
42 C.F.R. § 413.64
Payments to providers: Specific rules.

(a) Reimbursement on a reasonable cost basis. Providers of services paid on the basis of the reasonable cost of
services furnished to beneficiaries will receive interim payments approximating the actual costs of the
provider. These payments will be made on the most expeditious schedule administratively feasible but not
less often than monthly. A retroactive adjustment based on actual costs will be made at the end of a
reporting period.

(b) Amount and frequency of payment. Medicare states that providers of services will be paid the reasonable cost
of services furnished to beneficiaries. Since actual costs of services cannot be determined until the end of
the accounting period, the providers must be paid on an estimated cost basis during the year. While
Medicare provides that interim payments will be made no less often than monthly, contractors are
expected to make payments on the most expeditious basis administratively feasible. Whatever estimated
cost basis is used for determining interim payments during the year, the intent is that the interim
payments shall approximate actual costs as nearly as is practicable so that the retroactive adjustment
based on actual costs will be as small as possible.

(c) Interim payments during initial reporting period. At the beginning of the program or when a provider first
participates in the program, it will be necessary to establish interim rates of payment to providers of
services. Once a provider has filed a cost report under the Medicare program, the cost report may be used as
a basis for determining the interim rate of reimbursement for the following period. However, since initially
there is no previous history of cost under the program, the interim rate of payment must be determined by
other methods, including the following:

(1) If the contractor is already paying the provider on a cost or cost-related basis, the contractor will adjust its
rate of payment to the program's principles of reimbursement. This rate may be either an amount per inpatient
day, or a percent of the provider's charges for services furnished to the program's beneficiaries.

(2) If an organization other than the contractor is paying the provider for services on a cost or cost-related
basis, the contractor may obtain from that organization or from the provider itself the rate of payment being
used and other cost information as may be needed to adjust that rate of payment to give recognition to the
program's principles of reimbursement.

(3) It no organization is paying the provider on a cost or cost-related basis, the contractor will obtain the
previous year's financial statement from the provider. By analysis of such statement in light of the principles of
reimbursement, the contractor will compute an appropriate rate of payment.

(4) After the initial interim rate has been set, the provider may at any time request, and be allowed, an
appropriate increase in the computed rate, upon presentation of satisfactory evidence to the contractor that
costs have increased. Likewise, the contractor may adjust the interim rate of payment if it has evidence that
actual costs may fall significantly below the computed rate.
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(d) Interim payments for new providers. (1) Newly-established providers will not have cost experience on which
to base a determination of an interim rate of payment. In such cases, the contractor will use the following
methods to determine an appropriate rate:
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