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(2) The determination of the amounts
under paragraph (h)(1) of this section
for any year is based on the applicable
Medicare statutory provisions in effect
on the application deadline date for the
voluntary reduction plan specified
under paragraph (e) of this section.

(i) Applicable hold-harmless percentage.
The applicable hold-harmless percent-
ages for each year in which the resi-
dency reduction plan is in effect are as
follows:

(1) 100 percent for the first and sec-
ond residency training years;

(2) 75 percent for the third year;

(3) 50 percent for the fourth year; and

(4) 25 percent for the fifth year.

(j) Payments to qualifying entities. An-
nual incentive payments through cost
reports will be made to each hospital
that is or is part of a qualifying entity
over the b5-year reduction period if the
qualifying entity meets the annual and
cumulative reduction targets specified
in its voluntary reduction plan.

(k) Penalty for mnoncompliance—(1)
Nonpayment. No incentive payment
may be made to a qualifying entity for
a residency training year if the quali-
fying entity has failed to reduce the
number of FTE residents according to
its voluntary residency reduction plan.

(2) Repayment of incentive amounts.
The qualifying entity is liable for re-
payment of the total amount of incen-
tive payments it has received if the
qualifying entity—

(i) Fails to reduce the base number of
residents by the percentages specified
in paragraphs (g)(2) and (g)(3) of this
section by the end of the fifth resi-
dency training year; or

(ii) Increases the number of FTE resi-
dents above the number of residents
permitted under the voluntary resi-
dency reduction plan as of the comple-
tion date of the plan.

(1) Postplan determination of FTE caps
for qualifying entities—(1) No penalty im-
posed. Upon completion of a voluntary
residency reduction plan, if no penalty
is imposed, the qualifying entity’s 1996
FTE count is permanently adjusted to
equal the unweighted FTE count used
for direct GME payments for the last
residency training year in which a
qualifying entity participates.
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(2) Penalty imposed. Upon completion
of the voluntary residency reduction
plan—

(i) During repayment period. If a pen-
alty is imposed under paragraph (k)(2)
of this section, during the period of re-
payment, the qualifying entity’s FTE
count is as specified in paragraph (1)(1)
of this section.

(ii) After repayment period. Once the
penalty repayment is completed, the
qualifying entity’s FTE reverts back to
its original 1996 FTE cap.

[64 FR 44855, Aug. 18, 1999, as amended at 69
FR 49265, Aug. 11, 2004]

§413.89 Bad debts, charity, and cour-
tesy allowances.

(a) Principle. Bad debts, charity, and
courtesy allowances are deductions
from revenue and are not to be in-
cluded in allowable cost. However, sub-
ject to the limitations described under
paragraph (h) of this section and the
exception for services described under
paragraph (i) of this section, bad debts
attributable to the deductibles and co-
insurance amounts are reimbursable
under the program.

(b) Definitions—(1) Bad debts. (i) For
cost reporting periods beginning before
October 1, 2020:

(A) “Bad debts’ are amounts consid-
ered to be uncollectible from accounts
and notes receivable that were created
or acquired in providing services.

(B) ‘“Accounts receivable” and ‘‘notes
receivable’ are designations for claims
arising from the furnishing of services,
and are collectible in money in the rel-
atively near future.

(ii) For cost reporting periods begin-
ning on or after October 1, 2020, ‘‘bad
debts” are amounts considered to be
uncollectible from patient accounts
that were created or acquired in pro-
viding services and are categorized as
implicit price concessions for cost re-
porting purposes and are recorded in
the provider’s accounting records as a
component of net patient revenue.

(2) Charity allowances. Charity allow-
ances are reductions in charges made
by the provider of services because of
the indigence or medical indigence of
the patient. Cost of free care (uncom-
pensated services) furnished under a
Hill-Burton obligation are considered
as charity allowances.
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(3) Courtesy allowances. Courtesy al-
lowances indicate a reduction in
charges in the form of an allowance to
physicians, clergy, members of reli-
gious orders, and others as approved by
the governing body of the provider, for
services received from the provider.
Employee fringe benefits, such as hos-
pitalization and personnel health pro-
grams, are not considered to be cour-
tesy allowances.

(c) Normal accounting treatment: Re-
duction in revenue. (1) For cost report-
ing periods beginning before October 1,
2020:

(i) Bad debts, charity, and courtesy
allowances represent reductions in rev-
enue. The failure to collect charges for
services furnished does not add to the
cost of providing the services as these
costs have already been incurred in the
production of the services.

(ii) Medicare bad debts must not be
written off to a contractual allowance
account but must be charged to an ex-
pense account for uncollectible ac-
counts.

(2) For cost reporting periods begin-
ning on or after October 1, 2020:

(i) Bad debts, also known as ‘“‘implicit
price concessions,” charity, and cour-
tesy allowances represent reductions in
revenue. The failure to collect charges
for services furnished does not add to
the cost of providing the services as
these costs have already been incurred
in the production of the services.

(i1) Medicare bad debts must not be
written off to a contractual allowance
account but must be recorded as an im-
plicit price concession that results in a
reduction in revenue.

(d) Requirements for Medicare. Under
Medicare, costs of covered services fur-
nished beneficiaries are not to be borne
by individuals not covered by the Medi-
care program, and conversely, costs of
services provided for other than bene-
ficiaries are not to be borne by the
Medicare program. Uncollected rev-
enue related to services furnished to
beneficiaries of the program generally
means the provider has not recovered
the cost of services covered by that
revenue. The failure of beneficiaries to
pay the deductible and coinsurance
amounts could result in the related
costs of covered services being borne by
other than Medicare beneficiaries. To

42 CFR Ch. IV (10-1-23 Edition)

assure that such covered service costs
are not borne by others, the costs at-
tributable to the deductible and coin-
surance amounts that remain unpaid
are added to the Medicare share of al-
lowable costs. Bad debts arising from
other sources are not allowable costs.

(e) Criteria for allowable bad debt. A
bad debt must meet the following cri-
teria to be allowable:

(1) The debt must be related to cov-
ered services and derived from deduct-
ible and coinsurance amounts.

(2) The provider must be able to es-
tablish that reasonable collection ef-
forts were made.

(i) Non-indigent beneficiary. A non-in-
digent beneficiary is a beneficiary who
has not been determined to be categori-
cally or medically needy by a State
Medicaid Agency to receive medical as-
sistance from Medicaid, nor have they
been determined to be indigent by the
provider for Medicare bad debt pur-
poses. To be considered a reasonable
collection effort for non-indigent bene-
ficiaries, all of the following are appli-
cable:

(A) A provider’s collection effort or
the effort of a collection agency acting
on the provider’s behalf, or both, to
collect Medicare deductible or coinsur-
ance amounts must consist of all of the

following:
(I) Be similar to the collection effort
put forth to collect comparable

amounts from non-Medicare patients.

(2) For cost reporting periods begin-
ning before October 1, 2020, involve the
issuance of a bill to the beneficiary or
the party responsible for the bene-
ficiary’s personal financial obligations
on or shortly after discharge or death
of the beneficiary.

(3) For cost reporting periods begin-
ning on or after October 1, 2020, involve
the issuance of a bill to the beneficiary
or the party responsible for the bene-
ficiary’s personal financial obligations
on or before 120 days after the latter of
one of the following:

(i) The date of the Medicare remit-
tance advice that results from proc-
essing the claim for services furnished
to the beneficiary and generates the
beneficiary’s cost sharing amounts.

(i1) The date of the remittance advice
from the beneficiary’s secondary payer,
if any.
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(7ii) The date of the notification that
the beneficiary’s secondary payer does
not cover the service furnished to the
beneficiary.

(4) Include other actions such as sub-
sequent billings, collection letters, and
telephone calls, emails, text messages,
or personal contacts with this party.

(5)(1) Last at least 120 days after
paragraph (e)(2)(i)(A)(2) or (3) of this
section is met before being written off
as uncollectible under paragraph (e)(3)
of this section.

(i) Start a new 120-day collection pe-
riod each time a payment is received
within a 120-day collection period.

(6) Maintaining and, upon request,
furnishing verifiable documentation to
its contractor that includes all of the
following:

(i) The provider’s bad debt collection
policy which describes the collection
process for Medicare and non-Medicare
patients.

(i7) The patient account history docu-
ments which show the dates of various
collection actions such as the issuance
of bills to the beneficiary, follow-up
collection letters, reports of telephone
calls and personal contact, etc.

(ii1) The beneficiary’s file with copies
of the bill(s) and follow-up notices.

(B) A provider that uses a collection
agency to perform its collection effort
must do all of the following:

(I) Reduce the beneficiary’s account
receivable by the gross amount col-
lected.

(2) Include any fee charged by the
collection agency as an administrative
cost.

(3) Before claiming the unpaid
amounts as a Medicare bad debt, cease
all collection efforts, including the col-
lection agency efforts, and ensure that
the collection accounts have been re-
turned to the provider from the agen-
cy.

(ii) Indigent mnon-dual eligible bene-
ficiary. An indigent non-dual eligible
beneficiary is a beneficiary who is de-
termined to be indigent or medically
indigent by the provider and is not eli-
gible for Medicaid as categorically or
medically needy.

(A) To determine a beneficiary to be
an indigent non-dual eligible bene-
ficiary, the provider—
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(I) Must not use a beneficiary’s dec-
laration of their inability to pay their
medical bills or deductibles and coin-
surance amounts as sole proof of indi-
gence or medical indigence;

(2) Must take into account the anal-
ysis of both the beneficiary’s assets
(only those convertible to cash and un-
necessary for the beneficiary’s daily
living) and income;

(3) May consider extenuating cir-
cumstances that would affect the de-
termination of the beneficiary’s indi-
gence or medical indigence which may
include an analysis of both the bene-
ficiary’s liabilities and expenses, if in-
digence is unable to be determined
under paragraph (e)(ii)(A)(2) of this sec-
tion;

(4) Must determine that no source
other than the beneficiary would be le-
gally responsible for the beneficiary’s
medical bill, such as a legal guardian
or State Medicaid program; and

(5) Must maintain and, upon request,
furnish its contractor its indigence pol-
icy describing the method by which in-
digence or medical indigence is deter-
mined and all the verifiable beneficiary
specific documentation which supports
the provider’s determination of each
beneficiary’s indigence or medical indi-
gence.

(B) Once indigence is determined the
bad debt may be deemed uncollectible
without applying a collection effort
under paragraph (e)(2)(i)(A) or (B) of
this section.

(iii) Indigent dual-eligible beneficiaries
(including qualified Medicare bene-
ficiaries). Providers may deem Medicare
beneficiaries indigent or medically in-
digent when such individuals have also
been determined eligible for Medicaid
under a State’s Title XIX Medicaid pro-
gram as either categorically needy in-
dividuals or medically needy individ-
uals. To be considered a reasonable col-
lection effort for dual-eligible bene-
ficiaries:

(A) When a State permits a Medicare
provider’s Medicaid enrollment for the
purposes of processing a beneficiary’s
claim, to determine the State’s liabil-
ity for the beneficiary’s Medicare cost
sharing, the provider—

(I) Must determine whether the
State’s Title XIX Medicaid Program
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(or a local welfare agency, if applica-
ble) is responsible to pay all or a por-
tion of the beneficiary’s Medicare de-
ductible or coinsurance amounts;

(2) Must submit a bill to its Medicaid/
Title XIX agency (or to its local wel-
fare agency) to determine the State’s
cost sharing obligation to pay all or a
portion of the applicable Medicare de-
ductible and coinsurance;

(3) Must submit the Medicaid remit-
tance advice received from the State to
its Medicare contractor;

(4) Must reduce allowable Medicare
bad debt by any amount that the State
is obligated to pay, either by statute or
under the terms of its approved Med-
icaid State plan, regardless of whether
the State actually pays its obligated
amount to the provider; and

(5) May include the Medicare deduct-
ible or coinsurance amount, or any por-
tion thereof that the State is not obli-
gated to pay, and which remains un-
paid by the beneficiary, as an allowable
Medicare bad debt.

(B) When, through no fault of the
provider, a provider does not receive a
Medicaid remittance advice because
the State does not permit a Medicare
provider’s Medicaid enrollment for the
purposes of processing a beneficiary’s
claim, or because the State does not
generate a Medicaid remittance advice,
the provider—

(I) Must submit to its contractor, all
of the following auditable and
verifiable documentation:

(1) The State’s Medicaid notification
stating that the State has no legal ob-
ligation to pay the provider for the
beneficiary’s Medicare cost sharing.

(i1) A calculation of the amount the
State owes the provider for Medicare
cost sharing.

(iii) Verification of the beneficiary’s
eligibility for Medicaid for the date of
service;

(2) Must reduce allowable Medicare
bad debt by any amount the State is
obligated to pay, regardless of whether
the State actually pays its obligated
amount to the provider; and

(3) May include the Medicare deduct-
ible or coinsurance amount, or any por-
tion thereof that the State is not obli-
gated to pay, and which remains un-
paid by the beneficiary, as an allowable
Medicare bad debt.

42 CFR Ch. IV (10-1-23 Edition)

3) The debt was actually
uncollectible when claimed as worth-
less.

(4) Sound business judgment estab-
lished that there was no likelihood of
recovery at any time in the future.

(f) Reporting period for writing off bad
debts and reporting of recoveries of bad
debts reimbursed in prior periods. For
cost reporting periods beginning be-
fore, on, or after October 1, 2020, the de-
ductible and coinsurance amounts un-
collected from beneficiaries are to be
written off and recognized as allowable
bad debts in the cost reporting period
in which the accounts are deemed to be
worthless.

(1) Any payment on the account
made by the beneficiary or a respon-
sible party, after the write-off date but
before the end of the cost reporting pe-
riod, must be used to reduce the final
bad debt for the account claimed in
that cost report.

(2) In some cases an amount written
off as a bad debt and reimbursed by the
program in a prior cost reporting pe-
riod may be recovered in a subsequent
period.

(i) In situations described in this
paragraph (f)(2), the recovered amount
must be used to reduce the provider’s
reimbursable costs in the period in
which the amount is recovered.

(ii) The amount of reduction in the
period of recovery (as specified in para-
graph (f)(2)(i) of this section) must not
exceed the actual amount reimbursed
by the program for the related bad debt
in the applicable prior cost reporting
period.

(g) Charity allowances. Charity allow-
ances have no relationship to bene-
ficiaries of the Medicare program and
are not allowable costs. These charity
allowances include the costs of uncom-
pensated services furnished under a
Hill-Burton obligation. (Note: In ac-
cordance with section 106(b) of Pub. L.
97-248 (enacted September 3, 1982), this
sentence is effective with respect to
any costs incurred under Medicare ex-
cept that it does not apply to costs
which have been allowed prior to Sep-
tember 3, 1982, pursuant to a final court
order affirmed by a United States
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Court of Appeals.) The cost to the pro-
vider of employee fringe-benefit pro-
grams is an allowable element of reim-
bursement.

(h) Limitations on bad debts—(1) Hos-
pitals. In determining reasonable costs
for hospitals, the amount of allowable
bad debt (as defined in paragraph (e) of
this section) is reduced:

(i) For cost reporting periods begin-
ning during fiscal year 1998, by 25 per-
cent;

(ii) For cost reporting periods begin-
ning during fiscal year 1999, by 40 per-
cent;

(iii) For cost reporting periods begin-
ning during fiscal year 2000, by 45 per-
cent; and

(iv) For cost reporting periods begin-
ning during fiscal years 2001 through
2012, by 30 percent.

(v) For cost reporting periods begin-
ning during a subsequent fiscal year,
by 35 percent.

(2) Skilled nursing facilities and swing
bed hospitals. For the purposes of this
paragraph (h)(2), a dual eligible indi-
vidual is defined as an individual that
is entitled to benefits under Part A of
Medicare and is determined eligible by
the State for medical assistance under
Title XIX of the Act as described under
paragraph (2) of the definition of a
“full-benefit dual eligible individual”
at §423.772 of this chapter. In deter-
mining reasonable costs for a skilled
nursing facility and for post-hospital
SNF care furnished in a swing bed hos-
pital, as defined in §413.114(b), the
amount of allowable bad debt (as de-
fined in paragraph (e) of this section) is
reduced:

(i) For mon-dual eligible individuals—
(A) For cost reporting periods begin-
ning during fiscal years 2006 through
2012, by 30 percent, for a patient in a
skilled nursing facility.

(B) For cost reporting periods begin-
ning during a subsequent fiscal year,
by 35 percent, for a patient in a skilled
nursing facility or receiving post-hos-
pital SNF care in a swing bed hospital.

(i1) For dual eligible individuals—(A)
For cost reporting periods beginning
during fiscal year 2013, by 12 percent,
for a patient in a skilled nursing facil-
ity or a patient receiving post-hospital
SNF care in a swing bed hospital.
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(B) For cost reporting periods begin-
ning during fiscal year 2014, by 24 per-
cent, for a patient in a skilled nursing
facility or a patient receiving post-hos-
pital SNF care in a swing bed hospital.

(C) For cost reporting periods begin-
ning during a subsequent fiscal year,
by 35 percent, for a patient in a skilled
nursing facility or a patient receiving
post-hospital SNF care in a swing bed
hospital.

(3) End-stage renal dialysis facilities. In
determining reasonable costs for an
end-stage renal dialysis facility, the
amount of allowable bad debt (as de-
fined in paragraph (e) of this section)
is:

(i) For cost reporting periods begin-
ning before October 1, 2012, reimbursed
up to the facility’s costs.

(ii) For cost reporting periods begin-
ning on or after October 1, 2012 and be-
fore January 1, 2013, reduced by 12 per-
cent with the resulting amount reim-
bursed up to the facility’s costs.

(iii) For cost reporting periods begin-
ning on or after January 1, 2013 and be-
fore October 1, 2013, reduced by 12 per-
cent.

(iv) For cost reporting periods begin-
ning during fiscal year 2014, reduced by
24 percent.

(v) For cost reporting periods begin-
ning during a subsequent fiscal year,
reduced by 35 percent.

(4) All other providers. In determining
reasonable costs for all other providers,
suppliers and other entities not de-
scribed elsewhere in paragraph (h) of
this section that are eligible to receive
reimbursement for bad debts under this
section, the amount of allowable bad
debts (as defined in paragraph (e) of
this section) is reduced:

(i) For cost reporting periods begin-
ning during fiscal year 2013, by 12 per-
cent.

(ii) For cost reporting periods begin-
ning during fiscal year 2014, by 24 per-
cent.

(iii) For cost reporting periods begin-
ning during a subsequent fiscal year,
by 35 percent.

(1) Ezxceptions applicable to bad debt re-
imbursement. (1) Bad debts arising from
covered services paid under a reason-
able charge-based methodology or a fee
schedule are not reimbursable under
the program.
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(2) For end-stage renal dialysis serv-
ices furnished on or after January 1,
2011 and paid for under the end-stage
renal dialysis prospective payment sys-
tem described in §413.215, bad debts
arising from covered items or services
that, prior to January 1, 2011 were paid
under a reasonable charge-based meth-
odology or a fee schedule, including but
not limited to drugs, laboratory tests,
and supplies are not reimbursable
under the program.

[61 FR 34793, Sept. 30, 1986, as amended at 57
FR 33898, July 31, 1992; 60 FR 63189, Dec. 8,
1995; 63 FR 41005, July 31, 1998; 66 FR 32195,
June 13, 2001. Redesignated at 69 FR 49254,
Aug. 11, 2004, and amended at 71 FR 48142,
Aug. 18, 2006; 71 FR 69785, Dec. 1, 2006; 75 FR
49198, Aug. 12, 2010; 77 FR 67350, Nov. 9, 2012;
85 FR 59023, Sept. 18, 2020]

§413.90 Research costs.

(a) Principle. Costs incurred for re-
search purposes, over and above usual
patient care, are not includable as al-
lowable costs.

(b) Application. (1) There are numer-
ous sources of financing for health-re-
lated research activities. Funds for this
purpose are provided under many Fed-
eral programs and by other tax-sup-
ported agencies. Also, many founda-
tions, voluntary health agencies, and
other private organizations, as well as
individuals, sponsor or contribute to
the support of medical and related re-
search. Funds available from such
sources are generally ample to meet
basic medical and hospital research
needs. A further consideration is that
quality review should be assured as a
condition of governmental support for
research. Provisions for such review
would introduce special difficulties in
the Medicare programs.

(2) If research is conducted in con-
junction with, and as a part of, the
care of patients, the costs of usual pa-
tient care and studies, analyses, sur-
veys, and related activities to serve the
provider’s administrative and program
needs are allowable costs in the deter-
mination of payment under Medicare.

[61 FR 34793, Sept. 30, 1986, as amended at 61
FR 63748, Dec. 2, 1996]
§413.92 Costs of surety bonds.

Costs incurred by a provider to ob-
tain a surety bond required by part 489,

42 CFR Ch. IV (10-1-23 Edition)

subpart F of this chapter are not in-
cluded as allowable costs.

[63 FR 310, Jan. 5, 1998]

§413.94 Value of services of nonpaid
workers.

(a) Principle. The value of services in
positions customarily held by full-time
employees performed on a regular,
scheduled basis by individuals as
nonpaid members of organizations
under arrangements between such or-
ganizations and a provider for the per-
formance of such services without di-
rect remuneration from the provider to
such individuals is allowable as an op-
erating expense for the determination
of allowable cost subject to the limita-
tion contained in paragraph (b) of this
section. The amounts allowed are not
to exceed those paid others for similar
work. Such amounts must be identifi-
able in the records of the institutions
as a legal obligation for operating ex-
penses.

(b) Limitations: Services of mnonpaid
workers. The services must be per-
formed on a regular, scheduled basis in
positions customarily held by full-time
employees and necessary to enable the
provider to carry out the functions of
normal patient care and operation of
the institution. The value of services of
a type for which providers generally do
not remunerate individuals performing
such services is not allowable as a re-
imbursable cost under the Medicare
program. For example, donated serv-
ices of individuals in distributing
books and magazines to patients, or in
serving in a provider canteen or cafe-
teria or in a provider gift shop, would
not be reimbursable.

(c) Application. The following illus-
trates how a provider would determine
an amount to be allowed under this
principle: The prevailing salary for a
lay nurse working in Hospital A is
$5,000 for the year. The lay nurse re-
ceives no maintenance or special per-
quisites. A sister working as a nurse
engaged in the same activities in the
same hospital receives maintenance
and special perquisites which cost the
hospital $2,000 and are included in the
hospital’s allowable operating costs.
The hospital would then include in its
records an additional $3,000 to bring
the value of the services rendered to
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