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42 C.F.R. § 413.13

Amount of payment if customary charges for services furnished are
less than reasonable costs.

(a) Definitions. As used in this section—

Customary charges means the regular rates that providers charge both beneficiaries and other paying patients for
the services furnished to them.

Fair compensation means the reasonable cost of covered services.
Nominal charge means a charge equal to 60 percent or less of the reasonable cost of a service.

Public provider means a provider operated by a Federal, State, county, city, or other local government agency or
instrumentality.

Reasonable cost means cost actually incurred, to the extent that cost is necessary for the efficient delivery of the
service, and subject to the exclusions specified in paragraph (d) of this section.

(b) Application of the lesser of costs or charges (LCC) principle—(1) General rule. Except as provided in paragraph
(c) of this section, CMS pays providers the lesser of the reasonable cost or the customary charges for
services furnished to Medicare beneficiaries. Reasonable cost and customary charges are compared
separately for Part A services and Part B services.

(2) Example. (i) A provider's reasonable cost for covered services furnished to Medicare beneficiaries during a
cost reporting period is $125,000.

(ii) The provider's customary charges for those services is $110,000.
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