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42 C.F.R. § 413.153

Interest expense.

(a)

(1) Principle. Necessary and proper interest on both current and capital indebtedness is an allowable cost.
However, interest costs are not allowable if incurred as a result of —

(i) Judicial review by a Federal court (as described in § 413.64(j));
(ii) An interest assessment on a determined overpayment (as described in § 405.377 of this chapter); or

(iii) Interest on funds borrowed to repay an overpayment (as described in § 413.64(j) or § 405.378 of this
chapter), up to the amount of the overpayment, unless the provider had made a prior commitment to borrow
funds for other purposes (for example, capital improvements).

(2) Exception. In those cases of administrative or judicial reversal, interest paid on funds borrowed to repay an
overpayment is an allowable cost, in accordance with this section.

(b) Definitions—(1) Interest. Interest is the cost incurred for the use of borrowed funds. Interest on current
indebtedness is the cost incurred for funds borrowed for a relatively short term. This is usually for such
purposes as working capital for normal operating expenses. Interest on capital indebtedness is the cost
incurred for funds borrowed for capital purposes, such as acquisition of facilities and equipment, and
capital improvements. Generally, loans for capital purposes are long-term loans.

(2) Necessary. Necessary interest is interest that meets the following requirements:

(i) It is incurred on a loan made to satisfy a financial need of the provider. Loans that result in excess funds or
investments are not considered necessary.

(ii) It is incurred on a loan made for a purpose reasonably related to patient care.

(iii) It is reduced by investment income except income from—

(A) Gifts, grants, and endowments, whether held separately or pooled with other funds;

(B) Funded depreciation that meets the program's qualifying criteria;

(C) The provider's qualified pension funds;

(D) The provider's deferred compensation funds that meet the program's qualifying criteria; and

(E) The provider's self-insurance trust funds that meet the program's qualifying criteria.
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