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which the QIO has assumed review re-
sponsibility under its contract with 
CMS. 

(2) The carrier takes appropriate ac-
tion to reject or adjust the claim if— 

(i) The carrier or the QIO determines 
that the services furnished or proposed 
to be furnished were not reasonable, 
not medically necessary, or not fur-
nished in the most appropriate setting; 

(ii) The carrier determines that the 
claim does not properly reflect the 
kind and amount of services furnished. 

(b) Payment on a cost basis. If pay-
ment is on a cost basis, the carrier 
must assure that payments are based 
on reasonable costs, as determined 
under part 413 of this chapter. 

(c) Payment on a charge basis. If pay-
ment is on a charge basis, under part 
405, subpart E of this chapter, the car-
rier must ensure that— 

(1) Charges are reasonable and not 
higher than the charge for a com-
parable service furnished under com-
parable circumstances to the carrier’s 
policy holders and subscribers; and 

(2) The payment is based on one of 
the following— 

(i) An itemized bill. 
(ii) An assignment under the terms of 

which the reasonable charge is the full 
charge for the service, as specified in 
§ 424.55 of this chapter. 

(iii) If the beneficiary has died, the 
procedures set forth in §§ 424.62 and 
424.64 of this chapter. 

(d) Fiscal management. The carrier 
must receive, disburse, and account for 
funds in making payments under Medi-
care. 

(e) Provider audits. The carrier must 
audit the records of providers to whom 
it makes Medicare Part B payments to 
assure that payments are made prop-
erly. 

(f) Utilization patterns. (1) The carrier 
must have methods and procedures for 
identifying utilization patterns that 
deviate from professionally established 
norms and bring the deviant patterns 
to the attention of appropriate profes-
sional groups. 

(2) The carrier must assist providers 
and other persons who furnish Medi-
care Part B services to— 

(i) Develop procedures relating to 
utilization practices; 

(ii) Make studies of the effectiveness 
of those procedures and devise methods 
to improve them; 

(iii) Apply safeguards against unnec-
essary utilization of services; and 

(iv) Develop procedures for utiliza-
tion review, and establish groups to 
perform such reviews of providers to 
whom it makes Medicare Part B pay-
ments. 

(g) Information and reports. The car-
rier must furnish to CMS any informa-
tion and reports that CMS requests in 
order to carry out CMS’s responsibil-
ities in the administration of the Medi-
care program. The carrier must be re-
sponsive to requests for information 
from the public. 

(h) Maintenance and availability of 
records. The carrier must maintain and 
make available to CMS the records 
necessary for verification of payments 
and for other related purposes. 

(i) Hearings to Part B beneficiaries. (1) 
The carrier must provide an oppor-
tunity for a fair hearing if it denies the 
beneficiary’s request for payment, does 
not act upon the request with reason-
able promptness, or pays less than the 
amount claimed. 

(2) The hearing procedures must be in 
accordance with part 405, subpart H, of 
this chapter (Review and Hearing 
Under the Supplementary Medical In-
surance Program). 

(j) Other terms and conditions. The 
carrier must comply with any other 
terms and conditions included in its 
contract. 

[45 FR 42183, Jun. 23, 1980; 45 FR 64913, Oct. 1, 
1980, as amended at 49 FR 3660, Jan. 30, 1984; 
49 FR 9174, Mar. 12, 1984; 51 FR 34833, Sept. 30, 
1986; 51 FR 41350, Nov. 14, 1986; 51 FR 43198, 
Dec. 1, 1986; 52 FR 4499, Feb. 12, 1987; 53 FR 
6648, Mar. 2, 1988; 54 FR 4027, Jan. 27, 1989; 57 
FR 27307, June 18, 1992]

§ 421.201 Performance criteria and 
standards. 

(a) Application of performance criteria 
and standards. As part of the carrier 
evaluations mandated by section 
1842(b)(2) of the Act, CMS periodically 
assesses the performance of carriers in 
their Medicare operations using per-
formance criteria and standards. 

(1) The criteria measure and evaluate 
carrier performance of functional re-
sponsibilities such as— 
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(i) Accurate and timely payment de-
terminations; 

(ii) Responsiveness to beneficiary, 
physician, and supplier concerns; and 

(iii) Proper management of adminis-
trative funds. 

(2) The standards evaluate the spe-
cific requirements of each functional 
responsibility or criterion. 

(b) Basis for criteria and standards. 
CMS bases the performance criteria 
and standards on— 

(1) Nationwide carrier experience; 
(2) Changes in carrier operations due 

to fiscal constraints; and 
(3) CMS’s objectives in achieving bet-

ter performance. 
(c) Publication of criteria and stand-

ards. Before the beginning of each eval-
uation period, which usually coincides 
with the Federal fiscal year period of 
October 1–September 30, CMS publishes 
the performance criteria and standards 
as a notice in the FEDERAL REGISTER. 
CMS may not necessarily publish the 
criteria and standards every year. CMS 
interprets the statutory phrase ‘‘before 
the beginning of each evaluation pe-
riod’’ as allowing publication of the 
criteria and standards after the Fed-
eral fiscal year begins, as long as the 
evaluation period of the carriers for 
the new criteria and standards begins 
after the publication of the notice. 

[59 FR 682, Jan. 6, 1994]

§ 421.202 Requirements and condi-
tions. 

Before entering into or renewing a 
carrier contract, CMS determines that 
the carrier— 

(a) Has the capacity to perform its 
contractual responsibilities effectively 
and efficiently; 

(b) Has the financial responsibility 
and legal authority necessary to carry 
out its responsibilities; and 

(c) Will be able to meet any other re-
quirements CMS considers pertinent, 
and, if designated a regional DMEPOS 
carrier, any special requirements for 
regional carriers under § 421.210 of this 
subpart. 

[45 FR 42179, June 23, 1980, as amended at 57 
FR 27307, June 18, 1992]

§ 421.203 Carrier’s failure to perform 
efficiently and effectively. 

(a) Failure by a carrier to meet, or 
demonstrate the capacity to meet, the 
criteria and standards specified in 
§ 421.201 may be grounds for adverse ac-
tion by the Secretary, such as contract 
termination or non-renewal. 

(b) Notwithstanding whether or not a 
carrier meets the criteria and stand-
ards specified in § 421.201, if the cost in-
curred by the carrier to meet its con-
tractual requirements exceeds the 
amount that CMS finds to be reason-
able and adequate to meet the cost 
which must be incurred by an effi-
ciently and economically operated car-
rier, those high costs may also be 
grounds for adverse action. 

[59 FR 682, Jan. 6, 1994]

§ 421.205 Termination by the Sec-
retary. 

(a) Cause for termination. The Sec-
retary may terminate a contract with 
a carrier at any time if he or she deter-
mines that the carrier has failed sub-
stantially to carry out any material 
terms of the contract or has performed 
its function in a manner inconsistent 
with the effective and efficient admin-
istration of the Medicare Part B pro-
gram. 

(b) Notice and opportunity for hearing. 
Upon notification of the Secretary’s in-
tent to terminate the contract, the 
carrier may request a hearing within 20 
days after the date on the notice of in-
tent to terminate. 

(c) Hearing procedures. The hearing 
procedures will be those specified in 
§ 421.128(c).

§ 421.210 Designations of regional car-
riers to process claims for durable 
medical equipment, prosthetics, 
orthotics and supplies. 

(a) Basis. This section is based on sec-
tions 1834(a) and 1834(h) of the Act 
which authorize the Secretary to des-
ignate one or more carriers by specific 
regions to process claims for durable 
medical equipment, prosthetic devices, 
prosthetics, orthotics and other sup-
plies (DMEPOS). This authority has 
been delegated to CMS. 

(b) Types of claims. Claims for the fol-
lowing, except for items incident to a 
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