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Centers for Medicare & Medicaid Services, HHS
prior cost reporting periods, as provided in § 413.134.
(4) Payments to funds for the donated
services of teaching physicians, as provided in § 413.85.
(5) Except as provided in paragraph
(f)(2)(iii) of this section for making
nominal charge determinations in special situations, graduate medical education costs.
(e) Reductions in customary charges.
Customary charges are reduced in proportion to the ratio of the aggregate
amount
actually
collected
from
charge-paying non-Medicare patients
to the amount that would have been realized had customary charges been
paid, if the provider—
(1) Did not actually impose charges
on most of the patients liable for payment for its services on a charge basis;
or
(2) Failed to make a reasonable effort
to collect those charges.
(f) Nominal charge determinations. In
determining whether a provider’s customary charges equal 60 percent or less
of its reasonable costs, the following
rules apply:
(1) General rule. The determination is
based on charges actually billed to
charge-paying, non-Medicare patients,
and (except for clinical diagnostic laboratory tests that are paid under section 1833(h) of the Act) is made separately for Part A services and Part B
services.
(2) Determination in special situations.
(i) Charges based on ability to pay. For
providers that have a sliding scale or
discounted charges based on patients’
ability to pay, the determination—
(A) Is based on charges billed to all
charge-paying patients;
(B) Uses the ratio of the sliding scale
charges to the provider’s full customary charges; and
(C) Applies the ratio to the discounted charges to equate those
charges to customary charges.
(ii) HHA services. In determining
nominal charges for HHAs, all Part A
and Part B services, with the exception
of DME, are considered together.
(iii) Graduate medical education. When
making the nominal charge determination, graduate medical education payments (or the provider’s reasonable
costs for that education, if supported

§ 413.17

by appropriate data) are included in
reasonable costs.
[65 FR 8661, Feb. 22, 2000, as amended at 70
FR 47487, Aug. 12, 2005]

§ 413.17 Cost to related organizations.
(a) Principle. Except as provided in
paragraph (d) of this section, costs applicable to services, facilities, and supplies furnished to the provider by organizations related to the provider by
common ownership or control are includable in the allowable cost of the
provider at the cost to the related organization. However, such cost must
not exceed the price of comparable
services, facilities, or supplies that
could be purchased elsewhere.
(b) Definitions—(1) Related to the provider. Related to the provider means
that the provider to a significant extent is associated or affiliated with or
has control of or is controlled by the
organization furnishing the services,
facilities, or supplies.
(2) Common ownership. Common ownership exists if an individual or individuals possess significant ownership or
equity in the provider and the institution or organization serving the provider.
(3) Control. Control exists if an individual or an organization has the
power, directly or indirectly, significantly to influence or direct the actions or policies of an organization or
institution.
(c) Application. (1) Individuals and organizations associate with others for
various reasons and by various means.
Some deem it appropriate to do so to
assure a steady flow of supplies or services, to reduce competition, to gain a
tax advantage, to extend influence, and
for other reasons. These goals may be
accomplished by means of ownership or
control, by financial assistance, by
management assistance, and other
ways.
(2) If the provider obtains items of
services, facilities, or supplies from an
organization, even though it is a separate legal entity, and the organization
is owned or controlled by the owner(s)
of the provider, in effect the items are
obtained from itself. An example would
be a corporation building a hospital or
a nursing home and then leasing it to
another corporation controlled by the
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owner. Therefore, reimbursable cost
should include the costs for these items
at the cost to the supplying organization. However, if the price in the open
market for comparable services, facilities, or supplies is lower than the cost
to the supplier, the allowable cost to
the provider may not exceed the market price.
(d) Exception. (1) An exception is provided to this general principle if the
provider demonstrates by convincing
evidence to the satisfaction of the contractor, that—
(i) The supplying organization is a
bona fide separate organization;
(ii) A substantial part of its business
activity of the type carried on with the
provider is transacted with others than
the provider and organizations related
to the supplier by common ownership
or control and there is an open, competitive market for the type of services, facilities, or supplies furnished by
the organization;
(iii) The services, facilities, or supplies are those that commonly are obtained by institutions such as the provider from other organizations and are
not a basic element of patient care ordinarily furnished directly to patients
by such institutions; and
(iv) The charge to the provider is in
line with the charge for such services,
facilities, or supplies in the open market and no more than the charge made
under comparable circumstances to
others by the organization for such
services, facilities, or supplies.
(2) In such cases, the charge by the
supplier to the provider for such services, facilities, or supplies is allowable
as cost.
[51 FR 34793, Sept. 30, 1986, as amended at 81
FR 57270, Aug. 22, 2016]

Subpart B—Accounting Records
and Reports
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Financial data and reports.

(a) General. The principles of cost reimbursement require that providers
maintain sufficient financial records
and statistical data for proper determination of costs payable under the
program. Standardized definitions, accounting, statistics, and reporting
practices that are widely accepted in

the hospital and related fields are followed. Changes in these practices and
systems will not be required in order to
determine costs payable under the
principles of reimbursement. Essentially the methods of determining costs
payable under Medicare involve making use of data available from the institution’s basis accounts, as usually
maintained, to arrive at equitable and
proper payment for services to beneficiaries.
(b) Frequency of cost reports. Cost reports are required from providers on an
annual basis with reporting periods
based on the provider’s accounting
year. In the interpretation and application of the principles of reimbursement, the fiscal contractors will be an
important source of consultative assistance to providers and will be available to deal with questions and problems on a day-to-day basis.
(c) Recordkeeping requirements for new
providers. A newly participating provider of services (as defined in § 400.202
of this chapter) must make available to
its selected contractor for examination
its fiscal and other records for the purpose of determining such provider’s ongoing recordkeeping capability and inform the contractor of the date its initial Medicare cost reporting period
ends. This examination is intended to
assure that—
(1) The provider has an adequate ongoing system for furnishing the records
needed to provide accurate cost data
and other information capable of
verification by qualified auditors and
adequate for cost reporting purposes
under section 1815 of the Act; and
(2) No financial arrangements exist
that will thwart the commitment of
the Medicare program to reimburse
providers the reasonable cost of services furnished beneficiaries. The data
and information to be examined include cost, revenue, statistical, and
other information pertinent to reimbursement including, but not limited
to, that described in paragraph (d) of
this section and in § 413.24.
(d) Continuing provider recordkeeping
requirements. (1) The provider must furnish such information to the contractor as may be necessary to—
(i) Assure proper payment by the program, including the extent to which
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