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42 C.F.R. § 413.139

Depreciation: Optional allowance for depreciation based on a
percentage of operating costs.

(a) Principle. With respect to all assets acquired before 1966, the provider, at its option, may choose an
allowance for depreciation based on a percentage of operating costs. The operating costs to be used are the
provider's 1965 operating costs or the provider's current year's allowable costs, whichever are the lower.
The percentage to be applied is 5 percent starting with the year 1966-67, with such percentage being
uniformly reduced by one-half percent each succeeding year. The allowance based on operating costs is in
addition to regular depreciation on assets acquired after 1965; however, if the optional allowance is
selected, the combined amount of such allowance on pre-1966 assets and the straight-line depreciation on
assets acquired after 1965 (including the estimated depreciation on assets held on a rental basis during the
current year) may not exceed 6 percent of the provider's allowable cost for the current year.

(b) Definitions—(1) Operating costs. Operating costs are the total costs incurred by the provider in operating the
institution or facility.

(2) Allowable costs. Allowable costs are the costs of a provider that are includable under the principles for cost
reimbursement. Through application of apportionment methods to the total amount of such allowable costs,
the share of a provider's total cost that is attributable to covered services for beneficiaries is determined.

(c) Application. If a provider has inadequate historical cost records for pre-1966 depreciable assets, the
provider may elect to receive an allowance for depreciation on such assets based on a percentage of
operating costs. The optional allowance for depreciation for such assets may be used, however, whether or
not a provider has records of the cost of pre-1966 depreciable assets currently in use.

(d) Allowance based on a percentage of operating costs. (1) The allowance for depreciation based on a percentage
of operating costs is to be computed by applying a specified percentage to a base amount equal to the
provider's 1965 total operating costs, without adjustments to these principles or the current year's
allowable operating costs, whichever is lower. The percentage to be applied is five for the reporting period
that starts before or during 1966-67, four and one-half for the reporting period that begins during 1967-
68, and continues to decline annually by equal amounts to become zero in 1976-77.
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