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(2) Carve out method. The following il-
lustrates how apportionment is deter-
mined in a hospital reimbursed under 
the carve out method (subject to the 
private room differential provisions of 
paragraph (a)(1)(ii) of this section):

HOSPITAL K 
[Determination of cost of routine SNF-type and ICF-type 

services and general routine hospital services1] 

Facts 

Days of care 

General 
routine 
hospital 

SNF-type ICF-type 

Total days of care ......... 2,000 400 100 
Medicare days of care ... 600 300 ................
Average Medicaid rate .. N/A $35 $20

Total inpatient general routine service costs: $250,000

Calculation of cost of routine SNF-type services applicable to 
Medicare: 

$35 × 300 = $10,500 
Calculation of cost of general routine hospital 

services: 
Cost of SNF-type services: $35 × 400 ......... $14,000 
Cost of ICF-type services: $20 × 100 .......... 2,000

Total .......................................................... $16,000
Average cost per diem of general routine hospital services: 

$250,000 — $16,000 ÷ 2,000 days = $117 
Medicare general routine hospital cost: 

$117 × 600 = $70,200 
Total Medicare reasonable cost for general routine inpatient 

days: 
$10,500 + $70,200 = $80,700

[51 FR 34793, Sept. 30, 1986, as amended at 59 
FR 45401, Sept. 1, 1994; 61 FR 51616, Oct. 3, 
1996; 61 FR 58631, Nov. 18, 1996]

§ 413.56 [Reserved]

Subpart E—Payments to Providers
§ 413.60 Payments to providers: Gen-

eral. 
(a) The fiscal intermediaries will es-

tablish a basis for interim payments to 
each provider. This may be done by one 
of several methods. If an intermediary 
is already paying the provider on a cost 
basis, the intermediary may adjust its 
rate of payment to an estimate of the 
result under the Medicare principles of 
reimbursement. If no organization is 
paying the provider on a cost basis, the 
intermediary may obtain the previous 
year’s financial statement from the 
provider and, by applying the prin-
ciples of reimbursement, compute or 
approximate an appropriate rate of 
payment. The interim payment may be 

related to the last year’s average per 
diem, or to charges, or to any other 
ready basis of approximating costs. 

(b) At the end of the period, the ac-
tual apportionment, based on the cost 
finding and apportionment methods se-
lected by the provider, determines the 
Medicare reimbursement for the actual 
services provided to beneficiaries dur-
ing the period. 

(c) Basically, therefore, interim pay-
ments to providers will be made for 
services throughout the year, with 
final settlement on a retroactive basis 
at the end of the accounting period. In-
terim payments will be made as often 
as possible and in no event less fre-
quently than once a month. The retro-
active payments will take fully into 
account the costs that were actually 
incurred and settle on an actual, rather 
than on an estimated basis.

§ 413.64 Payments to providers: Spe-
cific rules. 

(a) Reimbursement on a reasonable cost 
basis. Providers of services paid on the 
basis of the reasonable cost of services 
furnished to beneficiaries will receive 
interim payments approximating the 
actual costs of the provider. These pay-
ments will be made on the most expedi-
tious schedule administratively fea-
sible but not less often than monthly. 
A retroactive adjustment based on ac-
tual costs will be made at the end of a 
reporting period. 

(b) Amount and frequency of payment. 
Medicare states that providers of serv-
ices will be paid the reasonable cost of 
services furnished to beneficiaries. 
Since actual costs of services cannot be 
determined until the end of the ac-
counting period, the providers must be 
paid on an estimated cost basis during 
the year. While Medicare provides that 
interim payments will be made no less 
often than monthly, intermediaries are 
expected to make payments on the 
most expeditious basis administra-
tively feasible. Whatever estimated 
cost basis is used for determining in-
terim payments during the year, the 
intent is that the interim payments 
shall approximate actual costs as near-
ly as is practicable so that the retro-
active adjustment based on actual 
costs will be as small as possible. 
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(c) Interim payments during initial re-
porting period. At the beginning of the 
program or when a provider first par-
ticipates in the program, it will be nec-
essary to establish interim rates of 
payment to providers of services. Once 
a provider has filed a cost report under 
the Medicare program, the cost report 
may be used as a basis for determining 
the interim rate of reimbursement for 
the following period. However, since 
initially there is no previous history of 
cost under the program, the interim 
rate of payment must be determined by 
other methods, including the following: 

(1) If the intermediary is already pay-
ing the provider on a cost or cost-re-
lated basis, the intermediary will ad-
just its rate of payment to the pro-
gram’s principles of reimbursement. 
This rate may be either an amount per 
inpatient day, or a percent of the pro-
vider’s charges for services furnished to 
the program’s beneficiaries. 

(2) If an organization other than the 
intermediary is paying the provider for 
services on a cost or cost-related basis, 
the intermediary may obtain from that 
organization or from the provider itself 
the rate of payment being used and 
other cost information as may be need-
ed to adjust that rate of payment to 
give recognition to the program’s prin-
ciples of reimbursement. 

(3) It no organization is paying the 
provider on a cost or cost-related basis, 
the intermediary will obtain the pre-
vious year’s financial statement from 
the provider. By analysis of such state-
ment in light of the principles of reim-
bursement, the intermediary will com-
pute an appropriate rate of payment. 

(4) After the initial interim rate has 
been set, the provider may at any time 
request, and be allowed, an appropriate 
increase in the computed rate, upon 
presentation of satisfactory evidence 
to the intermediary that costs have in-
creased. Likewise, the intermediary 
may adjust the interim rate of pay-
ment if it has evidence that actual 
costs may fall significantly below the 
computed rate. 

(d) Interim payments for new providers. 
(1) Newly-established providers will not 
have cost experience on which to base 
a determination of an interim rate of 
payment. In such cases, the inter-

mediary will use the following methods 
to determine an appropriate rate: 

(i) If there is a provider or providers 
comparable in substantially all rel-
evant factors to the provider for which 
the rate is needed, the intermediary 
will base an interim rate of payment 
on the costs of the comparable pro-
vider. 

(ii) If there are no substantially com-
parable providers from whom data are 
available, the intermediary will deter-
mine an interim rate of payment based 
on the budgeted or projected costs of 
the provider. 

(2) Under either method, the inter-
mediary will review the provider’s cost 
experience after a period of three 
months. If need for an adjustment is 
indicated, the interim rate of payment 
will be adjusted in line with the pro-
vider’s cost experience. 

(e) Interim payments after initial re-
porting period. Interim rates of pay-
ment for services provided after the 
initial reporting period will be estab-
lished on the basis of the cost report 
filed for the previous year covering 
Medicare services. The current rate 
will be determined—whether on a per 
diem or percentage of charges basis—
using the previous year’s costs of cov-
ered services and making any appro-
priate adjustments required to bring, 
as closely as possible, the current 
year’s rate of interim payment into 
agreement with current year’s costs. 
This interim rate of payment may be 
adjusted by the intermediary during an 
accounting period if the provider sub-
mits appropriate evidence that its ac-
tual costs are or will be significantly 
higher than the computed rate. Like-
wise, the intermediary may adjust the 
interim rate of payment if it has evi-
dence that actual costs may fall sig-
nificantly below the computed rate. 

(f) Retroactive adjustment. (1) Medi-
care provides that providers of services 
will be paid amounts determined to be 
due, but not less often than monthly, 
with necessary adjustments due to pre-
viously made overpayments or under-
payments. Interim payments are made 
on the basis of estimated costs. Actual 
costs reimbursable to a provider can-
not be determined until the cost re-
ports are filed and costs are verified. 
Therefore, a retroactive adjustment 
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will be made at the end of the report-
ing period to bring the interim pay-
ments made to the provider during the 
period into agreement with the reim-
bursable amount payable to the pro-
vider for the services furnished to pro-
gram beneficiaries during that period. 

(2) In order to reimburse the provider 
as quickly as possible, an initial retro-
active adjustment will be made as soon 
as the cost report is received. For this 
purpose, the costs will be accepted as 
reported, unless there are obvious er-
rors or inconsistencies, subject to later 
audit. When an audit is made and the 
final liability of the program is deter-
mined, a final adjustment will be 
made. 

(3) To determine the retroactive ad-
justment, the amount of the provider’s 
total allowable cost apportioned to the 
program for the reporting year is com-
puted. This is the total amount of re-
imbursement the provider is due to re-
ceive from the program and the bene-
ficiaries for covered services furnished 
during the reporting period. The total 
of the interim payments made by the 
program in the reporting year and the 
deductibles and coinsurance amounts 
receivable from beneficiaries is com-
puted. The difference between the re-
imbursement due and the payments 
made is the amount of the retroactive 
adjustment. 

(g) Accelerated payments to providers. 
Upon request, an accelerated payment 
may be made to a provider of services 
that is not receiving periodic interim 
payments under paragraph (h) of this 
section if the provider has experienced 
financial difficulties due to a delay by 
the intermediary in making payments 
or in exceptional situations, in which 
the provider has experienced a tem-
porary delay in preparing and submit-
ting bills to the intermediary beyond 
its normal billing cycle. Any such pay-
ment must be approved first by the 
intermediary and then by CMS. The 
amount of the payment is computed as 
a percentage of the net reimbursement 
for unbilled or unpaid covered services. 
Recovery of the accelerated payment 
may be made by recoupment as pro-
vider bills are processed or by direct 
payment. 

(h) Periodic interim payment method of 
reimbursement—(1) Covered services fur-

nished before July 1, 1987. In addition to 
the regular methods of interim pay-
ment on individual provider billings for 
covered services, the periodic interim 
payment (PIP) method is available for 
Part A hospital and SNF inpatient 
services. 

(2) Covered services furnished on or 
after July 1, 1987. Effective with claims 
received on or after July 1, 1987, the 
periodic interim payment (PIP) meth-
od is available for the following: 

(i) Part A inpatient services fur-
nished in hospitals that are excluded 
from the prospective payment systems 
described in § 412.1(a)(1) of this chapter, 
under subpart B of Part 412 of this sub-
chapter or are paid under the prospec-
tive payment systems described in sub-
parts O and P of Part 412 of this sub-
chapter. 

(ii) Part A services furnished in hos-
pitals receiving payment in accordance 
with a demonstration project author-
ized under section 402(a) of Public Law 
90–248 (42 U.S.C. 1395b–1) or section 
222(a) of Public Law 92–603 (42 U.S.C. 
1395b–1 (note)), or a State reimburse-
ment control system approved under 
section 1886(c) of the Act and subpart C 
of part 403 of this chapter, if that type 
of payment is specifically approved by 
CMS as an integral part of the dem-
onstration or control system. If that 
type of payment is not an integral part 
of the demonstration or control sys-
tem, PIP is available for the hospital 
under paragraph (h)(1)(i) of this section 
for hospitals excluded from the pro-
spective payment systems or under 
§ 412.116(b) of this chapter for prospec-
tive payment hospitals. 

(iii) Part A SNF services furnished in 
cost reporting periods beginning before 
July 1, 1998. (For services furnished in 
subsequent cost reporting periods, see 
§ 413.350 regarding periodic interim pay-
ments for skilled nursing facilities). 

(iv) Part A services furnished in hos-
pitals paid under the prospective pay-
ment system, including distinct part 
psychiatric or rehabilitation units, as 
described in § 412.116(b) of this chapter. 

(v) Services furnished in a hospice as 
specified in part 418 of this chapter. 
Payment on a PIP basis is described in 
§ 418.307 of this chapter. 
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(3) Any participating provider fur-
nishing the services described in para-
graphs (h)(1) and (h)(2) of this section 
that establishes to the satisfaction of 
the intermediary that it meets the fol-
lowing requirements may elect to be 
reimbursed under the PIP method, be-
ginning with the first month after its 
request that the intermediary finds ad-
ministratively feasible: 

(i) The provider’s estimated total 
Medicare reimbursement for inpatient 
services is at least $25,000 a year com-
puted under the PIP formula or, in the 
case of an HHA, either its estimated— 

(A) Total Medicare reimbursement 
for Part A and Part B services is at 
least $25,000 a year computed under the 
PIP formula; or 

(B) Medicare reimbursement com-
puted under the PIP formula is at least 
50 percent of estimated total allowable 
cost. 

(ii) The provider has filed at least one 
completed Medicare cost report accept-
ed by the intermediary as providing an 
accurate basis for computation of pro-
gram payment (except in the case of a 
provider requesting reimbursement 
under the PIP method upon first enter-
ing the Medicare program). 

(iii) The provider has the continuing 
capability of maintaining in its records 
the cost, charge, and statistical data 
needed to accurately complete a Medi-
care cost report on a timely basis. 

(iv) The provider has repaid or agrees 
to repay any outstanding current fi-
nancing payment in full, such payment 
to be made before the effective date of 
its requested conversion from a regular 
interim payment method to the PIP 
method. 

(4) No conversion to the PIP method 
may be made with respect to any pro-
vider until after that provider has re-
paid in full its outstanding current fi-
nancing payment. 

(5) The intermediary’s approval of a 
provider’s request for reimbursement 
under the PIP method will be condi-
tioned upon the intermediary’s best 
judgment as to whether payment can 
be made to the provider under the PIP 
method without undue risk of its re-
sulting in an overpayment because of 
greatly varying or substantially declin-
ing Medicare utilization, inadequate 
billing practices, or other cir-

cumstances. The intermediary may 
terminate PIP reimbursement to a pro-
vider at any time it determines that 
the provider no longer meets the quali-
fying requirements or that the pro-
vider’s experience under the PIP meth-
od shows that proper payment cannot 
be made under this method. 

(6) Payment will be made biweekly 
under the PIP method unless the pro-
vider requests a longer fixed interval 
(not to exceed one month) between 
payments. The payment amount will 
be computed by the intermediary to 
approximate, on the average, the cost 
of covered inpatient or home health 
services furnished by the provider dur-
ing the period for which the payment is 
to be made, and each payment will be 
made two weeks after the end of such 
period of services. Upon request, the 
intermediary will, if feasible, compute 
the provider’s payments to recognize 
significant seasonal variation in Medi-
care utilization of services on a quar-
terly basis starting with the beginning 
of the provider’s reporting year. 

(7) A provider’s PIP amount may be 
appropriately adjusted at any time if 
the provider presents or the inter-
mediary otherwise obtains evidence re-
lating to the provider’s costs or Medi-
care utilization that warrants such ad-
justment. In addition, the inter-
mediary will recompute the payment 
immediately upon completion of the 
desk review of a provider’s cost report 
and also at regular intervals not less 
often than quarterly. The intermediary 
may make a retroactive lump sum in-
terim payment to a provider, based 
upon an increase in its PIP amount, in 
order to bring past interim payments 
for the provider’s current cost report-
ing period into line with the adjusted 
payment amount. The objective of 
intermediary monitoring of provider 
costs and utilization is to assure pay-
ments approximating, as closely as 
possible, the reimbursement to be de-
termined at settlement for the cost re-
porting period. A significant factor in 
evaluating the amount of the payment 
in terms of the realization of the pro-
jected Medicare utilization of services 
is the timely submittal to the inter-
mediary of completed admission and 
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billing forms. All providers must com-
plete billings in detail under this meth-
od as under regular interim payment 
procedures. 

(i) Bankruptcy or insolvency of pro-
vider. If on the basis of reliable evi-
dence, the intermediary has a valid 
basis for believing that, with respect to 
a provider, proceedings have been or 
will shortly be instituted in a State or 
Federal court for purposes of deter-
mining whether such provider is insol-
vent or bankrupt under an appropriate 
State or Federal law, any payments to 
the provider will be adjusted by the 
intermediary, notwithstanding any 
other regulation or program instruc-
tion regarding the timing or manner of 
such adjustments, to a level necessary 
to insure that no overpayment to the 
provider is made. 

(j) Interest payments resulting from ju-
dicial review—(1) Application. If a pro-
vider of services seeks judicial review 
by a Federal court (see § 405.1877 of this 
chapter) of a decision furnished by the 
Provider Reimbursement Review Board 
or subsequent reversal, affirmation, or 
modification by the Secretary, the 
amount of any award of such Federal 
court will be increased by interest pay-
able by the party against whom the 
judgment is made (see § 413.153 for 
treatment of interest). The interest is 
payable for the period beginning on the 
first day of the first month following 
the 180-day period which began on ei-
ther the date the intermediary made a 
final determination or the date the 
intermediary would have made a final 
determination had it been done on a 
timely basis (see §§ 405.1835(b) and 
405.1841(a) of this chapter). 

(2) Amount due. Section 1878(f) of the 
Act, 42 U.S.C. 1395oo(f), authorizes a 
court to award interest in favor of the 
prevailing party on any amount due as 
a result of the court’s decision. If the 
intermediary withheld any portion of 
the amount in controversy prior to the 
date the provider seeks judicial review 
by a Federal court, and the Medicare 
program is the prevailing party, inter-
est is payable by the provider only on 
the amount not withheld. Similarly, if 
the Medicare program seeks to recover 
amounts previously paid to a provider, 
and the provider is the prevailing 
party, interest on the amounts pre-

viously paid to a provider is not pay-
able by the Medicare program since 
that amount had been paid and is not 
due the provider. 

(3) Rate. The amount of interest to be 
paid is equal to the rate of return on 
equity capital (see § 413.157) in effect 
for the month in which the civil action 
is commenced.

Example: An intermediary made a final 
determinaton on the amount of Medicare 
program reimbursement on June 15, 1974, and 
the provider appealed that determination to 
the Provider Reimbursement Review Board. 
The Board heard the appeal and rendered a 
decision adverse to the provider. On October 
28, 1974, the provider commenced civil action 
to have such decision reviewed. The rate of 
return on equity capital for the month of Oc-
tober 1974 was 11.625 percent. The period for 
which interest is computed begins on Janu-
ary 1, 1975, and the interest beginning Janu-
ary 1, 1975, would be at the rate of 11.625 per-
cent per annum.

[51 FR 34793, Sept. 30, 1986, as amended at 51 
FR 42238, Nov. 24, 1986; 53 FR 1628, Jan. 21, 
1988; 57 FR 39830, Sept. 1, 1992; 59 FR 36713, 
July 19, 1994; 64 FR 41682, July 30, 1999; 65 FR 
41211, July 3, 2000; 66 FR 41394, Aug. 7, 2001; 67 
FR 56056, Aug. 30, 2002]

§ 413.65 Requirements for a determina-
tion that a facility or an organiza-
tion has provider-based status. 

(a) Scope and definitions. (1) Scope. (i) 
This section applies to all facilities for 
which provider-based status is sought, 
including remote locations of hos-
pitals, as defined in paragraph (a)(2) of 
this section and satellite facilities as 
defined in § 412.22(h)(1) and § 412.25(e)(1) 
of this chapter, other than facilities de-
scribed in paragraph (a)(1)(ii) of this 
section. 

(ii) The determinations of provider-
based status for payment purposes de-
scribed in this section are not made as 
to whether the following facilities are 
provider-based: 

(A) Ambulatory surgical centers 
(ASCs). 

(B) Comprehensive outpatient reha-
bilitation facilities (CORFs). 

(C) Home health agencies (HHAs). 
(D) Skilled nursing facilities (SNFs). 
(E) Hospices. 
(F) Inpatient rehabilitation units 

that are excluded from the inpatient 
PPS for acute hospital services. 

(G) Independent diagnostic testing 
facilities furnishing only services paid 
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