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ISSUE STATEMENT

Whether the Medicare Contractor’s methodology allocating Park Associates pooled home
office costs improperly denied reimbursement to the Providers?*

DECISION

After considering the Medicare law and regulations, the parties’ contentions, and the
evidence submitted, the Provider Reimbursement Review Board (“Board”) finds that the
Medicare Contractor properly allocated pooled home office costs to the Providers for
fiscal year ending December 31, 1998 (“FY 1998”).

INTRODUCTION

Located in East Aurora, New York, Park Associates, Inc. (“Park Associates™) is a “home
office” providing clinical and financial services to 118 nursing facilities (13 New York, 15
Indiana, 32 Illinois and 58 Texas nursing facilities) during portions of its cost reporting
period ending December 31, 1998. This appeal involves eleven of these nursing facilities
as delineated in the Schedule of Providers at Appendix A (collectively referred to as the
“Providers”).?

On February 6, 1998, Park Associates sold 89 of its nursing facilities including all of the
Ilinois nursing facilities and all but one Texas nursing facility to an unrelated third party.®
The Medicare contractor® designated for the Indiana, lllinois and Texas nursing facilities
was Wisconsin Physicians Service (“WPS”).> The Medicare contractor designated for the
New York nursing facilities was National Government Services (“NGS”).® The Board
will refer to WPS and NGS collectively as the “Medicare Contractor.”

Park Associates and the Medicare Contractor disagreed about how to allocate pooled costs
of the home office between the sold nursing facilities and those that remained with Park
Associates. The Medicare Contractor calculated facility-specific allocations for those
nursing facilities that were sold and these allocations were generally lower than those
calculated for the “non-sold” nursing facilities. This difference resulted in a reduced
reimbursement for the Providers (i.e., eleven nursing facilities participating in this
appeal).’

The Providers timely appealed their Notices of Program Reimbursement (“NPR”) and met
the jurisdictional requirements for a hearing. The Board conducted a live hearing on May

! Hearing Transcript (“Tr.”) at 5-6.

2 Only eleven of Park Associates’ nursing facilities remain in the subject appeal after the Board issued
jurisdictional decisions. See Appendix A for the Schedule of Providers.

3 Tr. at 35, 121. The majority of the testimony suggests that the New York and Indiana nursing facilities only
remained part of Park Associates. However, one Texas facility did in fact remain part of Park Associates.

4 The term “Medicare contractor” includes fiscal intermediaries and Medicare administrative contractors.

5 Formerly Mutual of Omaha.

8 Formerly Empire Medical Services.

" Medicare Contractor’s Post Hearing Memorandum at 3.
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1, 2015. The Providers were represented by Joseph F. Widmer, of The Park Associates,
Inc. The Medicare Contractor was represented by Arthur E. Peabody, Jr., Esq., of the
Blue Cross and Blue Shield Association.

STATEMENT OF FACTS

Park Associates filed its Home Office Cost Statement (“HOCS”) in a paper format,
splitting its pooled administrative costs into two separate six month periods and using a
combination of actual and imputed days to allocate the segmented pooled costs when
reporting the amounts on Schedule G.2 Park then used these allocations from the “as-
filed” paper HOCS to complete the cost reports filed by all 118 of its sold and remaining
nursing facilities for cost reimbursement determinations. Park Associates made the
decision not to use the electronic cost statement software because the sold nursing
facilities received home office services for only approximately six months of the fiscal
year. ®

Park Associates contends that the Medicare Contractor erred in using the same number of
patient days as reported on Schedule G, when entering these patient days into the standard
CMS-approved electronic HOCS software which automatically allocated the home office
costs based on the proportion of inpatient days for each nursing facility to the total
inpatient days of all of the nursing facilities in the chain.’® Because the inpatient days
were not the actual incurred days for each of the affiliated nursing facilities, but a
combination of six-months weighted days for the Texas and Illinois nursing facilities and
twelve months of actual incurred days for the New York and Indiana nursing facilities, !
the methodology generally allocated lower home office costs to the “non-sold” nursing
facilities which resulted in reimbursement reductions for the remaining nursing facilities
participating in this appeal.?

Park Associates claims that, by dividing the year into two 6 month periods and using
“imputed” days for the sold nursing facilities for the first six month period, patient days
for the closed nursing facilities were more accurately and equitably allocated between the
sold and the remaining owned nursing facilities.* This method, Park Associates argues,
results in a more accurate allocation of costs since home office services for the sold
nursing facilities did not cease on February 6, 1998, the day of the sale. Park Associates
notes that the home office had to finalize general ledgers and close-out cost reports so
there was no substantial change in the home office services provided to the sold nursing
facilities for the first six months of 1998.14

8 Tr. at 13-15, 41-50, 91-97; Providers’ Post Hearing Brief at 5.

®Tr. at 12, 15.

10 Medicare Contractor’s Post Hearing Memorandum at 7-8; Tr. 90. See also Medicare Contractor Exhibit
1-9.

11 Providers’ Post-Hearing Brief, at 5.

12 Medicare Contractor’s Post Hearing Memorandum at 3.

13 Providers’ Post Hearing Brief at 8.

141d. at 5.
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The Medicare Contractor defends its methodology, maintaining that it simply used the
data that Park Associates reported on Schedule G to determine the allocation of the pooled
costs and using the electronic cost statement software as required by federal regulations.
The Medicare Contractor argues that, if Park Associates had a more accurate and
sophisticated methodology, CMS manual guidance in the Provider Reimbursement
Manual, CMS Pub. 15-1 (“PRM 15-17), § 2150.3(D)(2)(b) would have allowed Park
Associates to use its alternate methodology only if it could demonstrate that its
methodology would provide: (1) a more precise allocation of pooled home office costs;
and (2) it had sought written permission from the Medicare Contractor no later than 120
days after the beginning of the home office accounting period to which the change is to
apply.® In the alternative, Park Associates could have requested that its cost reports be
reopened to recalculate the number of patient days after the fiscal year had ended.*®
However, it did not do so.

DISCUSSION, FINDINGS OF FACT, AND CONCLUSIONS OF LAW

CMS guidance at PRM 15-1 § 2150.3(D)(2)(a) requires that pooled home office costs be
allocated on the basis of inpatient days when the entire chain consists solely of
comparable inpatient health care facilities. Notwithstanding, § 2150.3(D)(2)(b) permits
the use of a more precise allocation method for pooled home office costs if the affected
provider(s) seek “the approval of the Medicare Contractor no later than 120 days after the
beginning of the home office accounting period.”*’

Park Associates believes that its recommended allocation using split cost and split
imputed/weighted days is a more sophisticated, accurate methodology to allocate the
pooled costs. However, the Board finds no clear and convincing evidence in the record to
adequately support this assertion and no evidence that Park Associates ever sought and
was in any manner granted approval to use a non - standard allocation basis.*®

Although the Board does not dispute that Park Associates faced unusual circumstances
with the sale of 89 of its 118 nursing facilities, the burden of proof still falls on Park
Associates to submit evidence to indicate that the use of its recommended split allocation
method would result in a more sophisticated and precise allocation of pooled home office
costs to the chain components.'® The Board finds that Park Associates failed to present
sufficient clear and convincing evidence at the hearing or in the record that its allocation
method is more accurate or equitable. In fact, the record is void with respect to how costs
were split and, at the hearing, the Medicare Contractor made the uncontroverted assertion
that it had yet to obtain “documentation to support the split of costs between the first six
months and the second six months of the year.”?°

15 Tr. at 100-101.

16 1d. at 102.

17 See Medicare Contractor Exhibit 1-17.
18 Tt at 89.

19 PRM 15-1 § 2150.3(D)(2)(b).

20 Tr, at 68, 101, 108.
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The Board notes Park Associates’ concern that cost reports for the sold nursing facilities
were not adjusted to reflect the increase in their share of the home office costs resulting
from the revised HOCS allocations. However, the Board points out that the sold Providers
could have requested reopening of their individual cost reports in order to have the home
office cost allocation revised, but they failed to do s0.?* Had those nursing facilities
requested reopening, the additional costs allocated to those nursing facilities on the
finalized HOCS could have been included on their terminating cost reports.

Finally, Park Associates requests that the Board instruct the Medicare Contractor to
disregard the reported imputed days and direct the Medicare Contractor to use actually
incurred patient days to allocate the pooled costs.?? During the hearing, the Medicare
Contractor discussed the audit of the days reported on the Park Associates” HOCS and
noted that Park Associates, itself, had requested that imputed days be used for the Texas
and Illinois nursing facilities to more accurately reflect what they considered additional
costs to those nursing facilities. The record further shows the Medicare Contractor
accepted Park Associates’ reported days including the imputed days for the sold nursing
facilities in order to reflect additional costs after the sale.? Accordingly, the Board
cannot find that the Medicare Contractor’s decision to accept reported imputed days was
an abuse of discretion or that the Medicare Contractor’s decision should be reversed.

DECISION
After considering the Medicare law and regulations, the parties’ contentions, and the
evidence submitted, the Board finds that the Medicare Contractor properly allocated

pooled home office costs to the Providers in the subject appeal.

BOARD MEMBERS PARTICIPATING:

Michael W. Harty
Clayton J. Nix, Esq.

L. Sue Andersen, Esqg.
Charlotte F. Benson, CPA
Jack Ahern, M.B.A.

FOR THE BOARD:

/s/
Michael W. Harty
Chairman

DATE: January 11, 2017

2L Tr. at 74-76.
22 providers’ Post Hearing Brief at 9.
2 Tr. at 105-106.
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APPENDIX A
LI1ST OF PROVIDERS
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