Health Care Financing Administration, HHS

(1) Charges determined under the fee
schedule as set forth in section
1833(h)(1) or section 1834(d)(1) of the
Act;

(2) The limitation amount for that
test determined under section
1833(h)(4)(B) of the Act or the amount
of the charges billed for the test; or

(3) A negotiated rate established
under section 1833(h)(6) of the Act.

(B) Payment for outpatient clinical
diagnostic laboratory tests is not sub-
ject to the Medicare Part B deductible
and coinsurance amounts, as specified
in §410.152(k) of this chapter.

(3) Election to be paid reasonable costs
for facility services plus fee schedule for
professional services. (i) A CAH may
elect to be paid for outpatient services
in any cost reporting period under the
method described in paragraphs
(b)B)(ii) and (b)(3)(iii) of this section.
This election must be made in writing,
made on an annual basis, and delivered
to the intermediary at least 60 days be-
fore the start of each affected cost re-
porting period. An election of this pay-
ment method, once made for a cost re-
porting period, remains in effect for all
of that period and applies to all serv-
ices furnished to outpatients during
that period.

(i) If the CAH elects payment under
this method, payment to the CAH for
each outpatient visit will be the sum of
the following amounts:

(A) For facility services, not includ-
ing any services for which payment
may be made under paragraph
(b)(3)(ii)(B) of this section, the reason-
able costs of the services as determined
under paragraph (b)(2)(i) of this sec-
tion; and

(B) For professional services other-
wise payable to the physician or other
practitioner on a fee schedule basis,
the amounts that otherwise would be
paid for the services if the CAH had not
elected payment under this method.

(iii) Payment to a CAH is subject to
the Part B deductible and coinsurance
amounts, as determined under
§§410.152, 410.160, and 410.161 of this
chapter.

(c) Final payment based on cost report.
Final payment to the CAH for CAH fa-
cility services to inpatients and out-
patients furnished during a cost report-
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ing is based on a cost report for that
period, as required under §413.20(b).

[65 FR 47109, Aug. 1, 2000]

§413.74 Payment to a foreign hospital.

(a) Principle. Section 1814(f) of the
Act provides for the payment of emer-
gency and nonemergency inpatient
hospital services furnished by foreign
hospitals to Medicare beneficiaries.
Subpart H of part 424 of this chapter,
together with this section, specify the
conditions for payment. These condi-
tions may result in payments only to
Canadian and Mexican hospitals.

(b) Amount of payment. Effective with
admissions on or after January 1, 1980,
the reasonable cost for services covered
under the Medicare program furnished
to beneficiaries by a foreign hospital
will be equal to 100 percent of the hos-
pital’s customary charges (as defined
in §413.13(b)) for the services.

(c) Submittal of claims. The hospital
must establish its customary charges
for the services by submitting an
itemized bill with each claim it files in
accordance with its election under
§424.104 of this chapter.

(d) Exchange rate. Payment to the
hospital will be subject to the official
exchange rate on the date the patient
is discharged and to the applicable de-
ductible and coinsurance amounts de-
scribed in §§409.80 through 409.83.

[51 FR 34793, Sept. 30, 1986, as amended at 51
FR 41351, Nov. 14, 1986; 53 FR 6648, Mar. 2,
1988; 53 FR 12945, Apr. 20, 1988]

Subpart F—Specific Categories of
Costs

§413.80 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, ex-
cept for anesthetists’ services de-
scribed under paragraph (h) of this sec-
tion, bad debts attributable to the
deductibles and coinsurance amounts
are reimbursable under the program.

(b) Definitions—(1) Bad debts. Bad
debts are amounts considered to be
uncollectible from accounts and notes
receivable that were created or ac-
quired in providing services. ‘“‘Accounts
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receivable’” and ‘‘notes receivable’ are
designations for claims arising from
the furnishing of services, and are col-
lectible in money in the relatively near
future.

(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.

(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. Bad debts, charity,
and courtesy allowances represent re-
ductions in revenue. The failure to col-
lect charges for services furnished does
not add to the cost of providing the
services. Such costs have already been
incurred in the production of the serv-
ices.

(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
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.

42 CFR Ch. IV (10-1-00 Edition)

(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.

(©) 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) Charging of bad debts and bad debt
recoveries. The amounts uncollectible
from specific beneficiaries are to be
charged off as bad debts in the account-
ing period in which the accounts are
deemed to be worthless. In some cases
an amount previously written off as a
bad debt and allocated to the program
may be recovered in a subsequent ac-
counting period; in such cases the in-
come therefrom must be used to reduce
the cost of beneficiary services for the
period in which the collection is made.

(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
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. In deter-
mining reasonable costs for hospitals,
the amount of bad debts otherwise
treated as allowable costs (as defined
in paragraph (e) of this section) is re-
duced—

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

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

470



Health Care Financing Administration, HHS

(3) For cost reporting periods begin-
ning during a subsequent fiscal year,
by 45 percent.

(i) Exception. Bad debts arising from
services for anesthetists paid under a
fee schedule are not reimbursable
under the program.

[51 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]

§413.85 Cost of educational activities.

(a) Payment—(1) General rule. Except
as provided in paragraph (a)(2) of this
section, a provider’s allowable cost
may include its net cost of approved
educational activities, as calculated
under paragraph (g) of this section. The
net cost is subject to apportionment
based on Medicare utilization as de-
scribed in §413.50.

(2) Exception. For cost reporting peri-
ods beginning on or after July 1, 1985,
payment to hospitals and hospital-
based providers for approved residency
programs in medicine, osteopathy, den-
tistry, and podiatry is determined as
provided in §413.86.

(b) Definition—Approved educational
activities. Approved educational activi-
ties means formally organized or
planned programs of study usually en-
gaged in by providers in order to en-
hance the quality of patient care in an
institution. These activities must be li-
censed if required by State law. If li-
censing is not required, the institution
must receive approval from the recog-
nized national professional organiza-
tion for the particular activity.

(c) Educational activities. Many pro-
viders engage in educational activities
including training programs for nurses,
medical students, interns and resi-
dents, and various paramedical special-
ties. These programs contribute to the
quality of patient care within an insti-
tution and are necessary to meet the
community’s needs for medical and
paramedical personnel. It is recognized
that the costs of such educational ac-
tivities should be borne by the commu-
nity. However, many communities
have not assumed responsibility for fi-
nancing these programs and it is nec-
essary that support be provided by
those purchasing health care. Until
communities undertake to bear these
costs, the program will participate ap-
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propriately in the support of these ac-
tivities. Although the intent of the
program is to share in the support of
educational activities customarily or
traditionally carried on by providers in
conjunction with their operations, it is
not intended that this program should
participate in increased costs resulting
from redistribution of costs from edu-
cational institutions or units to pa-
tient care institutions or units.

(d) Activities not within the scope of
this principle. The costs of the following
activities are not within the scope of
this principle but are recognized as
normal operating costs and are reim-
bursed in accordance with applicable
principles—

(1) Orientation and on-the-job train-
ing;

(2) Part-time education for bona fide
employees at properly accredited aca-
demic or technical institutions (includ-
ing other providers) devoted to under-
graduate or graduate work;

(3) Costs, including associated travel
expense, or sending employees to edu-
cational seminars and workshops that
increase the quality of medical care or
operating efficiency of the provider;

(4) Maintenance of a medical library;

(5) Training of a patient or patient’s
family in the use of medical appli-
ances;

(6) Clinical training of students not
enrolled in an approved education pro-
gram operated by the provider; and

(7) Other activities that do not in-
volve the actual operation of an ap-
proved education program including
the costs of interns and residents in an-
esthesiology who are employed to re-
place anesthetists.

(e) Approved programs. Recognized
professional and paramedical edu-
cational training programs now being
conducted by provider institutions, and
their approving bodies, include the fol-
lowing:

(1) Cyto-tech-
nology.

Committee on Allied
Health, Education, and
Accreditation in col-
laboration with the
Board of Schools of
Medical Technology,
American Society of
Clinical Pathologists.

The American Dietetic
Association.

(2) Dietetic in-
ternships.
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