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(2) Reasonableness. Reasonableness re-
quires that the compensation allow-
ance— 

(i) Be such an amount as would ordi-
narily be paid for comparable services 
by comparable institutions; and 

(ii) Depend upon the facts and cir-
cumstances of each case. 

(3) Necessary. Necessary requires that 
the function be— 

(i) Such that had the owner not fur-
nished the services, the institution 
would have had to employ another per-
son to perform the services; and 

(ii) Pertinent to the operation and 
sound conduct of the institution. 

(c) Application. (1) Owners of provider 
organizations often furnish services as 
managers, administrators, or in other 
capacities. In such cases, it is equitable 
that reasonable compensation for the 
services furnished to be an allowable 
cost. To do otherwise would disadvan-
tage such owners in comparison with 
corporate providers or providers em-
ploying persons to perform similar 
services. 

(2) Ordinarily, compensation paid to 
proprietors is a distribution of profits. 
However, if a proprietor furnishes nec-
essary services for the institution, the 
institution is in effect employing his 
services, and a reasonable compensa-
tion for these services is an allowable 
cost. In corporate providers, the sala-
ries of owners who are also employees 
are subject to the same requirements 
of reasonableness. If the services are 
furnished on less than a full-time basis, 
the allowable compensation should re-
flect an amount proportionate to a 
full-time basis. Reasonableness of com-
pensation may be determined by ref-
erence to, or in comparison with, com-
pensation paid for comparable services 
and responsibilities in comparable in-
stitutions; or it may be determined by 
other appropriate means. 

§ 413.106 Reasonable cost of physical 
and other therapy services fur-
nished under arrangements. 

(a) Principle. The reasonable cost of 
the services of physical, occupational, 
speech, and other therapists, and serv-
ices of other health specialists (other 
than physicians), furnished under ar-
rangements (as defined in section 
1861(w) of the Act) with a provider of 

services, a clinic, a rehabilitation 

agency or a public health agency, may 

not exceed an amount equivalent to 

the prevailing salary and additional 

costs that would reasonably have been 

incurred by the provider or other orga-

nization had such services been per-

formed by such person in an employ-

ment relationship, plus the cost of 

other reasonable expenses incurred by 

such person in furnishing services 

under such an arrangement. However, 

if the services of a therapist are re-

quired on a limited part-time basis, or 

to perform intermittent services, pay-

ment may be made on the basis of a 

reasonable rate per unit of service, 

even though this rate may be greater 

per unit of time than salary-related 

amounts, if the greater payment is, in 

the aggregate, less than the amount 

that would have been paid had a thera-

pist been employed on a full-time or 

regular part-time salaried basis. Pursu-

ant to section 17(a) of Public Law 93– 

233 (87 Stat. 967), the provisions of this 

section are effective for cost reporting 

periods beginning after March, 1975. 

(b) Definitions—(1) Prevailing salary. 

The prevailing salary is the hourly sal-

ary rate based on the 75th percentile of 

salary ranges paid by providers in the 

geographical area, by type of therapy, 

to therapists working full time in an 

employment relationship. 

(2) Fringe benefit and expense factor. 

The standard fringe benefit and ex-

pense factor is an amount that takes 

account of fringe benefits, such as va-

cation pay, insurance premiums, pen-

sion payments, allowances for job-re-

lated training, meals, etc., generally 

received by an employee therapist, as 

well as expenses, such as maintaining 

an office, appropriate insurance, etc., 

an individual not working as an em-

ployee might incur in furnishing serv-

ices under arrangements. 

(3) Adjusted hourly salary equivalency 

amount. The adjusted hourly salary 

equivalency amount is the prevailing 

hourly salary rate plus the standard 

fringe benefit and expense factor. This 

amount is determined on a periodic 

basis for appropriate geographical 

areas. 
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(4) Travel allowance. A standard trav-
el allowance is an amount that is rec-
ognized, in addition to the adjusted 
hourly salary equivalency amount. 

(5) Limited part-time or intermittent 
services. Therapy services are consid-
ered to be on a limited part-time or 
intermittent basis if the provider or 
other organization furnishing the serv-
ices under arrangements requires the 
services of a therapist or therapists on 
an average of less than 15 hours per 
week. This determination is made by 
dividing the total hours of services fur-
nished during the cost reporting period 
by the number of weeks in which the 
services were furnished in the cost re-
porting period regardless of the number 
of days in each week in which services 
were performed. 

(6) Guidelines. Guidelines are the 
amounts published by CMS reflecting 
the application of paragraphs (b) (1) 
through (4) of this section to an indi-
vidual therapy service and a geo-
graphical area. Other statistically 
valid data may be used to establish 
guidelines for a geographical area, pro-
vided that the study designs, question-
naires and instructions, as well as the 
resultant survey data for determining 
the guidelines are submitted to and ap-
proved in advance by CMS. Such data 
must be arrayed so as to permit the de-
termination of the 75th percentile of 
the range of salaries paid to full-time 
employee therapists. 

(7) Administrative responsibility. Ad-
ministrative responsibility is the per-
formance of those duties that normally 
fall within the purview of a department 
head or other supervisor. This term 
does not apply to directing aides or 
other assistants in furnishing direct 
patient care. 

(c) Application. (1) Under this provi-
sion, CMS will establish criteria for use 
in determining the reasonable cost of 
physical, occupational, speech, and 
other therapy services and the services 
of other health specialists (other than 
physicians) furnished by individuals 
under arrangements with a provider of 
services, a clinic, a rehabilitation 
agency, or public health agency. It is 
recognized that providers have a wide 
variety of arrangements with such in-
dividuals. These individuals may be 
independent practitioners or employees 

of organizations furnishing various 

health care specialists. This provision 

does not require change in the sub-

stance of these arrangements. 

(2) If therapy services are performed 

under arrangements at a provider site 

on a full-time or regular part-time 

basis, the reasonable cost of such serv-

ices may not exceed the amount deter-

mined by taking into account the total 

number of hours of services furnished 

by the therapist, the adjusted hourly 

salary equivalency amount appropriate 

for the particular therapy in the geo-

graphical area in which the services 

are furnished and a standard travel al-

lowance. 

(3) If therapy services are performed 

under arrangements on a limited part- 

time or intermittent basis at the pro-

vider site, the reasonable cost of such 

services is evaluated on a reasonable 

rate per unit of service basis, except 

that payment for these services, in the 

aggregate, during the cost reporting 

period, may not exceed the amount 

that would be determined to be reason-

able under paragraph (c)(2) of this sec-

tion, had a therapist furnished the pro-

vider or other organization furnishing 

the services under arrangements 15 

hours of service per week on a regular 

part-time basis for the weeks in which 

services were furnished by the non-em-

ployee therapist. 

(4) If an HHA furnishes services under 

arrangements at the patient’s resi-

dence or in other situations in which 

therapy services are not performed at 

the provider’s site, the reasonable cost 

of such services is evaluated as follows: 

(i) Time records available. If time 

records of HHA visits are maintained 

by the provider, the reasonable cost of 

such services is evaluated on a unit-of- 

time basis, by taking into account the 

total number of hours of service fur-

nished by the therapist, the adjusted 

hourly salary equivalency amount ap-
propriate for the particular therapy in 
the geographical area in which the 
services are furnished, and a standard 
travel allowance for each visit. How-
ever, if the travel time of the therapist 
is accurately recorded by the therapist, 
and approved and maintained by the 
provider, the reasonable cost of such 
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services may be evaluated, at the op-
tion of the provider, by taking into ac-
count the total number of hours of 
service furnished by the therapist, in-
cluding travel time, and the adjusted 
hourly salary equivalency amount ap-
propriate for the particular therapy in 
the geographical area in which the 
services are furnished. This option does 
not apply to services furnished by 
HHAs under arrangements with pro-
viders other than HHAs. 

(ii) No time records available. If time 
records are unavailable or found to be 
inaccurate, each HHA visit is consid-
ered the equivalent of one hour of serv-
ice. In such cases, the reasonable cost 
of such services is determined by tak-
ing into account the number of visits 
made by the therapist under arrange-
ments with such agency, the adjusted 
hourly salary equivalency amount ap-
propriate for the particular therapy in 
the geographical area in which the 
services are furnished, and a standard 
travel allowance. 

(iii) Limited part-time or intermittent 
services. If under paragraph (c)(4) (i) or 
(ii) of this section, the provider re-
quired therapy services on an average 
of less than 15 hours per week, the 
services are considered limited part- 
time or intermittent services, and the 
reasonable cost of such services is eval-
uated on a reasonable rate per unit of 
service basis as described in paragraph 
(c)(3) of this section. 

(5) If therapy services are performed 
in situations where compensation to a 
therapist employed by the provider is 
based, at least in part, on a fee-for- 
service or on a percentage of income 
(or commission), the guidelines will 
apply. The entire compensation will be 
subject to the guidelines in cases where 
the nature of the arrangements is most 
like an under ‘‘arrangement’’ situa-
tion, although technically the provider 
may treat the therapists as employees. 
The intent of this section is to prevent 
an employment relationship from 
being used to circumvent the guide-
lines. 

(6) These provisions are applicable to 
individual therapy services or dis-
ciplines by means of separate guide-
lines by geographical area and apply to 
costs incurred after issuance of the 
guidelines but no earlier than the be-

ginning of the provider’s cost reporting 

period described in paragraph (a) of 

this section. Until a guideline is issued 

for a specific therapy or discipline, 

costs are evaluated so that such costs 

do not exceed what a prudent and cost- 

conscious buyer would pay for the 

given service. 

(d) Notice of guidelines to be imposed. 
Prior to the beginning of a period to 

which a guideline will be applied, a no-

tice will be published in the FEDERAL 

REGISTER establishing the guideline 

amounts to be applied to each geo-

graphical area by type of therapy. 

(e) Additional allowances. (1) If a ther-

apist supervises other therapists or has 

administrative responsibility for oper-

ating a provider’s therapy department, 

a reasonable allowance may be added 

to the adjusted hourly salary equiva-

lency amount by the contractor based 

on its knowledge of the differential be-

tween therapy supervisors’ and thera-

pists’ salaries in similar provider set-

tings in the area. 

(2) If a therapist performing services 

under arrangements furnishes equip-

ment and supplies used in furnishing 

therapy services, the guideline amount 

may be supplemented by the cost of the 

equipment and supplies, provided the 

cost does not exceed the amount the 

provider, as a prudent and cost-con-

scious buyer, would have been able to 

include as allowable cost. 

(f) Exceptions. The following excep-
tions may be granted but only upon the 
provider’s demonstration that the con-
ditions indicated are present: 

(1) Exception because of unique cir-
cumstances or special labor market condi-
tions. An exception may be granted 
under this section by the contractor if 
a provider demonstrates that the costs 
for therapy services established by the 
guideline amounts are inappropriate to 
a particular provider because of some 
unique circumstances or special labor 
market conditions in the area. 

(2) Exception for services furnished by 
risk-basis HMO providers. For special 
rules concerning services furnished to 
an HMO’s enrollees who are Medicare 
beneficiaries by a provider owned or 
operated by a risk-basis HMO (see 
§ 417.201(b) of this chapter) or related to 
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a risk-basis HMO by common owner-
ship or control (see § 417.250(c) of this 
chapter). 

(3) Exception for inpatient hospital 
services. Effective with cost reporting 
periods beginning on or after October 1, 
1983, the costs of therapy services fur-
nished under arrangements to a hos-
pital inpatient are excepted from the 
guidelines issued under this section if 
such costs are subject to the provisions 
of § 413.40 or part 412 of this chapter. 
The contractor will grant the excep-
tion without request from the provider. 

(g) Appeals. A request by a provider 
for a hearing on the determination of 
an contractor concerning the therapy 
costs determined to be allowable based 
on the provisions of this section, in-
cluding a determination with respect 
to an exception under paragraph (f) of 
this section, is made to the contractor 
only after submission of its cost report 
and receipt of the notice of amount of 
program reimbursement reflecting 
such determination, in accordance with 
the provisions of subpart R of part 405 
of this chapter. 

[51 FR 34793, Sept. 30, 1986, as amended at 63 
FR 5139, Jan. 30, 1998] 

§ 413.114 Payment for posthospital 
SNF care furnished by a swing-bed 
hospital. 

(a) Purpose and basis. This section im-
plements section 1883 of the Act, which 
provides for payment for posthospital 
SNF care furnished by rural hospitals 
and CAHs having a swing-bed approval. 

(1) Services furnished in cost reporting 
periods beginning prior to July 1, 2002. 
Posthospital SNF care furnished in 
general routine inpatient beds in rural 
hospitals and CAHs is paid in accord-
ance with the special rules in para-
graph (c) of this section for deter-
mining the reasonable cost of this care. 
When furnished by rural and CAH 
swing-bed hospitals approved after 
March 31, 1988 with more than 49 beds 
(but fewer than 100), these services 
must also meet the additional payment 
requirements set forth in paragraph (d) 
of this section. 

(2) Services furnished in cost reporting 
periods beginning on and after July 1, 
2002. Posthospital SNF care furnished 
in general routine inpatient beds in 
rural hospitals (other than CAHs) is 

paid in accordance with the provisions 
of the prospective payment system for 
SNFs described in subpart J of this 
part, except that for purposes of this 
paragraph, the requirements of 
§ 413.343(a) must be met using the spe-
cific assessment instrument and data 
designated by CMS for this purpose. 
Posthospital SNF care furnished in 
general routine inpatient beds in CAHs 
is paid based on reasonable cost for 
cost reporting periods beginning on and 
after July l, 2002 and before January 1, 
2004, and is paid based on 101 percent of 
reasonable cost for cost reporting peri-
ods beginning on and after January 1, 
2004, in accordance with the provisions 
of subparts A through G of this part 
(other than paragraphs (c) and (d) of 
this section). 

(b) Definitions. For purposes of this 
section— 

Availability date means with respect 
to a posthospital SNF care patient in a 
swing-bed hospital, the later of— 

(i) Any date on which a bed is avail-
able for the patient in a Medicare-par-
ticipating SNF located within the hos-
pital’s geographic region; 

(ii) The date that a hospital learns 
that a bed is available in a Medicare- 
participating SNF; or 

(iii) If the notice is prospective, the 
date that a bed will become available 
in a Medicare-participating SNF. 

Geographic region means an area that 
includes the SNFs with which a hos-
pital has traditionally arranged trans-
fers and all other SNFs within the 
same proximity to the hospital. In the 
case of a hospital without existing 
transfer practices upon which to base a 
determination, the geographic region 
is an area that includes all the SNFs 
within 50 miles (as defined in 
§ 412.92(c)(1) of this chapter) of the hos-
pital unless the hospital can dem-
onstrate that the SNFs are inaccessible 
to its patients. In the event of a dis-
pute as to whether an SNF is within a 
hospital’s geographic region or the 
SNF is inaccessible to hospital pa-
tients, the CMS Regional Office makes 
a determination. 

Swing-bed hospital means a hospital 
or CAH participating in Medicare that 
has an approval from CMS to provide 
posthospital SNF care as defined in 
§ 409.20 of this chapter, and meets the 
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