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2600.
PRINCIPLE

For cost reporting periods beginning after December 31, 1973, reimbursement to providers for services to Medicare beneficiaries will be based upon the lower of the reasonable cost of providing those services or the customary charges for the same services.  However, in the case of hospital Part A services, this provision will not apply to cost reporting periods beginning on or after October 1, 1982, for any hospital that is subject to the rate of increase ceiling under section 1886(b) of the Social Security Act.  The lower cost or charges provision also will not apply with respect to hospital Part A services furnished by a hospital that is subject to the prospective payment system, pursuant to section 1886(d) of the Act for cost reporting periods beginning on or after October 1, 1983.  (Providers entitled to recapture previously disallowed costs will continue to be able to do so during this time.)

Payments to providers will be based on the interim rate which approximates reasonable cost as nearly as practicable, but cannot exceed 100 percent of the customary charges for the same services.  (See §2406.)

This principle will be applicable to services rendered by providers other than those public providers (see§2604.2) that render services free of charge or at a nominal charge.  When such public providers render services to beneficiaries, they will be paid full reasonable cost for those services.  (See §2616.)

The lower of cost or charges principle does not apply to SNF-type services furnished in a swing-bed hospital (see §2230.3A).  This principle also does not apply to SNF services furnished to inpatients of a distinct part SNF which is part of a qualified small, rural hospital complex that has elected the optional reimbursement method.  (See §2230.5)

2602.
APPLICATION

Application of the lower of reasonable cost or customary charges provision requires that a comparison be made between the total reasonable cost and the total customary charges of the items or services furnished Medicare beneficiar​ies.  In comparing charges and cost, all customary charge for items and services and the reasonable cost of such items and services will be aggregated without regard to whether the related provider services are reimbursable under Part A or Part B of title XVIII.  (See §2610.)

In a cost reporting period where a provider's aggregate customary charges are less than its aggregate reasonable cost, payment to that provider will be based on its charges.  However, under certain circumstances, a provider may carry forward its unreimbursed reasonable cost for reimbursement in a subsequent cost reporting period.  Amounts carried forward may be reimbursed in the next two succeeding period.  Amounts carried forward may be reimbursed in the next two succeeding periods, but only to the extent total customary charges exceed total reasonable cost in each subsequent period.  (See §2614.)

2604.
DEFINITIONS (Also see §2402.)

2604.2
Public Providers.--A public provider means any provider owned by a Federal, State, county, city, or other local government agency or instrumentality.  This definition includes facilities owned jointly by two or more Government entities but does not include facilities owned jointly by Government and private organizations.
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2604.3
Customary Charges.--Customary charges are those uniform charges listed in a provider's established charge schedule which is in effect and applied consistently to most patients and recognized for program reimbursement.  Where a provider does not have an established charge schedule in effect and applied to most patients, the determined "customary charges" are the most frequent or typical charges imposed uniformly for given items or services.  However, in either case, in order to be considered customary charges, they must actually be imposed uniformly on most patients and actually be collected from a substantial percentage of "patients liable for payment on a charge basis."  Such charges must also be recognized for program reimbursement.

A.
Imposed Uniformly on Most Patients.--To be considered "customary" for Medicare reimbursement, a provider's charges for like services must be imposed on most patients regardless of the type of patient treated or the party responsible for payment of such services.
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B.
Collected from a Substantial Percentage of "Patients Liable for Payment on a Charge Basis".--This percentage is computed by dividing the total number of "patients liable for payment on a charge basis" into the number of patients within this category from whom uniform charges were collected or deemed to have been collected:

Number of "Patient Liable



Total "Patients Liable

for Payment on a Change


÷
for Payment on a Charge

Basis" Paying Uniform Charges



Basis"

For purposes of computing this percentage, the magnitude of the denomination (total "patients liable for payment on a charge basis") is irrelevant so long as it is at least one (l).  It is the intent of the law that the Medicare program shall reimburse no more than a private payment patient would be asked to pay, even if there is only one "patient liable for payment on a charge basis."  If there are no "patients liable for payment on a charge basis"  (denominator is zero (0)) in a cost reporting period and the provider's customary charge cannot be determined through other means, e.g., prior cost reporting periods, then the lower of costs or charges principle will not be applied to this period.

The intermediary will determine whether the percentage computed is "substantial" based on the facts and circumstances in each case.

Charges not actually imposed are not to be used to determine Medicare reimbursement. Therefore, where deemed necessary by the intermediary, an analysis of collections is to be prepared by the provider and reviewed by the inter​mediary to determine the acceptability of the provider's charges for Medicare reimbursement purposes.  Such an analysis shall include, but is not limited to, the following:

l.
Collections from "Patients Liable for Payment on a Charge Basis".-Where patients are covered by private health insurance plans and the provider imposes its uniform charges and accepts full payment of those charges on behalf of such patients from the plan or agent, the charges are considered to be the same as though they were imposed on and collected directly from the individual patients. However, where a provider contracts with a plan or agent to accept payment on a flat rate, a percentage of charges, or on a cost basis in lieu of full charges, the patient is no longer considered "liable for payment on a charge basis".  Patients liable for payment on a charge basis", therefore, are those individuals not otherwise (a) eligible for coverage under titles V, XVIII, or XIX of the Social Security Act or local welfare programs, (b) represented by a plan or agent under contract or agreement to make payment directly to the provider on a basis other than full charges, or (c) represented by a plan or agent under contract or agreement whereby the plan or agent rather than the patient is liable for payment.
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2.
Stratification of Collections from "Patients Liable for Payment on a Charge Basis.--The provider's accounts receivable record should indicate the party responsible for payment and similar classification should be identifiable within those records.  The provider should segregate and analyze the changes to those individuals "liable for payment on a charge basis" as described in l above.  The analysis should identify the patients, the charges, amounts collected, bad debts, etc.

3.
Bad Debts and Indigency Allowances of "Patients Liable for Payment on a Charge Basis.--Where bad debts and/or indigency allowances constitute the provider's reason for not collecting the charges imposed from its established charge schedule, reasonable collection efforts must be made by the provider, within the criteria set forth in §§3l0 and 3l2,  these charges to be considered "customary charges."  (Public providers, see § 2606.2E.)

2604.4
Nominal Charges.--A public provider's charges are considered nominal where the aggregate customary charges (see § 2604.3) are less than one-half of the reasonable cost of services or items represented by such charges.  Nominal charges are charges which are usually token in nature and not intended to be full reimbursement for the items or services furnished.


Determination and Comparison of

Customary Charges and Reasonable Cost
2606.
DETERMINATION OF CUSTOMARY CHARGES FOR COMPARISON WITH REASONABLE COST (see § 2604.3.)

Each provider and subprovider must separately make a determination of its customary charges; for example, when a hospital and its distinct-part SNF are both participating providers, each must make such a determination of customary charges for its own operation.

Where a provider imposes its charges uniformly and actually collects its charges from a substantial percentage of "patients liable for payment on a charge basis", the provider's charges, whether from an established schedule or its most frequent or typical charge, are considered to be its customary charges.  These should be compared to reasonable cost, as provided for in § 26l2, to determine the amount of Medicare reimbursement.

However, where a provider does not actually impose its charges uniformly or fails to make a reasonable effort to collect its charges from a substantial percentage of "patients liable for payment on a charge basis" (see § 2604.3B), the provider's charges, whether from an established schedule or its most frequent or typical charges, are not considered to
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be customary.  Instead, those charges must be adjusted as directed in § 2606.2 in determining customary charges for Medicare reimbursement purposes.

2606.1
Treatment of Providers Which do no Satisfy the Customary Charge Provisions of §2604.3.--Where a provider fails to meet the criteria set forth in § 2604.3 regarding the consistent application of its charges and collections, the provider's charges, regardless of how determined, are not considered to be customary.  Those inconsistent charges a provider bills the program for services rendered to beneficiaries are not considered customary and should be adjusted.

A.
In order to convert these charges billed to program beneficiaries to customary charges for comparison with reasonable cost, the following formula will be applied.  The statistics for this formula, applicable to each cost reporting period, should be gathered by the provider and verified by the intermediary.
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Formula for Determination of Customary Charges

For Comparison with Reasonable Cost
Total Amount actually Collected from

and Bad Debts Attributable to "Patients

Total Charges

Liable for payment on a Charge basis"
Customary Charges for

for Services
X



=
Services Furnished

Furnished


         


Program Beneficiaries 

Beneficiaries

Total Charges uniformly Imposed on



A Patient Liable for payment on a

Charge Basis"

Numerator
 =
In addition to the actual collections from "Patients Liable for Payment on a Charge Basis", the numerator should include bad debts and/or indigency allowances attributable to the same patients, but only those arising after the provider employed reasonable collection efforts of the charges imposed as provided for in §§ 3l0 and 3l2.

Denominator
=
If the charges are uniformly imposed on most patients, the total charges imposed on "Patients Liable for Payment on a Charge Basis" will be the denominator.  However, if the charges are not uniformly imposed, the provider must determine the proper charges and present the intermediary with the charges that should have been imposed.  If the intermediary is satisfied as to the accuracy of those figures, they may be used as the denominator to determine customary charges to program beneficiaries.
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B.
The following examples demonstrate the determination of customary charges for comparison with reasonable cost:

FACTS
Charges(a)
Collections
1.
Medicare Beneficiaries (Parts A and B)

$100,000
$  95,000

2.
Medicaid Beneficiaries



    50,000 
    45,000

3.
State Welfare Beneficiaries


    50,000
    35,000

4.
Individuals - Covered by Private

Insurance Plans(b)



  400,000
  360,000
5.
Total Third-Part Payer Amounts

(Lines 1 thru 4)




$600,000
$535,000
6.
Individuals - Covered by Private

Insurance Plans(c)



$200,000
$180,000

7.
Individuals - Without Insurance

Coverage





  100,000
    90,000
8.
Patients Liable for Payment on a

Charge Basis - Total (Lines 6 & 7)


$300,000
$270,000
9.
Total Provider Amounts (lines 5 & 8)

$900,000
$805,000
Additional Facts
a.
No established charge schedule is in effect and the most frequent or typical charges have been determined by the provider.

b.
Individuals - Covered by private insurance plans - The provider has an agreement with these insurance plans to accept payment from them on the basis of 90 percent of charges imposed on the plans' beneficiaries.

c.
Individuals - Covered by private insurance plans - The provider imposes charges and collects its charges directly from the patients who, in turn are reimbursed by their insurance plans.

Example No. 1
A.
Charges are imposed uniformly on all patients.
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B.
An analysis of collections from "patients liable for payment on a charge basis" disclosed the following:

l.
Practically all had made payment based on the charges imposed.

2.
The difference between charges and collections was due to bad debts.

3.
The provider employed reasonable collection efforts.

C.
Customary charges for comparison with reasonable cost are:

$270,000 + $30,000(*)

$100,000 x             $300,000
   =  $100,000

Example No. 2
A.
an analysis of the charges disclosed the  following:

l.
Charges for services were not imposed uniformly on all patients.

2.
The provider performed a complete study and furnished the intermediary with revised charges to "patients liable for payment on a charge basis."

3.
The intermediary reviewed the revised charges and was satisfied.

B.
An analysis of the collections disclosed the same information described in Example No. l. above.

C.
Customary charges for comparison with reasonable cost for services furnished program beneficiaries are computed as follows:

$270,000 + $30,000(*)

$100,000 x             $400,000(**)  =  $75,000

(*)
Represents bad debts where reasonable collection effort has been made.

(**)Charge figures supplied by provider and accepted by the intermediary.

Charges
Adjusted

Imposed
Charges 
Individuals - Covered by private Insurance
$200,000
$275,000

Individuals - Without Insurance Coverage

  100,000
  125,000
Total





$300,000
$400,000
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Example No. 3
A.
An analysis of charges disclosed the same information described in Example No. l above.

B.
An analysis of collections from "patients liable for payment on a charge basis" disclosed the following:

l.
The individuals with private insurance made only partial payment of the charges imposed.  This payment was accepted by the provider as full payment for services rendered the covered patients with no further collection efforts employed.

2.
The remainder of the "patients liable for payment on a charge basis" had no insurance coverage, and the difference between charges and collections was due to bad debts even though reasonable collection efforts were employed by the provider.

C.
Customary charges for comparison with reasonable cost are computed as follows:

$270,000 + $l0,000(*)

$l00,000 x           $300,000
  =  $93,330

(*)
Represents bad debts where reasonable collection effort has been made.

2606.2
Treatment of Providers with Special Charge Structures.--The methods for determining customary charges for providers which have special charge structures are as follows:

A.
No-Charge Structure.--Generally, if a provider other than a public provider does not charge for services rendered in the delivery of health care services, there are no customary charges related to such services, and the Medicare program will not reimburse for such services.  Public providers, which furnish services free of charge, are reimbursed the reasonable cost of services.

B.
All-Inclusive Charge Structure.--If an "all-inclusive rate" structure is uniformly applied to all patients, those charges may be used for determining customary charges under the lower of cost or charges provisions. An "all-inclusive rate" is generally:

l.
A single rate for all services based on:

a.
A per diem rate, or

b.
Patient's illness, injury or type of treatment, or
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c.
The type of accommodation.

2.
A single rate for most services with separate charges for a very small number of separate specialized services.

Some providers using an "all-inclusive rate" may be public providers and will be reimbursed reasonable cost if their charges are less than 50 percent of the cost of delivering health care services.

C.
Descending-Rate Charge Structure.--The descending-rate is predicated upon the length of patient stay; that is, the longer the patient stays, the lower the charge per day (regardless of the type of service rendered).  If the descending-rate charge structure is uniformly and consistently applied to all patients, these charges will be considered the customary charges for purposes of this section.

D.
Sliding-Scale Charge Structure.--Some providers offer free care or care at a reduced charge to patients who are determined to be financially indigent.  This practice may reflect the provider's written policies or the requirement of a Hill-Burton agreement to provide free care.  In such cases, the charge assessed the patient is based on the patient's ability to pay.  Under program guidelines, the difference between the provider's full published charges  and the charge actually assessed the patient is considered an indigency allowance.  To assure that the provisions of such free are or care at a reduce rate will not affect the acceptance of the provider's established charge schedule as customary (public providers, see § 2606.2e), the following conditions must be met:

l.
The provider must have a published schedule of its full (nondi​scounted) charges.

2.
The provider's revenues for patient care must be based on application of the published charge schedule.

3.
The provider must maintain written policies for its process of making patient indigency determinations.

4.
The provider must maintain sufficient documentation to support the amount of "indigency allowances" written off in accordance with the above  procedures.

E.
Public Providers with a Sliding_Scale Charge Structure.--Some public providers establish a sliding-scale structure pursuant to a legal requirement imposed by a State or local government or as a condition of a Federal grant or loan.  This requirement stipulates that the charge billed must be based on the patient's or responsible party's ability to pay or it may require the provider to render free care to medically indigent patients.
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A public provider with a legally-required sliding-scale charge structure may elect to determine Medicare aggregate customary charges by :  (l) meeting the conditions in § 2606.2D so that its full rate from its established  charge structure will not be affected, or (2) applying the formula contained in § 2406.1A, or (3) applying the ratio of the actual charges billed to patients liable for payment on a charge basis (non-contractual patients) based on the sliding scale, to the adjusted charges to noncontractual patients based on the charge schedule used to record charges on bills submitted for program reimbursement applied to Medicare aggregate charges, or the ratio of billed charges to non-contractual patients to total charges recorded for noncontractual patients applied to Medicare aggregate charges.


EXAMPLES:

Option 3 (1st Alternative)


1a--Medicare aggregate charges



$   500,000

  b--Actual charges to noncontractual patients based

on sliding scale




     200,000

  c--Adjusted charges to noncontractual patients based

on the charge schedule used to record charges

on bills submitted for program reimbursement

  1,000,000


2a--Actual charges (line 1b)




$   200,000

  b--Adjusted charges (line 1c)



  1,000,000

  c--Ratio of a + b





          20%


3a--Medicare aggregate charges (line 1a)


$   500,000

  b--Ratio (line 2c)





          20%
  c--Medicare aggregate customary charges


$   100,000

Option 3 (2nd Alternative)

1a--Medicare aggregate charges



$   500,000

  b--Total charges recorded for noncontractual patients

before medical indigency allowances


  1,000,000

  c--Medical indigency allowances



     800,000


2a--Total charges (line 1b)




$1,000,000

  b--Medical indigency allowances (line 1c)


     800,000
  c--Billed charges





$   200,000
3a--Billed charges (line 2c)




$   200,000

  b--Total charges (line 1b)




  1,000,000

  c--Ratio of a - b





          20%

 

4a--Medicare aggregate charges (line 1a)


$   500,000

  b--Ratio (line 3c)





          20%
  c--Medicare aggregator customary charges


$   100,000
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The option elected by a public provider is binding for the current year only.

F.
Level of Care Charge Structure.--This describes the practice where a provider charges individually for various items and services utilized, which are generally included in the routine charge.  The Medicare program does not recognize the level of care charge structure and describes how to treat this practice in §§ 2202.6 and 2203.
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Some providers have maintained a level of care charge structure for non-Medicare patients, some of whom will be in the category of "patients liable for payment on a charge basis."  In such cases, for purposes of application of the lower of cost or charges principle, customary charges will be the charges billed the program in accordance with the provisions of §§2202.6 and 2203.

2608.
DETERMINATION OF REASONABLE COST FOR COMPARISON WITH CUSTOMARY CHARGES

For the purpose of comparison with customary charges, reasonable cost as defined in §2102.1 should not include costs that are unallowable in excess of specified limitations (see Chapter 25) under the provisions of title XVIII of the Social Security Act.  After all the necessary exclusions and adjustments to costs of services furnished Medicare beneficiaries, the remaining costs, to the extent reasonable, and subject to cost finding, are considered to be allowable costs.  However, further adjustments must be made to these costs prior to comparison with customary charges.  The following items should be excluded from reasonable cost where applicable:

A.
Payments made to a provider as reimbursement for bad debts arising from noncollection of Medicare deductible and coinsurance amounts.

B.
Costs resulting from:

1.
Recovery of excess depreciation when a provider terminates or has a reduction in its Medicare utilization as described in §136. The adjustment should be made in the following manner.

a.
The amount of depreciation claimed in the current cost reporting period should be adjusted to the extent that the amount claimed exceeds the straight-line rate. This adjustment should be made from the trial balance prior to cost finding in the determination of reasonable Medicare cost for comparison with customary charges.

b.
The amount of excess depreciation applicable to prior cost reporting periods to be recovered should be determined as described in §136.   This adjustment should be made after the current basis for payment has been determined, i.e., reasonable cost or customary charges.

2.
Disposition of depreciable assets as described in §§130 and 132.  The net depreciation adjustment should be determined and allocated in the following manner:

a.
The amount of the net depreciation adjustment applicable to the current cost reporting period should be used as an adjustment of current depreciation claimed, unless otherwise provided for in §132.2.  This adjustment should be made from the trial balance prior to cost finding in the determination of Medicare reasonable cost for comparison with customary charges.

b.
The amount of net depreciation adjustment applicable to prior cost reporting periods should be allocated as provided for in §132.3.  This adjustment should be
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made after the current basis for payment has been determined, i.e., reasonable cost or customary charges.

C.
Payments to funds for donated services of teaching physicians.

D.
Administrative costs incurred after a provider terminates participation in the Medicare program and which are included in the final cost report as provided for in §2176.

E.
Costs representing unanticipated extraordinary expenditures made by a provider immediately following the end of the provider's final cost reporting period for unemployment compensation paid to former employees.  The unemploy​ment must be en masse and attributed to the provider's simultaneous cessation of operations and termination of program participation.  The cost must be properly includable in the provider's final cost reporting period based on its system of accounting for such costs.


F.
Costs incurred by a provider before cessation of operations and termination of program participation, but which are represented by a subsequent lump-sum pension plan payment related to the employees' prior services to the provider.  The subsequent lump-sum payment must be caused by the cessation of operations and the provider must be legally required to make such payment.


G.
Reasonable accrued severance pay due to a provider's cessation of operations and termination of program participation.  Severance payments made to individual employees in an ongoing operation are not excluded from the comparison of reasonable cost to customary charges.

Reasonable cost, for comparison with customary charges, should include the allowance for return on equity capital permitted for proprietary providers as provided for in Chapter 12.

After all exclusions and limitations have been applied to otherwise reasonable and allowable costs, including the specific adjustments mentioned above, the remaining reasonable cost should be compared to customary charges as described and illustrated in §2612.  Adjustments to reasonable cost other than those specified above may not be made.

2610.
AGGREGATION OF CHARGES

For purposes of determining payment under the lower of cost or charges provision, the provider should aggregate its customary charges for all items and services furnished Medicare beneficiaries regardless of whether the related items or services are covered under Part A or Part B of title XVIII.  In order to be comparable to these customary charges, the reasonable costs for items or services furnished Medicare beneficiaries should also be aggregated without regard to whether those costs would be reimbursable under Part A or Part B.  Customary charges and reasonable cost are subject to the adjustments described in §§2606 and 2608, respectively, prior to their comparison.  In addition to those adjustments, however, the provider should assure itself that it has reduced both its charges and costs for (1) the professional component (see §2108) of its provider-based physicians, and (2) all items and services not covered by Medicare.

See the FACTS for examples in §2612 for an illustration of the aggregation of charges for comparison with reasonable cost.
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2612.
COMPARISON OF CUSTOMARY CHARGES AND REASONBLE COST

Application of this provision requires each provider and subprovider to make a comparison between the customary charges and the reasonable cost, as described in the related preceding subsections.  Consequently, a hospital with a distinct-part SNF, where both are participating providers, must make separate determinations for the hospital and for the SNF as to which is lower--its customary charges or its reasonable cost.
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Examples of the determination and comparison of customary charges and reasonable cost:

FACTS
Charges

     Cost
Total (per the provider's records)


$200,000

$180,000
Amounts applicable to Medicare beneficiaries

(after cost finding only--no further

adjustments):

M E D I C A R E
C H A R G E S


C O S T
Cost Center
Part A 
Part B
Total

Part A
Part B
   Total
Routine

$50,000      $   ---
$50,000
$60,000
$  ---
 $60,000

X-Ray

    5,000
  5,000
  10,000
  4,000
  6,000
   10,000

Clinic

    ---
10,000
  10,000
    ---
  5,000
     5,000

Emergency
    ---
20,000
  20,000
    ---
25,000
   25,000
Room

  *Aggregate Amounts

$90,000


$100,000
*NOTE:
The aggregate costs are normally adjusted through the cost- finding process to exclude unallowable and excessive costs from the provider's trial balance. However, for the purpose of illustration, the aggregate amounts are being adjusted as provided for in other sections of this chapter to make the charges and cost comparable.
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Example No. 1
M E D I C A R E
Charges

       C o s t
Normal

Cost Report

Amounts
Reference
Aggregate Amounts

 $90,000
 $100,000

Less:
Adjustments to make the

charges and costs comparable--

1.
Section 2608 - Amounts

applicable to current

period for recovery of

accelerated depreciation

and


($ 12,000)
Trail Balance

Payments to providers for

Medicare bad debts (unpaid

coinsurance and deductibles

of beneficiaries)




Calculated

($ 15,000)
Separately

2.
Return on equity capital



Calculated

 $   5,000

Separately

3.
Section 2610 - Amounts

applicable to nonallowable



Trial Balance

cost centers

($ 3,000)   
($   2,500)
or through

and




Cost finding

professional component -

provider-based physicians
($ 2,000)   
($   1,500)
Trial Balance

Sub Total
 $85,000

4.
Section 2606 - Adjustment

to customary charges

(see calculation

below)

($ 8,500)  
                  
Net Customary Charges and

Reasonable Cost

 $76,500   
 $    74,000
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Basis for Medicare Payment (less

Deductibles, coinsurance,

interim payments, etc., already

paid by Medicare or its

beneficiaries)





                    $ 74,000
Calculation of Adjustment No. 1
Total Amount Actually Collected and

Bad Debts from "Patients Liable  

Total Charges for

for Payment on a Charge Basis"

A.
Customary   =
Services Furnished   X    






Charges

Program Benefici-

Total Charges Uniformly Imposed on 

aries


"Patients Liable for Payment

 on a Charge Basis"

Customary   =

Charges

$85,000**
   X

$72,000*

$80,000*

Customary   =

Charges

$85,000**
   X

        90%

Customary   =
$76,500
 *Figures furnished by the provider and verified by the inter​mediary.

  **Adjusted for amounts applicable to nonallowable cost centers and professional component-
    provider-based physicians.

B.
Total Charges Applicable

Customary Charges 
Adjustment to

to Medicare Beneficiaries 
-
(As calculated above)
Charges

$85,000**


-

$76,500           ==
  $8,500

 **Adjusted for amounts applicable to nonallowable cost centers and professional component 
    - provider-based physicians.
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Example No. 2
M E D I C A R E
Charges

C o s t
Normal

Cost Report

  Amounts

Reverence  
Aggregate Amounts

 $90,000
 $100,000

Less:
Adjustments to make the

charges and cost comparable--

1.
Section 2608 - Payments to

providers for Medicare bad

debts (unpaid coinsurance

and deductibles of




Calculated

beneficiaries)


($ 10,000)
Separately

Calculated

2.
Return on equity capital

 $    5,000
Separately

3.
Section 2610 - Amounts

applicable to nonallowable



Trial Balance

cost centers

($ 2,500)
($   3,000)
or through

and




Cost Finding

professional component -

provider-based

physicians

($ 1,500)
($   2,000)

Sub Total
 $86,000

4.
Section 2606 - Adjustment

to customary charges

(same calculation as

Example No. 1)

($ 8,500)                            
Customary Charges and Reasonable

Cost



 $77,500
 $  90,000
Basis for Medicare Payment (less

deductibles, coinsurance, interim

payments, etc. already paid by

Medicare, or its beneficiaries)

 $ 77,500*

*See § 2614 for the "Accumulation of Unreimbursed Cost and the Carryover to Subsequent Periods."
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Carryover of Unreimbursed Cost
2614.
CARRYOVER OF REASONABLE COST NOT REIMBURSED DUE TO LOWER OF REASONABLE COST OR CUSTOMARY CHARGES PROVISION

A.
General.--Where reimbursement to a provider for items and services furnished Medicare beneficiaries during a cost reporting period was limited to customary charges under the Lower of Reasonable Cost or Customary Charges provision, the unreimbursed reasonable cost may be carried forward to the two succeeding cost reporting periods (see § 2614.1 for carryover provisions affecting new providers).  Payments of the unreimbursed reasonable cost in either of the two succeeding cost reporting periods will be limited to the excess of customary charges over reasonable cost in that period.

Subject to limitations described in § 2614.2, the recovery of previously unreimbursed cost is available to providers so long as they continue participa​tion in the Medicare program. If the termination is due to a change of ownership, the carryover may not be passed on the new owners.


EXCEPTION
Where termination is due to  change in ownership and all four of the following conditions are met, the carryover may be passed on to the new owner.

1.
The termination of the provider agreement is due to a change in ownership of a provider resulting from a transaction between related parties;


2.
The successor origination participates in the program;


3.
Control and the extent of the financial interest of the owners of the provider before and after the termination remain the same: and


4.
All assets and liabilities of the termination provider are transferred to the related successor provider.

Examples of transactions that result in a termination of one provider agreement and the establishment of another, but permit the carryover to be passed on to the new owner, include, but are not limited to, a merger of a wholly owned subsidiary corporate provider into the parent corporation or into another wholly owned subsidiary corporation of the parent corporation ; a consolidation of two or more related corporate providers forming a new corporate provider:  the incorporation of a sole proprietor of
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partnership with stock with stock ownership in the same ratio as the prior proprietary interest, the transfer of a provider operated as a branch of the parent corporation to a wholly owned subsidiary; or a change in organizational structure from a solely owned corporation to a sole proprietorship.

B.
Recovery of Unreimbursed Cost.-Where a provider has more than one carryover period running concurrently, recovery of the amount of previously unreimbursed cost in the carry-forward period terminating first is made before recovery of any amount in a later terminating carry-forward period.

EXAMPLES:  Using the same facts as in § 2612 (Example No. 2), the total Medicare payment of $77,000 was based on the provider's customary charges.  This provision allows such a provider to carry forward the $13,000 (90,000 -$77,000) of unreimbursed reasonable cost to the 2 succeeding cost reporting periods.

The amount of payment the provider would receive for the unreimbursed reasonable cost would vary in the following circumstances:

(Assume the $13,000 of unreimbursed reasonable cost that is being carried forward was applicable to the 12-month period ending 3/31/75 and the provider files its Medicare cost reports based on fiscal period ending 3/31.)
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Illustration No. 1
Services To Medicare Beneficiaries
Carry
Customary
Reasonable
*Basis for

Forward
Charges  
Cost     
 Payment  
a.
FY 1976
Amounts applicable to

  periods ending:

3/31/75

$ 13,000
  --------

  -------- 
  --------

3/31/76

  -------- 
$125,000
$115,000
$115,000

Amounts of Previously

  unreimbursed cost

  current payable:

(125,000 - $115,000)  
($10,000)
  -------- 
  --------
$  10,000
Totals for FY 1976
$   3,000 
$125,000
$115,000
$125,000
*Before deductibles, coinsurance, interim payments, etc. paid by Medicare or its beneficiaries.

b.
FY 1977
Amounts applicable to

  periods ending:

3/31/75

$   3,000
  --------

  --------
  --------

3/31/76

  -------- 
  --------
  
  --------
  --------

3/31/76

  -------- 
$150,000
$135,000
$135,000
Amount of previously

  unreimbursed cost

  currently payable:

  (Maximum = $150,000 -

   $135,000)

*($ 3,000)
  --------

  --------
*$   3,000
Totals for FY 1977
    $-0-    
$150,000
$135,000
$138,000
*Limited to balance of carryover.
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Illustration No. 2
Services To Medicare Beneficiaries
 Carry
Customary
Reasonable
Basis for

 Forward
Charges  
Cost     
Payment  
a.
FY 1976
Amounts applicable

to periods ending:

3/31/75

 $13,000
 --------
 --------
 --------  

3/31/76

 --------
$120,000
$130,000
$120,000

Amounts of

previously

unreimbursed

cost currently

payable:

($120,00 - $130,00)

$10,000
 --------
 --------
 --------
Totals for FY 1976

 $23,000
$120,000
$130,000
$120,000
B.
FY 1977
Amounts applicable

to periods ending:

3/31/75

 $13,000
 --------
 --------
 --------

3/31/76

 $10,000
 --------
 --------
 --------

3/31/77

  --------
$165,000
$150,000
$150,000

Amount of

previously

unreimbursed

cost currently

payable:

($165,000 - $150,000)

3/31/75

($13,000)
 --------
 --------
$ 13,000

3/31/76

($  2,000)
              
              
$   2,000
Totals for FY 1977

 $  8,000
$165,000
$150,000
$165,000
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Illustration No. 3
Services to Medicare Beneficiaries
Carry
Customary
Reasonable
Basis For

Forward
Charges    
Cost          
Payment    

a.
FY 1976
Amounts applicable

to periods ending:

3/31/75

 $13,000
  --------
  --------
  --------

3/31/76

 --------
$120,000
$130,000
 120,000

Amount of

previously

unreimbursed cost

currently payable:

($120,000 - $130,000)
 $10,000
  --------
  --------
  --------
Totals for FY 1976

 $23,000
$120,000
$130,000
$120,000
b.
FY 1977
Amounts applicable

to periods ending:

3/31/75

 $13,000
 --------
 --------
 --------

3/31/76

 $10,000
 --------
 --------
 --------

3/31/77

  --------
$135,000
$130,000
  130,000

Amount of previously

unreimbursed cost

currently payable:

($135,000 - $130,000)
($ 5,000)
 --------
 --------
$    5,000

Not payable due to

expiration of carry-

forward period; i.e.,

4/1/75 - 3/31/77

(cannot exceed 2 years)

($13,00 - $5, 000)

($ 8,000)
 --------
 --------
 --------
Totals for FY 1977

 $10,000
$135,000
$130,000
$135,000
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In the event that a provider changes its cost reporting period, consistent with the criteria set forth in § 2414, and such a change results in its carry-forward period of 2 succeeding cost reporting periods totaling less than 24 full calendar months, the provider may carry forward its unreimbursed cost for one additional cost reporting period.

2614.1
New Providers
A.
General.--A new provider, is defined in § 2604.1, that received payment for items and services furnished Medicare beneficiaries based on customary charges for a cost reporting period within its base period may carry forward its unreimbursed reasonable cost for the 5 succeeding reporting periods.  The provider's base period includes any cost reporting period beginning after December 31, 1973, and ending on or before the last day of its third year of operation.  Just as provided for in the general application of this provision, a new provider that received payment based on customary charges will only receive payment of the previously unreimbursed reasonable cost, in any of the 5 succeeding cost reporting periods, to the extent that those current customary charges exceed current reasonable cost.  This recovery of previously unreim​bursed cost, however, is subject to the limitations described in § 2614.2

B.
Examples.--Since the application of the carry-forward provision is the same for new providers as it is for all other providers (see § 2614), only the determination of the  carry-forward period will be illustrated for new providers.

Illustration No. 1
Facts
The provider started operation on January 1, 1971, on a calendar-year basis, and entered the program on January 1, 1972.  For the period ending December 31, 1974, the provider's reasonable cost exceeded its customary charges and, therefore, the provider received payment for services furnished Medicare beneficiaries based on its customary charges for that cost reporting period.

Determination of carry-forward period of unreimbursed reasonab1e cost generated in the cost reporting period ending 12/31/74 is as follows:

Beginning



   

Carry-Forward

Operations 
Participation 
FY Basis
Base Period 
Period Ending
1/1/71


1/1/72

1/1-12/31
    NA
12/31/76
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a.
As of 12/31/73, the provider had been in operation of 3 full years furnishing the same type of health care services from its inception as it is currently furnishing as a participating provider.  Therefore, it does not qualify as a new provider.  No base period need be determined in the applica​tion of the general rule.

b.
The general rule provides for payment of unreimbursed reasonable cost for 2 succeeding reporting periods and, therefore, the provider's carryover period will be 1/1/75 - 12/31/76.

Illustration No. 2
Beginning



  


Carry-Forward

Operations 
Participation 
FY Basis 

Base Period 

Period Ending
1/1/72


1/1/73

1/1 - 12/31
1/1/74  -  12/31/74 
 
 12/31/79

a.
Determination of base period:

Provider's Operations
Year

Dates


Comments
1  1/1/72 - 12/31/72

Prior to 12/31/73 - LCC not applicable

2  1/1/73 - 12/31/73

Prior to 12/31/73 - LCC not applicable

3  1/1/74 - 12/31/74

Only cost reporting period starting after








12/31/73

b.
Carry-forward period:

Since the provider has been in operation for less than 3 full years, it is considered a new provider.  The provider is therefore, entitled to carry forward unreimbursed reasonable cost incurred in reporting year ended 12/31/74, for the 5 succeeding cost reporting periods (1/1/75 through 12/31/79).

Illustration No. 3
Beginning






Carry-Forward

Operations 
Participation
FY Basis 

Base Period 

Period Ending
10/1/73


6/30/74
10/1 - 9/30 
10/1/74-9/30/76

  9/30/81
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a.
Determination of base period:

Provider's Operations
Year


Dated


Comments
 1

10/1/73 - 9/30/74

FY started prior to 12/31/73 -



 LCC not applicable

 2

10/1/74 - 9/30/75

Base period

 3

10/30/75 - 9/30/76

Base period

The first cost reporting period beginning after 12/31/73 is 10/1/74 - 9/30/75, and the end of the third year of operation is 9/30/76; therefore, the base period is 10/1/74 - 9/30/76.

b.
Carry-forward period:

FY Unreimbursed

Base


Carry-Forward

Cost           

Period


Period Ending
10/1/74 - 9/30/75

10/1/74 - 9/30/76

9/30/81 (*)

10/1/75 - 9/30/76

10/1/74 - 9/30/76

9/30/81

10/1/76 - 9/30/77

NA - No longer a new
9/30/79

provider - general rule

applies

(*)The provider's carry-forward period extends over the 5 cost reporting periods succeeding the base period.  Consequently, if this provider receives payment based on customary charges for its fiscal year ended 9/30/75, the provider may carryover its unreimbursed reasonable cost through 9/30/81, or for 6 cost reporting periods.  The provider may receive payment for the unreim​bursed reasonable cost in any cost reporting period between 10/1/75 and 9/30/81, to the extent that charges exceed cost in any of those subsequent periods.

Illustration No. 4
Beginning





Carry-Forward
Operations 
Participation
FY Basis 
Base Period 
Period Ending
7/1/74
   1/1/75

10/1 - 9/30
7/1/74 - 9/30/76
  9/30/81
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a.
Determination of base period:

Provider's Operations
Year


Dates


Comments
 1

7/1/74 - 9/30/74

Even though the provider did not

participate until 1/1/75, its

operation started 7/1/74

 2

10/1/74 - 9/30/75

 3

10/1/75 - 9/30/76

6/30/76 is the last day of its third

year of operation

The provider's operations prior to its participation in the program must be considered in the determination of a "new provider."  Even though 7/1/74 to 9/30/74 is less than a full fiscal year, it is considered to be a year of operation because such a period would have been an acceptable cost reporting period for Medicare reimbursement had the provider been participating in the program at that time.  Since this provider did not enter the program until 1/1/75, its first cost reporting period in its base period will be a short period (1/1/75 - 9/30/75), and its base period is 1/1/75 - 9/30/76.

b.
Carry-forward period:

FY unreimbursed

Base


Carry-Forward

Cost           

Period


Period Ending
  1/1/75 - 8/30/75

1/1/75 - 9/30/76

9/30/81

10/1/75 - 9/30/75

1/1/75 - 9/30/76

9/30/81

10/1/76 - 9/30/77

NA - No longer a new
9/30/79

provider

Illustration No. 5
Beginning





Carry-Forward

Operations 
Participation
FY Basis 
Base Period 
Period Ending
   1/1/74
              1/1/74
            1/1 - 12/31       1/1/74 - 12/31/76
  12/31/81
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a.
Determination of base period:

Provider's Operations
Year



Dates
 1


1/1/74 - 12/31/74

 2


1/1/75 - 12/31/75

 3


1/1/76 - 12/31/76

The provider's base period is 1/1/74 - 12/31/76, as its first 3 years of operations began after 12/31/73, and it has participated in the program since its inception.

b.
Carry-forward period:

FY Unreimbursed

Base


Carry-Forward

Cost           

Period


Period Ending
1/1/74 - 12/31/74

1/1/74 - 12/31/76

12/31/81

1/1/75 - 12/31/75

1/1/74 - 12/31/76

12/31/81

1/1/76 - 12/31/76

1/1/74 - 12/31/76

12/31/79

1/1/77 - 12/31/77

NA - No longer a
12/31/79

new provider

1.
As in illustration No. 2 above, this provider's carry-forward period for its first years of operation would be longer than 5 cost reporting periods since its base period includes 3 full fiscal years.  If this provider receives payment based on charges for its fiscal year ended 12/31/74, the provider may carryover its unreimbursed reasonable cost through 12/31/81, or 7 cost reporting periods.  The lower of cost or charges must be determined for each cost reporting period independently of the application of the carryover provision.

2.
Extending the above illustration for FY ending 12/31/75, if the provider's charges exceed its cost by enough to allow recovery of any carryover from FY ending 12/31/74, the provider would no longer need until 12/31/81 in which to carryover the unreimbursed cost.  For FY end 12/31/76, if the provider's charges are lower than cost, the provider would have a carryover period of 1/1/77 through 12/30/81 to recover such unreimbursed cost.

3.
Should the provider in the example above have charges exceeding cost for FY ending 12/31/78, the provider could have unreimbursed cost from two carry-forward periods available for recovery, i.e., its new provider period ending 12/31/81, and its FY 1977 carry-forward period ending 12/31/79.
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This provider should recover its unreimbursed cost in the carry-forward period ending 12/31/79 before recovering the cost applicable to the carry-forward period ending 12/31/81.

In the event that a new provider changes its cost reporting period consistent with the criteria set forth in § 2414, and such a change results in its carry-forward period of 5 succeeding cost reporting periods totaling less than 60 calendar months, the provider may carry forward its unreimbursed cost for one additional cost reporting period.

2614.2
Limitation on Payment of Unreimbursed Reasonable Cost Carried Over to Subsequent Periods.--A provider may carry over unreimbursed reasonable cost for the specified subsequent cost reporting periods, as described in §§ 2614 and 2614.1.

Such a provider may receive payment for its unreimbursed reasonable cost in any of those specified succeeding periods to the extent that current customary charges exceed current reasonable cost.  Where a provider exceeds its "Limitations on Costs" (see Chapter 25 and regulation cost may be received in that period regardless of whether current customary charges exceed current reasonable cost.  For example, a provider receiving payment based on customary charges in 1974 has unreimbursed reasonable cost of $5,000 to carry forward for the next 2 succeeding cost reporting periods.  In 1975, current customary charges exceed current reasonable cost by $8,000 and would normally allow the provider to recover the $5,000 of unreimbursed reasonable cost carried over from 1974.  However, the provider exceeded its 1975 "Limitations on Costs" which prohibits the recovery of any amounts carried over from previous cost reporting periods.

2614.3
Sequence of Carryover Recovery.--In addition to the carryover available to providers under the "Lower of Cost or Charges" provision, as described in §§ 2614 and 2614.1 and limited by §2614.2, some providers may have an additional carryover available under the "Limitations on Costs" provision (see regulation § 405.460ff).  The following sequence should be used to determine the amount of Medicare payment due the provider, although the total payment cannot exceed the current customary charges of a cost reporting period.

A.
An existing provider, as described in § 2614, has a carryover available under the "Lower of Cost or Charges" provision.  Therefore, this provider would recover its unreimbursed reasonable cost in a manner consistent with § 2614, subject to the limitation described in § 2614.2.

B.
A new provider, as described in § 2614.1, has a carryover available under both the "Lower of Cost Charges" and "Limitation on Costs" Provisions.
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Both carryover provisions are subject to the limitation described in § 2614.2, i.e., where a provider exceeds its "Limitation on Costs" ceiling in a period, no carryover amount may be recovered.

However, where a provider does not exceed its "Limitation on Costs" ceiling in a period and is carrying over unreimbursed cost under both provisions, the "Limitation on Costs" carryover is recovered first as described in regulations § 405.460(g)(3)(3)(ii).  Then the "Lower of Cost or Charges" carryover is recovered, but the total payment cannot exceed current customary charges.

C.
Example
Amounts Carried Over
"Limitation on Costs"

$5,000
Lower of Cost or Charges"
$7,000
Current Cost Reporting Period
Cost Limit - General routine

   services - Per diem



$100.50

Cost Limit - General routine

  services - Per diem



  100.00
Excess of Limit over routine

costs




        .50

Multiplied by Medicare patient

   days






 6,000
Maximum amount of Cost Limitation

   carryover which could be recovered

$    3,000

Current Medicare customary charges

$700,000

Current Medicare reasonable cost -

Total routine costs

   ($100 x 6,000 days)

$600,000

Total Ancillary Costs

    87,000
 687,000
Maximum amount of Lower of

  Cost or Charges carryover

  which could be recovered if

  available




$ 13,000
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Total Medicare Payment
Total Medicare reasonable cost



$687,000

Amount of Cost Limitation

   carryover actually recovered

   (maximum available $5,000,

   maximum applicable this period

   $3,000)






$    3,000
   Subtotal






$690,000

Amount of Lower of Cost or

   Charges carryover actually

   recovered (available $7,000

   maximum, if available, $13,000,

   less actual Cost Limitation

   carryover $3,000 recovered

   equals $10,000)




$    7,000
Total Medicare payment*



$697,000
*Less:
Interim payments, etc. already paid by 

Medicare to its beneficiaries.

Amounts available for carryover
  (To Next Reporting Period)   
Cost Limitation ($5,000 Less

   recovery of $3,000)



$    2,000
Lower of Cost or Charges

   ($7,000 less recovery of $7,000)


$   - 0 -   

Public Providers
2616.
PUBLIC PROVIDERS

A public provider, as defined in § 2604.2, with a no-charge or a nominal-charge structure will receive payment for items or services furnished Medicare beneficiaries based on reasonable cost.  Only a pubic provider with a no-charge or nominal-charge structure, as defined in § 2604.4, is exempted from the lower of cost or charges application.  When a public provider does not charge for services furnished, there is no basis for making the comparison and payment to such a provider will be the reasonable cost of providing such services.  However, when a public provider imposes nominal charges for services furnished, a comparison of the provider's aggregate customary charges and aggregate reasonable cost (see § 26l4) shall be performed to determine the basis for payment.
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If the comparison substantiates the charges as being nominal, i.e., less than 50 percent of reasonable cost, the public provider will be entitled to payment of the reasonable cost, the public provider will be entitled to payment of the reasonable cost for such services. On the other hand, if the aggregate charges are determined to be other than nominal, the provider will receive payment based on the lower of its customary charges or reasonable cost.  Where a public provider is reimbursed on the basis of charges, it is entitled to utilize the carryover recovery provisions set forth in § 2614.
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