
42 C.F.R. § 413.24
Adequate cost data and cost finding.

(a) Principle. Providers receiving payment on the basis of reimbursable cost must provide adequate cost data.
This must be based on their financial and statistical records which must be capable of verification by
qualified auditors. The cost data must be based on an approved method of cost finding and on the accrual
basis of accounting, except for—

(1) Governmental institutions which operate on a cash basis method of accounting. Cost data based on such
basis of accounting will be acceptable, subject to appropriate treatment of capital expenditures.

(2) Costs of qualified defined benefit pension plans shall be reported on a cash basis method of accounting, as
described at § 413.100(c)(2)(vii)(D) for cost reporting periods beginning on or after October 1, 2011.

(b) Definitions—(1) Cost finding. Cost finding is the process of recasting the data derived from the accounts
ordinarily kept by a provider to ascertain costs of the various types of services furnished. It is the
determination of these costs by the allocation of direct costs and proration of indirect costs.

(2) Accrual basis of accounting. As used in this part, the term accrual basis of accounting means that revenue is
reported in the period in which it is earned, regardless of when it is collected; and an expense is reported in the
period in which it is incurred, regardless of when it is paid. (See § 413.100 regarding limitations on allowable
accrued costs in situations in which the related liabilities are not liquidated timely.)

(c) Adequacy of cost information. Adequate cost information must be obtained from the provider's records to
support payments made for services furnished to beneficiaries. The requirement of adequacy of data
implies that the data be accurate and in sufficient detail to accomplish the purposes for which it is
intended. Adequate data capable of being audited is consistent with good business concepts and effective
and efficient management of any organization, whether it is operated for profit or on a nonprofit basis. It is
a reasonable expectation on the part of any agency paying for services on a cost-reimbursement basis. In
order to provide the required cost data and not impair comparability, financial and statistical records
should be maintained in a manner consistent from one period to another. However, a proper regard for
consistency need not preclude a desirable change in accounting procedures if there is reason to effect such
change.

(d) Cost finding methods. After the close of the accounting period, providers must use one of the following
methods of cost finding to determine the actual costs of services furnished during that period. (These
provisions do not apply to SNFs that elect and qualify for prospectively determined payment rates under
subpart I of this part for cost reporting periods beginning on or after October 1, 1986. For the special rules
that are applicable to those SNFs, see § 413.321.) For cost reporting periods beginning after December 31,
1971, providers using the departmental method of cost apportionment must use the step-down method
described in paragraph (d)(1) of this section or an “other method” described in paragraph (d)(2) of this
section. For cost reporting periods beginning after December 31, 1971, providers using the combination
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method of cost apportionment must use the modified cost finding method described in paragraph (d)(3) of
this section. Effective for cost reporting periods beginning on or after October 1, 1980, HHAs not based in
hospitals or SNFs must use the step-down method described in paragraph (d)(1) of this section. (HHAs
based in hospitals or SNFs must use the method applicable to the parent institution.) However, an HHA not
based in a hospital or SNF that received less than $35,000 in Medicare payment for the immediately
preceding cost reporting period, and for whom this payment represented less than 50 percent of the total
operating cost of the agency, may use a simplified version of the step-down method, as specified in
instructions for the cost report issued by CMS.

(1) Step-down method. This method recognizes that services furnished by certain nonrevenue-producing
departments or centers are utilized by certain other nonrevenue-producing centers as well as by the revenue-
producing centers. All costs of nonrevenue-producing centers are allocated to all centers that they serve,
regardless of whether or not these centers produce revenue. The cost of the nonrevenue-producing center
serving the greatest number of other centers, while receiving benefits from the least number of centers, is
apportioned first. Following the apportionment of the cost of the nonrevenue-producing center, that center
will be considered “closed” and no further costs are apportioned to that center. This applies even though it may
have received some service from a center whose cost is apportioned later. Generally, if two centers furnish
services to an equal number of centers while receiving benefits from an equal number, that center which has
the greatest amount of expense should be allocated first.

(2) Other methods—(i) The double-apportionment method. The double-apportionment method may be used by a
provider upon approval of the contractor. This method also recognizes that the nonrevenue-producing
departments or centers furnish services to other nonrevenue-producing centers as well as to revenue-
producing centers. A preliminary allocation of the costs of non-revenue-producing centers is made. These
centers or departments are not “closed” after this preliminary allocation. Instead, they remain “open,”
accumulating a portion of the costs of all other centers from which services are received. Thus, after the first or
preliminary allocation, some costs will remain in each center representing services received from other
centers. The first or preliminary allocation is followed by a second or final apportionment of expenses
involving the allocation of all costs remaining in the nonrevenue-producing functions directly to revenue-
producing centers.

(ii) More sophisticated methods. A more sophisticated method designed to allocate costs more accurately may be
used by the provider upon approval of the contractor. However, having elected to use the double-apportionment
method, the provider may not thereafter use the step-down method without approval of the contractor. Written
request for the approval must be made on a prospective basis and must be submitted before the end of the fourth
month of the prospective reporting period. Likewise, once having elected to use a more sophisticated method, the
provider may not thereafter use either the double-apportionment or step-down methods without similar request
and approval.

(3) Modified cost finding for providers using the Combination Method for reporting periods beginning after December
31, 1971. This method differs from the step-down method in that services furnished by nonrevenue-producing
departments or centers are allocated directly to revenue-producing departments or centers even though these
services may be utilized by other nonrevenue-producing departments or centers. In the application of this
method the cost of nonrevenue-producing centers having a common basis of allocation are combined and the
total distributed to revenue-producing centers. All nonrevenue-producing centers having significant
percentages of cost in relation to total costs will be allocated this way. The combined total costs of remaining
nonrevenue-producing costs centers will be allocated to revenue-producing cost centers in the proportion that
each bears to total costs, direct and indirect, already allocated. The bases which are to be used and the centers
which are to be combined for allocation are not optional but are identified and incorporated in the cost report
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forms developed for this method. Providers using this method must use the program cost report forms devised
for it. Alternative forms may not be used without prior approval by CMS based upon a written request by the
provider submitted through the contractor.
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