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the most recently available cost reports.  It then assigns a weighting factor to compare median 
costs within each APC group to all APC groups.  CMS standardizes the median cost by adjusting 
for variations in labor costs across geographic areas.  Weights are converted to payment rates 
using a conversion factor that takes into account group weights, the volume of services for each 
group and an expenditure target specified in law.  Additional payments in the form of outlier 
adjustments for extraordinarily high cost services are available under OPPS.8  CMS annually 
updates payment groups, relative weights, wage indices and other adjustments.  
 
As part of the conforming amendments in BBA § 4523(d), Congress specified that Medicare-
covered partial hospitalization services furnished by community mental health centers (CMHCs) 
as well as certain other Medicare-covered outpatient services that had been previously paid on a 
reasonable cost basis would be paid under OPPS.9  Under OPPS, partial hospitalization services 
are paid on a per diem basis and this per diem amount equals the national median cost of 
providing partial hospitalization services.10  Further, “the per diem amount represents the cost of 
an average day of partial hospitalization because the data used to calculate the per diem were 
derived from all the partial hospitalization data and includes the most and the least intensive 
days.”11   
 
The Medicare regulations governing reasonable cost reimbursement in 42 C.F.R. Part 413 
specify certain cost reporting and recordkeeping requirements for providers participating in the 
Medicare program.12  In particular, 42 C.F.R. § 413.24(c) (2009)13 requires that “data be accurate 
and in sufficient detail to accomplish the purposes for which it is intended.”14  Similarly, CMS’ 
implementing manual guidance in the Provider Reimbursement Manual, (CMS Pub. No. 15-1 
(PRM 15-1) requires that:  “Cost information as developed by the provider must be current, 
accurate and in sufficient detail to support payments made for services rendered to 
beneficiaries.”15  In cases where a provider fails to meet these recordkeeping requirements, 42 
C.F.R. § 413.20(e) specifies:   
 

If an intermediary determines that a provider does not maintain or 
no longer maintains adequate records for the determination of 
reasonable cost under the Medicare program, payments to such 
providers will be suspended until the intermediary is assured that 
adequate records are maintained. 

 
Additional recordkeeping requirements are located in the Medicare regulations located in 42 
C.F.R. Part 412, Subpart C entitled “Conditions for Payment Under the Prospective Payment 
Systems for Inpatient Operating Costs and Inpatient Capital-Related Costs.”  As specified in 42 
C.F.R. § 412.1(b)(3) Subpart C sets forth certain conditions that must be met for a hospital to 
receive payment under the inpatient prospective payment systems for operating and capital-

                                                 
8  42 C.F.R. § 419.43(d). 
9 See also 65 Fed. Reg. 18434, 18437, 18444 (Apr. 7, 2000); 42 C.F.R. § 419.21(c). 
10 65 Fed. Reg. at 18453. 
11 Id. at 18455. 
12 See, e.g., 42 C.F.R. §§ 413.20 and 413.24. 
13 All citations to the C.F.R. are from the October 1, 2009 edition unless otherwise specified. 
14 42 C.F.R. §413.24(c). 
15 CMS Pub.15-1 §2304.1. 






















