit to all patients, and the hospital incurs allowable physician compensation costs for such activities, these costs will be allocated between the Part A and Part B programs in the same ratio that the inpatient charges and the outpatient charges for the emergency department bear to total charges.  Where the hospital is reimbursed under the prospective payment system, the Part A inpatient costs are reimbursed on the basis of the DRG payment.

B.
Allowable Availability Service Costs Under Hourly Rate or Salary Arrangements.--Where the agreement between a provider and emergency physician specifies that payment for availability services will be made on an hourly rate or salary basis, the provider will be reimbursed Medicare's share of incurred physician availability services costs subject to the RCE limitation.  The following illustration demonstrates the methodology for determining allowable emergency physician compensation costs when the physician is compensated on an hourly rate or salary basis for availability, supervisory and administrative services.

ILLUSTRATION
Dr. A agrees to work in the emergency department of XYZ Hospital providing general emergency department physician services on weekends, holidays and evenings.  The hospital agrees to compensate Dr. A at the rate of $20 per hour for emergency physician availability services, supervisory and administrative duties.  The hospital also agrees to pay $250 towards the cost of Dr. A's membership in professional associations, $1,500 for continuing medical education costs and $4,000 of Dr. A's annual malpractice insurance cost.  Dr. A  bills and retains all professional fees.  He  has agreed not to bill for services rendered to hospital inpatients and employees.  The allocation agreement developed by XYZ Hospital and Dr. A indicates that Dr. A will expend his time, for which he is compensated by the hospital,  as follows:
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Percentage
Availability Services

50%

Supervision and Administrative Services

 50%
TOTAL



l00%

During the year Dr. A renders 300 hours of supervisory, administrative and availability services, bills $29,000 in professional fees, furnishes the equivalent of $1,000 in emergency services to hospital inpatients and $2,000 in emergency services to hospital employees, is compensated $3,000 for supervisory and administrative services, and receives additional compensation of $3,000 for availability services.  The compensated hours worked by Dr. A are allocated as follows:

Hours
Availability Services (50% of 300)

150

Supervisory and Administrative Services (50% of 300)

150
TOTAL

300
The reasonable cost of the supervisory, administrative and availability services time is computed as follows:

1.
Determine the Applicable RCE Base

Total Hours (Supervisory,

Administrative and




Availability Services)     

 RCE
=
RCE Base

Work Year Hours (2080)
X
(for illustrative purposes

we selected the 1983 RCE/

Total figure for non-

metropolitan areas)

 300
X
$87,600
=
$12,635

2080

2.
Determine the Limit on the Allowance for Membership

in Professional Associations and Continuing Medical Education 

RCE Base
X
.05
=
Limit

$12,635
X
.05
=
$632
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3.
Provider Payments for Membership in

Professional Associations and Continuing
=
$1,750

Medical Education 

($250 Membership in Professional Associations + $1,500 Continuing Medical Education)

4.
Malpractice Insurance Expense
=
$4,000

5.
Adjusted RCE Base
=
$17,267

(Sum of #1 ($12,635) + the Lesser of #2 or #3 ($632) + #4 ($4,000))

6.
Actual Provider Payments 

Supervision and Administration
$
3000

Availability

3000

Membership in Professional Associations 
   

250

Continuing Medical Education

1500

Malpractice 

4000

$11,750

7.
Amount Includable in Allowable Costs 
=
$11,750
(Lesser of #5 or #6)

8.
Allocation of Allowable Costs

Billed Charges (Emergency Department)
$29,000

Imputed Employee Charges
  
2,000
Total Outpatient Charges
$31,000

Imputed Inpatient Charges
  
1,000
Total Charges
$32,000
Outpatient Charges
X
Allowable Provider
=
Allowable Part B

Total Charges

Costs

Costs

31,000
X
$11,750
=
$11,383

32,000

Inpatient Charges
X
Allowable Provider
=
Allowable Part A

Total Charges

Costs

Costs

 1,000
X
$11,750
=
$367

32,000
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C.
Allowable Unmet Guarantee Amounts Under Minimum Guarantee Arrangements.--The allowable cost of an unmet guarantee amount is determined by subtracting total charges for physician services to individual patients from the lesser of (1) the minimum guarantee amount specified in the provider/physician arrangement or (2) the reasonable compensation amount which is arrived at by applying the RCE limits (as adjusted for any appropriate additional allowances) to the physician's total hours allocated for individual patient care.  The charges billed by or for the physician must be appropriate to the patient care services rendered and not merely token charges.  If the agreement between the provider and physician restricts the physician from billing charges for designated groups of patients (e.g., inpatients, provider employees), charges for such services must be imputed, and included in the total physician charge figure.  Total physician charges (billed and/or imputed) must be used in this computation whether or not collected.  When physicians are required to perform services which are of general benefit to all provider patients, as well as direct patient care services, under a minimum guarantee arrangement, the RCE limits are applied separately in determining the allowable costs of the unmet guarantee amount and compensation for provider services such as administration or supervision.  If the provider also incurs costs for physician membership in professional associations, continuing medical education and malpractice insurance premiums, such costs are allocated between provider payments for unmet guarantee amounts and provider payments for physician compensation for provider services on the basis of the respective ratios of allocated direct patient care service hours and provider service hours to total hours worked.  This allocation is necessary in order to determine the provider's actual payments for unmet guarantee amounts and physician compensation for provider services.  Allowable unmet guarantee costs are reimbursable under Part A if attributable to inpatient services and Part B if attributable to outpatient services in the emergency department and are processed by the Part A intermediary.  The costs for an unmet guarantee amount should be allocated between Part A and Part B in the same manner as those for availability services compensated under hourly rate or salary arrangements.  (See §2109.4A.)

ILLUSTRATION
Dr. X contracts to work 1,000 hours during the year in the emergency department of ABC Hospital providing general emergency department physician services on weekends, holidays and evenings. ABC Hospital guarantees Dr. X $50,000 in charges for physician services to individual patients and agrees to compensate Dr. X at the rate of $20 per hour for supervisory and administrative duties.  The hospital also agrees to pay $500 for the cost of Dr. X's membership in professional associations, $2,500 for continuing medical education and $5,000 of Dr. X's annual malpractice insurance cost. Dr.  X bills and retains all professional fees.  He has agreed not to bill for services he renders to inpatients and employees of the hospital.  The allocation agreement developed by ABC Hospital and Dr. X indicates that Dr. X will expend his time as follows:

Percentage
Professional Services to Individual Patients
   90%   

 (includes inpatients and employees) and Availability

 Services

Supervision and Administrative Services
   10%   
TOTAL
   l00%   
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During the year Dr. X bills $29,000 in professional fees, furnishes the equivalent of $1,000 in professional services to hospital inpatients and $2,000 in professional services to hospital employees.  Dr. X is compensated $2,000 for supervisory and administrative services, and $21,000 for an unmet guarantee amount.  The hours worked by Dr. X are allocated as follows:

Hours
Professional Services to Individual Patients and

Availability Services
900 (90% of 1,000)

Supervision and Administrative Services 
100 (10% of 1,000)

TOTAL
 1,000
Computation of Reasonable Allowable Cost for Supervisory and Administrative Duties
1.
Determine the Applicable RCE Base

Total Hours (Supervisory

and Administrative




Services                               
X
 RCE
=
RCE Base

Work Year Hours (2080)

(for illustrative purposes

we selected the 1983 RCE/

Total figure for non-

metropolitan areas)

 100
X
$87,600
=
$4,212

2080

2.
Determine the Limit on the Allowance for Membership in Professional Associations and Continuing Medical Education 

RCE Base
X
.05
=
Limit

$4,212
X
.05
=
$211

3.
Determine Actual Provider Payment for Membership in Professional

Associations and Continuing Medical Education Applicable


to Supervisory and Administrative Services

Total Hours (Supervisory

Total Payments

and Administrative

for Membership in

Services)                        
X
Professional

 Total Hours Worked

Associations and

Continuing Medical

Education

 100
X
$3,000
=
$300

1000
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4.
Determine the Allowance for Malpractice Insurance

(Supervision and Administration)

Total 

Supervisory and Administrative Hours
X
Payment for

Total Hours Worked

Malpractice

Insurance

  100
X
$5,000
=
$500

1000

5.
Adjusted RCE Base for Supervision and Administrative

Services (Sum of #1 ($4,212) + the Lesser of #2 or #3 ($211) + #4 ($500))
 $4,923

6.
Determine Provider Payments Attributable to Supervision and


Administrative Services


$2,800

Supervision and Administration (100 hours X $20)

$2,000

Membership in Professional

Associations
(100  X $500)


    50

1000

Continuing Medical

Education
(100  X $2500)


   250

1000

Malpractice Insurance

Premiums
(100  X $5000)


   500
1000


$2,800
7.
Amount Includable in Allowable Costs (Lower of #5 or #6)
$2,800
Computation of Reasonable Allowable Costs for an Unmet Guarantee Amount
8.
Determine the Applicable RCE Base

Total Hours
X

RCE

=
RCE Base

(Professional and

(for illustrative purposes

Availability Services)

we selected the 1983 RCE/

Work-Year Hours (2080)
Total figure for non-

metropolitan areas)

 900
X
$87,600



=

$37,904

2080
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9.
Determine the Limit on the Allowance for Membership in Professional

Associations and Continuing Medical Education

RCE Base
X
.05
=
Limit

$37,904
X
.05
=
$1,895

 10
Determine Actual Provider Payment for Membership in Professional

 
Associations and Continuing Medical Education Applicable to Professional

 
and Availability Services

Total Hours (Professional

Total Payments

and Availability

for Membership in

Services)                      
X
Professional 

Total Hours Worked

Associations and

Continuing Medical

Education

 900
X
$3,000
=
$2,700

1000

11.
Determine the Allowance for Malpractice Insurance



(Professional and Availability Services)

Total Hours (Professional

and Availability

Total Payment for


Services)                     
X
Malpractice

Total Hours Worked

Insurance

 900
X
$5,000

=
$4,500

1000

12.
Adjusted RCE Base (Sum of #8 ($37,904) + the Lesser of

#9 or #10 ($1,895) + #11 ($4,500))
$44,299
l3.
Actual Minimum Guarantee Amount
$50,000

l4.
Reasonable Minimum Guarantee Amount
$44,299

(Lower of #12 or #13)

15.
Total Charges
$32,000

Billed Charges
$
29,000

Imputed Inpatient Charges

  1,000

Imputed Employee Charges

  2,000
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16.
Reasonable Unmet Guarantee Amount
$12,299
(#14 Less #15)

17.
Summary of Allowable Provider Costs
*$15,099
           

Supervisory and Administrative Svcs
$    2,800

Reasonable Unmet Guarantee Amount

12,299
$
15,099

*Total allowable provider costs of $15,099 are allocated between Part A and Part B in the same manner as the preceding example.
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2110.
BILLING COSTS

In the cost finding process, billing costs are generally allocated to the various cost centers as part of administrative costs.  Medicare then reimburses providers for its proportionate share of these costs as determined in the apportionment of the costs of the various cost centers.

2110.1
Contract Billing Services.--Where a provider contracts for billing services to be performed by another organization, the contract costs of such services are allowable costs subject, of course, to the provisions of Chapter 10, Cost to Related Organizations.  These costs are administrative costs and are subject to cost allocation and apportionment even though the billings contracted out are Medicare billings.

2110.2
Treatment of Income Derived From Interest, Finance Charges, and Penalties on Delinquent Accounts Receivable.--Where a provider derives income from interest, finance charges, or penalties on delinquent accounts receivable, the actual cash received must be used as a deduction from allowable administrative and general costs.  The provider may not remove the related costs of preparing, billing, and collecting all accounts receivable balances, or costs of only those accounts which generated the income, from allowable costs to avoid this income offset requirement.

2110.3
Treatment of Income Derived From Billing Charges Imposed on Suppliers of Services Furnished Under Arrangements.--Where a provider imposes a charge for billing or any other administrative services on a supplier of services furnished under arrangements, the amount of the charge is treated, for Medicare purposes, as a discount for the services rendered.  It may not be considered as income from billing or other administrative services.  Accordingly, the amount of allowable cost for any service furnished under arrangements is the net amount paid by the provider.

2110.4
Physician Billing Costs.--If you incur costs providing billing services to provider-based physicians for direct medical and surgical services rendered to individual patients, the physician billing costs are generally not allowable.  Physician billing costs incurred by you billing for direct medical and surgical services rendered to individual patients by provider-based physicians are recognized as allowable provider costs only when incurred on behalf of compensated provider-based physicians for services rendered before January 1, 1992, and where payment for the services is made to you by the carrier on a compensation related customary charge basis.  Unallowable physician billing costs must be identified by you and offset against your total direct and indirect billing costs.  Reasonable estimates of unallowable physician billing costs, inclusive of direct and indirect costs, as well as a representative portion of overhead, are acceptable, subject to review and approval by your servicing Medicare fiscal intermediary.  Physician billing costs are best estimated if your billing staff is segmented into provider and physician billing components.  This facilitates the more exact determination of direct physician billing costs and results in more accurate and, thus, more acceptable overall estimates of physician billing costs.  In situations where it is impractical to segment the billing staff, estimates of physician billing costs may be based upon ratios of physician bills processed to total bills processed by the billing staff applied to total billing costs.  Acceptable estimates of physician billing costs may also be based on time studies where the average processing time for a physician bill is determined and that average time is multiplied by the number of physician bills processed by the billing staff to determine total direct time expended on physician billing.  The ratio of direct physician billing time to total billing time may then be applied to total billing costs to determine an acceptable estimate of physician billing costs. 
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2112.
NONPHYSICIAN ANESTHETISTS' SERVICES AS HOSPITAL SERVICES

When a nonphysician anesthetist is a salaried member of the staff of a hospital, the services furnished by such an individual in connection with the administration of anesthetic agents are covered in the same manner as the services of other nonphysician hospital employees.  Such services to hospital inpatients are covered under Part A as inpatient hospital services.  When provided for outpatients, these services are covered under Part B as hospital services incident to a physician's services to outpatients.  In either situation, reimbursement for the services furnished is made to the hospital on a reasonable cost basis.

When a nonphysician anesthetist who is not a salaried member of the hospital staff provides services to the hospital's inpatients on a fee-for-service basis, such services are covered in the same manner as the services of a salaried nonphysician anesthetist, provided the following conditions are met.  The nonphysician anesthetist must be contractually authorized to furnish such services and the services are made available under arrangements where payment to the hospital for the services discharges the liability of the patient or any other individual to pay for the services.  While the charges for equivalent services of the anesthetist must be uniform for Medicare and non-Medicare patients, billing practices of the nonphysician anesthetist need not be identical for both Medicare and non-Medicare patients.  Where the arrangement under which services are furnished meets the requirements specified in guidelines published by HCFA, these services may be furnished for Medicare beneficiaries even if the nonphysician anesthetist bills directly for non-Medicare beneficiaries.  Anesthetist services provided under arrangements by which the hospital bills for the services will be reimbursed to the hospital on a reasonable cost basis.  Services billed directly by a nonphysician anesthetist to an individual patient are not covered under Medicare.

If a hospital imposes a charge for billing or other administrative services on a nonphysician anesthetist who is not a salaried member of the hospital staff and who is furnishing services under arrangements, the amount of such charge is a discount from the cost of the services.  It may not be treated as income by the hospital.  Thus, the amount to be recognized as cost by the hospital is the net amount paid to the non-physician anesthetist.

2113.
HOME HEALTH COORDINATION (OR HOME CARE INTAKE COORDINATION) 

COSTS - GENERAL

Home health coordination, also known as intake coordination, is intended to manage and facilitate the transfer of patients from a hospital or skilled nursing facility (SNF) to the care of a home health agency (HHA).  This involves arranging for the uninterrupted continuing medical care of the patient and assisting in the organization of family resources for the effective care of the patient,  reducing the psychological apprehensions inherent in returning the patient to his/her residence.  These duties may be performed at various locations; e.g., at hospitals or other health care institutions such as SNFs, or on the HHA's premises.  The costs of performing these services are allowable under Medicare as described in §2113.1.
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However, the costs of services performed by HHA personnel which constitute patient solicitation activities or activities duplicative of the institution's discharge planning responsibilities are not allowable.  These activities are described in §§2113.2 and 2113.3.

The following sections define home health coordination and these other activities so that the time spent by HHA personnel in hospitals and SNFs can be divided among the various activities to determine allowable costs.  The fact that a service is performed in a hospital or SNF, rather than on HHA premises, does not necessarily make the cost of that service unallowable, but such costs should be carefully assessed to assure they are related to allowable services.  HHAs must be able to produce supporting records such as time logs to substantiate their statements pertaining to the time spent by HHA personnel in the various activities.

2113.1
 Home Health Coordination Activities.--The cost of coordination activities, which ease the patient's transition from hospital or SNF to the home under the care of an HHA, are allowable.  Coordination activities take place once the patient's physician has determined that the patient requires home health services as evidenced by the patient's medical record, and the specific HHA that is to render the services has been chosen by the patient and/or his family (possibly with hospital or SNF assistance).    The cost of activities performed prior to the determination that home health services are needed and the selection of one HHA to perform the services is not an allowable home health cost since an agency cannot coordinate the care of a nonpatient.  In some cases, generally infrequently, a referred  patient does not actually become a patient of the agency, either because of a subsequent decision that home care is not needed or because the agency selected cannot meet the patient's needs.  In such cases, the cost of coordination activities would be allowable as if the patient had been accepted by the HHA.

Coordination activities may be performed on the premises of the HHA, or in a hospital or SNF.  They may be performed by a nurse, medical social worker, or other health professional.  For example, coordination for a specific patient might be performed by the nurse who will provide skilled nursing services to the patient once he/she is discharged. Coordination activities are of the type listed below.  They are allowable unless the activities are found to be unnecessary for patient care or a duplication of services already properly performed by the hospital or SNF.  To the extent that coordination activities can be performed simultaneously with evaluation visit activities, separate visits to the same patient would be excessive.

 Coordination Activities
A.
Explaining the agency's policies to patients and responsible family members following referral.

B.
Assisting in establishing a definitive home care plan prior to discharge, including assessment of the appropriateness of the requested services, medical supplies, and appliances.

C.
Assuring that the HHA is ready to meet the patient's needs at the time of discharge.  This entails making arrangements for any special medical supplies or appliances, making arrangements for training agency personnel regarding unfamiliar procedures or problems pertaining to the patient's care, and communicating information regarding the patient to agency personnel.
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2113.2
Patient Solicitation Activities.--Costs incurred by a home health agency for personnel performing duties in the hospital or SNF which are primarily directed toward patient solicitation are unallowable costs for Medicare reimbursement purposes. (See HCFA Pub. 15-I, §§2136ff.)  Visits made by HHA personnel to patients which have not yet been referred to the HHA (as evidenced by the patient's medical record) in order to persuade the patient to request the HHA's services are considered patient solicitation, as would visits to physicians to obtain referrals.  Obtaining referrals by means of a cooperating hospital or SNF employee, or by reviewing patient records to identify potential patients for the HHA, are also considered patient solicitation.  Any costs incurred for these activities are unallowable.  These costs include not only the compensation and transportation costs of the HHA personnel engaged in the activity, but also any costs the HHA incurs for meals, entertainment, gifts, etc., given to influence these parties to refer patients to the HHA.

2113.3
Discharge Planning-Type Activities.--A hospital or SNF must perform discharge planning for its patients as a part of the utilization review plan it is required to have in effect in order to meet the Medicare conditions of participation.  Since implementation of a utilization review plan is the  responsibility of the hospital or SNF, no cost attributable to this activity can be recognized as an allowable cost of an HHA.

Therefore, the costs an HHA incurs because one or more of its employees performs patient discharge planning activities cannot be recognized as an allowable cost to the HHA.  For example, costs incurred by an HHA to screen and review hospital files individually or during staffing or discharge planning, for the purpose of determining the level of care a patient will require upon discharge, are not allowable costs to the HHA regardless of whether the HHA employee performs this assistance at the hospital or elsewhere.

Rather than having its own staff perform the required discharge planning activities, a hospital or SNF could arrange to have these services provided by HHA employees and pay the HHA for these services.  These costs would be allowable to the hospital or SNF as discharge planning costs, and would be reimbursable to them to the extent they are reasonable in amount and do not duplicate services already provided by hospital or SNF staff.  The HHA must specifically identify and deduct the costs.  However, if the costs cannot be determined, the HHA may deduct the revenue it receives for these services from its costs.

2113.4
Education and Liaison Activities.--Education and liaison activities permit the HHA to establish ties with the rest of the health care system.  These activities are allowable to the extent that they are necessary for patient care and do not duplicate services which are or should be performed by the hospital or SNF.  (See §§2136ff.) The activities include:

A.
Serving as an educational resource to the hospital or SNF concerning home health services.  This includes conducting training for hospital or SNF staff and serving as a consultant to the hospital or SNF for establishing home care policies and practices.

B.
Educating physicians concerning the range of home care services available. 
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2113.5  Home Health Coordination in the Provider-Based HHA.--In provider-based HHAs the hospital or SNF and the HHA are part of the same complex, and the reasonable costs of discharge planning services performed by HHA personnel are allowable when the costs are properly classified as costs of the hospital or SNF and do not represent a duplication of services performed by other personnel. Include the costs in the hospital's or SNF's discharge planning costs. Instruct the provider-based HHA to maintain records to substantiate time spent in various activities.

2114.
VISITING COSTS OF HHAS

Costs related to patient care visits are allowable HHA costs.  Visiting costs are incurred when a staff member of the HHA or others under arrangements made by the HHA make a personal contact to provide a covered home health service to a beneficiary in his/her place of residence. 

Costs related to outpatient visits made by a patient to a hospital, SNF, rehabilitation center, or outpatient department affiliated with a medical school to receive covered HHA services are allowable costs if: 

o
The HHA made arrangements for the services; and 

o
The services involve the use of equipment which cannot be made readily available to the patient in his/her place of residence.

Visiting costs include all incurred costs related to making the visits, such as preparation for the visits, telephone calls or conferences about the patients, maintaining the patients' records, travel to the patients, and treating the patients.

2114.1
Nonowners Compensation.--Compensation paid to a nonowner employee, which is computed under the procedural guidelines contained in Chapter 9, is included in the allowable costs of the HHA. Following these procedural guidelines is necessary when applying the substantially out of line test in §2102.1. This test determines whether the compensation costs are substantially out of line with other institutions in the same area which are similar in size, scope of services, utilization, and other relevant factors.


2114.2
Transportation Costs.--Transportation costs incurred by an HHA may be included in the allowable costs of the HHA if the costs are reasonable (as defined in §2102.1), and necessary (as defined in §2102.2). Generally, transportation costs are incurred for either the use of an employee's vehicle or the use of the HHA's vehicle, whether owned or leased.

A.
Use of An Employee's Vehicle: Include the amount paid to an employee for necessary patient care transportation in the allowable costs of the HHA if it does not exceed either the amount recognized under current IRS guidelines or the amount based on the standard GSA mileage rate (see §1412.6). Classify any excess amount as a fringe benefit and include in the employee's compensation. 
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B.
Use of An HHA's Vehicle, Whether Owned or Leased: Reasonable costs of owned or leased vehicles incurred by an HHA to render necessary patient care are included in allowable costs of the HHA.  When an HHA vehicle is used for personal and HHA patient care activities, the HHA must maintain documentation of the number of miles that the vehicle is used for each purpose.  Use of the vehicle for commuting between the employee's place of residence and the HHA is considered a personal activity.  The costs of the vehicle attributed to personal activities (based on the ratio of personal mileage to total mileage applied to the vehicle's costs)  must be included in the employee's compensation as a fringe benefit to the extent that the employee does not reimburse the HHA for the costs. 

2115.
TREATMENT OF MEDICAL SUPPLY COSTS IN HHAs

All HHAs are expected to separately identify in their records the cost of medical supplies that are not routinely furnished in conjunction with patient care visits and which are directly identifiable services to an individual patient. Exclude the cost of medical supplies for which a separate charge is made, in addition to the per visit charge, from the per visit costs if:

o
The common and established practice of comparable HHAs in the area is to charge separately for the item;

o
The HHA follows a consistent charging practice for Medicare and non-Medicare patients receiving the item;

o
Generally, the item is not frequently furnished to patients;

o
The item is directly identifiable to an individual patient and its cost can be identified and accumulated in a separate cost center; and

o
The item is furnished at the direction of the patient's physician and is specifically identified in the plan of treatment.

Do not separately classify the cost of those minor medical and surgical supplies which are not expected to be specifically identified in the physician's plan of treatment, or for which a separate charge is not made.  It must be included in the per visit cost. These supplies (e.g., cotton balls, alcohol prep) are items which are frequently furnished to patients or utilized individually in small quantities (even though these items in certain situations may be used in greater quantity). For proper cost report treatment of medical supply costs in HHAs, see PRM-II, §404.
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2116.
NON-VISITING COSTS OF HHAs

Non-visiting costs are not allowable costs under Medicare.  Non-visiting costs are costs related to activities of the HHA other than home visiting or visits by the patients as an outpatient to a hospital, skilled nursing facility, rehabilitation center, or outpatient department affiliated with a medical school for covered home health services.  (See §2ll4.)  These costs include costs incurred for the operation of school visit programs, meals-on-wheels programs, well-baby clinics, etc.

2117.
CONTRACTED SERVICES PURCHASED BY HHA

A.
Applicable Contracts.--The contracts for services referred to in these instructions include administrative services such as purchased management services and patient care services such as purchased therapy services.  They do not include contracts to purchase products such as medical supplies or rental space even if a coincidental service (e.g., maintenance and repairs) is provided under the contract.

B.
Contracts Exceeding Five Years.--The total costs incurred by a HHA pursuant to a contract entered into after December 5, 1980 for any services furnished on or after April 1, 1982 for, or on behalf of, the agency are unallowable where the contract is entered into for a period exceeding 5 years.  Included in this category are the following:

o
Contracts with a stipulated term exceeding 5 years;

o
Contracts with an initial term of 5 years or less, but which, in the absence of specific action by the parties to the contract, are automatically renewable for a period(s) which together with the initial term exceeds 5 years.

The following are not included in the category of contracts exceeding 5 years:

o
Contracts with terms exceeding 5 years or potentially exceeding 5 years through automatic renewals and which are subject to termination at any time by either party.

o
Contracts which could exceed 5 years only through renewals requiring a specific election by the HHA.

o
Contracts of indefinite duration which, under applicable State law, are subject to termination.


o
Contracts which provide for an unspecific change in the amount of consideration at an interval of 5 years or less, and which, under applicable State law, are construed as having a tenure not exceeding the point in time when the change occurs.

Penalty or other fees incurred by a HHA to terminate a contract with a stipulated term exceeding 5 years (as explained), which was entered into after December 5, 1980 for any services furnished on or after April 1, 1982 for, or on behalf of the agency, are unallowable.

Costs of a contract for services entered into after December 5, 1980 for services furnished prior to April 1, 1982 are reimbursable to the extent that the costs are otherwise allowable and reasonable in amount.
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C.
Contracts Where Payment is on a Percentage Basis.--The total costs incurred by a HHA pursuant to a contract entered into after December 5, 1980 for any services furnished on or after April 1, 1982 and prior to September 3, 1982 for, or on behalf of, the agency where the amount payable by the HHA under a contract is based on a percentage of the agency's reimbursement or claim for reimbursement are unallowable.  Included in this category are contracts where payment or any portion of the payment by a HHA is based on a percentage of the agency's revenue or profit, a percentage of the agency's Medicare, Medicaid or other third-party reimbursement, a percentage of billed charges, or other similar arrangements. Costs of a contract for services entered into after December 5, 1980 for services furnished prior to April 1, 1982 and on or after September 3, 1982 are reimbursable to the extent that the costs are otherwise allowable and reasonable in amount.

D.
Contracts Entered Into On or Before December 5, 1980.--Costs which are incurred by a HHA pursuant to a contract for services entered into on or before December 5, 1980 may be reimbursed to the extent that the costs are otherwise allowable and reasonable in amount.  However, a contract entered into on or before December 5, 1980 that is renewed subsequent to December 5, 1980 at the specific election of a HHA is subject to the provisions of §§2117 A, B and C.

E.
Applicable HHAs.--These instructions apply to all free-standing HHAs. Provider-based HHAs are also subject to these instructions where the contract applies only to the HHA component of the health care complex.  In this circumstance, the costs applicable to the HHA component must be appropriately identified and disallowed by reason of the above stated conditions.

2118.
COST OF SERVICES FURNISHED UNDER ARRANGEMENTS

The term under arrangements refers to a manner of furnishing services by a provider in which payment to the provider for the services with respect to which the individual is entitled to have payment made by the program discharges the individual's liability to pay for the services.  Providers may furnish services under arrangements with outside suppliers, including other providers.  The amount charged by the supplying organization and paid by the provider for the services rendered then becomes a cost to the provider. This amount is includable in the provider's allowable cost for Medicare purposes to the extent that the costs of such purchased services are determined to be reasonable, subject to the provisions of Chapter l0, Cost to Related Organizations.  The reasonableness of the amount is determined by the going rate charged to others for such services within the general community.  The services are treated as though they were furnished directly to the provider.
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2118.l
 Payment to the Provider.--Where services are provided "under arrangements," the supplier bills, and is paid by, the provider for the services actually rendered.  Under these circumstances, the Medicare program cannot directly reimburse the supplier of services.  Payment for such services is made as a part of provider costs.  Provider cost in this instance is limited to the net amount actually paid the supplier.  If the provider imposes a charge for billing services or other administrative services on the supplier, such amount must be treated as a discount to the provider.  It may not be treated as income by the provider.

A.
Routine Services.--(See §§ 2202.6, 2202.7, and 2203.1.) The costs of items purchased under arrangements that are considered as a part of covered routine inpatient services are includable in the provider's overall allowable cost for routine services.  The costs of routine services will then be apportioned over all patients in accordance with the apportionment method selected.  The provider should not bill the program for these purchased services on an individual patient basis, even though the service is actually secured for a specific patient.

B.
Ancillary Services.--(See §§ 2202.8 and 2203.2.)  The supplier should bill the provider for the services purchased under arrangements which are actually rendered, itemizing such services by individual patient, the date of service, and, where appropriate, the related charge for each service and the quantity of service provided.  This bill then provides the supporting documentation for the cost to be included in the provider's allowable cost.  The detailed information is then used by the provider to bill the Medicare program for the services provided to each Medicare patient.

2ll8.2
 Services Furnished Under Arrangements for Medicare Beneficiaries Only.--While charges for equivalent services of a supplier of services "under arrangements" must be uniform for Medicare and non-Medicare patients, billing practices of such a supplier need not be identical for both Medicare and non-Medicare patients. Where the arrangement under which services are furnished meets the requirements specified in guidelines published by HCFA, these services may be furnished for Medicare beneficiaries even if the supplier bills directly for non-Medicare beneficiaries.

Where a supplier furnishes services "under arrangements" only for Medicare beneficiaries and bills directly for non-Medicare beneficiaries, the costs of such services should not be commingled with other provider costs. Rather, the cost of such services should be included in total Medicare costs after cost finding and apportionment. (See Part II, §§ 240.l and 340.l)

2119.
COST OF DRUGS AND RELATED MEDICAL SUPPLIES

A.
Reasonable Cost and Maximum Allowable Cost Limitation (MAC).--The cost of drugs and related medical supplies furnished by providers to Medicare beneficiaries are reimbursed by the program on a reasonable cost basis.  To meet the test of reasonableness, the cost of the drug or related medical supply may not exceed the amount a prudent and cost-conscious buyer would pay for the same item.
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A reasonable cost limitation will be set on certain multiple-source drugs that involve the expenditures of significant amounts of Federal funds and are purchased at significantly different prices.  This maximum allowable cost limitation, called the "MAC" for a particular drug, will be based on the lowest unit price at which the drug is widely and consistently available to pharmacists from any formulator or labeler, and the most frequently purchased package size.  Final MAC determinations will be published in the Federal Register.  These MAC determinations are also published as an appendix to this chapter.  This appendix includes the MAC limitation and its effective date, the generic name of the drug, and a listing of the most frequently purchased brand names of the drug.

For purchases made on or after the effective date of the final MAC determinations, the allowable cost for any multiple-source drug for which a MAC has been established may not exceed the lowest of:

(l)
the actual cost,

(2)
the amount which would be paid by a prudent and cost-conscious buyer for the drug if obtained from the lowest-priced
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source that is widely and consistently available within a provider's service area, whether sold by generic or brand name, or

(3)
the MAC.

B.
Prescription Drugs
l.
Drug Purchases.--Providers have their own pharmacy are expected to purchase drugs in bulk, where possible, from manufacturers or recognized wholesale outlets to gain economies from quantity purchasing.

Providers not having their own pharmacies generally purchase drugs under arrangements with local pharmacies rather than from manufacturers or wholesalers. Where the drugs are purchased under arrangements, the charges to the provider by the supplier become the provider's pharmacy costs.  In such cases, these providers should pay no more than the going rate for prescription drugs and, in addition, should seek to minimize their pharmacy costs by obtaining discounts, either direct or indirect, from the supplier.  It is not expected that a provider will utilize the services of a higher charge pharmacy for its normal prescription needs merely because the pharmacy provides 24-hour emergency services.  Of course, the Medicare program will recognize the costs of services when a prescription is required at a time when the provider's normal source of prescription is not available, even though this pharmacy may have higher charges than and may not be the same as the one with which the regular prescription orders are placed.

2.
Consultant Services.--A pharmacist's fee for consultant services should not be included in the price of the prescriptions. If the extent of the consultant services is such that the pharmacist believes it necessary to make a charge for these services, then it would be appropriate for the pharmacist to make a separate charge to the provider.  The charge for the consultant services may be included in the provider's administrative costs, to the extent reasonable.  The provider should document the extent of these services received so that any payment for them may be evaluated under the prudent buyer policy.

C.
Exception to the MAC Limit.--The MAC limit for a particular drug will not apply where a physician certifies that in his medical judgment a specific brand name drug is medically necessary for a particular patient.  The individual patient's name and the particular drug prescribed must be clearly identifiable.  This certification must be in the physician's own handwriting.  Merely checking a box on a form or stamping a prescription will not be considered an acceptable certification.  Written certifications must be retained in the provider's records.


Example of physician certification statement:


"This brand is medically necessary--dispense as written."
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It is not necessary to forward the certification statement to the pharmacist.  Written certifications may be made on patient charts with the pharmacist receiving some form of notification on the drug order that a properly executed physician certification is on file. This exception, however, does not waive the requirement that the cost of the drug may not exceed the amount a prudent and cost-conscious buyer would pay for the drug prescribed.

D.
Charges to Beneficiaries.--If the amount determined to be allowable in accordance with paragraph A is less than the amount charged the provider by an outside supplier, the beneficiary cannot be charged for the excess.  The provider's agreement with the Secretary prohibits charging the Medicare patient for covered items and services (Section l866(a)(l)(A) of the Social Security Act).

E.
Provider Record keeping Requirements.--In addition to maintaining the physician certifications described in paragraph C, the provider, as part of its financial record keeping responsibility under the program, must have on supplier invoices all needed cost verification information--i.e., name, brand, quantity, form and strength of the drugs supplied and the provider's actual cost.  Otherwise, the intermediary, in accordance with section l8l5 of the Social Security Act and section 405.453 of the regulations, will be required to deny charges for unlabled drugs because of inadequate records. Any cost reductions received on drug purchases, such as discounts (cash, trade, purchase and quantity), rebates, etc., must also be clearly reflected on the individual invoices or related documentation.

F.
Nonprescription Drugs and Medical Supplies.--Wherever feasible and to the extent permitted by State law, providers should also purchase their nonprescription drugs and medical supplies in bulk to get more reasonable prices and take advantage of quantity and other discounts.  (See § 2203.l concerning routine drugs in SNF's.)

G.
Survey Results to Determine Scope of Audit.--The results of intermediary surveys for evaluating the cost of drugs and other related medical supplies will be one of the factors considered in the scope of audit determinations.

H.
Audit Adjustments.--


l.
Drugs Purchases from Manufacturers or Recognized Wholesale Outlets.--If a MAC has been established for a drug that appears on an invoice reviewed by the intermediary, a comparison will be made between the cost incurred by the provider in purchasing the drug and the allowable cost based on the MAC limit.  (See example.)


Adjustments to allowable costs will be made based on this comparison where the cost of one or more drugs exceeds the applicable MAC limitation.  Make such adjustments even if the provider has purchased other drugs at costs below the
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limitation.  An adjustment will also be made where the cost of a drug is below the applicable MAC limitation yet exceeds the amount that would be paid by a prudent and cost-conscious buyer for the drug if obtained from the lowest-priced source that is widely and consistently available, whether sold by generic or brand name.  If the provider has a substantial number of physician certifications (see paragraph C) on file to justify the purchase of drug products priced above the MAC limit and above the "lowest-priced source" limit, the audit adjustments described above may be waived.  The allowable cost for the higher-priced products may not, however, exceed the amount that would be paid by a prudent and cost-conscious buyer for the same items.


Example:

Invoice shows the provider purchased from a recognized wholesale outlet a widely distributed brand-name version of drug X as follows:

Assume the MAC for drug X, 250 mg. capsules, is set at 2.2 cents/capsule. 100 bottles, 100 capsule size @$3.90 per bottle.


Total invoice price


$390

Deduct:

  Total maximum allowable cost

(2.2 cents x 100 x 100)

-220
Excess =
$170


The $170 excess above the MAC amount will be deducted from the provider's total allowable drug costs.


2.
Drugs Purchased under Arrangements with Local Pharmacies.--Drug surveys will be conducted by the intermediary based on a sample review of Medicare billings (forms HCFA-l453) and the supporting invoices.  Where the total costs incurred by the provider for the sampled drugs (which may include drugs for which a MAC has been established) are substantially in excess of the "going price" for the drugs, as determined by the intermediary, and adjustment to reimbursable drug costs will be made initially.  If subsequent drug surveys indicate a pattern of substantially out-of-line drug costs, adjustments to total allowable drug costs will be made based on the survey results.  Initial adjustments are made to reimbursable cost, rather than total allowable cost, because in the absence of a pattern of substantially out-of-line drugs costs, it cannot be assumed that the results of a single drug survey adequately reflect the provider's overall purchasing practices with regard to prescriptions obtained from local pharmacies.


I.
Appeals.--A provider may appeal the amount of program reimbursement made for drugs in accordance with the requirements and procedures described in §§ 2425ff. However, the provisions of §§ 2425ff do not apply to disputes concerning the inclusion of a specific drug on the published MAC list or the MAC limitation established for a specific drug.  For disputes involving these issues, provisions of the Department's MAC regulations shall apply (45 CFR 19.6).
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2120.
REIMBURSEMENT FOR COSTS OF INTERNS AND RESIDENTS

For information on coverage of services performed by interns and residents, refer to the appropriate manuals listed below:

Hospital Manual - §§ 210.6, 237

Skilled Nursing Facility Manual - § 212.7

Home Health Agency Manual - § 206.4

A.
Reimbursement under Part A.--The cost of services of interns and residents provided an inpatient of a hospital with an approved teaching program or a skilled nursing facility with a hospital approved program and a transfer agreement with the hospital are includable in allowable costs under Part A.  (See §§ 404 and 404.1 for an explanation of approved programs.)

Where home health services are furnished by residents or interns under approved teaching programs of the hospital with which the home health agency is affiliated of under common control, the visiting costs incurred by the interns or residents of the hospital for visits to home health beneficiaries are included in the allowable costs of the home health agency.

B.
Reimbursement Under Part B.--The following types of services performed by interns or residents are reimbursable under Part B on a reasonable cost basis:

l.
Services rendered to inpatients of hospitals by interns and residents not in approved training programs,

2.
Services performed for hospital outpatients,

3.
Services which would otherwise be covered under Part A, but for which the patient is not eligible under Part A (e.g., inpatient hospital benefit eligibility is exhausted),

4.
Services performed for SNF patients which are not covered under Part A, and

5.
Services performed for home health patients which are not covered under Part a home health plan.

The cost of Part B residents' and interns' services to inpatients should be calculated on a per diem basis by the hospital in consultation with the intermediary.  The total cost of such services (including fringe benefits, etc.) should be apportioned between inpatient and outpatient services on the basis of the time spent on each.  The inpatient per diem figure is then obtained by dividing the total annual inpatient cost for these services by the estimated annual number of inpatient days for all patients.
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For patients who are enrolled under Part B, as indicated by the Reply to the Notice of Admission, the provider will be reimbursed for 80 percent of the cost of providing these services.  The provider should collect 20 percent of the per diem rate for the services of residents and interns covered under Part B times the number of inpatient days provided. As long as the patient is entitled to Part A benefits, no determination of the patient's deductible liability need be made for inpatient Part B interns' and residents' services.

Patients not enrolled under Part B will be liable for the entire cost of Part B interns' and residents' services.  The provider must maintain a record of the inpatient days of these individuals so that this cost may be excluded from the amount of program obligation at the time of retroactive cost adjustment.

2l22.
TAXES

2l22.l
 General Rule.--The general rule is that taxes assessed against the provider, in accordance with the levying enactments of the several States and lower levels of government and for which the provider is liable for payment, are allowable costs.  Tax expense should not include fines and penalties.
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Whenever exemptions to taxes are legally available, the provider is expected to take advantage of them.  If the provider does not take advantage of available exemptions, the expenses incurred for such taxes are not recognized as allowable costs under the program.

2122.2
 Taxes Not Allowable as Costs.--Certain taxes which are levied on providers are not allowable costs.  These taxes are:

A.
Federal income and excess profit taxes, including any interest or penalties paid thereon (see § 1217).

B.
State or local income and excess profit taxes (see § 1217).

C.
Taxes in connection with financing, refinancing, or refunding operations, such as taxes on the issuance of bonds, property transfers, issuance or transfer of stocks, etc. Generally, these costs are either amortized over the life of the securities or depreciated over the life of the asset.  They are not, however, recognized as tax expense.

D.
Taxes from which exemptions are available to the provider.

E.
Special assessments on land which represent capital improvements such as sewers, water, and pavements should be capitalized and depreciated over their estimated useful lives.

F.
Taxes on property which is not used in the rendition of covered services.

G.
Taxes, such as sales taxes, levied against the patient and collected and remitted by the provider.

H.
Self-employment (FICA) taxes applicable to individual proprietors, partners, members of a joint venture, etc.

2l22.3
 Employment-Related Taxes--Provider-Based Physicians.--Employment-related taxes, i.e., FICA, Workers' Compensation and Unemployment Compensation, which are paid by a provider on behalf of a provider-based physician, are considered business expenses of the employer and not fringe benefits (§ 2l08.3Cl).  Hence, they are includable in their entirety as part of the administrative cost of the provider, without allocation to the physician's professional component, and reimbursable to the provider on a reasonable cost basis.

2l22.4
 Franchise Taxes.--A franchise tax is a periodic assessment levied by a State or local taxing authority on the operation of a business within the borders of that governmental entity.  The basis used to compute the amount of the franchise tax varies among taxing authorities.  Where the amount of the franchise tax is based upon the net income of the provider,
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with a minimum amount stated, the following criteria will be used to determine whether and in what amount a franchise tax is an allowable cost:

A.
Where a provider has no net income but is required to pay a minimum franchise tax, the franchise tax is an allowable cost.

B.
Where a provider realized net income which is not sufficient to incur a tax in excess of the minimum tax and the minimum tax is levied, then only the difference between the minimum franchise tax and the tax computed on net income is allowable cost.  For example, if the minimum tax is $500 and the tax computed on the net income is $400, then the $400 is an income tax and only the excess ($500 - $400) or $100 is an allowable cost.

C.
Where a provider has net income sufficient to incur a tax greater than the minimum franchise tax, the entire tax is considered and income tax and no part of the tax is an allowable cost.  For example, if the minimum tax is $500 and the tax computed on income is $600, then the entire $600 is a nonallowable cost.

D.
Where the amount of the franchise tax is based upon several criteria, one of which is net income, the amount of the franchise tax computed on net income is not an allowable cost.  For example, if the minimum tax is $500, the tax computed on net income is $400, and the tax levy on capital stock is $600, then $400 remains an income tax and only the excess ($600 - $400) or $200 is an allowable cost.

2122.5
 Unemployment Compensation Insurance Costs for Nonprofit Providers Under Public Law 91-373.--

A.
General.--Under PL 91-373, most nonprofit providers and State hospitals are required to cover certain employees under their respective State unemployment compensation laws.

This Federal law also provides that each nonprofit provider must be permitted by State law the option of (1) paying regular State unemployment compensation taxes, or (2) reimbursing the State direct, on a dollar-for-dollar basis, for unemployment compensation benefits paid to former employees attributable to service with the provider--a form of self-insurance.  Those providers which elect to pay benefits direct by self-insuring must also be allowed to participate in a joint program with other nonprofit organizations to establish a pool for reimbursing the State.  See § 2162ff for provisions governing pool arrangements for unemployment compensation and workers' compensation insurance coverage.

B.
Payment of the State Tax.--Where a nonprofit provider elects to pay regular State unemployment compensation taxes, such payments are recognized as an allowable cost.
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C.
Self-Insurance Program.--Where a nonprofit provider chooses to self-assure by establishing its own reserve account, contributions to this reserve account are not allowable costs under the Medicare program. Where a nonprofit chain organization (or related organization) centrally operates an unemployment insurance reserve fund for some or all of its member (related) providers, the fund is considered a self-insurance program and payments made to it by the participating providers are not allowable costs under the Medicare program.  This is because such a fund is simply an arrangement among related providers with the chain maintaining control over the fund.  Thus, payments to the fund are not actually incurred costs, but rather a provision for establishing a central reserve from which unemployment costs are met as they are incurred.  Moreover, any income earned from investment of the funds of the reserve account must be used to offset a provider's allowable interest expense under the Medicare program.

Certain costs associated with a self-insurance program are allowable, whether paid from the fund or directly by the provider.  They are:

1.
Any amounts paid to reimburse the State for unemployment compensation payments actually made by the State to the former employees of the provider.

2.
Any premium costs for the purchase of commercial insurance which protects against catastrophic loss, provided the type, extent, and cost of coverage are not substantially out of line with those of other similar institutions in the same area.

3.
The fees paid to an outside individual or firm (if any) to administer the program, to the extent such fees are considered reasonable for the services rendered. Such administration may consist of completing the claims forms from the State unemployment office, representing the provider at the appeals level, etc.

4.
Any other reasonable administrative costs incurred by the provider in establishing and administering the program.

These costs are allowable for a chain organization program to the extent the costs are properly allocated among the providers which incurred them, e.g., unemployment compensation payments should be directly allocated to the provider whose unemployed employees were paid. (See § 2l62ff for other self-insurance provisions.)

2122.6
 Self-Insurance Program for Unemployment Compensation and Workers' Compensation Insurance Using a Reserve for Funding.--Where a provider or a group of providers, whether proprietary or nonprofit and whether related or not, chooses to self-insure against unemployment compensation and/or workers' compensation risks by establishing its own reserve account, the provisions of preceding §2122.5C apply.  See §2162.7 which explains the self-insurance requirements that must be met before payments made into a trust can be included in allowable costs.
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2124.
OXYGEN

Oxygen is classified as a medical supply under both Part A and Part B of the Medicare program, and providers are reimbursed for it on the basis of reasonable cost.  When oxygen is furnished to a Medicare inpatient by a participating hospital or skilled nursing facility, or by another under arrangements with such a provider, the cost of oxygen is an allowable Part A cost.  Oxygen furnished by a participating hospital is incident to physicians' services to outpatients is an allowable Part B cost.  For cost finding purposes, oxygen is classified as a medical supply, part of the ancillary services furnished to inpatients under Part A.

The cost of oxygen furnished by a home health agency is covered under Part A or Part B as a home health service.  Under the provisions for rental or purchase of durable medical equipment this cost is allowable only if oxygen is essential to the effective use of the durable medical equipment, it has been prescribed by the beneficiary's physician, and the equipment, it has been prescribed by the beneficiary's physician, and the equipment has been determined to be medically necessary for the treatment of the patient's condition.

Oxygen is covered under Part B when administered in connection with ambulance services. When the ambulance services are furnished by a provider, payment is made on a reasonable costs basis for the costs of the oxygen in addition to the cost of the ambulance service.

2125.
BLOOD


A.
Blood Replacement Practices.--Implicit in the determination of the reasonable cost of blood is that providers must afford Medicare patients the same opportunity as non-Medicare patients for reducing or eliminating blood fees.  In situations where the provider deals with an independent blood supplier, the provider must assure itself that the blood supplier does not similarly discriminate by affording non-Medicare patients greater opportunities to reduce or eliminate their blood fees than is possible for Medicare beneficiaries.  Thus, for example, providers (or their blood suppliers) must not limit the number of replacement credits accepted for Medicare patients to an amount equal to the Medicare blood deductible requirement while imposing no limitation on the number of replacement credits accepted for non-Medicare patients.  This nondiscrimination rule also applies in situations where the provider (or its blood supplier) allows blood replacement credits to reduce or eliminate blood derivative fees and blood processing fees.

There is an exception to this general rule, however.  In situations where allowing full blood replacement opportunity would diminish a beneficiary's blood reserve available for meeting future blood deductible requirements, full replacement (i.e., replacement beyond the Medicare blood deductible requirement) is not required.  This occurs
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most often with beneficiaries who are members of blood plans that limit the number of replacement credits available to the number of units deposited by (or on behalf of) the member.  Because providers typically deal with only one or two blood suppliers on a regular basis, providers are expected to be familiar with the replacement credit policies (i.e., limited vs. unlimited) of the suppliers with which they deal.


A refusal by providers (or their blood suppliers) to accept replacement blood from Medicare patient not only increases the overall cost of blood to providers (because replacement blood must be obtained elsewhere) but also disproportionately increases Medicare's share of the cost of blood.  Similarly, failure of a provider to accept medically sound replacement blood on behalf of Medicare patients to reduce blood processing costs or blood derivative costs to the Medicare program is neither a consistent nor a cost conscious practice.  Therefore, if these discriminatory replacement practices exist, the consequent excess provider costs for blood, blood derivatives, or blood processing must be disallowed in the determination of Medicare reimbursement.  The costs that are considered excess are those costs that could have been reduced or eliminated had the provider sought and accepted all available replacement credits.  In addition to the cost adjustment, the provider must make corresponding reductions in the charges billed for replacement blood which was rejected by the provider or its blood bank.


B.
Adjustments to Provider Charges for Blood Replaced and Blood Not Used.-Often, a provider's blood supplier will not notify the provider of a patient's total blood replacement credits until after the provider bills that patient's charges.  This occurs, for example, when the patient arranges for a donor(s) to replace blood at some time after the provider has already billed the charges for blood unreplaced at the time of billing.  In situations such as this, the provider must adjust its charges to reflect credits for the blood replacement.  Providers should follow current manual instructions (Hospital Manual (HIM-10), $460 and Skilled Nursing Facility Manual (HIM-12), §417) in submitting corrected bills to the Medicare program.


Another situation requiring blood credits occurs when a provider bills a patient's account for blood prepared for transfusion but, for whatever medical reason, all or part of the blood is not transfused.  This occurs, for example, when a surgeon anticipates the need for five units of blood, which are prepared for transfusion, and the patient's account is charged for the blood.  The patient's medical condition requires that only three units be transfused and the unused blood is returned to storage.  In situations such as this, the patient's account must be credited for the amount of unused blood, because the blood was not furnished to the patient.  However, any necessary crossmatch or preparation fees may be charged to the patient's account even though the blood was not used.  Blood which cannot be returned to storage due to the addition of medication or thawing in preparation for transfusion should not be charged to the patient's account.  Rather, the cost of such blood should be transferred to a blood processing, storing, and administration account to be shared proportionately by all patients.
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Moreover, if the provider's blood supplier gives a larger credit for blood replaced by nonbeneficiaries than it gives for blood replaced by beneficiaries, the larger credit will be applied to reduce provider charges and costs for all patients.  Of course, provider charges for blood must be uniformly applied to beneficiaries and nonbeneficiaries.


C.
Application of the Prudent Buyer Principle to Blood Procurement and Replacement Policies.--Blood is unique among provider furnished items, because unlike other items, it can be replaced by patients or by persons acting on the patients' behalf. The development of organizations supplying blood to providers has been such that the charging practices of these organizations vary not only nationwide, but also within limited geographical areas.  For example, within a local geographical area, one blood supplier may charge a provider both a processing fee and a charge for the flood, while another supplier may charge only a processing fee. These circumstances require careful application of the prudent buyer principle.

In applying the prudent buyer principle under these circumstances, the provider must look to the net charge for the blood.  For example, assume the following facts.  A provider has a choice between obtaining blood from Supplier A for a processing fee only of $30 per unit, or obtaining blood from Supplier B for a processing fee of $10 and a charge for the blood itself of $25, a combined charge of $35 per unit. Supplier A allows no credit for blood replaced; whereas, Supplier B allows a credit of $25 for blood replaced on a unit-for-unit basis.  The provider anticipates a usage of 2100 units of blood for the upcoming contract period.  Experience of local blood suppliers has shown an average of one-third to be the prevailing replacement rate in the locality (i.e., on the average, one out of every three units used is replaced).  Putting all these facts together, the provider's anticipated blood costs for the upcoming contract period would be $63,000 (2100 x $30) if obtained from Supplier A.  However, the provider's anticipated blood costs would be $56,000 !(2100 x $10) plus (1400 x $25)1 if obtained from Supplier B.  The provider, in seeking to minimize its costs under the prudent buyer principle, would obtain the blood from Supplier B.


Moreover, if a provider enters into an arrangement with a blood supplier which precludes obtaining blood from other sources at a lower charge, the provider could be found to be acting in violation of the prudent buyer principle within the meaning of §2103, Prudent Buyer. However, such a contractual arrangement would not necessarily violate the prudent buyer principle if the provider can demonstrate to the satisfaction of the intermediary that the arrangement is absolutely compelling to assure an adequate, reliable source of blood supply.
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Although the cost of whole blood is used in the above example, it would be appropriate for a provider to consider the totality of its blood product needs in evaluating a purchase decision for prudence.  In addition, it is appropriate for a provider to consider nonfiscal (service) components, such as physician consultation or 24-hour service, in evaluating the costs of blood from alternative sources.  Of course, for an occasional purchase, allowable blood cost may be higher than normally incurred to meet an immediate medical need.

2126.
UTILIZATION REVIEW

Utilization review is a provider function and reimbursement for utilization review can be made only as a part of the provider's reasonable costs.  No payment for utilization review can be made by the program directly to physicians or to utilization review committees. (Section 2l26.3).  Costs incurred by the provider in connection with utilization review are includable in reasonable costs as set forth in the following sections.

2126.l
 Utilization Review in Hospitals.--

A.
Physicians' Services.--Where utilization review covers the entire patient population of a hospital, payments made to physicians for their services on utilization review committees are allowable as costs.  Allowable costs are limited to payment of a reasonable compensation to the physician.  Such costs are then apportioned among all of the users of the hospital as part of administrative costs.  However, where utilization review covers only Medicare beneficiaries, payments made to physicians for their services on utilization review committees are not allowable as costs.

B.
Costs Other Than for Physicians' Services.--All reasonable costs of utilization review other than for physicians' services are allowable costs and are apportioned among all of the users of the facility.  Included in these costs are costs related to the services of professional personnel other than physicians, report writing, etc.  Utilization review costs other than for physicians' services are allowable whether or not the utilization review covers the entire patient population.
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2126.2
 Utilization Review in Skilled Nursing Facilities.--

A.
Physicians' Services.--Payments made to physicians for their services on utilization review committees are allowable as costs, whether or not the utilization review covers the entire patient population of the skilled nursing facility.  Allowable costs are limited to the payment of a reasonable compensation to the physician.

Where utilization review covers only Medicare beneficiaries, compensation to physicians for their utilization review services is reimbursable 100 percent by the Medicare program.

If the scope of a SNF utilization review committee's activity does not include all patients but does extend to services furnished to patients under other health care programs--such as Medicaid--the SNF's (or committee's) records of activities and compensation paid to the physician members of such a committee should be sufficient to serve as the basis for a proper apportionment of these costs between programs.  Where, in the judgment of the intermediary, these costs are apportioned correctly, Medicare should reimburse 100 percent of the portion allocated to the Medicare program.  However, where the utilization review committee activities apply to more than Medicare covered services but a valid allocation between Medicare and the other programs is not supported by documentation, all utilization review costs should be apportioned among all users of the skilled nursing facility.

B.
Costs Other Than for Physicians' Services.--Administrative costs related to utilization review and costs of professional personnel other than physicians are allowable costs allocated as a part of the administrative costs of the facility.  Generally, these costs are apportioned among all the users of the SNF, whether or not utilization review covers the entire patient population.


However, if the SNF is a distinct part of a larger facility (as defined in HCFA Pub. 12 §201.1) and the utilization review is performed only for patients in the distinct part, the costs may be totally charged to the distinct part if they are specifically identifiable (in accordance with §§2126.4 ff) to the distinct part.  The costs would then be apportioned among the users of the distinct part SNF.

2126.3
 Community-Based Utilization Review Committee.--Community-based utilization review committees are those which operate external to the SNF.  They are formed primarily by local medical societies or by the intermediary and furnish utilization review services to more than one SNF.

Where this is the case, the organization furnishing the services must bill the SNF for the services.  The SNF pays the committee and includes the payment to the committee in its allowable costs under the program.  The billing from the committee must be separated into two parts for services furnished.  One part should indicate the payment made to physicians for their services on the utilization review committee; this part would be treated in accordance with §2l26.2A.  The second part should cover all other services and would be treated in accordance with §2l26.2B.

2l26.4
 Utilization Review Cost; Provider Payment to Physicians for Rendering Utilization Review Services.--Experience has indicated that many physicians rendering utilization review services do not charge providers for such services.  These physicians
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view this activity as a community service, as part of a professional education responsibility, or as a responsibility flowing from staff membership.  However, where a charge is made by a physician, providers utilize a variety of methods for compensating for these services.  A substantial plurality of providers use an hourly scale as the basis for such payment.  Because of the statutory mandate to pay reasonable cost (§l8l4(b) of the Act) it is necessary to have sufficient information to determine the reasonable cost of utilization review in all cases where reimbursement is sought from Medicare.

A.
Utilization Review Records Necessary to Establish Allowable Cost of Compensation.--Section l8l5 of the Act states that a provider must maintain adequate records for reasonable cost determination purposes.  Consequently, for utilization review compensation received by physicians or other persons to be recognized as an allowable cost, a provider must keep adequate records to determine the reasonableness of its payments for services identified as being exclusively related to utilization review activities.  Only the actual time spent in rendering utilization review services should be recorded.  Time spent in travel to and from the point of review should be excluded from the time calculation for reimbursement.  The record-keeping requirement may be met in either of the following ways:

l.
Hourly Rate.--Where payment to a physician or other person by a provider for utilization review services is based on an hourly rate, the provider should regularly record the name, hourly rate, and number of hours of services rendered by the individual; or

2.
Other Payment Base.--Where payment to a physician or other person by a provider is based on some measure other than an hourly rate, the provider should prepare a schedule of payments for each cost period for which reimbursement is claimed showing: the name, number of hours of utilization review services rendered, and total payments made to each individual in the cost period.  The total payment should then be converted into an hourly rate for each individual.  The supporting data for this schedule should be available for verification by the intermediary.

B.
Records of Provider Using Community-Utilization Review Group.--Where a community-based group functions as the utilization review committee for more than one institution, each provider must have in its records: (1) a description of the services furnished on its behalf, (2) an explanation of the rationale for apportioning any costs among the various institutions using the same community-based utilization review group, and (3) for each cost period for which such costs are claimed by a provider, the total hours and cost for each significant category of service (e.g., physician service, secretarial service, etc.), rendered to the provider by the utilization review committee so the intermediary may determine whether the share of the community-based group's costs apportioned to the provider is reasonable.

C.
Retainer Fees.--Payments by a provider to a physician or other person to be available for participation on a utilization review committee, such as retainer fees, are not allowable costs.
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D.
Administrative Costs.--In hospitals and SNFs, the reasonable costs of administrative services necessary for utilization review are allowable costs.  These costs are apportioned among all users of the institution (they are classified as administrative and general expenses on the cost report) without regard to whether the plan applies only to Medicare beneficiaries.  Examples of such allowable costs are:

1.
Expenses incurred for the purchase of data from organizations that compile statistics and make profiles and studies of utilization of health care facilities and services.

2.
Expenses incurred for clerical and other administrative services including the services of nonphysician personnel.

3.
Expenses incurred in traveling outside the individual's normal commuting area or in traveling from institution to institution because of necessary and proper activities related to utilization review, such as transportation expenses incurred by a physician in traveling to a provider outside his local area to participate in utilization review activities.

E.
Administrative Costs Related to Community-Based Utilization Review Committee.--Payments for services obtained from a community-based utilization review group for administrative duties pertinent to utilization review in such facilities (such as scheduling meetings, providing coordination between the committee and providers, supervising maintenance of records, as well as clerical, record keeping and associated activities described in D above) are allowable costs.  The measure of the reasonableness of such costs is the remuneration that would be paid an employee performing comparable services in the area.

F.
Studies.--Costs incurred by a provider in the purchase of data and statistics concerning health care utilization that are necessary for the purpose of comparing them with other data related to patients for whom the utilization committee is responsible are allowable costs.

The reimbursement mechanism under title XVIII of the Social Security Act, however, is not meant to support studies in health care utilization beyond the requirements of §1861(k) of the Act or the conditions of participation as set forth in §405.1035 and §405.1137 of Regulations No. 5 of the Social Security Administration.  Thus, costs related to evaluation by the committee of care furnished patients under the purview of the committee are allowable costs.  (Examples of such care are length of stay, patterns of stay, patterns of care by diagnostic categories, and medical services or practices, such as drug prescribing.)  However, if a provider agrees to participate in studies extending beyond the care furnished patients under the committee's purview, any costs incurred are not allowable.
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2127.
HOME HEALTH AGENCY ADVISORY GROUP OF PROFESSIONAL PERSONNEL

A.
General.--A home health agency participating in the Medicare program is required to have a group of professional personnel to serve in an advisory capacity to the agency or organization.  The function of this advisory group is to approve and review on a regular basis the agency's policies governing skilled nursing and other health care services.

Generally, the costs incurred by the home health agency in connection with advisory group services are includeable in allowable costs and must be apportioned among all the users of the facility in determining program reimbursement.  Payments to physicians for their direct medical services to individual patients are not allowable home health agency costs. No payment for advisory group services may be made by an intermediary directly to any physician or other member of the advisory group.

B.
Costs for Services of Professional Personnel.--Where compensation is paid to a member of the advisory group, including nonemployee professional personnel, the reasonable compensation is includable in the allowable costs of the home health agency.

However, where a member of the advisory group is also an owner of the agency, any separate compensation paid for participation in the advisory group meetings should be considered in evaluating the reasonableness of his total compensation.  For a determination to be made on the reasonableness of the compensation paid to a physician or other professional person, the home health agency must maintain adequate records. These records must contain the following minimum information for each meeting of the advisory group:  the date of the meeting, the name and occupation of each participant to whom compensation is paid, the hourly rate or other payment base for each of these individuals, and the number of hours of services rendered by each participant.

C.
Administrative Costs.--The reasonable cost of administrative services incurred in connection with the activities of the advisory group are also allowable costs.  Examples of such allowable costs are expenses for supportive clerical and other administrative services, and expenses for purchase of necessary data and statistics on health care facilities and services.

2128.
ORIENTATION AND ON-THE-JOB TRAINING

The costs of orientation and on-the-job training are recognized as normal operating costs and are allowable.  Ordinarily, such training would be imparted within the provider setting. If, however, the training requires outside instructions, costs of such training are allowable.
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2130. 
LIFE INSURANCE PREMIUMS


In general, premiums related to insurance on the lives of owner(s), officer(s), key employee(s) and provider-based physician(s) where the provider is a direct or indirect beneficiary are not allowable costs.  A provider is a direct beneficiary where, upon the death of the insured individual, the insurance proceeds are payable directly to the provider.  A provider is an indirect beneficiary when another party receives the proceeds of a policy through an assignment by the provider to the party or other legal mechanism but the provider benefits from the payment of the proceeds to the third party.


An exception to these requirements is permitted where (1) a provider as a requirement of a lending institution must purchase insurance on the life of an owner(s), officer(s), key employee(s) or provider-based physician(s) to guarantee the outstanding loan balance (2) the lending institution must be designated as the beneficiary of the insurance policy, and (3) upon the death of the insured, the proceeds will be used to pay off the balance of the loan.  The insurance premiums allowable are limited to premiums equivalent to that of a decreasing term life insurance policy needed to pay off the outstanding loan balance.  In addition, the loan must be related to patient care and meet the necessary and proper requirements of section 200ff, Interest Expense.  Where other than decreasing term policies are purchased (e.g., whole life, or convertible term), only that portion of the premium which can be equated to the premium for a similar face amount of a decreasing term life policy may be included in allowable costs.


The life insurance premiums allowable are reimbursable for cost reporting periods beginning on or after April 15, 1983.

Premiums related to insurance on the lives of owner(s), key employee(s) and provider-based physician(s) where the individual relative(s) or his/her estate is the beneficiary are considered to be compensation to the individual and are allowable costs to the extent such total compensation is reasonable.

2132.
START-UP COSTS

2l32.l
General.--In the period of developing a provider's ability to furnish patient care services, certain costs are incurred. The costs incurred during this time of preparation are referred to as start-up costs.  Since these costs are related to patient care services rendered after the time of preparation, they must be capitalized as deferred charges and amortized over a number of benefiting periods.

Start-up costs include, for example, administrative and nursing salaries; heat, gas, and electricity; taxes; insurance; mortgage and other interest; employee training costs; repairs and maintenance; housekeeping; and any other allowable costs incident to the start-up period.  However, any costs that are properly identifiable as organization costs or capitalizable as construction costs must be appropriately classified as such and excluded from start-up costs.
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Amortized start-up costs may be charged only to the "Administrative and General" cost center unless these costs can be specifically identified with a cost center or component of a provider, in which case the amortized costs must be directly assigned to the applicable cost center or component.

Unless otherwise specified herein, the provisions of this section are effective for providers after June 30, l976.

2132.2
 Applicability--Start-up costs are incurred from the time preparation begins on a newly constructed or purchased building, wing, floor, unit, or expansion thereof to the time the first patient, whether Medicare or non-Medicare, is admitted for treatment, or, where the start-up costs apply only to nonrevenue-producing patient care functions or non-allowable functions, to the time the areas are used for their intended purposes.  If a provider intends to prepare all portions of its entire facility at the same time, start-up costs for all portions of the facility should be accumulated in a single deferred charge account and should be amortized when the first patient is admitted for treatment. However, if a provider intends to prepare portions of its facility on a piecemeal basis (i.e., preparation of a floor or wing of a provider's facility is delayed), start-up costs should be capitalized and amortized separately for the portion(s) of the provider's facility prepared during different time periods.  Moreover, if a provider expands its facility by constructing or purchasing additional buildings or wings, start-up costs should be capitalized and amortized separately for these areas.

Start-up costs that are incurred immediately before a provider enters the program and that are determined to be immaterial by the intermediary need not be capitalized, but rather, may be charged to operations in the first cost reporting period.  In the case where a provider incurs start-up costs while in the program and these costs are determined to be immaterial by the intermediary, these costs need not be capitalized, but may be charged to operations in the periods incurred.

For program reimbursement purposes, costs of the provider's facility and building equipment should be depreciated over the lives of these assets starting with the month the first patient is admitted for treatment, subject to the provider's method of determining depreciation in the year of acquisition or construction (see §118).  Where portions of the provider's facility are prepared for patient care services after the initial start-up period, these asset costs applicable to each portion should be depreciated over the remaining lives of the applicable assets.  If the portion of the facility is a patient care area, depreciation should start with the month the first patient is admitted for treatment.  If the portion of the facility is a nonrevenue-producing patient care area or nonallowable area, depreciation should begin when the area is opened for its intended purpose. Costs of major movable equipment, however, should be depreciated over the useful life of each item starting with the month the item is placed into operation, subject to §118.
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2132.3
 Cost Treatment for Medicare Reimbursement.--

A.
Operations Begin Upon Entrance into the Program (Providers Entering Program After June 30, 1976).--

1.
Where a provider prepares all portions of its facility for patient care services at the same time and has capitalized start-up costs, the start-up costs must be amortized ratably over a period of 60 consecutive months beginning with the month in which the first patient is admitted for treatment.

2.
Where a provider prepares portions of its facility for patient care services on a piecemeal basis, start-up costs must be capitalized and amortized separately for the portions of the provider's facility that are prepared for patient care services during different periods of time.

EXAMPLE:

Facts:
On July 1, 1976, the provider entered the program with a new three-floor facility.  The first two floors of the facility were prepared and available for patient care services at the time the provider entered the program; however, preparation of the third floor for patient care services was deferred until July 1, 1977. The first patient was admitted to the first two floors on July 5, 1976, while the first patient was admitted to the third floor on October 15, 1977.  Start-up costs of $60,000 were capitalized for the first two floors from the time preparation began on these floors for the rendition of patient care services to July 5, 1976. Start-up costs of $25,000 were also capitalized for the third floor from July 1, 1977 to October 15, 1977.

With the above facts, the provider would accumulate the start-up costs of $60,000 attributable to the first two floors separately from the start-up costs of $25,000 attributable to the third floor.  The start-up costs of $60,000 would be amortized at the rate of $1,000 per month beginning in July 1976 and ending 1981.  The start-up costs of $25,000 attributable to the third floor would be amortized at the rate of $417 per month from October 1977 to September 1982.

B.
Operations Begin Prior to Entrance into the Program (Providers Entering Program After June 30, 1976).--Where a provider enters the program more than 60 months after its first patient is admitted for treatment, start-up costs unamortized at the time the provider enters the program will not be allowable.  However, where a provider enters the program within 60 months after its first patient is admitted for treatment and has capitalized start-up costs, the portion of start-up costs unamortized at the time the provider enters the program may be included in allowable costs using a 60-month amortization period starting with the month the provider admitted its first patient for treatment.  In these situations, if a provider chooses to include amortized start-up costs in its allowable costs, the costs must be recomputed as follows:

EXAMPLE 1:

Facts:
A provider enters the program on July 1, 1976, 30 months after it admitted its first patient; start-up costs were capitalized in the amount of $30,000; and amortization is based on a 120-month period.
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Per Books
Medicare
Original amount of start-up costs to

be amortized
$30,000 
$30,000

Amount amortized as of July 1, 1976

( 30 x $30,000)

 l20
$ 7,500
Unamortized start-up costs as of

July 1, l976
$22,500
Amount which would have been amortized

over 60 months

(30 x 30,000)

 60

$15,000
Amount to be amortized under the

program over a 30-month period

$15,000
EXAMPLE 2:

Facts: A provider enters the program on July 1, l976, 24 months after it admitted its first patient; start-up costs were capitalized in the amount of $36,000; and amortization is based on a 36-month period.

Original amount of start-up costs to

be amortized
$36,000 
$36,000

Amount amortized as of July 1, 1976

(24 x 36,000)

 36
$24,000
Unamortized start-up costs as of

July 1, 1976
$12,000
Amount which would have been

amortized over 60 months

(24 x 36,000)

 60

$14,400
Amount to be amortized under the

program over a 36-month period

$21,600
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If a provider enters the program within 60 months after admitting its first patient for treatment, start-up costs may be capitalized retroactively (reduced for any periods already elapsed from the time the first patient was admitted for treatment) where the provider did not initially capitalize start-up costs (or has written off such costs in the period(s) incurred) before entering the program and the provider can establish these costs to the satisfaction of the intermediary.

C. Providers Entering Program Before July 1, 1976.--Where a provider enters the program before July l, l976, and capitalizes start-up costs incurred before July 1, l976, the provider may continue to amortize the start-up costs ratably over a period of up to 60 consecutive months, but not less than 36 consecutive months, beginning with the month the first patient is admitted for treatment or, in the case of a nonrevenue-producing patient care area or nonallowable area, beginning with the month the area is opened for its intended purpose.  Where a provider enters the program before July 1, l976, and incurs start-up costs after June 30, l976, start-up costs must be treated in the manner described in §2132.3A.  Start-up costs that are considered to be immaterial by the intermediary may be included in allowable costs in the cost reporting period(s) incurred.

2132.4 Sale of Institution.--Where a provider institution is sold before the expiration of the amortization period, the portion of start-up costs amortizable through the month of sale is includable in allowable costs. If the unamortized balance of start-up costs at the time of sale represents a value reflected in the selling price to the purchaser and contained in the sales agreement, this value will be limited to the lesser of the sales price attributed to the start-up costs or the unamortized balance of start-up costs on the books of the seller.  If the purchaser becomes a provider, the unamortized start-up costs subject to the above limitation (reduced for any period in which the purchaser operates the facility before becoming a provider, unless this period is represented by a delay in certification caused by the program) transferred in the sale may be amortized and included in allowable costs over the remaining portion of the period established for amortization by the seller-provider. If the unamortized balance of the start-up costs at the time of sale is not identified in the sales price (the sales agreement does not allocate a portion of the sales price to this unamortized balance), the seller-provider may include the unamortized costs in its allowable costs for the last cost report submitted to the program.

2132.5 Withdrawal from Program.--Where a provider withdraws from the program, start-up costs amortizable through the month of withdrawal are includable in allowable costs. Unamortized start-up costs adjusted through the month of withdrawal are applicable to services provided after the month of withdrawal and, therefore, are not includable in allowable costs.  However, where the provider ceases to provide health care services on withdrawal from the program, the unamortized costs at termination may be included in the provider's allowable costs for the last cost report submitted to the program.

2132.6 Effect on Equity Capital.--Unamortized start-up costs allowable for program purposes are includable in the equity capital of a provider.
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