
42 C.F.R. § 413.5
Cost reimbursement: General.

(a) In formulating methods for making fair and equitable reimbursement for services rendered beneficiaries
of the program, payment is to be made on the basis of current costs of the individual provider, rather than
costs of a past period or a fixed negotiated rate. All necessary and proper expenses of an institution in the
production of services, including normal standby costs, are recognized. Furthermore, the share of the total
institutional cost that is borne by the program is related to the care furnished beneficiaries so that no part
of their cost would need to be borne by other patients. Conversely, costs attributable to other patients of the
institution are not to be borne by the program. Thus, the application of this approach, with appropriate
accounting support, will result in meeting actual costs of services to beneficiaries as such costs vary from
institution to institution. However, payments to providers of services for services furnished Medicare
beneficiaries are subject to the provisions of §§ 413.13 and 413.30.

(b) Putting these several points together, certain tests have been evolved for the principles of reimbursement
and certain goals have been established that they should be designed to accomplish. In general terms, these
are the tests or objectives:
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