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2l34.
ORGANIZATION AND OTHER CORPORATE COSTS

2l34.l
 Organization Costs--General.--Organization costs are those costs directly incident to the creation of a corporation or other form of business. These costs are an intangible asset in that they represent expenditures for rights and privileges which have a value to the enterprise.  The services inherent in organization costs extend over more than one accounting period and thus affect the cost of future periods of operation.

A.
Allowable Organization Costs.--Allowable organization costs include, but are not limited to, legal fees incurred in establishing the corporation or other organization (such as drafting the corporate charter and by-laws, legal agreements, minutes of organizational meeting, terms of original stock certificates), necessary accounting fees, expenses of temporary directors and organizational meetings of directors and stockholders, and fees paid to States for incorporation.

B.
Unallowable Organization Costs.--The following types of costs are not considered allowable organization costs: costs relating to the issuance and sale of shares of capital stock or other securities, such as underwriters' fees and commissions, accountant's or lawyer's fees, cost of qualifying the issues with the appropriate State or Federal Authorities, stamp taxes, etc.

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

2l34.2
 Cost Treatment of Organization Costs under Medicare--.


A.
Providers Entering Program After June 30, l976.--Allowable organization costs should generally be capitalized by the organization. However, if in the opinion of the intermediary, these costs are not material when compared to total allowable costs, they may be included in allowable costs for the initial cost reporting period. Otherwise, allowable organization costs are amortized ratably over a period of 60 months starting with the month the first patient is admitted for treatment.

If the provider enters the program after 60 months, starting with the month the first patient is admitted for treatment, no organization costs are recognized. Organization costs can be capitalized retroactively (reduced for any periods already elapsed from the time the first patient was admitted for treatment) where a provider (l) did not initially capitalize organization costs (or has written off such costs in the period(s) incurred) before entering the program; (2) can establish these costs to the satisfaction of the intermediary; and (3) enters the program within 60 months after the first patient was admitted for treatment.
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B.
Providers Entering Program Before July l, l976.--Where a provider enters the program before July l, l976, and capitalizes organization costs, the provider may continue to amortize the organization costs ratably over a period of 60 consecutive months beginning with the date of organization. However, if the organization costs were considered to be immaterial by the intermediary, the costs may be included in the provider's allowable costs in the cost reporting period(s) incurred.

2l34.3
 Amortization Period of 60 Months.--Where a provider is newly organized upon entering the program and has capitalized organization costs, these costs must be amortized ratably over a 60-month period starting with the month the first patient is admitted for treatment. Where a provider admitted its first patient for treatment within a 60-month period prior to entry into the program and has capitalized organization costs using a 60-month amortization period, no change in the rate of amortization is permitted. In this instance, the unamortized portion of organization costs is allowable under the program and is amortized over the remaining part of the 60-month period.

2l34.4
 Amortization Period Less Than 60 Months.--Where a provider has entered the program within 60 months after the first patient is admitted for treatment, has capitalized organization costs, but has used an amortization period of less than 60 months, an adjustment will be necessary if the provider chooses to include amortized organization costs in its allowable costs. The unamortized amount of organization costs must be recomputed using a 60-month period starting with the month the first patient is admitted for treatment. The recomputed unamortized portion of organization costs as of the month the provider enters the program is recognized as an asset under the program and may be amortized over the remaining months of the 60-month period.

EXAMPLE:
A provider enters the program 24 months after the first patient is admitted for treatment; organization costs were capitalized in the amount of $l2,000; amortization is based on a 36-month period.


Per Books
Medicare
Organization costs to be amortized


$l2,000 
$l2,000

Amount amortized to date

(24 x $l2,000)

 36








 8,000 

Book balance unamortized as of date

of entry into program


 4,000 
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Per Books
Medicare
Amount which would have been

amortized on a 60-month basis

(24 x $l2,000)

 60









  4,800
Total amount to be amortized under

the program






$ 7,200
2l34.5
 Amortization Period Greater Than 60 Months.--Where a provider has entered the program within 60 months after the month the first patient is admitted for treatment, has capitalized organization costs, but used an amortization period longer than 60 months, an adjustment will be necessary if the provider chooses to include amortized organization costs in its allowable costs. The unamortized amount of organization costs must be recomputed as of the date of entry into the program using a 60-month period starting with the month the first patient was admitted for treatment. The unamortized amount so computed will be recognized for program purposes and may be amortized over the remaining part of the 60-month period.

EXAMPLE:
A provider enters the program 36 months after the first patient is admitted for treatment; organization costs were capitalized in the amount of $l0,000; amortization is based on a l20-month period.

Per Books
Medicare
Organization costs to be amortized


$l0,000
$l0,000 

Amount amortized to date

( 36 x $l0,000)

 l20







   3,000
Book balance unamortized as of date

of entry into program

 $ 7,000


Amount which would have been amortized

on a 60-month basis

(36 x $l0,000)

 60









 6,000
Total amount to be amortized under

the program






$ 4,000
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2134.6
 Sale of Institution.--Where a provider institution is sold before the expiration of the amortization period, the portion of organization costs amortizable through the month of sale is includable in allowable costs. If the unamortized balance of organization 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 organization costs or the unamortized balance of organization costs on the books of the seller. If the purchaser becomes a provider, the unamoritzed organization 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 60-month period established for amortization by the seller-provider.  If the unamortized balance of organization 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 the unamortized balance), the seller-provider may include the unamortized costs in its allowable costs for the last cost report submitted to the program.

2l34.7
 Withdrawal from Program.--Where a provider withdraws from the program, the portion of organization costs amortizable through the month of withdrawal is includable in allowable costs. The unamortized balance of organization costs is not allowable under the Medicare program but is considered applicable to services provided after the month of withdrawal. 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.

2l34.8
 Effect on Equity Capital.--The unamortized portion of organization costs determined to be allowable for program purposes is includable in the equity capital of the provider. Those expenditures not considered allowable organization costs as described in §2l34.lB are excluded from the computation of the return on equity capital.

2l34.9
 Stockholder Servicing Costs.--The following types of costs relevant to proprietary and equity interests of the stockholders, but not related to patient care, are excluded from allowable costs: costs incurred primarily for the benefit of stockholders or other investors, including, but not limited to, the costs of stockholders' annual reports and newsletters, annual meetings, mailing of proxies, stock transfer agent fees, stock exchange registration fees, stockbroker and investment analysis, and accounting and legal fees for consolidating statements for SEC purposes.
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2134.10
Reorganization Costs.--Within the scope of this section, reorganization costs are the types of costs addressed in §2134.1A (impacting on, but not limited to ownership/equity, tax status, financial structure, debt, assets, or asset valuation) with regard to recreating, reestablishing, or otherwise rearranging an entity.


Reorganization costs are unallowable because they duplicate an entity's original organization costs.  Therefore, any costs of studies, surveys, etc., associated with or leading to a reorganization are also unallowable.  It is not the intent of the Medicare program to reimburse an entity, i.e., a provider or provider component, more than once for its organization costs.

Costs not within the scope of this section include:

1.
Costs associated with improving the efficiency of an entity by  rearranging or reconfiguring the management hierarchy (sometimes referred to as reengineering), but having no impact on ownership/equity, tax status, financial structure, debt, assets, or asset valuation.  These types of costs are allowable. (See §§506 and 2102.2.)  Therefore, to the extent that the provider can identify costs of activities aimed at improving and making provider administration and operation more efficient (see §506), i.e., costs outside the scope of this section, those costs are allowable.


2.
Costs related to or associated with the initial organization of an entity, as covered in §2134.1A.

2134.11
Transfer of Assets to a Corporation.--Costs connected with the transfer of assets to a corporation must be capitalized as part of the cost of the asset. (See §104.10.) The acquisition of capital stock of a provider does not constitute a transfer of assets to a corporation and, therefore, costs associated with such a transaction are not allowable.
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2135.  PURCHASED MANAGEMENT AND ADMINISTRATIVE SUPPORT SERVICES

2135.1
 General.--Providers often purchase from other organizations various services which are necessary for proper management and administrative operations.  These services, depending on the individual needs of the provider, may be used in lieu of, or support of, in-house staff in performing their duties.  Services may be purchased in a package from a single contractor or separately from different contractors.  One method of purchasing the services is through a full service management contract in which the management contractor provides a complete package of services, has overall day-to-day management responsibility for the operation of the provider, and is accountable only to the governing board (or delegated representative) of the provider.  Another method is through a limited service management or administrative service contract in which a contractor provides certain specific services to a provider and is responsible for only those specific services.

While these guidelines are primarily directed toward determining the reasonableness of the cost of full service contracts, they are applicable to any contracted service.  Their application must be tempered by the circumstances and by the type of service purchased. For example, intermediaries should not expect providers to routinely obtain competitive bids or maintain the level of documentation contemplated in these instructions for all limited service contracts, particularly those that are nominal in amount.

These guidelines are not intended to dissuade providers from seeking or utilizing alternatives to in-house services.  Rather, providers should always consider the most appropriate means for obtaining services needed for the ongoing rendition of patient care. This requires an initial determination of whether the services the provider needs can be obtained more effectively using in-house staff or through outside contractors.  After evaluating all factors, a provider should choose the most prudent manner of performing the services.  If the determination is made to purchase management and administrative support services, the following sections provide guidelines for evaluating the reasonableness of the costs incurred in purchasing these services.  Other sections of the manual provide general and specific guidance in evaluating the reasonableness of the cost of services performed in-house.

2135.2
 Evaluation of the Need for Purchased Management and Administrative Support Services.--In claiming reimbursement for purchased management and administrative support services, a provider must demonstrate its operational need and the cost effectiveness of its expenditures vis-a-vis available alternatives for obtaining the necessary services.  Factors to be considered include the types and ranges of purchased services being offered; the need for improved quality of services; the qualifications, experience and reputation for efficiency of available contractors; and the cost of comparable services among contractors.  Generally, a provider is prudent to solicit competitive bids. Therefore, in the absence of competitive bidding which would otherwise be appropriate in the circumstances, the provider must be able to demonstrate the manner in which it searched the marketplace for the most appropriate and effective means of obtaining the services.  (For general guidance in evaluating comparable costs generated by in-house operations see §§2102 and 2103 or the manual section pertaining to the cost in question, e.g., §2144 for fringe benefits or Chapter 9 for evaluating compensation of owners.)
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A.
Terms of a Contract.--A provider should be careful that it does not enter into a contract containing any provision(s) which in any way prevents it from fulfilling its ongoing responsibilities as a prudent buyer.  While such provision(s) may have no immediate effect upon the provider's reimbursement, it may subsequently affect reimbursement; e.g., a contract may have an extremely punitive termination penalty which would result in nonreimbursable expenses.

The responsibilities and authority delegated to the contractor, and the parameters and limitations to this authority, should be specified.  Where control of the provider's policies and operations is not retained by the provider, the contractor and provider may be found to be related organizations.  (See Chapter 10.)

The duration of the relationship between provider and contractor should be carefully considered.  Reimbursement is allowable only so long as the services are both necessary and effective for provider operations.  Although the duration of the relationship is determined by the provider based on its particular needs, a provider should carefully consider the advantage of short term contracts to allow it opportunity to renegotiate based on its most current requirements.  A contract might include a mutually protective termination clause to permit both provider and supplier to dissolve the relationship upon specified conditions.  However, the provider should bear in mind that if it is found to be imprudent in continuing to incur a cost for services for which a need no longer exists, neither the costs for such services nor excessive penalties can be included in allowable costs.

A contract should contain a detailed listing of services to be received and those which are available on an as-needed or standby basis.  The amount of the fee and the base upon which the fee is computed should be specified and, for the services to be reimbursable, the intermediary must be satisfied that the computation yields a reasonable fee for the services actually furnished by the supplier.

B.
Operations Under the Contract.--During the operational periods, the provider should maintain records showing the services actually received and should document the continuing need and cost effectiveness of the services.  This documentation should include the assessment of the provider's governing body or its delegated representative(s) on an annual or more frequent basis, as incorporated into the Board minutes or other records.

2135.3
 Determination of the Reasonable Cost of Purchased Management and Administrative Support Services.--Generally, purchased management and administrative support service costs are reasonable if the costs incurred are comparable with marketplace prices for similar services, or provide for a total guaranteed cost equal to or less than the provider's current cost for such department or service.
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Factors which will be considered by the intermediary in its evaluation of the reasonable cost of purchased management and administrative support services include:

A.
Whether the contract results from competitive bids that are reasonable within industry norms for similar services; and

B.
Whether the contract is between unrelated parties (chapter 10); and

C.
Whether the contract provides for services that are designed to accomplish within a prescribed time frame clearly stated goals and objectives based on needs identified by the provider (see §2135.2); and

D.
Whether the provider maintains adequate documentation of the services rendered and the status of the accomplishment of the stated goals and objectives.

Where the supporting evidence does not permit a presumption of reasonableness, the intermediary will consider any factors, including those discussed below, and request any supporting documentation (see §2135.5) to the extent it believes necessary to satisfy itself of the reasonableness of the costs.  In its evaluation, the intermediary will consider the circumstances and the needs of the provider at the time the services were purchased.

1.
Evaluation of Services Purchased.--The number and type of services furnished under a contract will influence the manner in which the services are evaluated. The cost of contracts providing for a package of services, such as a full service management contract, will be compared if possible against a comparable package of services, including those which might have submitted competitive bids.  Where that is not feasible, or where the intermediary finds that this unilateral approach is insufficient to determine whether the costs incurred were, in fact, reasonable, it may be necessary to divide a package of services into separate components so that they can be evaluated with comparable services provided in the marketplace.

Alternatively, where a package of services is essentially comparable among contractors bidding to furnish the services, only those components which vary may need to be individually evaluated.  A unique or highly specialized service which does not lend itself to comparability in the marketplace may be evaluated based on whether the service is at least as cost effective as could be furnished by the provider in-house.  The intermediary may, for example, encounter situations in which all bids actually made seem to be very costly, given the nature of the actual services rendered.  The objective of evaluating individual components of a package is to provide the same assurance as can be provided in other situations by a comparison of services in the aggregate, that the total cost of the necessary services is not substantially out of line with services which can be purchased elsewhere.  Therefore, if certain individual components are more expensive than could be purchased elsewhere, the unreasonable cost of these components will not be disallowed if the cost of the aggregate services is not substantially out of line with a comparable package of services available in the marketplace.
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2.
Standby Services.--A contract fee may provide for the availability of services on an as needed or standby basis (e.g., access to national purchasing programs) which may or may not be utilized.  Ordinarily, costs for standby services will be recognized if reasonable in amount and related to patient care.

3.
Computation of Fee.--A supplier's fee may be computed in a number of ways, e.g., a fixed periodic payment for a group of specific services or a separate fee for each service rendered, or some other basis.  Regardless of the computation method, the fees should be evaluated in relation to the services furnished.

4.
Evaluation of Fees Over More Than One Cost Reporting Period.--Reasonableness of fees may in some cases be evaluated over more than one cost reporting period.  For example, where a provider is receiving purchased management and administrative support services under a contract covering more than one cost reporting period, the provider's incurred costs based on the contractor's fees during one period may be less than the value of the services actually received during the same period.  In this situation, where the provider can demonstrate that the costs incurred and the services received are reasonable in total, the reasonable costs for such services can be recognized in a subsequent cost-reporting period(s).

2135.4
Factors To Be Considered in Determining Reasonable Cost of Purchased Management and Administrative Support Services.--Whether or not the presumption of reasonableness can be made, intermediaries will consider the following factors in their reasonable cost determinations.

A.
Preopening Services.--When a provider has purchased startup or preopening services such as those related to establishing a provider and its facilities, the cost associated with these services will be reviewed and treated separately from the cost associated with services for ongoing operations.  The reasonable cost is determined through comparison with marketplace prices for similar services and will be capitalized and amortized in accordance with the Medicare principles of reimbursement.

B.
Unallowable Costs.--Rights to a logo, noncompetition clauses or exclusive franchise rights to a particular territory, promotion or sale of a franchise, etc., are not related to a provider's patient care activities and, therefore, are not allowable.  Non-covered Medicare services furnished under a contract represent an unallowable cost to a provider.  The cost of purchased management and administrative support services which constitute duplication of services also furnished in-house is not allowable.  (This does not refer to situations where the purchased services augment, rather than duplicate, the provider's activity.)

C.
Costs of Terminating a Contract.--Where a contract is terminated prematurely, the provider would normally incur expenses which are not directly related to the services or supplies received under the contract.  These costs generally include penalties, interest or lump sum payments to the contractor.  If the  termination is disputed, the provider could also incur legal fees, 
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accounting fees, court costs, and out-of-court settlement costs related to the arbitration of the dispute between the provider and contractor.  Those costs incurred to terminate a contract would be included in allowable costs where they are reasonable in amount and incurred in an attempt to comply with the prudent buyer guidelines.  In assessing the reasonableness of the costs allowed, the intermediary will consider the extent that the termination costs could have been avoided if the provider had been more prudent in entering into the contract.

D.
Recognition of the Fee as a Liability.--After a determination is made as to the reasonableness of the fee for these services, Medicare's share of the fee is reimbursable, provided it has been paid or, if an accrued liability, can reasonably be expected to be paid.  Where a provider has contested its liability and the intermediary therefore cannot be assured that accrued fees will actually be paid, no amount can be included in the cost report for that cost reporting period.  If only part of the liability is contested, the uncontested amount may be included in the cost report.  When the fee is actually paid or the liability is no longer contested, the amount will be recognized as allowable.  This amount will be included in the appropriate cost centers of the current period cost report.

2135.5
 Documentation to Support Purchased Management and Administrative Support Services.--Records must be available which will support the cost of purchased management and administrative support services.  Such support could include some or all of the following, depending upon the scope and type of contract:

A.
A copy of the contract(s) and any amendments;

B.
Periodic progress reports submitted by the management organization;

C.
An analysis showing the efforts of the provider to comply with the prudent buyer principle guidelines in assessing its needs, establishing the goals to be attained, evaluation of the available alternatives, and choosing the terms of the contract (see §2135.2);

D.
Board minutes or other documentation to show continued reassessment of the effectiveness of the services (see §2135.2);

E.
Detailed identification of the services actually received during the period (see §2135.2); and

F.
Any other documentation available such as visit or contact reports, minutes of committee meetings, evaluations, cost/benefit analyses, etc., which would support the receipt of services and substantiate the attainment of the goals and objectives which are desired and the reasonableness of the fees paid.
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2136.
ADVERTISING COSTS--GENERAL

The allowability of advertising costs depends on whether they are appropriate and helpful in developing, maintaining, and furnishing covered services to Medicare beneficiaries by providers of services.  In determining the allowability of these costs, the intermediary should consider the facts and circumstances of each provider situation as well as the amounts which would ordinarily be paid for comparable services by comparable institutions.  To be allowable, such costs must be common and accepted occurrences in the field of the provider's activity.

2l36.l
Allowable Advertising Costs.--Advertising costs incurred in connection with the provider's public relations activities are allowable if the advertising is primarily concerned with the presentation of a good public image and directly or indirectly related to patient care. Examples are: visiting hours information, conduct of management-employee relations, etc. Costs connected with fund-raising are not included in this category (see § 2l36.2).

Costs of advertising for the purpose of recruiting medical, paramedical, administrative and clerical personnel are allowable if the personnel would be involved in patient care activities or in the development and maintenance of the facility.

Costs of advertising for procurement of items or services related to patient care, and for sale or disposition of surplus or scrap material are treated as adjustments of the purchase or selling price.

Costs of advertising incurred in connection with obtaining bids for construction or renovation of the provider's facilities should be included in the capitalized cost of the asset (see Chapter I, §l04.l0).

Costs of advertising incurred in connection with bond issues for which the proceeds are designated for purposes related to patient care, i.e., construction of new facilities or improvements to existing facilities, should be included in "bond expenses" and prorated over the life of the bonds.

Costs of activities involving professional contacts with physicians, hospitals, public health agencies, nurses' associations, State and county medical societies, and similar groups and institutions, to apprise them of the availability of the provider's covered services are allowable. Such contacts make known what facilities are available to persons who require such information in providing for patient care, and serve other purposes related to patient care, e.g., exchange of medical information on patients in the provider's facility, administrative and medical policy, utilization review, etc. Similarly, reasonable production and distribution costs of informational materials to professional groups and associations, such as those listed above, are allowable if the materials primarily refer to the provider's operations or contain data on the number and types of patients served. Such materials should contribute to an understanding of the role and function of the facility as a provider of covered health care in the community.
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Costs of informational listings of providers in a telephone directory, including the "yellow pages," or in a directory of similar facilities in a given area are allowable if the listings are consistent with practices that are common and accepted in the industry.

Costs of advertising for any purpose not specified above or not excluded below may be allowable if they are related to patient care and are reasonable.

2l36.2
 Unallowable Advertising Costs.--

Costs of fund-raising, including advertising, promotional, or publicity costs incurred for such a purpose, are not allowable.

Costs of advertising of a general nature designed to invite physicians to utilize a provider's facilities in their capacity as independent practitioners are not allowable.  See section 2136.1 for allowability of professional contact costs and costs of advertising for the purpose of recruiting physicians as members of the provider's salaried staff.

Costs of advertising incurred in connection with the issuance of a provider's own stock, or the sale of stock held by the provider in another corporation, are considered as reductions in the proceeds from the sale and, therefore, are not allowable.

Costs of advertising to the general public which seeks to increase patient utilization of the provider's facilities are not allowable.  Situations may occur where advertising which appears to be in the nature of the provider's public relations activity is, in fact, an effort to attract more patients. An analysis by the intermediary of the advertising copy and its distribution may then be necessary to determine the specific objective. While it is the policy of the Health Care Financing Administration and other Federal agencies to promote the growth and expansion of needed provider facilities, general advertising to promote an increase in the patient utilization of services is not properly related to the care of patients.

2l38.
MEMBERSHIP COSTS--GENERAL

Providers customarily maintain memberships in a variety of organizations and consider the costs incurred as a result of these memberships to be ordinary provider operating costs.
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Some of those organizations promote objectives in the provider's field of health care activities.  Others have purposes or functions which bear little or no relationship to this activity. In order to determine for Medicare purposes the allowability of costs incurred as a result of membership in various organizations, memberships have been categorized into three basic groups: (1) professional, technical or business related; (2) civic; and (3) social, fraternal, and other.

2138.1
Professional, Technical, or Business Related Organizations.--The Medicare program classifies organizations in this category if their functions and purposes can be reasonably related to the development and operation of patient care facilities and programs, or the rendering of patient care services. Memberships in these organizations, while not restricted to providers, are generally comprised of provider, provider personnel, or others who are involved or interested in patient care activities.

Costs of memberships in such organizations are allowable for purposes of program reimbursement.  These costs include initiation fees, dues, special assessments, and subscriptions to professional, technical or business related periodicals.  (See §2139.3 regarding lobbying activities.)  Also included are costs related to meetings and conferences, such as meals, transportation, registration fees and other costs incidental to those functions, when the primary purpose of such meetings and conferences is the dissemination of information for the advancement of patient care or efficient operation of the facility.

2138.2
Civic Organizations.--These organizations function for the purpose of implementing civic objectives.  Reasonable costs of initiation fees, dues, special assessments, and subscriptions to periodicals of civic organizations are allowable.  (See §2139.3 regarding lobbying activities.)  Also allowable are those reasonable costs related to meetings and conferences, such as meals, transportation, registration fees, and other costs incidental to these functions when the primary purpose of such meetings and conferences is the promotion of civic objectives.

2138.3
Social, Fraternal, and Other Organizations.--Generally, these organizations concern themselves with activities unrelated to their members' professional or business activities.  Their objectives and functions cannot be considered reasonably related to the care of beneficiaries.  Consequently, provider costs incurred in connection with memberships in social, fraternal, and other organizations are not allowable.

2138.4
Reasonableness of Provider's Participation in Approved Membership Activities.--The program looks to comparable providers, as well as to the justification by the individual provider, in determining the reasonableness of the number of organizations in which the provider maintains memberships and the claimed costs of such memberships.
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2139.
POLITICAL AND LOBBYING ACTIVITIES


Provider political and lobbying activities are not related to the care of patients.  Therefore, costs incurred for such activities are unallowable.

2139.1
Provider Political Activities.--Costs of political activities are unallowable.  These activities include, but are not limited to, provider involvement with political parties, candidates/incumbents of political parties, and political action committees or similar committees or associations.  Likewise, contributions made directly to political parties or candidates or contributions made indirectly, e.g., through other individuals, committees, or associations, are unallowable.  (See §2139.3 regarding dues to trade or other organizations related to such organizations' lobbying or political activities.)

2139.2
Provider Lobbying Activities.--

A.
Lobbying Activities.--Lobbying is any activity whereby a directed effort is made to influence legislation.  Costs of lobbying activities are unallowable.  The policy applies whether the lobbying involves Medicare activities or activities unrelated to Medicare and whether the provider lobbies with its own employees or engages others, directly or indirectly, to lobby on its behalf.

Government agencies other than HCFA have developed specific policies regarding lobbying.  While other agencies may apply their policies and procedures differently or use different nomenclature than HCFA, e.g., in the case of the Internal Revenue Service (IRS), by means of nondeductible business expenses rather than unallowable costs, the general intent behind policies of those agencies and of HCFA is the same.  Costs of lobbying are costs in which the government does not participate.  HCFA does not intend providers to be subject to varying rules on lobbying costs among government agencies, resulting in nonuniform treatment of the costs and additional provider recordkeeping.  Therefore, if a non-HCFA agency, e.g., the IRS, has developed policies and procedures defining lobbying activities and addressing the costs, HCFA does not expect providers to follow different rules in determining Medicare payment.  Rather, providers subject to rules of non-HCFA agencies on lobbying can follow those rules in determining payment under Medicare to the extent such rules are in accordance with Medicare policy which disallows any costs of lobbying activities.


B.
Activities Which Are Not Lobbying.--Contacts by a provider with HCFA or other government agencies with which it has business dealings is not lobbying unless the contacts are determined to be directed toward influencing legislation.  For example, if a provider, group of providers, or provider trade organization comments on a HCFA proposal, that activity is not lobbying.  Or, if a provider disputes a point of Medicare policy or its application or has a suggestion regarding policy, contact with HCFA or an intermediary by the provider or an organization to discuss such issues is not lobbying.


2139.3  Organization Dues Related to Lobbying and Political Activities.--Trade or other organizations and associations often engage in lobbying and political activities as part of their activities.  Therefore, in accordance with the policy in §§2139.1 and 2139.2, the portion of an organization's dues or other payments related to these activities, including special assessments, is an unallowable cost.  

21-24.2
Rev. 387

03-08
COSTS RELATED TO PATIENT CARE
2140.2

For cost reporting periods beginning on or after January 1, 1996, this policy requires identification and disallowance of the portion of dues related to lobbying and political activities.  For prior periods, the policy does not require identification but requires disallowance of any identified portion.

The policy in §2139.2 permitting providers to follow the rules of other government agencies on lobbying activities in determining unallowable lobbying costs under Medicare applies also to dues.  In particular, for Federal income tax purposes, §13222 of the Omnibus Budget Reconciliation Act of 1993 generally requires tax-exempt organizations to report to their members the nondeductible portion of dues related to an organization's lobbying and political activities.  The reporting required under that provision satisfies Medicare's requirement for identification of the portion of an organization's dues related to lobbying and political activities.  If an organization is not required to report to its members for tax purposes, for Medicare purposes, the portion of dues for lobbying and political activities remains unallowable as if the organization were required to report.  In such cases, a provider will need to request the information from the organization in order to report for Medicare purposes only the portion not related to lobbying and political activities. 

In light of policy by CMS and other agencies requiring identification of the lobbying and political activities portion of an organization's dues, CMS believes it unlikely a provider will be unable to, or choose not to, identify such portion.  However, if a portion is not identified for Medicare payment purposes and the intermediary is aware of the organization's ongoing lobbying or political activities, all costs associated with the provider's dues to the organization are unallowable unless the provider can document the unallowable portion for lobbying and political activities.

This policy is not limited to dues incurred by a provider on its own behalf.  It applies also to dues a provider pays, as a business or fringe benefit expense, on behalf of its employees and officers in professional, trade, or other organizations to which they belong, e.g., associations of nurses, therapists, administrators, or accountants.  Only the portion of the dues not related to lobbying or political activities of the organizations is an allowable cost.

2140.
DEFERRED COMPENSATION

2140.1
Definition.--Deferred compensation is remuneration currently earned by an employee but which is not received until a subsequent period, usually after retirement. Accordingly, a deferred compensation plan defers the receipt of income beyond the year in which it is earned.  The type of deferred compensation plan considered herein is not considered a qualified plan under Internal Revenue Service requirements.  (See subchapter D, Internal Revenue Code of 1986, as amended, and regulations thereunder.)  Qualified deferred compensation plans that meet the definition of a defined benefit pension plan are treated under §2142ff.  Qualified deferred compensation plans that meet the definition of a qualified defined contribution deferred compensation plan are treated under §2141ff.
2140.2
Foreword.--Provider contributions for the benefit of employees under a deferred compensation plan are reimbursable when, and to the extent that, such costs are actually incurred by the provider.  Such costs are found to have been incurred only if the requirements of §2140ff. are met.  The requirements of this section are applicable not only to provider costs but also to direct patient care services furnished by hospital‑based physicians who receive their remuneration from the hospital.  (See §2140.5.) As a condition for provider reimbursement, deferred compensation plans must be funded.  Provider payments 
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under unfunded deferred compensation plans are considered an allowable cost only when actually paid to the participating employees, or their beneficiaries, and only to the extent considered reasonable.  Also, only where deferred compensation is funded is the deferred portion of the hospital-based physician's total compensation included in determining a Part B reasonable charge for the physician's services to patients.

2140.3
Formal Plan.--In order to establish a formal deferred compensation plan, the provider is required to adequately communicate the proposed plan to all eligible employees, enabling them to make an informed decision on whether to participate in the plan.  A formal plan is one that is provided for in a written agreement executed between the provider and the participating employees.  It is a permanent plan which: 

o
Prescribes the method for calculating all contributions to the fund established under the plan;


o
Is funded in accordance with the provisions of §2140.3B;


o
Provides for the protection of the plan's assets;


o
Designates the requirements for vested benefits;


o
Provides the basis for the computation of the amount of benefits to be paid; and 


o
Is expected to continue despite normal fluctuations in the provider's economic experience.


A.
Contributions.--Contributions to the plan may be made by the provider only, or by the provider and the employee.  The provider's contribution is established by the terms of the deferred compensation agreement and made for the sole benefit of participating employees.  An employee's contribution is generally a voluntary contribution to the fund established under the plan in addition to the provider's required contribution.  For example, an employee may agree to a division of his $15,000 salary so that $12,000 is received as immediate remuneration, $1,000 is designated as a voluntary employee contribution, and the provider also contributes $2,000 to the deferred compensation plan on behalf of the employee.  Of course, the employee's total compensation ($15,000 in the example) must be reasonable in relation to the services rendered by the employee to be allowable.  Also, contributions by a provider to a deferred compensation plan on behalf of an employee‑owner of a provider are considered to be a part of the owner's compensation and are subject to the test of reasonableness.  (See §902.3.)


B.
Funding of Deferred Compensation Plans.--

1.
Provider Reimbursement for Deferred Compensation Plans.--A funded plan is one in which contributions are systematically made as a specific provision of the plan to a funding agency for the purpose of meeting retirement benefits.  For Medicare purposes, a funding agency is a trustee, an insurance company, or a custodial bank account which provides for the accumulation of assets to be used for the payment of benefits under the deferred compensation plan.  Accordingly, both provider and employee contributions to the deferred compensation plan must be used either to purchase an insured plan with a commercial insurance company, to establish a custodial bank account, or to establish a trust fund administered by a trustee.  Past service costs are allowed in accordance with the provisions of §2142.5.
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Regardless of the funding mechanism utilized, all provider and employee contributions to the fund established under the deferred compensation plan and income therefrom must be used for the sole benefit of the participating employees.

a.
Commercial Insurance as a Funding Mechanism.--A provider's cost for a funded deferred compensation plan is recognized when there is an actual expenditure of funds by the provider to a commercial insurance company for the sole benefit of the participating employees.  (See §2140.4.)  There are various types of insurance policies which are recognized as a funding medium for deferred compensation plans.  However, the purchase of an ordinary life insurance contract is not a deferral of compensation and will not be recognized as a funding mechanism.  Ordinary life insurance contracts include whole life, straight life, and other permanent life insurance policies that provide life insurance protection for the life of an employee and some accumulation of cash value in return for regular premium payments.  Nor will such a contract be recognized even though it is convertible at the normal retirement date specified in the policy to an annuity payable over the remaining life of the employee, because this arrangement is essentially a variation of life insurance rather than deferred compensation.



(1)
Retirement Annuity Contract.--A retirement annuity contract (which insurance companies have given various names) is recognized as a funding medium for deferred compensation plans.  A retirement annuity contract generally provides for an accumulation of premiums and interest less expenses to a predetermined date, usually the annuitant's retirement age.  The amount accumulated is used to purchase a contract in which annuity payments are made to the retired employee or his survivor.



(2)
Retirement Income Policy.--A retirement income policy (which insurance companies have also given various names) is recognized as a funding medium for deferred compensation plans.  A retirement income policy usually combines the features of ordinary life and endowment policies.  Upon reaching a stipulated age (usually retirement age), the insured receives a pension for a period of years consisting of periodic payments varying in amount dependent upon the principal sum of insurance.  This contract provides, as a secondary feature, a designated amount of insurance protection during the lifetime of the insured.


(3)
Deferred Group Annuity Contract.--A deferred group annuity contract is also recognized as a funding medium for deferred compensation plans.  Under this plan, a paid‑up unit of annual income at normal retirement age is purchased for each employee at the end of each year of employment.  The unit purchased is expressed as a percentage of the earnings of the employee in that year.  For example, an employee who has worked 30 years for a provider under a 1 1/2 percent benefit plan receives an annual pension at retirement of 45 percent (i.e., 30 times 1 1/2 percent) of his/her average annual salary.

b.
Trust Fund as a Funding Mechanism.--When a provider establishes a trust fund for a deferred compensation plan, the trustee(s) are appointed by the executive board or a committee of the provider to protect the fund's assets and its distribution to the beneficiaries under the plan.  The trustee may be either a member of the provider's organization or a third party trustee.


c.
Custodial Bank Account as a Funding Mechanism.--Generally, a custodial bank account results from an administrative and custodial arrangement between a provider and a bank under which the provider transfers deferred compensation amounts to the bank.  As custodian of the deferred compensation funds, the bank is responsible for the safekeeping of the funds. A custodial 

Rev. 395
21‑25.2

2140.3 (Cont.)
COSTS RELATED TO PATIENT CARE
07-96

bank account may be an acceptable funding mechanism for deferred compensation plans provided that:  (1) all assets in the custodial account, including any annuity, endowment, and other insurance policies,  are registered and held in the name of the custodian until distributed to the participants pursuant to the terms of the deferred compensation agreements, and (2) the terms of the custodial contract specify that no part of the funds in the custodial account may be used for or diverted to purposes other than for the exclusive benefit of the participating employees or their beneficiaries as required by the deferred compensation agreement.

d.
Trustee and Custodial Fees.--Reasonable trustee or custodial fees paid by the provider are allowed as an administrative cost.  However, the cost of such fees is not allowed to the provider when the deferred compensation plan provides that they are paid out of the corpus or earnings of the fund.


C.
Plan's Assets.--



1.
Transactions.--All transactions involving the deferred compensation fund must be made under conditions comparable to arm's length transactions.  The provider cannot transfer, either by sale or exchange, its securities and other property to the deferred compensation fund at more than adequate consideration.  Likewise, a deferred compensation fund cannot sell its assets either to a provider or a third party at less than adequate consideration.  All assets accumulated by the plan must be distributed exclusively to the participating employees or their beneficiaries.

2.
Earnings.--The plan must specify that the interest, capital gains and losses, and dividends earned from the investment of the fund's assets will be added to or deducted, as applicable, from the corpus of the deferred compensation fund.  Actuarial gains and losses, which are adjustments need to reflect actual experience and to revise at intervals the actuarial assumptions to be used in the future, should be utilized in a rational and consistent manner to adjust a provider's cost for a deferred compensation plan.

3.
Loans Made from the Deferred Compensation Fund.--The deferred compensation fund may make a loan out of either corpus or income to a provider on the conditions that the fund receive adequate security and a reasonable rate of interest on the loan.  Adequate security means something of value in addition to, and supporting, a promise to pay, which is so pledged to the deferred compensation fund that it may be sold, subject to foreclosure, or otherwise disposed of in default of repayment of the loan.  It also requires that the asset pledged as security for the loan must not be subject to prior and/or superior liens of other creditors in an amount which would negate the value and liquidity of such security for the loan from the fund.  Therefore a provider's evidence of indebtedness, regardless of what the document is called, is, by itself, not security for a loan.  Interest paid by the provider on loan from the deferred compensation fund would be an allowable cost if the necessary and proper requisites were met. (See §§202.2 and 202.3.)  Whether a rate of interest is reasonable would be determined by comparing it with the rates that would be charged by a bank or other lending institution in the same community on a similar loan.  To be similar, the loans should be alike with respect to such factors as amount, duration, and security.

Since income earned on loans to the general fund of the deferred compensation fund is not income to the provider, it will not be offset against a provider's allowable interest expense.  (See §224.2.) However, before such loans are made, the reasons for such loans should be carefully  reviewed to assure that the 
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deferred compensation plan is not serving any purpose other than that for which it was intended; i.e., for the exclusive benefit of participating employees. In addition, a loan from the deferred compensation fund to a provider to meet a funding requirement (deferred compensation, pension, or depreciation) would not be deemed proper under this section.

D.
Vested Benefits.--The deferred compensation plan must specify the time and the manner in which the benefits are to become vested; e.g., after a predetermined number of years of employment, or after a specific age is attained, or some combination of the two. The schedule of benefits which accrue to an employee or his survivors upon the employee's retirement, termination of services because of disability, death, or other reasons, must be incorporated into the plan.

The immediate vesting of benefits is not required.  However, the deferred compensation plan must provide that vesting of provider contributions occur on or before the normal retirement age established by the provider and defined in the plan.

The unconditional vesting of benefits will not be required.  Unconditional vesting of benefits means that once a participant's benefits are vested in accordance with the normal vesting schedule, there are no conditions incorporated in the plan which would deprive the participant of such benefits. Accordingly, the forfeiture of an employee's benefits for cause (as defined in the deferred compensation plan) will be recognized provided that such forfeited amounts are used to reduce the provider's subsequent contributions to the deferred compensation plan.  However, employee contributions to the deferred compensation fund are always nonforfeitable.  If no subsequent provider contribution are to be made to the plan, then other provider costs must be offset to the extent of such forfeitures.

Employee benefits must become fully vested upon any of these occurrences: (a) the normal retirement age established by the provider, (b) termination of the deferred compensation plan, (c) complete discontinuance of contributions under the deferred compensation plan, (d) the termination of the provider's participation in the Medicare program, or (e) change of ownership of the provider where the successor provider is unwilling or unable to continue the deferred compensation plan or alters the existing plan in any way.  Should the provider decline to vest the provider contributions upon the occurrence of any of these events, then the funds must be used to reduce the provider's allowable costs.

Excess funds arising from the termination of a deferred compensation plan are to be recouped in the year of the plan termination (or the year in which the actuarial surplus is determined, if later) only against the cost center(s) in which the provider reported its deferred compensation plan contributions, usually administrative and general (A&G).  The recoupment of the excess funds is treated on the cost report in the same manner for both cost reimbursed providers and prospective payment providers, although the payment impact upon prospective payment providers is limited to cost reimbursed activities.  Excess funds exceeding the amount in the A&G (or other) cost center are not further offset in the current or subsequent years.  The date of the official notice to the provider that the terminated plan has generated an actuarial surplus, e.g., notice by the Pension Benefit Guaranty Corporation (PBGC), or similar entity, of the surplus amount, represents the year in which the actuarial surplus is determined.  The Medicare share of the reversion is based on the Medicare utilization rate in the year the reversion occurs (or the year the actuarial surplus is determined), and not Medicare's utilization in the years the 
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contributions to the plan were made.  Investment income earned on a fund after its termination but prior to liquidation of the fund's assets and distribution to the provider is offset against the provider's allowable interest expense, as provided in §202.2. 

E.
Benefits to be Paid.--If an employee terminates his participation in the deferred compensation plan before his rights are vested, the applicable nonvested funds cannot be applied to increase the benefits of the surviving participants, but must be applied to reduce the provider's subsequent contributions to the plan.  If subsequent provider contributions to the plan are not made, then provider costs will be reduced to the extent of such nonvested funds.  The plan may provide that a refund of a terminated employee's contributions include interest.  If an employee terminates his participation after his rights are vested, then the final payment to the employee will be made according to the terms of the plan.

2140.4
Requirements to Fund Plan.--A provider must make payment of its liability to the fund established for the deferred compensation plan in accordance with the provisions covering liquidation of liabilities established in §2305.  This section requires full liquidation of the liability within 1 year after the end of the cost reporting period in which the liability is incurred.  An extension, not to exceed 3 years beyond the end of the cost reporting period in which the liability was incurred, may be granted by the intermediary for good cause if the provider, within the 1-year time limit, furnishes to the intermediary sufficient written justification (based upon documented evidence) for non-payment of the liability.

Payment to the deferred compensation fund in excess of the provider's incurred liability is not includable in allowable costs, but may be carried forward and considered as payment against the liability of a future period.

Payment must be made by check or other negotiable instrument, cash, or legal transfer of assets such as stocks, bonds, real property, etc.  Where payment is made by check or other negotiable instrument, these forms of payment must be redeemed through an actual transfer of the provider's assets within the time limit specified in this section.  The valuation of stocks, bonds, real property, etc., transferred to the deferred compensation fund would be determined as of the date of transfer by the provider.

2140.5
Reimbursement of Hospital-Based Physician Patient Care Services.--Contracts or agreements between hospital-based physicians and hospitals involve a variety of arrangements under which the physician is compensated by the hospital for the full range of his services within the institution.  The allocation of the hospital-based physician's compensation (including any portion subject to deferment) between services benefiting the institution and direct patient care is subject to the review and approval of the hospital's intermediary and the Part B carrier.  (See §§2108.2C and 2108.2D.)  Medicare will not, however, accept an allocation which attributes the physician's deferred compensation entirely to one type of service and his current compensation to the other.  The amount deferred must be allocated in the same ratio that physician's total compensation is allocated between the two types of service.

Where the arrangement between the physician and provider results in the provider reimbursing the physician from its own funds, then a deferred compensation arrangement can occur which will be recognized by Medicare.  Recognition will require that all the provisions of §2140ff be met.
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Recognition of a deferred compensation arrangement does not mean that a provider  will incur a cost, which is allowable.  For example, payments to a fund for a physician's direct patient care services are not an allowable provider cost.  However, where the arrangement is recognized by the program, and the physician's compensation is determined to be reasonable in terms of the prudent buyer principles, then deferred compensation can be included in the physician's total compensation in determining his reasonable charge.  However, if the deferred compensation is not recognized because it fails to meet all provisions of §2140ff, e.g., it is not funded, then deferred compensation cannot be included in the physician's compensation in determining his reasonable charge.

The Medicare program will not recognize an arrangement between the physician and the provider in which the physician is reimbursed from patient charges, but the provider does the billing, as a deferred compensation arrangement.  For example, where the employment relationship between the provider and the provider-based physician is such that the provider is merely acting as the billing agent for the physician whose remuneration is derived from billing for his patient care services, the Medicare program will not recognize a deferred compensation plan for such remuneration.  In order to be recognized as a deferred compensation plan, the compensation costs must be initially borne by the provider, i.e., the funds must not be dependent upon patient billings.  As an example, if the hospital has agreed to pay a physician $30,000 for his services in the emergency room, the program would recognize a deferred compensation plan which defers a portion of the $30,000.  The difference in recognition is that in the first example, the hospital is merely the conduit for a physician's billings for patient care; whereas, in the second example, the hospital has to pay the physician $30,000 regardless of the number of patients he treats.

In all matters affecting provider-based physician reimbursement, close coordination between the provider, the intermediary and the Part B carrier is necessary.  The intermediary is responsible for insuring that the provider complies with the overall requirements of this section and for providing the carrier with data needed in determining reasonable charges.

2140.6
Guarantee Arrangements for Physician Emergency Room Services.--A provider may agree to guarantee a physician a specified amount of compensation for rendering emergency room services.  Under the guarantee, the provider makes up any difference between the amount guaranteed and the total amount of physician's charges to all patients for services actually rendered.  (See §2109.)  Only the amount the provider pays to satisfy the guarantee is recognized as a provider cost.

Deferred compensation arrangements which are included in such guarantee arrangements are recognized by Medicare when (1) the terms of both the guarantee arrangements and the deferred compensation plan establish the amounts to be included at the beginning of the provider's accounting period, (2) the amount of deferred compensation is included in the guaranteed amount, and (3) the provider contributes to the fund established under the deferred compensation plan from its own funds.

The amount of deferred compensation, which the program recognizes, however, is limited to the amount by which the guarantee, including deferred compensation, exceeds the total billed by the provider to all patients for the physician's patient care services. The amount recognized may not exceed the amount of deferred compensation specified in the agreement.  When the physician's charges to all patients equal or exceed the amount guaranteed by the provider, the 
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program does not recognize a deferred compensation payment because the funds are not provider generated.  (It is the physician's charges to all patients, not the collections, which measure the guarantee.)

The following example illustrates how the amount of deferred compensation the program recognizes under guarantee arrangements can be determined in the three situations presented.

Provider A has an arrangement with Dr. X guaranteeing him/her $25,000 per year for emergency room patient care services.  Under a deferred compensation agreement, up to $5,000 of the amount paid to meet the guarantee is considered deferred compensation.



Situation A
Situation B
Situation C
Guaranteed Amount
$25,000
$25,000
$25,000

Total Services Billed (by 

physician or by provider)
$20,000
$23,000
$30,000
Amount Recognized by Program 

as Deferred Compensation
$ 5,000
$ 2,000
--‑  

If the guarantee arrangements require the physician to render administrative services which are recognized as provider costs under Medicare, then the deferred compensation must be apportioned between Part A and Part B in the proportion that each bears to the total guarantee.

2141.
DEFINED CONTRIBUTION DEFERRED COMPENSATION PLANS
2141.1
Definition.--Defined contribution deferred compensation plans include profit sharing, stock bonus, and other such defined contribution deferred compensation plans that meet Internal Revenue Service (IRS) or Employee Retirement Income Security Act (ERISA) requirements as qualified plans and have been so approved by the IRS.  The plans provide for an individual account for each participant and for benefits based solely upon the amount contributed to the participant's account and any income, expenses, gains and losses, and any forfeitures of accounts of other participants which may be allocated to the participant's account.  These deferred compensation plans, as well as the non-qualified deferred compensation plans described in §§2140ff, provide for the deferral of remuneration currently earned by an employee until a subsequent period (usually after retirement).

2141.2
Foreword.--Provider contributions for the benefit of employees under a defined contribution deferred compensation plan are allowable when, and to the extent that, such costs are actually incurred by the provider.  Such costs may be found to have been incurred only if the requirements of this section are met.

2141.3
Formal Plan.--In order to establish a formal deferred compensation plan, the provider is required to adequately communicate the proposed plan to all eligible employees, enabling them to make an informed decision on whether to participate in the plan.  No provision of the plan may discriminate in favor of certain employees, e.g., employees who are stockholders, supervisors, or highly paid personnel.  A formal plan is one that is maintained by the provider and is provided for in a written agreement executed between the provider and the participating employees.  It is a permanent plan which:
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o
Prescribes the method for calculating all contributions to the fund established under the plan;


o
Is funded in accordance with the provisions of §2140.3B;


o
Provides for the protection of the plan's assets;


o
Designates the requirements for vested benefits;


o
Provides the methods and procedures for payment to the employee of the amount in the employee's account; and


o
Is expected to continue despite normal fluctuations in the provider's economic experience.


A.
Contributions.--The provisions of §2140.3A must be met.


B.
Funding of Deferred Compensation Plans.--The provisions of §2140.3B must be met.


C.
Plan's Assets.--



1.
Transactions.--The provisions of §2140.3.C.1 must be met.


2.
Individual Participant's Account.--The plan must provide for an individual account for each participant and for benefits based solely upon the amount contributed to the participant's account.  This includes any income, expenses, gains and losses, and any forfeitures of accounts of other participants which may be allocated to each participant's account.


3.
Loans Made From Deferred Compensation Fund.--The provisions of §2140.3.C.3 must be met.


D.
Vested Benefits.--The deferred compensation plan must specify the time and the manner in which the benefits are to become vested, e.g., after a predetermined number of years of employment, after a specific age is attained, or some combination of the two.  The benefits that accrue to an employee upon retirement, termination of services due to disability, or other reasons (or that accrue to the employee's survivor in case of death) must be incorporated into the plan.
The immediate vesting of benefits is not required.  However, the deferred compensation plan must provide that vesting of provider contributions occurs on or before the normal retirement age established by the provider and as defined in the plan.

The unconditional vesting of benefits is not required.  Unconditional vesting of benefits means that once a participant's benefits are vested in accordance with the normal vesting schedule, there are no conditions incorporated in the plan which deprives the participant of such benefits.

Employee benefits must become fully vested upon any of these occurrences:

o
The normal retirement age established by the provider;

o
Termination of the deferred compensation plan;
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o
Complete discontinuance of contributions under the deferred compensation plan; 

o
Termination of the provider's participation in the Medicare program; or 

o
Change of ownership of the provider when the successor provider is unwilling or unable to continue the deferred compensation plan or alters the existing plan in any way.

Excess funds arising from the termination of a deferred compensation plan are subject to the provisions of §2140.3.D.

2141.4
Requirements to Fund Plan.--The provisions of §2140.4 must be met.

2141.5
Reimbursement of Hospital‑Based Physician Patient Care Services.-- Contracts or agreements between hospital‑based physicians and hospitals involve a variety of arrangements under which the physician is compensated by the hospital for the full range of services within the institution.  The allocation of the hospital‑based physician's compensation (including any portion subject to deferment) between services benefiting the institution and direct patient care is subject to the review and approval of the hospital's intermediary.  Medicare does not accept an allocation, which attributes the physician's deferred compensation entirely to one type of service and the current compensation to the other.  The amount deferred must be allocated in the same ratio that physician's total compensation is allocated between the two types of service.

Arrangements between the physician and the provider in which the physician is compensated solely from patient charges, although the provider, serving merely as a billing agent, does the billing, cannot include a deferred compensation arrangement, which will be recognized by the program.  In order to be recognized as a deferred compensation plan, the compensation costs must be initially borne by the provider.

2141.6
Guarantee Arrangements for Physician Emergency Room Services.--The provisions of §2140.6 must be met.

2141.7
Effective Date.--The provisions of this section are effective for defined contribution deferred compensation plans established in cost reporting periods beginning on or after March 1, 1976.

2142.
DEFINED BENEFIT PENSION PLANS

2142.1
Definition.--A defined benefit pension plan is a type of deferred compensation plan, which is established and maintained by the employer primarily to provide systematically for the payment of definitely determinable benefits to its employees usually over a period of years, or for life, after retirement.  Such a plan may include disability, withdrawal, option for lump‑sum payment, or insurance or survivorship benefits incidental and directly related to the pension benefits.  Such benefits are generally measured by, and based on, such factors as age of employees, years of service, and compensation received by the employees.  A plan designed to provide benefits for employees or their beneficiaries to be paid upon retirement, or over a period of years after retirement shall be considered a defined benefit pension plan, if under the plan, either the benefits payable to the employee or the required contributions by the provider can be determined actuarially.
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2142.2
Methods of Providing Benefits.—A provider who desires to provide retirement benefits for its employees may do so in several different ways.  The provider may have an unfunded defined benefit pension plan and simply pay a pension directly to the employees, or their beneficiaries, i.e., without intervention of a trust.  The provider may have a funded defined benefit pension plan and purchase annuities, establish a pension fund or trust, or combine these funding options.

2142.3
Pension Fund.--A pension fund is the portion of the pension cost accumulated in the hands of an organization, individual, or trust to be used for the purpose of meeting retirement benefits when they become due.

In order for a plan to be considered funded for purposes of Medicare cost reimbursement, the liability to be funded must have been determined, and the provider must be obligated to make payments into the fund.  Funds existing at the discretion of the provider are not considered valid, and such plans are treated as “unfunded” deferred compensation plans, and therefore, payments are allowed only when paid to the employees, or their beneficiaries.  See §2140.2.

When the plan is represented by a fund, the corpus and income from the fund must not at any time be used other than for the exclusive benefit of the employees or their beneficiaries.  (See §2140.3C.)

The treatment of interest and loans on the deposits in the pension fund is covered in §228.

2142.4
Plan Requirements.--The plan must meet all the requirements of a deferred compensation plan. The implementation of procedures for the allowability of pension plan payments in §2142.6 below are effective with cost reporting periods beginning on or after September 1, 1981.

A.
Data Required.--The provider, without regard to its taxable or tax exempt status, must have available actuarial data containing at a minimum: the ERISA minimum and tax deductible maximum pension contribution specifying the normal cost, the actuarial accrued liability, the actuarial and market value of assets and the unfunded actuarial liability or surplus assets. If pension costs included in the cost report for a period differ from the amount of pension cost funded for that period, the provider must also have data available reconciling the difference.  This data should identify any excess funding from prior periods that is applied towards the funding of the current period’s pension cost.
B.
Formal Plan.--The plan must meet the requirements of §2140.3.  No provision of the plan may discriminate in favor of certain employees, such as employees who are officers, stockholders, supervisors, or highly paid personnel.

C.
Employee Benefits.--Employees' rights must be nonforfeitable after such time as they vest under the plan; that is, not contingent on continuance of employment or other factors.  (See §§2140.3D and E.)

2142.5
Pension Costs.--The current period liability for pension cost is the sum of the amortization payment towards the unfunded actuarial liability, determined in accordance with §2142.5A, and the unliquidated normal cost, determined in accordance with §2142.5B.  Provider payments of the current period liability for pension cost are allowable in the year accrued, provided the payment requirements in §2142.6 are met.

A. Actuarial Accrued Liability.--The actuarial accrued liability is that portion of pension costs, actuarially determined, that is not provided for by current and future normal costs.  The unfunded actuarial liability (also known as the “unfunded actuarial accrued liability”) is the excess (if any) of the actuarial accrued liability over the 
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actuarial value of plans assets.  The excess (if any) of the actuarial value of plan assets over the actuarial accrued liability are surplus assets.  Unfunded actuarial accrued liabilities must be amortized ratably over a minimum of 10 years, or such shorter period prescribed by ERISA for particular actuarial liability adjustments, subject to the payment requirements in §2142.6A.  If there are surplus assets, the amortization payment for current period is zero.
B.
Normal Costs.--Normal cost is that portion of pension costs, actuarially determined, which is allocated to the current year, exclusive of any payment toward the unfunded actuarial accrued liability.  The normal cost for the current period liability is limited to the portion of the normal cost not liquidated by surplus assets.
2142.6
Allowability of Payments.--

A.
Payment Requirements.—To be allowable, the provider must make payment of its current period liability for pension cost determined in accordance with §2142.5  to the fund established for the pension plan in accordance with the provisions covering liquidation of  current period liabilities established in §2305.  The instructions require full liquidation of the liability within 1 year after the end of the cost reporting period in which the liability is incurred.  An extension, not to exceed 3 years beyond the end of the cost reporting year in which the liability was incurred, may be granted by the intermediary for good cause if the provider, within the 1-year time limit, furnishes to the intermediary sufficient written justification (based upon documented evidence) for non-payment of the liability.

Payment must be made by check or other negotiable instrument, cash, or legal transfer of assets such as stocks, bonds, real property, etc.  Where payment is made by check or other negotiable instrument, these forms of payment must be redeemed through an actual transfer of the provider's assets within the time limits specified in §2305.  The valuation of stocks, bonds, real property, etc., transferred to the pension plan fund would be determined as of the date of transfer by the provider.

B.
Less Than Total Payments.--Where the payment made is less than the current liability for pension cost determined in accordance with §2142.5, the payment will be considered to be applied first to the normal cost, and any remainder to allowable unfunded actuarial accrued liability.  Any amounts paid toward the unfunded actuarial accrued liability will be considered as a proportional payment of the unfunded actuarial accrued liability and cannot be allocated to the unfunded actuarial accrued liability of any specific persons or any specific years.

C.
Excessive Payments.--Where the payment made is more than the lesser of the tax deductible maximum or the current period liability for pension cost determined in accordance with §2142.5, the excess may be carried forward and considered as payment against the liability to the fund of the future period.

D.
Payments to Surviving Spouse.--Payments made directly to the surviving spouse of an employee, and not out of a fund, will be recognized only if the payments are part of a plan approved by the Internal Revenue Service, and if the deceased employee had neither died nor retired before the effective date of the pension agreement.

E.
Reasonable Compensation.--The payments made by the provider together with all other compensation paid to the employee must be reasonable in amount.

2142.7
Treatment of Pension Cost on the Cost Report.--Pension costs are in the nature of general administrative costs and generally should be so treated on the cost report.
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2144.
FRINGE BENEFITS

2144.1
Definition.--Fringe benefits are amounts paid to, or on behalf of, an employee, in addition to direct salary or wages, and from which the employee, his/her dependent (as defined by IRS), or his/her beneficiary derives a personal benefit before or after the employee's retirement or death.  In order to be allowable, such amounts must be properly classified on the Medicare cost report, i.e., included in the costs of the cost center(s) in which the employee renders services to which the fringe benefit relates and, when applicable, have been reported to IRS for tax purposes.  Where claimed items are in dispute, the provisions of §115 of the Provider Reimbursement Manual, Part II, apply.

2144.2
Purpose.--Fringe benefits inure primarily to the benefit of the employee.  However, there may also be some intrinsic benefit to the provider, such as increasing employee work efficiency and productivity, reducing personnel turnover, or increasing employee morale.  It is necessary to recognize all costs which are properly classified as fringe benefits since the designation of a particular cost as a fringe benefit could affect the computation of items such as the value of services of nonpaid workers.  However, see §2102.3 for items not related to patient care (specifically, alcoholic beverages furnished as a fringe benefit).

2144.3
Requirements for Recognition of Fringe Benefits.--The costs of fringe benefits must be reasonable, as defined in §2102.1, and related to patient care, as defined in §2102.2.

2144.4
Fringe Benefits Includable as Provider's Cost.--Following are examples of fringe benefits:

o
Provider contributions to certain deferred compensation plans (see §2140ff);

o
Provider contributions to certain pension plans (see §2142ff);

o
Paid vacation (see §2146), paid holidays, sick leave (see §2144.8), all-inclusive paid days off (see §2144.9), voting leave, court or jury duty leave, all of which generally are included in employee earnings;

o
Provider-paid educational courses benefiting the employee's interest;

o
Provider's unrecovered cost of meals (see §2145) and room and board furnished employees for the employees' convenience;

o
Provider's unrecovered cost of medical services rendered to employees (see §332.1); and

o
Cost of health and life insurance premiums paid or incurred by the provider if the benefits of the policy inure to the employee or his/her beneficiary.
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2144.5
Fringe Benefits Includable in Determining Provider-Based Physician's Compensation.--Fringe benefits for the personal benefit of the provider-based physician are includable as part of his/her total compensation.  (See §2108.2.D.1.)

2144.6
Specific Costs Not Classified as Fringe Benefits.--Fringe benefits do not include items furnished to the employee for the convenience of the provider.  These include items which advance only the provider's interest, which may include the provider's cost of meals, payment of room and board, perquisites (uniforms and laundry), operating day care centers for the children of employees, and provider-paid educational courses.  Although these costs are not classified as fringe benefits, they may be included in a provider's allowable cost to the extent they are reasonable in amount as defined in §2102.1 and related to patient care as defined in §2102.2.

2144.7
Accounting for Fringe Benefits.--Some providers' accounting systems are not designed to currently accumulate on a departmentalized or cost center basis the various employee fringe benefits incurred by the provider.  Such providers may accumulate fringe benefits for all employees in one account during the cost reporting period, usually the administrative and general account.  If a provider does not charge the cost of fringe benefits directly to the department or cost center where the employee is assigned, then the cost reimbursement forms, which are used to determine Medicare reimbursement, provide the mechanism for the allocation of fringe benefits to the appropriate cost centers.

2144.8
Sick Leave.--

A.
Reasonable Costs.--The reasonable cost of sick leave taken (or payment in lieu of sick leave taken) by an employee of a provider is recognized as a fringe benefit and includable in allowable cost in the cost reporting period when paid.  If the sick leave is vested and funded, contributions to the fund are allowed under the applicable provisions of §2140ff (deferred compensation).  However, where the provider's sick pay plan grants employees the right to demand cash payment for unused sick leave at the end of each year, the pertinent accruals are includable in allowable costs, without funding, in the cost reporting period when earned.

B.
Conversion From Cash Method to Accrual Method for Sick Pay.--

1.
General.--When a provider changes its sick pay cost accounting from a cash method to an accrual method, the adjustments determined to be necessary solely because of such change must be taken into account in order to prevent costs from being duplicated or omitted in computing allowable costs for the cost reporting period in which the change is effected.

Allowable costs in the year of conversion include the accruable amount of costs for all sick pay earned and not paid as of the end of the year of conversion (either funded
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under the applicable provisions of §2140ff, or not funded when employee has the right to demand cash for unused sick leave at the end of the year), plus sick pay costs paid in the year of conversion that were earned in both the year of conversion and in prior periods under Medicare.  The accrual must be based on the sick pay policy as established by the provider.


As part of the conversion, an adjustment will be made to Medicare reimbursable costs in the year of conversion by subtracting the product of the amount of sick pay costs included in allowable costs in the first year the provider entered the Medicare program that applied to prior periods and the Medicare utilization in the year the provider entered the Medicare program.

2.
Example.--A cash basis calendar year provider entered the Medicare program on January 1, 1982, and files its first cost report for the period ended December 31, 1982.  The provider adopted the accrual method of accounting in accordance with regulations section 405.453(e), except for sick pay benefits.  However, in July and August 1982, the provider paid sick pay benefits in the amount of $50,000 that were earned and properly accruable in prior periods.  The provider included this amount in allowable costs for the year ended December 31, 1982.  Allowable costs were not adjusted to exclude this amount, and the provider continued to include sick pay in allowable costs when paid.

As of the end of 1983, the provider accrued sick pay costs in the amount of $100,000.  The provider also paid sick pay costs in the amount of $75,000 during 1983 that were earned in 1983 and in prior periods under Medicare.


a.
Accruable amount as of December 31, 1983, and

amounts paid in 1983 that were earned in both 1983

and in prior periods under Medicare
$175,000

b.
Amount paid or funded in 1982 that applied to

prior periods ($50,000 x 25% - percentage of

Medicare reimbursement to total allowable costs

for the period ended 12/31/82)
$12,500                  

3.
Notes to Example.--Item a. represents an element of allowable costs subject to apportionment to Medicare in the year of conversion.  Item b. represents an adjustment to Medicare reimbursement in the year of conversion and, therefore, should be separated between Part A and Part B costs and "included" (below the line on the settlement pages of the cost forms) with other Medicare reimbursement determined through apportionment.  The proportions of reimbursable provider Part A costs and reimbursable provider Part B costs to the sum of both in the first year the provider entered the Medicare program must be used as the basis to allocate between Part A and Part B, with Part B reimbursed at 80 percent.  This may be accomplished in the following manner:
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Part A =
Gross* Reimbursable Provider

Part A Costs                                          
X
Sick Pay Cost

Gross Reimbursable Provider

Adjustment

Costs (Part A and Part B)


Part B =
Gross* Reimbursable Provider

Part B Costs                                         
X
Sick Pay Cost X 80%

Gross Reimbursable Provider

Adjustment

Costs (Part A and Part B)

* "Gross" refers to reimbursable costs before inclusion of deductible and coinsurance.

2144.9
All-Inclusive Paid Days Off (P.D.O.).--


A.
Definition.--A formal plan under which all employees earn accrued vested leave -or payment in lieu of leave taken - for an unallocated combination of occasions such as illness, medical appointments, holidays, vacations, family bereavement, and taking care of a sick child, based on actual hours worked.  (Note: An approved P.D.O. replaces a provider's other vacation and sick pay plans.)


B.
Reimbursement.--The reasonable cost of P.D.O. is recognized as a fringe benefit and included in allowable costs.  The provisions contained in §2146.2ff relative to vacation costs are incorporated by reference herein and adapted to all-inclusive paid days off by substitution of "P.D.O." each place the term "vacation" appears.

2145.
Cost of Meals for Provider Personnel.--Any reasonable unrecovered cost of a provider's personnel meals is allowable when deemed a fringe benefit (see §2144.4E) related to patient care.  Also, any reasonable unrecovered cost of a provider's personnel meals when deemed solely for the provider's benefit and related to patient care is allowable under the principle in §2102.2.  An example of the latter is the cost of meals served to selected personnel who must remain on call to provide patient care on the provider's premises during mealtime and the cost of the meals is not deemed a fringe benefit.

Where a provider maintains multiple food services, e.g., a coffee shop or restaurant, in addition to a food service facility for provider personnel, and the additional food services are determined to be unnecessary for such personnel, the applicable unrecovered cost is unallowable.  Some conditions under which the additional food services may be determined as necessary are the following:

1.
The provider personnel food service facility (e.g., personnel cafeteria) has the capacity for serving all provider personnel meals;

2.
It would be economically feasible to extend the hours of the personnel food service facility to serve meals to provider personnel on another work shift;
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3.
The type of food services offered in the additional facility could be offered in the provider's personnel food service facility.

On the other hand, where additional food service facilities are determined to be necessary to provide personnel meals, the reasonable unrecovered cost of these meals is allowable when deemed to be a fringe benefit or deemed to be for the provider's benefit, as explained above.

2146.
VACATION COSTS

2146.1
Definition.--A vacation benefit is a right granted by an employer to an employee (a) to be absent from his job for a stipulated period of time without loss of pay, or (b) to be paid an additional salary in lieu of taking the vacation.  (See §2144.9 for all-inclusive paid-days-off plans.)
2146.2
Reimbursement for Costs of Vacation.--Vacation costs must meet all of the following conditions to be included in allowable costs:

A.
These costs must be included in the cost reporting period in which they are earned by the employee and must be computed from actual payroll records as related to each employee.

B.
Where the provider's vacation policy is consistent among all employees, the vacation must be taken - or, if the employee elects to be paid in lieu of taking a vacation, the payment must be made - within the period consistent with the vacation policy established by the provider.  Where the policy is not consistent among all employees, the vacation must be taken - or payment in lieu of vacation must be made - within 2 years after the close of the cost reporting period in which the vacation is accrued.

If payment is not made within the required period of time or in those instances where the vacation benefits accrued and included in allowable costs are forfeited by the employee for cause, the current year cost report must be adjusted.  However, the intermediary may require the provider to file an amended cost report if necessary under our policy for amended cost reports.  The time limitation in this section for payment as part of owners' compensation made for either vacation taken or for amounts in lieu of vacation taken supersedes the time limitation for payment specified in §906.4, Unpaid Compensation, of Chapter 9, Compensation of Owners.

C.
Amounts allowed for vacation benefits must be reasonable in themselves and, together with other compensation, result in reasonable compensation for services rendered.

Employer payroll taxes applicable to vacation, such as F.I.C.A., must not be accrued in the period when the vacation costs are accrued, but treated as a cost in the period when the vacation costs are paid.
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2146.3
Exception to the Requirement to Account for Vacation Costs on the Accrual Method.--Where a provider has been accounting for vacation costs on a cash basis and the intermediary determines that using such a method for vacation costs will yield results reasonably equivalent to the accrual method, a cash basis for vacation costs is allowed.

2146.4
Conversion from Cash Method to Accrual Method for Vacation.--

A.
General.--When a provider changes its vacation cost accounting from a cash method to an accrual method, the adjustments determined to be necessary solely because of such change must be taken into account in order to prevent costs from being duplicated or omitted in computing allowable costs for the cost reporting period in which the change is effected.

Allowable costs in the year of conversion will include the accruable amount of vacation costs for all vacation earned and not paid as of the end of the year of conversion plus vacation costs paid in the year of conversion that were earned in both the year of conversion and in prior periods under Medicare.  The accrual must be based on the vacation policy as established by the provider.  No accrual will be allowed where an employee forfeited a vacation under the provider's vacation policy and for which the provider did not incur a liability.  Moreover, in any event, the vacation accrual in the year of conversion must be limited to those vacations consistent with §2146.2B above.

As part of the conversion, an adjustment will be made to Medicare reimbursable costs in the year of conversion by subtracting the product of the amount of vacation costs included in allowable costs in the first year the provider entered the Medicare program that applied to prior periods and the Medicare utilization in the year the provider entered the Medicare program.

B.
Example.--A cash basis calendar year provider entered the Medicare program on January 1, 1967, and filed its first cost report for the period ended December 31, 1967. The provider adopted the accrual method of accounting in accordance with Regulations section 405.453(e) except for vacation benefits.  However, in July and August 1967, the provider paid vacation benefits in the amount of $50,000 that were earned and properly accruable in prior periods.  The provider included this amount in allowable costs for the year ended December 31, 1967.  Allowable costs were not adjusted to exclude this amount, and the provider continued to include vacations in allowable costs when paid.

As of the end of 1970, the provider accrues vacation costs in the amount of $100,000.  The provider also paid vacation costs in the amount of $75,000 during 1970 that were earned in 1970 and in prior periods under Medicare.

1.
Accruable amount as of December 31, 1970, and

amounts paid in 1970 that were earned in both

1970 and in prior periods under Medicare
$175,000
21-32.2
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2.
Amount paid in l967 that applied to prior periods ($50,000 x 25% - percentage

of Medicare reimbursement to total allowable costs for the period ended l2/3l/67) $l2,500

C.
Notes to Examples.--Item l represents an element of allowable costs subject to apportionment to Medicare in the year of conversion.

Item 2 represents an adjustment to Medicare reimbursement in the year of conversion and, therefore, should be separated between Part A and Part B costs and included (below the line on the settlement pages of the cost forms) with other Medicare reimbursement determined through apportionment.  The proportions of reimbursable provider Part A costs and reimbursable provider Part B costs to the sum of both in the first year the provider entered the Medicare program must be used as the basis to allocate between Part A and Part B, with Part B reimbursed at 80 percent.  This may be accomplished in the following manner:

Part A = Gross* Reimbursable Provider

 Part A Costs                        

x

Vacation Cost

Gross Reimbursable Provider


Adjustment

 Costs (Part A and Part B)

Part B = Gross* Reimbursable Provider

 Part B Costs                        

x

Vacation Cost   x   80%

 Gross Reimbursable Provider


Adjustment

 Costs (Part A and Part B)

*"Gross" refers to reimbursable costs before exclusion of deductible and coinsurance.
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2l47.
BILINGUAL SERVICES

The costs incurred for bilingual services are allowable provider costs to the extent that the costs are reasonable both as to amount and in relationship to the extent of need for the services.  They include, but are not limited to, the costs of translators for communication between the provider and patients, printed provider informational material distributed to patients, and special personnel recruitment efforts designed to recruit bilingual employees.  For purposes of Medicare reimbursement, the term bilingual includes the ability to communicate with the deaf through sign language.  Providers are encouraged to make bilingual services available to patients wherever the services are necessary to adequately serve a multilingual patient population.
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2l48.
REIMBURSEMENT FOR PHYSICIANS' SERVICES RENDERED IN A TEACHING HOSPITAL BY PHYSICIANS ON THE HOSPITAL STAFF AND REIMBURSEMENT FOR SERVICES RENDERED IN A TEACHING HOSPITAL BY THE FACULTY OF A MEDICAL SCHOOL OR ORGANIZATION RELATED THERETO--GENERAL

Where the hospital exercises the election provided for in §2l48.5, direct medical and surgical services, including supervision of interns and residents in the care of individual patients, rendered to Medicare patients in a teaching hospital by physicians on the hospital staff will be reimbursed as a  provider service on a reasonable cost basis; and reasonable costs of direct medical and surgical services, including supervision of interns and residents in the care of individual patients, rendered to Medicare patients in a teaching hospital by physicians on the faculty of a medical school or organization related thereto may be reimbursed to the hospital by the program.  These services are covered under Part A of the program when rendered to inpatients (unless Part A coverage has expired or is not available; in such case the inpatient could be covered under Part B of the program) and are covered under Part B of the program when rendered to outpatients.

Reasonable costs incurred by a medical school or organization related thereto in rendering other than direct medical and surgical services to Medicare patients in the hospital may be reimbursed to the hospital by the program .  Reimbursement could also be made to a fund (see §2420) for physicians' volunteer direct medical and surgical services, including supervision of interns and residents in the care of individual patients, rendered on a regularly scheduled basis in a teaching hospital.

2l48.l
 Reasonable Cost of Direct Medical And Surgical Services Rendered by Physicians on the Hospital Staff in the Care of Individual Patients (Including Supervision of Interns and Residents Rendering Such Services).--Reasonable costs incurred by a teaching hospital in compensating physicians for direct medical and surgical services to patients, including supervision of interns and residents in the care of individual patients, are reimbursable by the program to the hospital.  Such costs are not subject to cost finding as described in Chapter 23.  Rather, these costs are separately accumulated and apportioned in accordance with the Aggregate Per Diem Method of apportionment.  (See §22l8.)  For purposes of this section, reasonable costs are defined as the direct salary paid to such physicians plus applicable fringe benefits.  Other allowable costs incurred by the provider related to the services described in this section are reimbursable subject to the requirements pertaining to all other provider services, including cost finding.

2l48.2
 Reasonable Costs Incurred by a Teaching Hospital for the Services Rendered by a Medical School or Related Organization in the Hospital.--

A.
Direct Medical and Surgical Services (Including Supervision of Interns and Residents in the Care of Individual Patients).--Reasonable costs incurred by a teaching hospital for direct medical and surgical services rendered by a medical school (or an organization related to the medical school) in the hospital are reimbursable to the hospital  by  the  program,  provided  that  such  costs  would  be reimbursable if incurred
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directly by the hospital rather than under such arrangement.  In situations where the medical school (or organization related to the medical school) and the hospital are related by common ownership or control in accordance with Chapter l0, the costs of such services are allowable costs to the hospital under the provisions of that chapter and the reimbursable costs to the hospital are determined under the provisions of this section in the same manner as the costs incurred for physicians on the hospital staff and without regard to payments made to the medical school by the hospital.  For purposes of the preceding sentence, the allowable costs to the medical school or organization related thereto is defined as the physicians' direct salaries, applicable fringe benefits, employer's portion of FICA taxes, Federal and State unemployment taxes, and workmen's compensation.  Such costs are subject to substantiation by the hospital with appropriate documentation showing that these costs are related to the rendition of patient care services in the hospital.

The Medicare program will recognize additional costs only if necessary and directly related to the rendition of the services; however, in the following situations, any costs incurred by the medical school that would represent duplications of costs incurred by the hospital, would not be recognized by the program, i.e., where:  (l) the hospital maintains a medical library; (2) the hospital has its own administrative structure; and (3) the hospital maintains physician office space and clerical support.  Such costs are also subject to substantiation by the hospital and/or medical school or organization related thereto. The costs of the physicians' direct salaries plus applicable fringe benefits are not subject to cost finding as required by Chapter 23.  Rather, these costs are separately accumulated and apportioned in accordance with the Aggregate Per Diem Method as described in §2218.  Allowable costs other than direct salaries and applicable fringe benefits are subject to the cost finding and apportionment methods required for all provider services (excluding physicians' direct medical and surgical services rendered to patients).

Where the medical school and the hospital are not related organizations, (see Chapter l0), and the hospital makes payment to the medical school for the costs of direct medical and surgical services rendered to all patients in the hospital by the medical school or organization related thereto, reimbursement will be made by the health insurance program to the hospital for the reasonable costs incurred by the hospital for its payments to the medical school for services to Medicare patients.  Costs incurred under such an arrangement must be allocated to the full range of services provided to the hospital by physicians of the medical school on the same basis as provided for under §2l48.4 and costs of physicians' direct salaries plus applicable fringe benefits so allocated to direct medical and surgical services to hospital patients must be apportioned to Medicare patients in accordance with §2204.  Allowable costs other than direct salaries and applicable fringe benefits are subject to the cost finding and apportionment methods required for all provider services.
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Where the medical school and the hospital are not related organizations (see Chapter l0) and the hospital makes payment to the medical school for the costs of direct medical and surgical services rendered only to Medicare patients, the allowable costs to the medical school may not exceed l05 percent of the sum of physicians' direct salaries, applicable fringe benefits, employer's portion of FICA taxes, Federal and State unemployment taxes, and workmen's compensation paid by the medical school or organization related thereto. Such allowable medical school costs must be allocated to the full range of services rendered by the physicians of the medical school or organization related thereto as provided in §2l48.4 and all the costs defined in this paragraph so allocated to direct medical and surgical services to hospital patients must be apportioned to program beneficiaries as provided in §2204.  Such costs are reimbursable only where (l) there is a written agreement between the hospital and the medical school or organization related thereto specifying the types and extent of services to be furnished by the medical school and specifying that the hospital must pay the medical school at least an amount equal to the reasonable costs (as defined in this paragraph) of providing such services to Medicare patients, (2) such costs are paid to the medical school by the hospital no later than the date on which the cost report covering the period in which the services were rendered is due, and (3) payment for such services furnished under such arrangement would be made by the program to the hospital had such services been furnished directly by the hospital.

B.
Reasonable Costs of Other Than Direct Medical and Surgical Services.-​Reasonable costs incurred by a medical school (or organization related thereto) in rendering other than direct medical and surgical services in the hospital will be reimbursed by the program to the hospital in the same manner as in paragraph A above except that where the medical school (or organization related thereto) incurs costs for these services rendered to both Medicare and non-Medicare patients, these costs are subject to the cost finding and apportionment methods for all provider services (excepting physicians' direct medical and surgical services rendered to patients).  Where the medical school (or organization related thereto) incurs costs for these services rendered only to Medicare patients, then the costs are not subject to cost finding and must not be included in the hospital's total allowable costs.  Nevertheless, Medicare's portion must be determined on the basis of the Medicare ratio(s) used in the apportionment of all other provider costs (excepting physician's direct medical and surgical services rendered to patients) applied to the allowable costs incurred by the medical school (or organization related thereto) for the services rendered to all patients in the hospital.  An example of these services is supervisory laboratory services rendered by a member of the medical school faculty.
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2l48.3
 "Salary Equivalent" Payments for Direct Medical and Surgical Services in the Care of Individual Patients (Including Supervision of Interns and Residents Rendering Such Care) by Physicians on the Voluntary Staff of the Hospital (or Medical School or Organization Related Thereto).--Payments will be made to a fund for direct medical and surgical services rendered on a regularly scheduled basis to Medicare patients by physicians on the unpaid voluntary medical staff of the hospital (or medical school or organization related thereto under arrangement with the hospital) provided that the conditions outlined in §2420 are met.  Such payments represent compensation for contributed medical staff time which, if not contributed, would have to be obtained through employed staff on a reimbursable basis.  Payments for volunteer services are determined by applying to the regularly scheduled contributed time an hourly rate not to exceed the equivalent of the average direct salary (exclusive of fringe benefits) paid to all full-time salaried physicians (other than interns and residents) on the hospital staff, or where the number of full-time salaried physicians is minimal in absolute terms or in relation to the number of physicians on the voluntary staff, to physicians at like institutions in the area.  This "salary equivalent" is a single hourly rate, covering all physicians regardless of specialty, and is applied to the actual regularly scheduled time contributed by the physicians in rendering direct medical and surgical services to Medicare patients including supervision of interns and residents rendering such care.  The amount applicable to program beneficiaries and payable to a fund will be determined in accordance with the Aggregate Per Diem Method (see §2218).  (See §2420E on the use of benefits by a fund.)

A physician who receives any compensation from the hospital, or a medical school related to the hospital by common ownership or control, for direct medical and surgical services rendered to any patient in the hospital will not be considered an unpaid voluntary physician for purposes of this paragraph.  Where, however, a physician receives compensation from the hospital or related medical school (or organization related thereto) only for services which are other than direct medical and surgical  services, a salary equivalent payment for his regularly scheduled direct medical and surgical services to Medicare patients of the hospital may be imputed but such amount for volunteer services when added to his actual compensation from the hospital and the related medical school (or organization related thereto) may not exceed the amount that would have been imputed if all of his hospital and medical school services (compensated and volunteer) had been volunteer services or at the rate of $30,000 per year, whichever is less.

The following examples assume that the average salary equivalent hourly rate is equal to the hourly rate for the individual physician's compensated services:

EXAMPLE l:
 Dr. Jones receives $3,000 a year from Hospital X for services other than direct medical and surgical services to all patients, e.g.,
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utilization review, administrative services, etc. Dr. Jones also voluntarily rendered direct medical and surgical services to Medicare patients. The imputed value of the volunteer services amount to $l0,000 for the cost reporting period.  The full imputed value of Dr. Jones' volunteer direct medical and surgical services would be allowed since the total amount of the imputed value ($l0,000) and the compensated services ($3,000) does not exceed $30,000.


EXAMPLE 2:
Dr. Smith received $25,000 from Hospital X for services as a department head in a teaching hospital.  Dr. Smith also voluntarily rendered direct medical and surgical services to Medicare patients.  The imputed value of the volunteer services amounted to $l0,000.  Only $5,000 of the imputed value of volunteer services would be allowed since the total amount of the imputed value ($l0,000) and the compensated services ($25,000) exceeds the $30,000 maximum amount allowable for all his services.


COMPUTATION
Maximum amount allowable for all services performed

by Dr. Smth for purposes of this computation 


$30,000


Less compensation received from Hospital X for

other than direct medical and surgical services

to individual patients





$25,000
Allowable amount of imputed value for the volunteer

services rendered by Dr. Smith




$ 5,000


EXAMPLE 3:
 Dr. Brown is not compensated by Hospital X for any services rendered in the hospital.  Dr. Brown voluntarily rendered direct medical and surgical services to Medicare patients for a period for six months and the imputed value of these services amounted to $20,000. The allowable amount of the imputed value for volunteer services rendered by Dr. Brown would be limited to $l5,000 (6 months   = 50% x $30,000).


   l2 months


The amount of the imputed value for volunteer services applicable to Medicare patients and payable to a fund will be determined in accordance with the Aggregate Per Diem Method described in § 2204.

2l48.4
 Allocation of Compensation Paid to Physicians in a Teaching Hospital.--In determining reasonable cost under this section, the compensation paid by a teaching hospital, to physicians in a teaching hospital must be allocated to the full range of services implicit in the physicians' compensation arrangements and for which they are not otherwise compensated.  (However, see § 2l48.3 for the computation of the
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"salary equivalent" payments for volunteer services rendered to patients.)  Such allocation must be made and must be capable of substantiation on the basis for the proportion of each physician's time spent in rendering each type of service to such hospital and/or medical school or organization related thereto.


2l48.5
 Election to Receive Medicare Reimbursement on A Reasonable Cost Basis.-For cost reporting periods beginning after June 30, l973, and before July l, l976, a teaching hospital may elect to receive reimbursement on a reasonable cost basis for the direct medical and surgical services of its physicians in lieu of any payment on the basis of reasonable charges which might otherwise be payable for such services.  A hospital may make this election to receive cost reimbursement only where all physicians who render services in the hospital which are covered under the Medicare program agree in writing not to bill charges for such services (or where all the physicians are employees of the hospital and as a condition of employment they are precluded from billing for such services).


A.
Current or Future Periods.--Where the election to receive cost reimbursement is for a current or future period, each physician who provides services to Medicare beneficiaries must agree in writing (except where the employment restriction discussed above exists) not to bill charges for services provided to Medicare beneficiaries. However, where each physician agrees in writing to abide by all the rules and regulations of the medical staff or the hospital (and, as appropriate, the fund), such an agreement will suffice if the agreement is required as a condition f staff privileges, and the rules and regulations of the hospital or fund clearly preclude physician billing for the services for which cost benefits are payable.  A copy of the rules or regulations or a copy of the standard agreement used by the hospital or fund should be furnished to the fiscal intermediary, and the signed agreements must be maintained on file by the provider and are subject to periodic review by the intermediary.  The intermediary must advise the carrier, where a hospital elects cost reimbursement for physicians' services, and supply the carrier with a list of all physicians who provide services in the facility. These actions must be completed before any cost payments under this provision may be made.


B.
Past Periods.--Where an election to receive cost reimbursement for physicians' services is made for a past period, it is not necessary to obtain the signed agreements discussed above.  However, the cost payment made by the intermediary will be reduced by an amount equal to the aggregate reasonable charges applicable to any services reimbursed by the carrier during the period in question.  Since the period for filing claims for reasonable charge reimbursement differs somewhat from the period for filing hospital cost reports, the hospital (or the fund, as appropriate) is required to agree to further adjust if Part B claims are received and paid by the carrier subsequent to the time for which cost payments are made.
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2l50.
HOME OFFICE COSTS--CHAIN OPERATIONS

A chain organization consists of a group of two or more health care facilities which are owned, leased, or through any other device, controlled by one organization.  Chain organizations include, but are not limited to, chains operated by proprietary organizations and chains operated by various religious, charitable, and governmental organizations.  A chain organization may also include business organizations which are engaged in other activities not directly related to health care.  (See §§l002.2 and l002.3 for definitions of common ownership and control.)

Home offices of chain organizations vary greatly in size, number of locations, staff, mode of operations, and services furnished to the facilities in the chain.  The home office of a chain is not a provider in itself; therefore, its costs may not be directly reimbursed by the program.  The relationship of the home office to the Medicare program is that of a related organization to participating providers.  Home offices usually furnish central management and administrative services such as centralized accounting, purchasing, personnel services, management direction and control, and other services.  To the extent the home office furnishes services related to patient care to a provider, the reasonable costs of such services are includable in the provider's cost report and are reimbursable as part of the provider's costs.  Where the home office of the chain provides no services related to patient care, neither the costs nor the equity capital of the home office may be recognized in determining the allowable costs of the providers in the chain.

Very often the home office of a chain organization charges the providers in the chain a management fee for the services the home office furnishes.  Management fees charged between related organizations are not allowable costs, except where §l0l0 is applicable, and such fees must be deleted from the provider's cost report.  However, where management fees between related organizations are disallowed, the home office's reasonable costs for providing the services related to patient care are includable as allowable costs of the provider.  The instructions for preparation of a home office cost statement containing schedules for the determination of home office costs and equity capital, and their allocation, are set forth in §2l53.

Section 2l50 is not applicable to franchise fees (see §2135ff), management fees or fees for other services paid by a provider where there is no common ownership or control between the provider and the franchisor or other service organization, or where the exception to the related organization principle applies (see §l0l0).

2l50.l
General Limitation on Allowability of Costs.--Where a provider is furnished services, facilities, or supplies from an organization related to it by common ownership or control, the costs allowed are subject to the provisions of chapter l0.  Thus, allowable cost is limited to the lower of (l) allowable costs properly allocated to the provider, except as indicated in §l0l0, or (2) the price for comparable services, facilities, or supplies that could be purchased elsewhere, taking account of the benefits of effective purchasing that would accrue to each member provider because of aggregate purchasing on a chainwide basis.
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2l50.2
 Determination of Allowable Costs.--

A.
General.--Home office costs directly related to those services performed for individual providers which relate to patient care, plus an appropriate share of indirect costs (overhead, rent, administrative salaries, etc.) are allowable to the extent they are reasonable (see §2l02.l).  Home office costs that are not otherwise allowable costs when incurred directly by the provider cannot be allowable as home office costs to be allocated to providers.  For example, certain advertising costs (see §2l36.2), some franchise taxes and other similar taxes (see §2l22.4), costs of noncompetition agreements (see §2l05.l), certain life insurance premiums (see §2l30), certain membership costs (see §§2l38.3 and 2l38.4) or those costs related to nonmedical enterprises are not considered allowable home office costs.  In addition, where an owner of the provider, as defined in chapter 9, received compensation for services provided by the home office, the compensation is allowable only to the extent that it is related to patient care (see §902.2) and to the extent that it is reasonable (see §902.3).

B.
Organization, Start-Up, and Other Corporate Costs.--

l.
Organization Costs.--The organization costs of a home office (except those referred to below) are considered allowable costs under the Medicare program and must be amortized in accordance with the provisions in §2l34ff.  Section 2l34.lB describes costs which are not considered allowable organization costs.  In addition, reorganization costs (see §2l34.l0) and stockholder servicing costs (see §2134.9) are not allowable organization costs.  These unallowable organization costs are excluded from the computation of the home office equity capital.

2.
Start-Up Costs.--Start-up costs of a home office are considered allowable costs under the Medicare program and must be amortized in accordance with the provisions of §2l32ff.

3.
Costs of Corporate Acquisitions.--Costs related to the acquisition of the capital stock of a provider, whether or not such facilities are participating or subsequently will participate in the Medicare program, are not allowable (see §2l34.ll). Additionally, costs connected with the transfer of assets to a chain are not allowable as organization costs but instead must be capitalized as part of the cost of the asset (see §l04.l0).

C.
Interest on Loans Between Home Office and Components of Chain.--Where the home office makes a loan to, or borrows money from, one of the components of the chain, the interest paid is generally not an allowable cost and the interest income earned from such a loan is not used to reduce allowable interest expense.  (See §2l8 for the general rule and §§218.2 and 220 for exceptions to the general rule.)
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D.
Interest on Loans From Unrelated Sources.--Interest expense (see §200ff) is allowable to the extent that the proceeds of the related loan, mortgage, bond issue, etc., are used either to acquire assets for use in patient care activities (capital related) or to provide funds for operations related to patient care (noncapital related).  The interest expense must be reduced by investment income as defined in §202.2.  For the allocation of interest expense and investment income, refer to §2150.3.E.  Where proceeds of a loan, mortgage, bond issue, etc., are used to acquire stock ownership (as opposed to assets and liabilities) of additional facilities, the interest expense is not allowable.

E.
Home Office Planning Costs.--This policy is effective for all cost reporting periods beginning on or after June 1, 1976.

1.
Expanding, Rebuilding, or Relocating Existing Providers.--When a home office incurs planning costs as described in §§2154.1 and 2154.2 to purchase or construct a new facility, to expand, rebuild, or relocate a provider which is a member of a chain organization, such costs are allowable when:

a.
They are reasonable and prudent as defined in §2103;

b.
They have been included in the historical cost of the completed facility;

c.
The facility has been certified to participate in the Medicare program; and

d.
The facility has been approved under §1122 of the Social Security Act. (See §2422ff.)

Any planning costs incurred to purchase land become part of the historical cost of the land and are not included in the historical cost of the depreciable assets of the completed facility.  If a home office incurs planning costs for both land and a facility, and such costs cannot be specifically identified with either the land or facility, the planning costs must be allocated between the land and facility based on the cost of each to the total cost.

If a home office abandons plans, the abandoned planning costs are treated as provided for in §2154.4.  Any allowable abandonment costs must be directly allocated to the appropriate provider.

2.
Expansion of the Chain Operation.--

a.
Allowable.--If a home office incurs planning costs to construct a new facility or to purchase an existing facility (excluding land) to expand a chain organization and not to expand an existing provider, such costs are recognized when the requirements enumerated in subsection 1. above are met.

b.
Nonallowable.--If a home office abandons plans described in a. above, the costs of the abandoned plans are considered an investment loss and are not allowable. Also, where plans involving the acquisition of land are abandoned, the costs of such plans are not allowable.

Rev. 315
21-35

2150.2 (Cont.)
COSTS RELATED TO PATIENT CARE
12-84

F.
Malpractice and Comprehensive General Liability, Unemployment and Workers' Compensation Insurance Coupled with Second Injury Coverage.--Payments by a home office of a chain for its providers, or individually by members of a chain to an independent fiduciary for malpractice and comprehensive general liability insurance coverage, as well as unemployment and workers' compensation, coupled with second injury coverage, will be recognized if made to a fund established in accordance with the requirements in §2162ff.

2150.3  Allocation of Home Office Costs to Components in Chain.--

A.
Procedure.--Starting with its total costs, including those costs paid on behalf of providers (or other components in the chain), the home office must delete all costs which are not allowable in accordance with program instructions.  The remaining costs (total allowable costs) will then be identified as capital-related costs and noncapital-related costs and allocated as stated below to all the components--both providers and nonproviders--in the chain which received services from the home office.

Where the home office incurs costs for activities not related to patient care in the chain's participating providers, the allocation bases used must provide for the appropriate allocation of costs such as rent, administrative salaries, organization costs, and other general overhead costs which are attributable to nonpatient care activities, as well as to patient care activities.  All activities and functions in the home office must bear their allocable share of home office overhead and general administrative costs.

B.
Costs Directly Allocable to Components.--The initial step in the allocation process is the direct assignment of costs to the chain components.  Allowable costs incurred for the benefit of, or directly attributable to, a specific provider or nonprovider activity must be allocated directly to the chain entity for which they were incurred.  For example, where such costs are paid by the home office, interest expense is allocated to the facility for which the loan was made; salaries are allocated to the facility to whose employees they apply; etc.  Home offices may simplify the allocation of costs to the chain components in the cost finding process by transferring the costs which are directly allocable to the components through the intercompany accounts.  The transfers should be made at the time the costs are incurred.

C.
Costs Allocable on a Functional Basis.--The allowable home office costs that have not been directly assigned to specific chain components must be allocated among the providers (and any nonprovider activities in which the home office may be engaged) on a basis designed to equitably allocate the costs over the chain components or activities receiving the benefits of the costs. This allocation must be made in a manner reasonably related to the services received by the entities in the chain.  Chain home offices may provide certain centralized services, such as central payroll or central purchasing, to the chain components.  Where practical and the amounts are material, these costs must be allocated on a functional basis.  For example, costs of a central payroll operation could be allocated to the chain components based on the number of checks issued; the costs of a central purchasing function could be allocated based on purchases made or requisitions handled.  Any residual allowable home office costs remaining after a functional cost allocation has been completed must be included as pooled costs and allocated as described in subsection D. below.  The functions, or cost centers used to allocate home office costs,
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and the unit bases used to allocate the costs, including those for the pooled costs described in subsection D., must be used consistently from one home office accounting period to another.

However, if the home office wishes to change its allocation bases and believes the change will result in more appropriate and more accurate allocations, the home office must make a written request, with its justification, to the intermediary responsible for auditing the home office cost for approval of the change no later than 120 days after the beginning of the home office accounting period to which the change is to apply.

The intermediary's approval of a home office request will be furnished to the home office in writing.  Where the intermediary approves the home office request, the change must be applied to the accounting period for which the request was made, and to all subsequent home office accounting periods unless the intermediary approves a subsequent request for change by the home office.  The effective date of the change will be the beginning of the accounting period for which the request was made.

D.
Pooled Costs in Home Office.--In each home office there will be a residual amount, or "pool," of costs incurred for general management or administrative services which cannot be allocated on a functional basis.  For home office accounting periods beginning before November 1, 1976, these costs may be allocated to the components in the chain on the basis of beds, bed days, or other basis, provided the basis used equitably allocate such costs.  Revenues are not generally appropriate for distributing these costs. Where the home office cannot determine its costs by functions and allocate them on a functional basis, the home office must allocate its costs as one cost center of pooled costs.

1.
For home office accounting periods beginning on or after November 1, 1976, but beginning before January 1, 1983, the pooled costs of the home office must be allocated to the chain components in accordance with the following:

a.
Where the chain consists solely of health care facilities, the pooled costs must be allocated to the components based on either inpatient days or total costs. If inpatient days are used, each facility would share in the pooled costs in the same proportion that its inpatient days bear to the total inpatient days of all the facilities in the chain.  The basis of inpatient days can be used only if the entire chain consists solely of inpatient health care facilities.  If the chain consists of both inpatient and noninpatient type of facility, total costs must be used as the basis of allocation.  If total costs are used, each facility would share in the pooled costs in the same proportion that its total costs (excluding home office costs) bear to the total costs of all facilities in the chain. Total costs are costs before Medicare adjustments are made.

b.
Where the chain consists of health care facilities and organizations carrying on other types of activities, such as pharmacies, construction companies, etc., the pooled costs may be allocated to the health care facilities and nonhealth care organizations on an appropriate basis, depending upon the organization of the chain.  The
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intermediary would be responsible for reviewing and approving the basis used.  After this initial allocation, the pooled costs allocated to the health care facilities must then be allocated to each separate facility as set forth in a. above.

2.
For home office accounting periods beginning on or after January 1, 1983:

a.
Pooled home office costs must be allocated on the basis of inpatient days, provided the entire chain consists solely of comparable inpatient health care facilities (e.g., the entire chain is composed solely of short term inpatient hospitals). Where this situation exists, each facility in the chain would share in the pooled costs in the same proportion that its total inpatient days bears to the total inpatient days of all the facilities in the chain.

b.
Pooled home office costs must be allocated to chain components on the basis of total costs if the chain is composed of either unlike health care facilities (e.g., a combination of short-term hospitals, long-term hospitals, and home health agencies) or a combination of health care facilities and nonhealth care facilities (i.e., facilities engaged in activities other than the provision of health care).  Under this basis, all chain components will share in the pooled home office costs in the same proportion that the total costs of each component (excluding home office costs) bear to the total costs of all components in the chain.  Total costs are costs before Medicare adjustments are made.

Where a chain consists of health care facilities and organizations carrying on other types of activities, pooled costs can be initially allocated to the health care facilities and nonhealth care facilities on an appropriate basis depending upon the organization of the chain, subject to intermediary approval as explained in the following paragraph.  After this initial allocation has been performed, the pooled costs allocated to the health care facilities must then be distributed to these chain components in accordance with the requirements of paragraphs a. or b. above, as appropriate.

If evidence indicates that the use of a more sophisticated allocation basis would provide a more precise allocation of pooled home office costs to the chain components, such basis can be used in lieu of allocating on the basis of either inpatient days or total costs. However, intermediary approval must be obtained before any substitute basis can be used. The home office must make a written request with its justification to the intermediary responsible for auditing the home office cost for approval of the change no later than 120 days after the beginning of the home office accounting period to which the change is to apply.

The intermediary's approval of a home office request will be furnished to the home office in writing.  Where the intermediary approves the home office request, the change must be applied to the accounting period for which the request was made, and to all subsequent home office accounting periods, unless the intermediary approves a subsequent request for change by the home office.  The effective date of the change will be the beginning of the accounting period for which the request was made.

E.
Allocation of Interest Expense and Investment Income of Chain Operations.--Interest expense incurred by the home office must be appropriately assigned and/or allocated in accordance with subsections 2150.3.A-D.  As required in §2150.3.A., interest expense must be separately identified between capital-related and noncapital-related.
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Similarly, all home office investment income which is subject to offset (see §202.2) against allowable interest expense must be appropriately assigned and/or allocated in accordance with the methodology of subsections 2150.3.A-C, and separately identified between capital-related and noncapital-related.  Any investment income which cannot be allocated in accordance with subsections A-C must be allocated in the same proportion that the total capital related or noncapital related interest expense of each component bears to the total interest expense of all components in the chain.  The net amount of capital-related interest expense and investment income (whether positive or negative) so determined, at the home office level for each chain provider, must be appropriately included with that chain provider's costs as described in F. below.  Also, the net amount of noncapital-related interest expense and investment income (whether positive or negative) so determined at the home office level, for each chain provider, must be appropriately included with that chain provider's costs as described in F., below.


F.
Inclusion in Provider Costs.--Home office costs directly allocated to the chain providers should be included in each appropriate account in the provider's trial balance and then allocated through the provider's cost-finding process.  The provider's share of the home office's allowable costs is included in the provider's adjusted trial balance with the provider's own allowable costs.  This amount, like other costs, must be allocated between

patient care and nonpatient care activities.


The provider's share of the net amount of home office capital-related interest expense and investment income is subject to offset by the provider's own capital-related investment income and included with the provider's capital-related costs.  If the provider's share is a negative amount, it should be added to the provider's capital-related investment income and the combined amount used to reduce the provider's capital-related interest expense.

The provider's share of the net amount of home office noncapital-related interest expense and investment income is subject to offset by the provider's own noncapital-related investment income and included with the provider's Administrative and General costs.  If the provider's share is a negative amount, it should be added to the provider's noncapital-related investment income and the combined amount used to reduce the provider's noncapital-related interest expense.

Although the share of the home office costs allocated to each provider may thereby become allowable costs under the program, the allowed costs of providers in a chain should not exceed the cost allowed for similar institutions not so affiliated.  Thus, the costs of a chain provider (including any allowable home office costs) are not recognized or allowed to the extent they are found to be out of line with similar institutions in the same area.  (See §2102ff.)

G.
Interperiod Allocation of Home Office Costs.--When the home office accounting period differs from the cost reporting period of a chain provider, the allowable home office costs of the provider for the period covered by the home office cost statement should be included in the provider's cost report as indicated above and then allocated through the cost-finding process.  An amount of allowable home office costs and equity capital for the provider for the portion of its reporting year not covered by the home office statement will be tentatively projected at a rate not in excess of the previous year's home office costs and equity capital as set forth in the applicable home office cost statement.
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Example:

The home office has an accounting year ending August 31, 1974.  For that year, home office costs of $120,000 were allocated to Provider A and $84,000 to Provider B.  Provider A's reporting year ends on December 31; Provider B's reporting year ends on March 31.

Of the $120,000 costs allocated to Provider A, $40,000 applies to its reporting year ended 12/31/73, covering the period from 9/1/73 to 12/31/73; and $80,000 applies to its reporting year ending 12/31/74, covering the period from 1/1/74 to 8/31/74.  Therefore, in its cost report for the year ending 12/31/74, Provider A may include home office costs of $40,000 projected for the period 9/1/74 to 12/31/74, which is not covered by the home office cost statement ($10,000 per month x 4 months).

Of the $84,000 allocated to Provider B, $49,000 applies to its reporting year ending 3/31/74, covering the period from 9/1/73 to 3/31/74; and $35,000 applies to its reporting year ending 3/31/75, covering the period from 4/1/74 to 8/31/74.  Therefore, in its cost report for the year ending 3/31/75, Provider B may include home office costs of $49,000 projected for the period 9/1/74 to 3/31/75, which is not covered by the home office cost statement ($7,000 per month x 7 months).

A similar procedure would be followed for projecting an amount of home office equity capital.  Then, the following year, when actual costs and equity capital are determined, the projected amounts will be adjusted to agree with the actual amounts, and appropriate adjustments made to the provider's reimbursement.
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