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$5,000. The amount of $3,000 would be 
allowable if the provider assumes obli-
gation for the expense under a written 
agreement with the sisterhood or other 
religious order covering payment by 
the provider for the services. 

§ 413.98 Purchase discounts and allow-
ances, and refunds of expenses. 

(a) Principle. Discounts and allow-
ances received on purchases of goods or 
services are reductions of the costs to 
which they relate. Similarly, refunds of 
previous expense payments are reduc-
tions of the related expense. 

(b) Definitions—(1) Discounts. Dis-
counts, in general, are reductions 
granted for the settlement of debts. 

(2) Allowances. Allowances are deduc-
tions granted for damage, delay, short-
age, imperfection, or other causes, ex-
cluding discounts and returns. 

(3) Refunds. Refunds are amounts 
paid back or a credit allowed on ac-
count of an overcollection. 

(c) Normal accounting treatment—Re-
duction of costs. All discounts, allow-
ances, and refunds of expenses are re-
ductions in the cost of goods or serv-
ices purchased and are not income. If 
they are received in the same account-
ing period in which the purchases were 
made or expenses were incurred, they 
will reduce the purchases or expenses 
of that period. However, if they are re-
ceived in a later accounting period, 
they will reduce the comparable pur-
chases or expenses in the period in 
which they are received. 

(d) Application. (1) Purchase discounts 
have been classified as cash, trade, or 
quantity discounts. Cash discounts are 
reductions granted for the settlement 
of debts before they are due. Trade dis-
counts are reductions from list prices 
granted to a class of customers before 
consideration of credit terms. Quantity 
discounts are reductions from list 
prices granted because of the size of in-
dividual or aggregate purchase trans-
actions. Whatever the classification of 
purchase discounts, like treatment in 
reducing allowable costs is required. In 
the past, purchase discounts were con-
sidered as financial management in-
come. However, modern accounting 
theory holds that income is not derived 
from a purchase but rather from a sale 
or an exchange and that purchase dis-

counts are reductions in the cost of 
whatever was purchased. The true cost 
of the goods or services is the net 
amount actually paid for them. Treat-
ing purchase discounts as income 
would result in an overstatement of 
costs to the extent of the discount. 

(2) As with discounts, allowances, 
and rebates received from purchases of 
goods or services, refunds of previous 
expense payments are clearly reduc-
tions in costs and must be reflected in 
the determination of allowable costs. 
This treatment is equitable and is in 
accord with that generally followed by 
other governmental programs and 
third-party payment organizations 
paying on the basis of cost. 

§ 413.99 Qualified and Non-Qualified 
Deferred Compensation Plans. 

(a) Statutory basis, scope, and defini-
tions—(1) Basis. All payments to pro-
viders of services must be based on the 
reasonable cost of services covered 
under Title XVIII in accordance with 
section 1861(v) of the Act and the regu-
lations in this part. 

(2) Scope. This section and 
§ 413.100(c)(2)(vii) apply to Medicare’s 
treatment of the costs incurred for 
Qualified and Non-Qualified Deferred 
Compensation Plans. 

(3) Definitions. As used in this section 
the following definitions apply: 

Deferred Compensation means remu-
neration currently earned by an em-
ployee that is not received until a sub-
sequent period, usually after retire-
ment. 

Employee Retirement Income Security 
Act of 1974 (ERISA) is a Federal law 
that sets standards of protection for in-
dividuals in most voluntarily estab-
lished, private-sector retirement plans. 
The law is set forth in Title 29, Chapter 
18 of the U.S. Code. 

Funded Plan means a plan in which 
assets have been irrevocably and un-
conditionally set aside with a third 
party for the payment of plan benefits 
(for example, in a trust or escrow ac-
count), and those assets are beyond the 
reach of the employer or its general 
creditors. 

Non-Qualified Deferred Compensation 
Plan (NQDC) means an elective or non- 
elective plan, agreement, method, or 
arrangement between an employer and 
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an employee to pay the employee com-
pensation in the future. In comparison 
with qualified plans, nonqualified plans 
do not provide employers and employ-
ees with the tax benefits associated 
with qualified plans because NQDC 
plans do not satisfy all the require-
ments of 26 U.S.C. 401(a). 

Non-Qualified Defined Benefit Plan 
(NQDB) means a type of NQDC that is 
established and maintained by the em-
ployer primarily to provide definitely 
determinable benefits to its employees 
usually over a period of years, or for 
life, after retirement. Such benefits are 
generally measured by, and based on, 
such factors as age of employees, years 
of service, and compensation received 
by the employees. 

Pension Benefit Guaranty Corporation 
(PBGC) is a Federal agency created by 
ERISA to protect benefits in private- 
sector QDBP plans described in section 
3(35) of ERISA. 

Qualified Defined Benefit Plan (QDBP) 
means a type of Qualified Deferred 
Compensation Plan that is established 
and maintained by the employer pri-
marily to provide definitely deter-
minable benefits to its employees usu-
ally over a period of years, or for life, 
after retirement. Such benefits are 
generally measured by, and based on, 
such factors as age of employees, years 
of service, and compensation received 
by the employees. A QDBP meets the 
applicable requirements of ERISA, as 
amended, and the requirements for a 
QDBP under 26 U.S.C. 401(a). Under a 
qualified plan, employers are entitled 
to deduct expenses in the year the em-
ployer makes contributions even 
though employees will not recognize 
income until the receipt of distribu-
tions. 

Qualified Defined Contribution or Indi-
vidual Account Plan (QDCP) means a 
type of Deferred Compensation Plan in 
which the employee, the employer, or 
both, contribute to an employee’s indi-
vidual account under the plan. The 
amount in the account at distribution 
includes the contributions and invest-
ment gains or losses, minus any invest-
ment and administrative fees. The 
value of the account changes based on 
contributions and the value and per-
formance of the investments. A QDCP 
meets the applicable requirements of 

ERISA, as amended, and the require-
ments set forth in 26 U.S.C. 401(a), and, 
if applicable 26 U.S.C. 401(k). 

Unfunded Plan means a plan in which 
benefits are supported by assets that 
have not been set aside (that is, a ‘‘pay 
as you go’’ plan), or by assets that have 
been set aside, but remain subject to 
the claims of the employer’s general 
creditors. 

(b) Principle requirements—(1) General. 
Deferred Compensation contributions 
or payments must be made by a pro-
vider of services, or an employee of the 
provider of services, to a Qualified or 
Non-Qualified Deferred Compensation 
Plan, established and maintained by 
the provider of services to provide re-
tirement income to employees or to re-
sult in the deferral of income by em-
ployees for periods extending to the 
termination of covered employment or 
beyond. Contributions or payments 
made by a provider of services for the 
benefit of its employees to a Qualified 
or Non-Qualified Deferred Compensa-
tion Plan are allowable, when, and to 
the extent that, such costs are actually 
incurred by the provider of services and 
found to be reasonable and necessary 
under the principles of reasonable cost. 

(2) Deferred Compensation for provider- 
based physicians services in a hospital or 
SNF. Costs incurred by a hospital or 
SNF to fund a Qualified or Non-Quali-
fied Deferred Compensation Plan for a 
provider-based physician must meet 
the following requirements to be allow-
able under the program: 

(i) The allocation of physician com-
pensation costs required under § 415.60 
of this chapter does not attribute the 
provider-based physician’s Deferred 
Compensation entirely to one category 
of service and his current compensa-
tion to another. 

(ii) Contributions or payments to-
ward the Qualified or Non-Qualified 
Deferred Compensation Plan do not in-
clude any cost excluded from the defi-
nition of physician compensation at 
§ 415.60(a) of this chapter. 

(iii) The amount of Deferred Com-
pensation does not exceed the amount 
specified in the agreement required by 
§ 415.60(g) of this chapter. 

(iv) An arrangement between a physi-
cian and a provider of services under 
which the physician is reimbursed for 
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patient charges, but the provider of 
services does the billing as a Deferred 
Compensation agreement, is not al-
lowed. 

(v) The costs incurred for physician 
guaranteed arrangements for hospital 
emergency room availability services, 
must meet the following additional re-
quirements: 

(A) The terms of both the guarantee 
arrangements and the Deferred Com-
pensation Plan establish the amounts 
to be included at the beginning of the 
hospital’s cost reporting period. 

(B) The amount of Deferred Com-
pensation is included in the guaranteed 
amount. 

(C) The hospital contributes to the 
Deferred Compensation Plan from its 
own funds. 

(D) The amount of Deferred Com-
pensation that is allowable is limited 
to the amount by which the guarantee, 
including Deferred Compensation, ex-
ceeds the total billed by the hospital to 
all patients for the physician’s patient 
care services. 

(E) When the physician’s charges to 
all patients equal or exceed the amount 
guaranteed by the hospital, the pro-
gram does not recognize a Deferred 
Compensation contribution/payment. 

(c) Requirements for Non-Qualified and 
Qualified Deferred Compensation Plans— 
(1) NQDC requirements. In order for con-
tributions or payments by a provider of 
services to an NQDC as defined at para-
graph (a)(3) of this section to be allow-
able under the program, the NQDC 
must meet the general requirements at 
paragraph (c)(1)(i) of this section, and 
it must either meet the requirements 
for a funded NQDC at paragraph 
(c)(1)(ii) of this section or the require-
ments for an unfunded NQDC at para-
graph (c)(1)(iii) of this section, as appli-
cable. 

(i) General requirements. An NQDC 
must satisfy the requirements for doc-
ument compliance and operational 
compliance set forth in 26 U.S.C. 409A. 

(ii) Funded NQDCs. A funded NQDC 
must meet the definition of a Funded 
Plan in paragraph (a)(3) of this section 
and comply with the requirements in 
paragraph (c)(5) of this section. 

(iii) Unfunded NQDCs. An NQDC that 
is unfunded must meet the definition of 
an Unfunded Plan in paragraph (a)(3) of 

this section, and there must be no con-

structive receipt of income for employ-

ees from a NQDC as a result of con-

tributions made by a provider of serv-

ices. 

(2) QDCP requirements. A QDCP must 

meet the applicable requirements of 

ERISA, as amended, and the require-

ments set forth in 26 U.S.C. 401(a), and 

if applicable 26 U.S.C. 401(k). A QDCP 

must meet the definition of a Funded 

Plan in paragraph (a)(3) of this section 

and comply with the requirements in 

paragraph (c)(5) of this section. 

(3) QDBP requirements. A QDBP must 

meet the applicable requirements of 

ERISA, as amended, and the require-

ments for a defined benefit plan under 

26 U.S.C. 401(a). A QDBP must meet the 

definition of a Funded Plan in para-

graph (a)(3) of this section and comply 

with the requirements in paragraph 

(c)(5) of this section. 

(4) NQDB requirements. In order for 

contributions or payments by a pro-

vider of services to an NQDB as defined 

at paragraph (a)(3) of this section to be 

allowable under the program, the 

NQDB must meet the general require-

ments at paragraph (c)(4)(i) of this sec-

tion, and it must either meet the re-

quirements for a funded NQDB at para-

graph (c)(4)(ii) of this section or the re-

quirements for an unfunded NQDB at 

paragraph (c)(4)(iii) of this section, as 

applicable. 

(i) General requirements. An NQDB 

must satisfy the requirements for doc-

ument compliance set forth in 26 U.S.C. 

409A and operational compliance set 

forth in 26 U.S.C. 409A(a). 

(ii) Funded NQDBs. An NQDB that is 

funded must meet the definition of a 

Funded Plan in paragraph (a)(3) of this 

section and comply with the require-

ments in paragraph (c)(5) of this sec-

tion. 

(iii) Unfunded NQDBs. An NQDB that 

is unfunded must meet the definition of 

an Unfunded Plan in paragraph (a)(3) of 

this section, and there must be no con-

structive receipt of income for employ-

ees from a NQDB as a result of con-

tributions made by a provider of serv-

ices. 
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(5) Funded Plan requirements—(i) Ac-
ceptable funding mechanism. Both pro-
vider of services contributions and em-
ployee contributions must be used ei-
ther to purchase an insured plan with a 
commercial insurance company, to es-
tablish a custodial bank account, or to 
establish a trust fund administered by 
a trustee. 

(ii) Life insurance contracts. The pur-
chase of an ordinary life insurance con-
tract (for example, whole life, straight 
life, or other) is not a deferral of com-
pensation and is not recognized as a 
funding mechanism, even where it is 
convertible at the normal retirement 
date specified in the policy to an annu-
ity payable over the remaining life of 
the employee. 

(iii) Sole benefit of participating em-
ployees. Regardless of the funding 
mechanism utilized, all provider of 
services and employee contributions to 
the fund established under the Deferred 
Compensation Plan and income there-
from must be used for the sole benefit 
of the participating employees. 

(d) Recognition of contributions or pay-
ments to Qualified and Non-Qualified De-
ferred Compensation Plans—(1) General 
rule. Except as provided for in para-
graph (c)(1)(iii) of this section with re-
spect to QDBPs and funded NQDBs, 
contributions to Qualified Deferred 
Compensation Plans or payments to 
plan participants from Non-Qualified 
Deferred Compensation Plans are rec-
ognized as allowable costs in accord-
ance with paragraph (c)(1)(i) of this 
section (in the case of Unfunded Plans) 
and paragraph (c)(1)(ii) of this section 
(in the case of Funded Plans). 

(i) Unfunded Plans. Contributions or 
payments made to an unfunded De-
ferred Compensation Plans (including 
unfunded NQDBs) by a provider of serv-
ices on behalf of its employees are in-
cluded in allowable costs only during 
the cost reporting period in which an 
actual payment is made to the partici-
pating employees (or their bene-
ficiaries) and only to the extent consid-
ered reasonable, in accordance with 
§ 413.100(c)(2)(vii)(A). 

(ii) Funded Plans. Reasonable pro-
vider of services payments made under 
funded Deferred Compensation Plans 
(specifically, funded Defined Contribu-
tion Plans, but excluding QDBPs and 

funded NQDBs) are included in allow-
able costs in accordance with 
§ 413.100(c)(2)(vii)(B). 

(iii) Exception for QDBPs and funded 
NQDBs. (A) QDBP and NQDB contribu-
tions are found to have been incurred 
only if paid directly to participants or 
beneficiaries under the terms of the 
plan or to the QDBP or NQDB. 

(B) Payments to a QDBP or funded 
NQDB for a cost reporting period must 
be measured on a cash basis. A con-
tribution or payment is deemed to 
occur on the date it is credited to the 
fund established for the QDBP or fund-
ed NQDB, or for provider of services 
payments made directly to a plan par-
ticipant or beneficiary, on the date the 
provider of services account is debited. 

(C) Payments or contributions made 
to fully fund a terminating QDBP or 
funded NQDB are to be included as 
funding on the date they are paid. Ex-
cess assets withdrawn from a QDBP or 
funded NQDB are to be treated as nega-
tive contributions on the date that 
they are withdrawn. 

(D) QDBP and funded NQDB annual 
allowable costs are computed as fol-
lows: 

(1) QDBP and funded NQDB costs and 
limits are computed in accordance 
with § 413.100(c)(2)(vii)(D). 

(2) For purposes of determining the 
QDBP or funded NQDB cost limit under 
§ 413.100(c)(2)(vii)(D)(2), provider of 
services contribution payments for 
each applicable cost reporting period 
must be determined on a cash basis 
without regard to any limit determined 
for the period during which the con-
tributions were made, and excluding 
any contributions deposited in a prior 
period and treated as carry forward 
contributions. 

(3) The averaging period used to de-
termine the QDBP or funded NQDB 
cost limit must be determined without 
regard to a provider of services period 
of participation in the Medicare pro-
gram. Periods that are not Medicare 
cost reporting periods (for example, pe-
riods prior to the hospital’s participa-
tion in the Medicare program) must be 
defined as consecutive 12-month peri-
ods ending immediately prior to the 
provider of services initial Medicare 
cost reporting period. 
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(4) The averaging period used to de-
termine the QDBP or funded NQDB 
cost limit must exclude all periods end-
ing prior to the initial effective date of 
the plan (or a predecessor plan in the 
case of a merger). 

(5) In general, the current period de-
fined benefit cost and limit is com-
puted and applied separately for each 
QDBP or funded NQDB offered by a 
provider of services. In the case of a 
plan merger, the contributions or pay-
ments made by a provider of services to 
a predecessor QDBP or funded NQDB 
and reflected in the assets subse-
quently transferred to a successor plan 
are treated as contribution payments 
made to the successor plan. 

(2) [Reserved] 
(e) Documentation requirements. Docu-

mentation must be maintained by the 
provider of services in accordance with 
§ 413.20 to substantiate the allowability 
of contributions or payments to Quali-
fied and Non-Qualified Deferred Com-
pensation Plan(s) that it has included 
in its cost reports. 

(1) Required documentation. The pro-
vider of services must maintain and 
make available, upon request by the 
contractor or CMS, certain specified 
documentation, to substantiate the al-
lowability of the contributions or pay-
ments to its Qualified or Non-Qualified 
Deferred Compensation Plan(s), or 
both: 

(i) Documentation that demonstrates 
that the provider of services is in com-
pliance with 26 U.S.C. 409A and 409A(a), 
and, if applicable, 26 U.S.C. 457. 

(ii) Ledger accounts/account state-
ments for each plan participant noting 
current year deferrals, distributions 
and loans, including any deferral elec-
tion forms completed by employees, 
any change requests, and the approval 
of such requests. 

(iii) Documentation that dem-
onstrates the amount(s) and date(s) of 
actual contributions or payments made 
to the Qualified or Non-Qualified De-
ferred Compensation Plan during the 
current cost reporting period. 

(iv) Schedule SB of Form 5500 (tri- 
agency form (Department of Labor 
(DOL), Internal Revenue Service (IRS), 
and PBGC) that plans file with the 
DOL’s ‘‘EFAST’’ electronic filing sys-
tem) for a QDBP for the current cost 

reporting period, or any applicable 
prior periods. 

(v) In the case of a system-wide (mul-
tiple employer) plan, the home office 
shall identify the contributions attrib-
uted to each participating provider of 
services. If the costs included in the 
cost report for a period differ from the 
contributions made during the report-
ing period (that is, as a result of carry 
forward contributions), the provider of 
services must also have data available 
to track and reconcile the difference. 

(2) Additional documentation. The fol-
lowing additional documentation must 
be made available, upon request by the 
contractor or CMS, to substantiate the 
allowability of the payments/contribu-
tions by a provider of services to a 
Qualified or Non-Qualified Deferred 
Compensation Plan: 

(i) The plan document, the trust doc-
ument and all amendments related to 
the current cost reporting period. 

(ii) If applicable, any Form 5330, Re-
turn of Excise Taxes Related to Em-
ployee Benefit Plans, for the cost re-
porting period. 

(iii)(A) Supporting documents for all 
plan assets and liabilities, such as bro-
ker’s statements, bank statements, in-
surance contracts, loan documents, 
deeds, etc. 

(B) Verification of how assets are val-
ued. 

(iv)(A) Trustee or administrator re-
ports. 

(B) Ledgers. 
(C) Journals. 
(D) Trustee, administrator, and in-

vestment committee minutes. 
(E) Certified audit report and other 

financial reports for the trust. 
(F) Any other financial reports, in-

cluding receipt and disbursement state-
ments, a detailed income statement, 
and a detailed balance sheet. 

(v) For each covered QDBP, docu-
mentation of the certified premium in-
formation and payments to the PBGC. 

(f) Administrative and other costs asso-
ciated with Deferred Compensation Plans. 
The provider of services shall file a 
cost report required under §§ 413.20 and 
413.24(f) that is consistent with the 
policies set forth in this section. 

(1) Trustee and custodial fees. Reason-
able trustee or custodial fees, including 
PBGC premiums, paid by the provider 



942 

42 CFR Ch. IV (10–1–23 Edition) § 413.99 

of services are allowed as an adminis-
trative cost except where the plan pro-
vides that such fees are paid out of the 
corpus or earnings of the fund. 

(2) Vested benefits. The forfeiture of 
an employee’s benefits for cause (as de-
fined in the plan) is recognized as an 
allowable cost provided that such for-
feited amounts are used to reduce the 
provider of services contributions or 
payments to the plan during the cost 
reporting period in which the forfeiture 
occurs. 

(3) Benefits to be paid. If an employee 
terminates participation in the De-
ferred Compensation Plan before their 
rights are vested, the applicable non- 
vested contributions/payments cannot 
be applied to increase the benefits of 
the surviving participants. Instead the 
non-vested contributions or payments 
should be used to reduce the provider 
of services contributions or payments 
to the Deferred Compensation Plan, in 
the cost reporting period in which the 
employee terminated participation in 
the Deferred Compensation Plan. Oth-
erwise, the contributions/payments 
made by the provider of services must 
be applied to reduce the subsequent 
contributions or payments to the De-
ferred Compensation Plan in the next 
cost reporting period. If subsequent 
provider of services contributions/pay-
ments to the Deferred Compensation 
Plan are not made, then the provider of 
services costs are reduced by the con-
tractor to the extent of such non-vest-
ed funds. 

(4) DOL, IRS, or PBGC penalties. If the 
provider of services is assessed an ex-
cise tax or other remedy by the DOL, 
IRS, or PBGC for failure to follow 
DOL, IRS, or PBGC requirements 
under ERISA or any other penalty fee 
or penalty interest applicable to its De-
ferred Compensation Plan, the cost is 
unallowable in accordance with section 
1861(v)(8) of the Act. 

(5) Loans made from a Deferred Com-
pensation Plan. A provider of services 
cannot make a loan to itself from a De-
ferred Compensation Plan where 
ERISA or IRS rules prohibit such a 
transaction, except where specifically 
excepted. 

(6) Termination/discontinuation of a 
Deferred Compensation Plan. If the pro-
vider of services declines to vest its 

outstanding required contributions or 
payments (that is, matching or non- 
elective) to a Deferred Compensation 
Plan as a result of a termination in full 
or in part or a discontinuation of con-
tributions or payments to a Deferred 
Compensation Plan, then the provider 
of services total outstanding required 
contributions or payments to the De-
ferred Compensation Plan during the 
cost reporting period wherein such ter-
mination is initiated cannot be in-
cluded in the provider of services al-
lowable cost for the cost reporting pe-
riod in which the termination is initi-
ated, nor any future period. 

(7) Required offset against interest ex-
pense. Investment income earned on a 
Deferred Compensation Plan after its 
termination but prior to liquidation of 
the plan’s assets and distribution to 
the provider of services must be offset 
against the provider of services allow-
able interest expense under § 413.153. 

(8) Treatment of residual assets fol-
lowing termination of a Funded Plan. (i) 
Residual assets arising from the termi-
nation of a funded Deferred Compensa-
tion Plan must be recouped in the year 
of the plan termination only against 
the cost center(s) in which the provider 
of services reported its plan contribu-
tions or payments, usually the admin-
istrative and general cost center. 

(ii) Residual assets exceeding the 
amount in the administrative and gen-
eral (or other) cost center are not fur-
ther offset in the current or subsequent 
years. 

(iii) The Medicare share of the rever-
sion is based on the Medicare utiliza-
tion rate in the year the reversion oc-
curs (or the year the actuarial surplus 
is determined), and not Medicare’s uti-
lization in the years the contributions 
to the plan were made. 

(g) Treatment of costs associated with 
the PBGC. Costs associated with the re-
quirements set forth in ERISA and by 
the PBGC and incurred by a provider of 
services who sponsors a QDBP are al-
lowable or unallowable under the pro-
gram as provided for in this paragraph 
(g). 

(1) Costs paid out of the plan trust. 
PBGC premiums and costs paid out of 
the corpus or earnings of the trust are 
included in the contributions allowed 
under paragraph (d)(1)(iii)(A) of this 
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section, and are not allowable as sepa-
rate costs. 

(2) Premium payments for single- and 
multi-employer plans. The amount of 
PBGC premiums paid for basic benefits 
(flat rate or variable, excluding 
amounts paid out of the corpus or earn-
ings of the trust) by a provider of serv-
ices who sponsors a QDBP are allow-
able under the program. 

(3) Liability for missing participants or 
beneficiaries. The total amount paid to 
the PBGC by a provider of services who 
sponsors a QDBP (excluding amounts 
paid out of the corpus or earnings of 
the trust) of the benefit transfer 
amount (as described in 29 CFR 
4050.103(d)) for all missing participants 
or beneficiaries of the QDBP, is allow-
able under the program. 

(4) Plan termination due to distress. For 
a defined benefit plan that terminated 
with insufficient assets to pay all of 
the plan benefits, which resulted in the 
PBGC making payment of vested bene-
fits up to limits defined by law in ac-
cordance with 29 CFR part 4022, such 
amounts contributed to the QDBP by 
the provider of services who sponsors 
the QDBP are allowable. Benefits paid 
to the participants and beneficiaries of 
the QDBP by the PBGC are unallow-
able. 

(5) Restored plan payments. If the 
PBGC issues or has issued a plan res-
toration order as described in 29 CFR 
part 4047, the amounts that the pro-
vider of services repays to the PBGC 
for guaranteed benefits and related ex-
penses under the plan while the plan 
was in terminated status, and any ad-
ministrative costs assessed by the 
PBGC, excluding penalties, are allow-
able. 

[87 FR 49406, Aug. 10, 2022] 

§ 413.100 Special treatment of certain 
accrued costs. 

(a) Principle. As described in 
§ 413.24(b)(2), under the accrual basis of 
accounting, revenue is reported in the 
period in which it is earned and ex-
penses are reported in the period in 
which they are incurred. In the case of 
accrued costs described in this section, 
for Medicare payment purposes the 
costs are allowable in the year in 
which the costs are accrued and 
claimed for Medicare payment only 

under the conditions set forth in para-
graph (c) of this section. 

(b) Definitions—(1) All-inclusive paid 
days off benefit. An all-inclusive paid 
days off benefit replaces other vacation 
and sick pay plans. It is a formal plan 
under which, based on actual hours 
worked, all employees accrue vested 
leave or payment in lieu of vested 
leave for any combination of types of 
leave, such as illness, medical appoint-
ments, holidays, and vacations. 

(2) Self-insurance. Self-insurance is a 
means by which a provider independ-
ently or as part of a group undertakes 
the risk of protecting itself against an-
ticipated liabilities by providing funds 
in an amount equal to anticipated li-
abilities, rather than by purchasing in-
surance coverage. 

(c) Recognition of accrued costs—(1) 
General. Although Medicare recognizes, 
in the year of accrual, the accrual of 
costs for which a provider has not actu-
ally expended funds during the current 
cost reporting period, for purposes of 
payment Medicare does not recognize 
the accrual of costs unless the related 
liabilities are liquidated timely. 

(2) Requirements for liquidation of li-
abilities. For accrued costs to be recog-
nized for Medicare payment in the year 
of the accrual, the requirements set 
forth below must be met with respect 
to the liquidation of related liabilities. 
If liquidation does not meet these re-
quirements, the cost is disallowed, gen-
erally in the year of accrual, except as 
specified in paragraph (c)(2)(ii) of this 
section. 

(i) A short-term liability. (A) Except as 
provided in paragraph (c)(2)(i)(B) of 
this section, a short-term liability, in-
cluding the current portion of a long- 
term liability (for example, mortgage 
interest payments due to be paid in the 
current year), must be liquidated with-
in 1 year after the end of the cost re-
porting period in which the liability is 
incurred. 

(B) If, within the 1-year time limit, 
the provider furnishes to the con-
tractor sufficient written justification 
(based upon documented evidence) for 
nonpayment of the liability , the con-
tractor may grant an extension for 
good cause. The extension may not ex-
ceed 3 years beyond the end of the cost 
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