
der the Regulatorv Review Act of 1982
(P. L. 633, No. 1_1). As amended by
Act 238 of 1982, the Regulatory Re-
view Act was effective March 1. 1983.
and as provided by section 51a) applies
to -proposed regulations. submitted
after the effective date . . . to the Leg-
islative Reference Bureau for publica-
tion oi notice of proposed rulemaking-
(71 P. S. § 745.51.

Contact Person

Interested parties may obtain addi-
tional information regarding these
amendments and the regulaticris by
contacting Maynard M. Matthiesen.
Acting Director. Division of Emergen.
cv Health Services. Department of
Health. P. 0. Box 90. Harrisburg, Pa.
17108 (telephone: (717)737-8740).

The Department of Health funds:

1. That public notice of intention to
amend the administrative regularions
amended by this order has been given
under sections 201 and 202 of the act
of Julv 31. 1968 (P. L. 769. No. 240) (45
P. S. _§ 1201 and 1202) and the regu-
lations thereunder. 1 Pa. Code §§ 7.1
and 7.2.

2. That the amendment of the regu-
lations of the Department of Health in
the manner provided in this order is
necessary and appropriate for the ad-
minisEration and enforcement of the
authorizing statutes.

3. That the amendment has been
submitted to Nledical Advisory Com-
mittee of the Pennsvivania EH_ Coun-
cil for review ana recommenaation.

The Department of Health. acting
under the authorizing statutes, orders:

(A) The regulations of the Depart-
ment of Health. 28 Pa. Code, ar-e
amended bv amending § 2.13 to read
as set forth_in Annex A hereto.
. (B) The Secretary of the Depart-

-rnent of Health shall submit this order
and Annex A hereto to the General
Counsel for review and approval as to
form and legaiity as required bv law.

(C) The Secretary of the Depart-
ment of Health shail submit this order
and Annex A hereto to the Attornev
General for review as to form and le*-
gality as required by law.

(D) The Secretary of the Depart-
ment of Health shall certify this order
and A=ex A hereto and deposit the
same with the Legislative Reference
Bureau as required by law.

(E) This order shall take effect upon4
publication in the Pennsviviinia
Bulletin.
BY the Department of Health

H. A RINOLD M ULLE R. M.D.,
Secretar-v

RULES AND REGULATIONS

F iscal Note- 10-67. No fiscal impact;
(8) recommends adoption.

A nnex A

TITLE23. HEALTH AND SAFETY

PARTI. GENERALHEALTH

CHAPTER 2. ENtERGENCY
HEALTH SERN'ICES

Subchapter A. EiNIERGENCY
MEDICAL TE.CHNICIANS

§ 2.13. Authorized medications and so-
lutions.

An ENIT - paramedic may. under a
medical command. administer the fol-
lowing parenteral medications and so-
lutions:

(1) Aminophylline.

(2) AtopineSulfate.

(3) Bretylium.

f4) Calcium Chloride.

(5) Dexamethasone Sodium Phos-
phate (Decadroni.

(6) Dextrose.

(7) Diazepam (Valium).

(8) Digoxin (Lanoxin).

(9) Diphenhydramine HCI (Bena-
dryi).

(10) Dobutamine.

(11) Dopamine.

(12) Epinephrine HCI (Adrenalin).

(13) Furosemide I Lasix).

(14) Hydrocortisone Sodium Succin-
ate (Solu Cortef).

(15) Isoproterenol HCI (Isuprel).

(16) Lidocaine HCL lXylocaine).

(17) Meperidine (Demerol).

(18) Morphine Sulfate.

(19) NaloxoneHCI(Narcan).

(20) Nitroglycerine Tablets.

121) Nitrou3 Oxide.

(22) Physostigmine.

(23) Ringers Lactate.

(24) Sodium Bicarbonace.

(25) Sodium Chloride.

(26) Terbutaline.

(27) Water, Sterile.

(28) Albumin.

(29) Oxytocin.

(30) Verapamil.

I Pa. U. D-C. \0 115-'-__, i'iled M _v J. !V115.
*?"W 2-4
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D EPARTMENT OF PUBLIC WELFARE

[55 PA. CODE CH. 11811
N ursing Facility Care; Allowable Cost Reim-

bursement for Non-State Intermediate Care

Facilities for the Mentally Retarded

Notice is hereby given that the De-
partment of Public Welfare. Office of
Mental Retardacion. by this order.
adopcs amendments to 55 Pa. Code
Chapter 1181. under Article IV of the
Public Welfare Code (62 P. S.
§ 443.10 and 0).
Notice of proposed rulemaking was

published at 14 Pa. B. 2762 (July 28,
1984). with an invitation to submit
written comments within 30 days of
publication.

Portions of Chapter 1181. Subchap-
ter C that have been changed from pro-
posed ruleniaking are listed in Annex
A. Anv portion of Subchapter C not
listed in Annex A is adopted as it ap-
pears at 14 Pa. B. 2762.

Purpose

Amendments to Subchapter A are
being adopted in order to exempt non-
State operated intermediate care facili-
ties for the mentally retarded
(ICFs,i.%IR) from certain reimburse-
menE requiremencs. Sections of Sub-
chapter A will still apply for Stace and
non-State operaced interTnediate care
facilities for the mentally retarded.

The Department is adopting Sub-
chapter C in order to specify the re-
quirements of Medical Assistant reim-
bursement and allowable costs for non-
State operated ICFsi.%IR. The new

u c apter will apply only to non-
State operated ICFsi,%IR.

Background
"I. 

'The ICFIMR program is an optional
service provided under Pennsylvania's
State Medical Assistance Plan as part
of the Medicaid program. The ICF!,NIR
program provides intensive rehabilita-
tive services to mentally retarded per-
sons and persons with related condi-
tions. Participating facilities are re-
quired to meec stringenc Federad
standards for Ecensure and certifica-
tiun reiated to program services and
the environment and safety of persons

The Federal lCF/NIR program
standards are based upon the develoD.
menEal model. as opposed to the nurs.
ing or custociial model which is Lhe
basis of Lhe skilled nursina or inter.
mediace care facility (SNACF) pt-0-
grams. Along WILh the LieveiopmenEal
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m odel. the ICF%JIR standards are
b ased upon the principles of active
treatment. normalization. and in-
d ividualization.

B asically. the regulations require
that each person. served receive an in-
t ensive. planned. individualized. and
documented regimen of program ser-
vices designed to meet the specific
need of the client. so as to develop each
client's potential along a develop-
menca continum. The regulations in-
c lude explicit requirements regarding
t he content and developrnent as well as
the monitoring of active treatment.
w hich is the individuaily prescribed
p rogram of care for each client, as well
as specific documentation require-
m ents to be met. Additionally, the
I CFINIR regulations require that each
p erson's treatment occurs in a manner
a nd in an environment which is
n ormalizing and approximates every-
day community life to the ma:c:mum
extent possible.

Given the basis of the regulations in
the developmental model. the focus of
the ICFl,%1R program is upon individu-
al clients and the unique needs oi each
c lient. Programs and services are re-
q uired to be tailored to meet Lhe in-
dividualized develoomental needs of
each client. Therefore. an ICFiIiR
typically provides a broad array of ser-
vices desi-ned to meec the _ varied
needs of the ICF!\IR ciients. served.
Consequenclv, given the diverse popu-
lation served. ICF:IIR programs vary
s ignificantly from one another.

In contrast. SNi ICF programs are li-
c ensed and certified based upon a
lowered level of service requirements.
The focus of SNIICF programs is upon
the medical and custodiai servicing oi
ciients. as opposed to the ICFiIiR de-
v elopmental focus. Addicionally.
SNlICF programs are characterized by
a general, collective care of clients, as
opposed to the ICFIMR focus on the
individualized needs of ciiencs. Also,
staffing standards are lower :or
SNIICF programs than ICFiMR. in
terms of direct care and proie3sional
staff. S; I/ICF programs include a rela-
tiveiy homogeneous client group. and
s ervices provided by SNIICF pro-
grams are consequently similar.

A s a result of the above differ.nces.
the reimbursement 'methodologies
rnost aopropriate for ICFi.%iR versus
SNiICF programs. are separace and
distinct. The ICFiti1R reimbursemenc
methodology must reflect the

stringent Federal program standards
r certification. The

S :tiiICF reimbursement methodology
_ retlects a less intensive levei of service
requiremencs. The 1CF1NIR reimburse-

RULES AND REGULATIONS

ment rnethodology is reflective of the
individual clienL focus. as opposed to
t he SN; ICF focus upon the collective
care of cliencs. The lCFi%IR mechod-
olocy allows for the broad array of in-
t ensive services required under the
I CFiIIR program and allows for
greater facility differences, as opposed
to the comparatively limited range of
services provided under the SviICF
program and the relative homogeneity
of S\IICF programs.

Specifically in terrns of reimburse-
ment. ICF_'.',IR oer diern races are gen-
e rally higher than S_iICF rates. This
is a result of the more varied and more
s tringently regulated services pro-
vided under the ICF;%IR program, as
compared to Si`ii ICF programs. Addi-
t ionally, under the ICFlIIR method-
ology, reimbursement rates are based
upon individual cost histories or budg-
ets of each program. as compared co
S `:ICF rates which are limited by sca-
t iscical group comparisons or ceilings.

Also. as a result of the proqrnm dif-
ferences between iCF,IiK and SN;ICF
procrams. and the standards upon
which Lhe prosrams are based, the cost
m anuals appiicable to each program
d iffer. For example. the ICFIIIR Cost
Jlanuai includes provisions related to
r eimbursement tor the comprehensive
staffing requirements of ICF.':tiIR.
H owe%7er. the I(;F \1R and S`lICF
C ost Manuals are simiiar as related to
costs which are common to all long-
term care programs. such as deprecia-
tion and interesc costs.

The adopcion Suhchapter C replaces
the proposed rulemaicing published at
13 Pa. S. IS T 6 on June 19. 1982. On
June 19. 1982. the Deoart:nent pub-
lished proposed reimbursemenc cea-
ings for non-Stace operated ICFs,,.%IR.
S ubstantial public comment was re-
c eived objecting to the proposed ceil-
ings. Providers and other interested
persons submitted numerous com-
ments and recommendations regnrd-
ing alternative reimbursement
c hanges. These new regulations do nor
include ceilin-s. but instead describe
rates based upon previously submiLEed

ors. Additionally. allowable
costs are defined in the regulations.

In 'May 1983. the Departmenc de-
c ided that the particular ceilings pro-
posed by the Department in June
1982. were not the most appropriate
and effective means to control costs
and ensure quality services for mental.
Iy retarded clients. As indicated previ-
o usiy. ICF;%IR procrams are hetero-
geneous. and aapropriace group ceil-
int;s for reimhursement rates are diffi-
cult to establish. :\ddiuonallv. since
ICF:MR programs are typically soleiy

dependent upon funding through the
ICFIJIR program. it is particularly im-
portant to establish an appropriate
level of reimbursement for each in-
d ividual facility.

Therefore. in May. 1983. the Depart-
ment set aside ceilings and began to
w ork closeiy with ICFIhiR providers
to discuss and develop a new reim-
b ursement methodology mutually ac-
c eptable to both providers and the De-
partment. The purposes of the new
methodology were to stabilize the non-
State operated ICFItiiR program. and
to establish cost containment and en-
sure the quality of program services
p rovided under the ICFIh1R program.

Following an inicial meeting with all
non-State operated ICFI.NIR providers
in N1ay, 1983. the Department estab-
lished a task force. including providers
a nd provider advocacv organizacions.
t o work closely with Departmental
representatives to develop a new reim-
bursemenc methodology.

These final regulations reflect the
w ork of this provider task force
t hrough a series of meetings and dis-
c ussions since August. 1983. Pro-
v iders have extensively reviewed
drafts of these regulations. and pro-
v ider comments and recommenaatior,s
have been incorporated throughout
t he regulations. Additionally, the pro-
v ider task force reviewed the proposed
regulacions of July 38. 1984.

These regulations are needed for sev-
e ral reasons. First. the regulations are
needed because of che increased num-
b er oi non-Scace operaced ICFsi`IR
and the necessicv co better manage
c osts associaced with this pror;ram. As
cost histories have been established;
the need to move from the current
budget review mechodology to a cost
based methodology has become appar-
ent.

Secondly, rates have been steadily
escalating under the current budget re-
view methodoiogy. The Department
m ust begin to manage the non-State
o perated ICFIYIR program in a more
cost efficient manner.

Finally, the regulations are neces-
sarv because the current budget re-
view methodology is too costly for pro-
v iders and the Department to imple-
m enc in terms of time. manpower. and
paperwork. The cost based methodoio-
gy will significantly reduce the paper-
w ork requirements. since the formerly
rnandated budget submission pro-
c esses are no longer required.

The budget review methodology was
the most approoriace methad fur the
e stablishmenc of rates during the de-
velopmencal stages of the non-Scate
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operated ICF.'.%IR program.

Under the budget review methodolo-
gy. lCF,'.%lR providers submitted
bud-ets to the DeDartment's Office of
. ncnl Retardation prior to the startMe
of each tiscal year. The budgets were
subMiLted on iorms and in accordance
with instructions issued by the De-
partment. Budgets were reviewed
against an allowable cost manual and
Medicare Principles (HIM-15) in order
to establish reasonable cost estimaces
for the operation of each facility. The
budget review process resulted in an
approved budget level. an inEerim per
them or billing race. and approved esti-
mates by major objects and cosc cen-
ters. Providers were instructed that
the approved budget amouncs were
subject to confirmation of acEual. al-
lowable cosEs at the time of final audit.

Beginning in fiscal year 1981-82. a
signiiicant expansion occurred in the
number oi non-State operated
ICFs/NIR. as a result of a Depart-
mental develor)mental initiative. As
new programs were initially developed.
budgets were submicted to the Depart-
ment for review and rate setting. The
budget review process allowed new
providers to project costs vvhile gain-
ing experience regarding licensure and
certificacion and it enabled [MiNIR
to establish cost histories under the
ICF:.NIR program. During fiscai year
1982-83. the Departmenc*s develop-
mentai iniEiative was comr)iered. Now
that non-State operateci ICFs,,.NIR
have been certified and have exneri-
ence in the program. and ICFs;.%IR
have estabiished adequate cosc' his-
tories. there is no longer a need for a
mandated budgec review process co re-
flect the coscs necessarv for the opera-
tion of certified faci-lities.
I These reg-ulations reflect a move.
ment away rom the budget review
methodology and towards the estab.
lishment of a cost-based methodology,
similar in some aspects to SNIICF pro-
grams. except for unique differences
related to the ICFI,'.NIR program. How-
ever. given che particular ICF,.*%IR pro-
gram emphasis upon individual client
needs. the unique dependence of
ICFsi,NIR soleiv upon Medical As-
sistance funding, and the relative new-
ness of some ICF,_,NIR providers. these
regulations contain a provision to al-
low for budget review under certain de-
fined circumstances.

The following hiizhlizhts some of the
major changes tor reimbursement aad
ailu%vable costs trom the previous
budzet review niecliodolog), to the new
Subehapcer C. -

(1) Previously races were based

RULES AND REGULATIONS

upon budget review. Allowable costs
were determined in accordance with
the Department's ivlanual for Allow-
able Cost Reimbursement for ICFs/

the Medicare Provider Reim-
ursemenc Manual (HI-NI-15). and the

limits of an approved budget.

The new regulations require that
rates be based on costs. projected to
allow for inflation. For fiscal year
1984-85, costs will be projected in ac-
cordance with the most current full
year projection as of May 1. 1984. for
the Consumer Price Index-W, which is
3.7 11*6 for fiscal Year 1983-84 and 4.5 Pla
for fiscal year 1984-85. In future years.
the Department will use projected
economic forecasts. such as the CPI-
W. to a iusc rate increases for cost
chanmes cliat occur throu-h the period
in wi7leh the race is to be e7ttective. The
actual econoinic forecast used each
year will be decermined bY the Depart-
ment and published in the Pennsyl-
uania BitilecitL

Additionall 
' 
v. the regulations estab-

lish Subchapcer C as part of the De-
partmenc's Medical Assiscance re-gula-
tions.

(2) There is now no efficiency incen-
tive for I CFsi,%l R. The new regulati'ons
allow for an efficiencv incencive under
certain specified condicions

If a provider's actual audited costs
are less than the projected costs estab-
lished by the scandard interim per
them race meEhodology. and if chere
are noc significant auciic exceptions as
defined in che regulations. a provider
can earn an efficiencv incentive which
will be equal to one-nalf of the differ-
ence etween actua and projected
oscs. up to a maximum percentage of
the total audited costs of the facility.
This provision will serve to reduce
costs to the 1CF/MR, program.

(3) The previous methbdology in-
volves a complex and time-consuming
process of budget review resulting in
the control of costs by total approved
budget, major objects, and cost cen-
ters.

The new regulations simplify and
streamline the rate setting process.
The need for budget review is elimi-
nated unless exceptional circum-
stances occur. Under the new regula-
tions. rates are based upon previously
submitted cost- reports. Allowable
costs are determined in accordance
with Subehapter C and a projeCEed to-
tal operaciniz limic. The reaulations in-
c lu(ic provision for greacer provi(ter
lleXlbiliLy an(i inunugenivrit 1) 

' 
v pro-

viders to ettecE the control ot costs.

(4) U nder the previous hudget re-
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view methodology, providers were de-
pendent upon Departmental decisions
as a result of budget review.

The new regulations introduce sta-
bility to the rate setting process for
the non-State operated 1CF.I.N111 pro-
gram. Rates are based upon individual
facility cost histories, projected for-
ward to allow for increases specified by
the Department. Providers are not re-
quired to present a budget to the De-
partffient for review.

On August 2. 1984, the Independent
Regulatory Review Commission ap-
proved the proppsed regulations. The
Order of the Commission commended
the Department and the provider com-
munity for the joint efforts and co-
operation shown in the development of
these regulacions.

Public Comment

Written comments. suggestions. and
objections were soliciced within a 30-
dav period after the date of proposal
ruiemaking. The DeparEment received
seven letters concerning the proposed
regulations. The Departmenc has care-
fully reviewed and considered each
comment. The Department would like
to thank all persons and organizations
who have taken the time and etiort co
participate in the development of these
regulations. Following is a surnmarv or

written comments received ciuring
the public comment period. from Juk
28, 1984 until August 29. 1984. an_
the Departmenc's response to those
comments.

(1) Two Stace provider associations
wrote in support of the new reimburse-
ment methodology. The associations
prefer the new methodology in that ic
is more reasonable chan the previous
proposed methodology that utilized
geographic ceihngs as the criterion for
reimbursement and the new methodol-
ogy represents improvements over the
previous budget review methodology.

(2) Several comments were received
about the disallowance of retained
earnings. Commentors felt that such a
disallowance waLuid preclude long terrn
growth of the ICF.AIR program. dis.
courage proprietarv agencies from en-
tering the ICF,'.Nlfi system. and make
it economically infeasible to transfer
the ownership of a private ICF/,NIR
agency.

The Department's response is that
return on equity or profit is not an al-
lowable cosc of service. Reimburse-
ment for profit would only serve to in-
crease Lhe cosEs oi the program anci
would not enhance or improve the
provisi 

. 
on ot 

. 
qervices to the inentaily

retarde(I persons served.
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0 Many comments objected to the
section of proposed regulations about
depreciation allowances. Although
strong objection was received on tile'
issue of depreciation. the Department
was unable to make the recommended
changes.

The Deficit Reduction Act of 1984
(P. L. 98-369) resulted in changes re-
garding payment for depreciation. in-
terest and other costs related to the
negotiacion or settlement of the sale or
purchase of any capital asset of any
ICF!.NIR. The law was effective July
18. 1984 and applies to any asset that
was soid on or after July 18. 1984.
Changes to implement the provisions
of this law have been included in the
inal regulations.

These changes relate to sections of
the regulations acidressing offset gain

ssets and reimburse-
ment tirniLS on 

' 
the sten-up, of depreci-

abic assets cost basis for ail chances of
ownership which occur on or afrer Juiv
18. 1984.

(4) Three commencs were received
suggestingthat§ 1181.412relatin,--to
depreciation allowances on bond is-
sues. he amended to include other simi-
lar funding sources in addition to the
Industriai Developmenc Authority.

The Department agrees with this
suzgestion and has iricorporaced the
cliangeinto§ 1181.412.

(5) One commenc was received ob-
Jecunatotheprovisionsof§ 1181.419
reiatina to reimbursement for return
on equicy and the issue of reimburse-
ment tor the principal port.,on ot mort-
gage paymenrs.

The Department does noc a4low a re-
tur-i on equity Jor owner!operators.
Depreciation costs are ailowable in ac-
cordancewith§ 1131.412.

(6) One comment was received sug-
gesting that the Department should
use the Consumer Price Index-W in es-
tablishing its inilacion factor for rate
settiniz. It was felt chat the rezuations
should enable the Department to use a
Nvidely accepted preciictor. .

The Depart-nent will use proiected
economic forecascs. such as the CPI-W
to adjust rate increases. however. the
actual economic forecast used each
year will be deEerrnined by.the Depart-
ment and published in the Pennsyl-
uania Bulletin.

IT) A s ua.-estion was received Lhat
t he appeal process for a denial of a
waiver request should be described or
rcierenceci.

S uhchapter A addresses the facili-
tv's righL of appeai.

RULES AND REGULATIONS

In addition to the seven letters re-
ceived during the pubiic comment peri-
od. manY lielpful comments
-estions were also received from

. k Group oi 1CF."MR providers. The
Departnienc would like Lo thank the
individual task group members for
their time. sug.-estions. and coopera.
tio 

' 
n they have given to the Depart-

ment in the development and adoption
of the regulations.

Summary of Changes

(6) § 1131.304. IDefinitions - ser-
vice contract. A definicion of service
contract was changed in orcier to ciari-
fv the distinction between service con-
tracts and unit of service conEracts.
This change was suggested bv the task
group.

(7) § 1181.335. Failure to subrnit
costrepor 

' 
t. Changes were made to this

section in order to clarifv that the
interim per them rate wiU _e identical
to the lowest rate issued for any pro-
vider.As a result of public comment. sug-

gestions frorn the ICFI'.%IR Provicier
Task Grout), suzgestions from others.

Deficit Reduction Act of 1984, and
the Departmenf.'s identification of
areas requiring minor clarificacion.
several changes have been made from
proposed ruiemaking. Each of these
changes has been reviewed and ap.
proved bv the ICF!MR Provider Task
Group. the following is a list of the
chanL:es. the reason for the change.
and the group recommending the
chan4e:

(1) § 1131.302. Appiicabilicy. Un-
der subsection (b). reterences to
§ 1131.6.5 have been changed to coin-
cide wiEh recent amendments to
§ 1181.165 bv the Office of Medical As-
sisEance. The Office of Medicai As-
sistance has 3rnended § I IS 1.65 to in.
clude requirements of the DefiCiL Re-
duction Act of 19S4. As a resulL of this
amendnient. § IISI.65 has been re-
numbered. The chance to _ 1181.302
COInCiCieS WiLh 'the amer_dmeric to
§ 1161.65.

(2) § 1131.304. Definitions - De-
preciable assets. A definition of de-
prec4able assets was added to the re=-
IaE_ons. This addition was macie in re-
sponse to the Task Group's request for
ciarity of the term depreciabie assets... . 

llv the doilar limit was re-
vised to conform to HINI-15..as sug-
gested by the task force mernbers.

(3) § 1181.304. IDefinitio ns - di-
rect care staff. The ciefinit_on of direct
care staff was cnanged to refer to di-
rect responsibiiiEies tnsteaci oi hands-
on responsibilities.

14) § 1181.304. IDefinitions - ma-
jor object of expendicuro. A definition
of major object. of expenditure was
adcied in order to provide clarity
throughout the regulations This
cLng e was reviewed and appro'ved by
the task group.

1.51 § 1131.304. Definitions - re-
laLed party. The definition oi relaEed

party has been chan--ed to ciearly re-
fleet clic deliniL:on ot reiatea partY in
H IM-13. This chanLre was suLrgested
b vi,hu 1CF.M11 P rovicicr'razk Uroup.

. 
(8) § 1181.336(a). Establishment of

standard interim per them race. In or-
der to provide clarity, the term fiscal
year was ciarified to state currenr fis-
cal year.

(9) § 1181.336(b). Establishment of
standard interim per them rate. As a
result of suggestions from the task
g7roup and others. a change has been
made to clarifv that 98"o of the maxi-
mum nurn 

. 
oer of davs. based upon the

certified number ot certified beds. is
used to calculate the standarci interirn
PeFthem rare.

(10) § 1181.336(c). Establishment
of standard interim per diern rate. A
change was made to this subseccion to
more clearly state the actuai procedure
used to calcuiate the standard inLerir.-
per a 

. 
i 
. 
orn rate. This chan4e was re-

viewed and approved by the task
-oup.

111) § 1181.337(a) and (b). Effici 
'
en-

cy incentive. As a resuit of task grlut)
comment. the lanzuage in these-sub-
sections was revised in order to correct
tne ter-ninoiogy related to total pro-
jecled operating COSLS anci actuai
a udiced allowable costs.

(12) § 
. 
1131.351. Request for waiv-

e r. As as result of suggestions made. a
requirement was added so that ade-

quate inforrnation is submitted for che
estabiishmenL oi an interim per dzern
rate when a provider has less than a
12-monch cost recort on file.

(13) § 1181.353(aI. Approved waiv-
e r. A chanze was mode to this subsec-
tion to ciarifv that an approved budr-et
level is esta6iished under an approved
wai ver.

(14) § 1181.353(c). Approved waiv.
er. A change was made to clarify the
proceciure for calculating the interim
per diein race under an approved
waiver. .

(151 § 1181.353ia). Upper limits of
p aynient if a waiver is 47anted. A
chanve was niade to this subsection in
orcer to clarit . N that when raLe'settini:
is based ucon a bud_:ct revww, au.
proved bu_g,cc levels are estubiished

P ENNSYLVANIA SULLE-11N. VCL 15, NO. 18, SATURDAY, IMAY 4, 1985



by major objects of expenditure and
c ost centers. Providers are to be held

at the time of audit to within 10% of

these approved levels unless a budget
modificacion request is approved by

t he Department.

(16) § 1181.367. Operation of multi-
p le program types. At the suggestion
o f the task group, a notation was
a dded to § 1181.403 in order to pro-
v ide specific reference for the develop-
ment of cost apportionment plans.

(17) § 1181.394(2). Waiver of mini-
mum occupancy race. The term census
level was changed to the number of
certified beds in order to provide con-
s istency in terminology throughout
t he regulations.

At the suggestion of the task grout).
clarification was added to more cleariy
state the time frame for submission of
the waiver to the minimum occupancy
r equirement and to specify the re-
quired documentation.

1181 § 1181.407. Service contracts.
A chanee was made to this section in
order to make a clear distinction be-
tween service concracts and unit of
service contracts. This change was
s uggested by the task group.

(19) § 1181.-512(a). Depreciation al-
lowance. As a result of task group
comment. specialized equipment was

a dded to the iist of capital assecs used
to provide compensable services to
M A clients.

(20) § 1181.412(c)(1) and (d)(1). De-
preciation allowance. The phrase. "or
t ax exempt fundin.- sources" was
added to the requirements on bond is-
s ues in order to broaden the scope of
reimbursement for depreciation. This
was added as a result of public com-
ment received during the 30-day public

(21) § 1181.412(1). -Depreciation al-
lowance. A clarification was added to
this subsection to specify that gains
shall offset the depreciation expense
for the last 12 months prior to the date
the asset was sold or recired from ser-
v ice.

(22) § 1181.-t12(m)141(5). Deprecia-
tion allowance. A change was made co
this subparagraph in order to comply
with the Deficit Reduction Act of
1984. -

(23) § 1181.413(c)(1). Interest. The
phrase "or tax exempt funding
sources" was added as a result of pub-
lic commenc.

(2a) § 1181.413(d)tl). Interest. The
p hrase "or tax exempc funding
sources" was added to the requiremenc
on bond issues. 'Chis was added in re-
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s ponse to public comment.

(25) § 1181.413(g). Iaterest. In
order to compiy with the Deficit Re-
duction Act of 1984. notes and other
securities were added to this subsec-
tion.

(26) § 1181.4131j). Interest. As a re-
sult of public comment received,
changes were made to permit interest
received on retained nondepreciable
debt (nonallowable) to offset nonallow-
able interest expense for those funds.

(27) § 1181.414(c). Rental costs.
The task group suggested that costs of
ownership as a basis for inclusion of re-
lated party rental costs be added. This
change was made. A typographical er-
r or in this subsection from changes to
charges was also correcced.

(28) § 1181.417. Income. The title of
this section was changed to interest
and offsets to allowable cost in order
to clarify the concent of this section.

(29) § 1181.417(a)(s)(ii). Income. As
a result of discussion with the task
group. a new subparngraph was added
to ensure the use of food stamps for eli-
gible clients and the proper creacment
of this income. '

(30) § 1181.-120(d). Start-up costs.
A change was made to this subsection
in order to address coscs attributable
to chanees in ownership which are nor
allowable as a result of the Deficit Re-
duction Act of 1984.

131) § 1181.431. Costs that are not
allowable. Three items were added to
the list of costs that are not allowable.
Membership fees were added as a re-
sult of public comments and one mem-
ber of the General Assemblv. Ths
change was made in order to parallel
HIM-15 provisions regarding member-
ship. We do not anticipate any signifi-
cant financial impact upon providers
as a result of this change. '

Secondly, expenses payable from an-
other public agency was added to clar-
ify that expenses payable through
other programs are not allowable for
ICFI.NIR reimbursement. Finallv, an
item was added about net operating or
capital costs in order to compiv with
the Deficit Reduction Act of 1984.

(32) § 1181.441(d). Nonprofit organ-
izations. A standard of reasonableness
was added in order to ensure that dis-
tance and costs for travel expenses
would be with acceptable standards.

(33) § 1181.451(at. Submission of
t he budgec. A chanee was made in or-
der to clarify thac if a twelve monch
cost report is not available, a budget is
t o be submitted.
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(34) § 1181.453. Cost centers within

the budget. In order to provide clarity,
a listing of major objects of expendi-
ture within the budget was added.

(35) § 1181.454. Budget adjust-
ments. In order to provide clarity, a
change was made to accurately state
the level of control and degree of flexi-
bilitv available to providers to move
funds within the budget categories.

Fiscal Impact

T here will be no increases in costs to
the Commonwealth as a result of these
ainendments. The new reimbursement
methodology will control the costs of
the non-State operaced intermediate
care facilities for the mentally retarded
program. subject to limits of inflation-
ary increases as reflected by projected
economic forecasts. such as the Con-
sumer Price Index.

Papertsork Requirements

The amendments will significantly
r educe paperwork requiremencs as the
previous budget review methodology
is being replaced by a methodology of
rates based upon previously supported
c osts.
The previously used cost reports will

continue to be used. The cost reports
are now used for cost sectlemenc pur-
poses and will now be used for race set-
ting as well.
Under the new methodology, budg-

ets will only be required in the case of
e xceptional cosc increases due to those
c ondicions specified in 9 1131.351(al.

E ffective Date

This order shall take effect July 1,
1 984, except for § 1181.412(m1(5)
w hich will be effective October 1. 1984,
related to the Deficit Reduction Act of
1984. The retroactive application of
these regulations represents the De-
partment's most appropriate course of
a ction because each provider's fiscal
year begins July 1 and all costs are re-
ported and audited on an annual basis.
The retroactive application of these
regulations is intended to facilitate the
audit process as it is consistent with
rate setting for fiscal year 1984-85,
w hich was based upon the new
methodology contained in these regu-
lations. In April. 1984. the Depart-
ment forwarded copies of the currently
proposed regulations to non-State
operated ICFI,%IR providers and re-
quested that providers comply with
t he now proposed regulations as the
Department's rate setcint' policy effec-
tive Julv 1. 1984. Consequently, retro-
active appiication of these rei,"ulations
will tiot result in anv sianiticant ad-
verse conseqttence or impact for pro-
viders.
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Sunset Date

Yo sunset date has been assigned to
evaluate the effectiveness of these
regulucions. The effectiveness of the
r egulations will be assessed by holding
ongoing provider task force meetings
and by reviewing annual cost reports
a nd year-end audits to determine the
a ppropriateness of and compliance
w ich the regulations.

Contact Persons

Any questions on this regulation
may be directed to: Jennifer L.
Howse- Ph.D.. Deputy Secretary, Of-
fice of Mental Retardation. Room 302.
Health and Welfare Building. Harris-
burg. Pa. 17120. telephone: (717) 783-
3 700: Network 8-447-3700.

Regulatory Review

U nder section 51a) of the Regulacory
Review Act of 1982 (P. L. 633. Yo.
1 81), 71 P. S. § 745.5(a). on July 16.
1984. the proposed rulemaking (pub-
lished at 14 Pa. B. 2762. July 28. 1984)
w as submitted to the Independent
Regulatory Review Commission. and
the Senace Public Health and Welfare
and House Health and Welfare Com-
mittees for review and comment. Hav-
ing received no objections from either
the House or Senate Committees by
August 5. 1984. the amendments were
deemed approved as provided by sec-
t ion 51c) of the Regulatory Review Act.
The Independent Review Commissioe
met on August 2. 1984 and approved
the proposed rulemaking. The various
oversight requiremencs of the Regula-
t ory Review Act have been fulfilled by
t he review of the proposed ruiemaicing,
and no additional review of the final or-
der adopting the amendments and
c hanges made to the document is re-
quired by the Regulatory Review Act.

The Department of Public Welfare
finds:

1. That public notice of intention to
amend the administrative regulations
amended by this order has been given
u nder the act of Julv 31. 1968 (P. L.
7 69. No. 240) (45 PA. §§ 1201 and
1202) and the regulations thereunder,
1 Pa. Code §§ 7.1 and 7.2. -

2 That the amendment of the regu-
lations in the manner provided in this
order is necessary and appropriate for

administration and eniorcement of
the Public Welfare Code.

13) The regulations of the Depart-
m ent of Public Welfare, 55 Pa. Code
C hapter 1181. are hereby amended_by:

Amending §§ 1181.1. 1181.2,
1181.43. 1181.-I5. 1181.51. 1181.53,
1181.54. 1181.61. 1181.65 - 1181-.68.
a nd 1181.71 - 1181.74 to read as sec
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forth at 14 Pa. B. 2762 (July 28. 1984).
Adding §§ 1191.301, 1181.303.

1181.331 - 1181.334, 1181.338.
1181.352. 1181.354. 1181.361 -
1181.366. 1181.368. 1181.391 -
1181.393. 1181.401. 1181.403,
1181.406, 1181.408 - 1181.411.
1181.415. 1181.416, 1181.418,
1181.419. 1181.442 - 1181.444. and
1 181.452 to read as set forth at
1 4 Pa. H. 2762.
Adding §§ 1181.302, 1181.304,

1181.335 - 1181.337, 1181.351.
1 181.353. 1181.355, 1181.367,
1181.394, 1181.407. 1181.412 -
1 181.-314. 1181.417. 1181.420,
1181.431, 1181.-t-s1. 1181.451,
1 181.453. and 1181.454 to read as set
forth in Annex A.

4. The Secretary of the Department
of Public Welfare shall submit this or-
d er. 14 Pa. B. 2762 and Annex A here-
to to the Attorney General and Gener-
al Counsel for approval as to legality
a s required by law.

5. The Secretary of the Department
of Public Welfare shall certify this Or-
d er. 1-I Pa. B. 2762 and Annex A here-
t o and deposit the same in the Legisla-
tive Reference Bureau as required by
law.

6 . The order shall take effect ret-
r oactively as of July 1. 1984 in the
Pernnsyluania Bulletin, except for
§ 1181.412(m)(5) which will be effec-
cive October 1. 1984 related to the
D eficit Reduction Act of 1954.

By the Depar:ment of Public Welfare

WALTER W. COHEV.
Secretary

F isca! Vote: Fiscal Note 14-237 re-
m ains valid for the final adoption of
t he subject regulations.

INDEPENDENT REGULATORY
REVIEW CONIMISSION

Order

On July 16. 1984. the Indeoendent
Regulatory Review Commission re-
ceived this proposal from the Depart-
tnent of Public Welfare (DPW). This
p roposal will alter 55 Pa. Code Chapter
1 1 1 y amen ing Subchapter A and
a dding a new Subchapcer C. These
a mendments are proposed under
DPW's authority contained in Article
IV of the Public Welfare Code (62 P. S.
§ 443.112) and (3)). These proposed
amendments were published in the
Pennsvluania Bulletin of July 28,
1984. with a 30-day comment period.

c ilities basedon actual costs incur-ed uo
to a limit contained in the faciiity's
budget which was submitted to and ap-
proved by DPW Because oi the
r apid growth in the number of these fa-
cilicies. this system. which was basea
upon an individual budget review oI
each facility's operacions. is no longer
workable. In its place. DPW is prooos-
ing to adopt a system which parallels
the system used to reimburse nursing
homes. but takes into account the pro-
gram differences related to ICFI-NIR's.
Under this new system DPW will base
incerim reimbursement rates and.es-
tablish ceilings by caking the previous
year's actual costs and inflating them
by a standard intZation factor. These
proposed amendments will also. for
the first time. put into regulation for:n
t he cost reimbursement manual which
s pecifies which costs will be allowable.

We have received comments in sun-
p ort of these proposed amendments
from the Pennvivania .association of
Rehabilitation Facilities and the Penn-
s vivania Association oi Residences :or
the Recarded.

We have reviewed these prooosed
amendments and find them to he in che
p ublic incerest. By shiftine; from a re-
imbursement svscem based on analv-
s is of proposed budgets to one based
o n actual historicai coscs which are es-
c alated by way oi an appropriate in-
dex. DPW will significantly reduce t'.^.e
time and paper".vork which facilit:es
and DPW would have to prepare and
review in order to establish reirnhurse-
ment rates. This new system shouid
h elp co promoce race scnbilicv for fac:li-
ties and will. for the first time. provide
an efficiency incentive to faciiicies to
contain costs at a level below their al-
lowable ceilings. P:acing the cost reim-
bursement manual in regulation form
w ill provide improved information to
the provider community concernir.g
which costs DPW will deem allowabie,
and will improve DPW's ability to en-
force these requirements.

Wi do noce that DPW has chosen to
treat some of the costs incurred bv
ICF1:11R's in a manner which is differ-
ent from the way these costs are
treated in the reimbursemenc manual
for nursing facilities. However. rnost
of these differences are due to the dif-
ferences in program requiremencs.
thac is. ICF1.NiR's focus on active de-
veloomental programs while nursing
facilities provide care of a custodial na-
ture.

This proposal revises the procedure
used by DPtiV to reimburse non-State
o perated intermediate care facilities

t he mencallv retarded (IM\111's).
In the past- DPW reimbursed these

D P«' and the provider comn;unitv
are to be complimented on the luvei of
cooperation which was shown in the
joint developmenc of these amena-
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ments by these parties. These
amendments should provide fair and

adequate reimbursement to ICF,'N.IR

facilities while not having any adverse

effects upon the Commonwealth. local
governments. or the general public.

'rheretore. we approved these pro-
posed amendments as published at 14
P a. B. 2762.

The Commission reserves the right
to review these amendments if they
are substantially amended prior to fi-
nal publication.

IRVIti G. ZIlIti1ER\IAN.
Chairman

Annex A
TITLE 55. Pl: BL1C «'ELFARE

P.\RT Ill. NtEDICAL
A551STANCE NIAV LA L

CHA1'TER 1131. NURSING
FACILITY CARE

S ubchapter C. ALLOWABLE COST
R FaNtIll'R1ENItNT FOR

NON-bT:\TE 1\TERNIF:DIATE
. CARE: FACILITIES FOR
THE NIENTALLY RETARDED

G ENERAL PROVISION'S

§ 1181.302. Applicability.

(a) This subchapter applies to all
non-State operaced intermediace care
facilities for the mentally retarded.

(b) In addition to this subchapter.
the following also applv to non-Scate

operated Intermediate Care Facilities
for the tilencally Retarded: Cliapcer
1 101 (relating to general provisionsi:
Subchapter A (relating co nursing fa-
cility care): 3$ 1131.1: 1181.2:
1181.21 - 1181.23: 1181.*1(2) and (3),
1181.43(a), (c). and (d), 1181.45(al(1) -
(3). (all5l - (7), and (b): 1181.51 -
1181.53(b)(3) - (6) and (c): 1181.54
(a)(2), (b) - (d), (e)(2), lfl. and (g);
1181.55; 1181.56(a)(1) and (2)(iii);
1 181.57: 1181.58: 1181.61(a) - (6), and
(8); 1181.62 - 1181.64: 1181.651a) -
(c), and (g): 1181.66(d): 1181.67(2):
1 181.68(a) and (d): 1181.69: 1181.71

(b): 1181.73(a): 1181.74; 1181.75:
1181.81-11S1.86: 1181.91-
1181.96: and 1181.101(a)(1) - (3).
(a)(4)(ii), and (b) - If). '

(c) In addition to this subchapter.
Chapter 1101. applicable sections of
Subchapter A, as specified in subsec-
t ion (b). and the Medicare Provider Re-
imbursement Manual (HIM-15), also
apply for costs tliac are included in
t his subchapter as allowable and4for
reimhursable costs that are not _;oecif-
ically addresseti in this Suhchapter.

(d) If tliis subchapcer is incon,;iscent
with Subuhapcer A (reiatini; to nursing
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facility care) or HIiVI-15. this subchap-
ter shall prevail.

§ 1181.304. Definitions.

T he following words and terms.
when used in this subchapter, shall
have the following meanings. unless
the context clearly indicates other-
wise:

.Allocate - To designate a specific
task. service or sup,piy to a specific
c ost center because of its direct rela-
tionship co client care and identifiable
measure of applicacion.

Allowable cost - The cost reim-
bursed under Medical Assistance. that
is the facility's actual audited allow-
a ble cost after appropriate adjust-
m ents are certified by Commonwealch
auditors.

Apportion - To divide costs that
a re necessary to program operation
b ut that cannoc be directly or encireiy
charged to a specific cost center.

A rms-length transaction - A trans-
a ction including independenc unreiat-
ed parties (no interesc such as equitr.
control. contracts, interlocking direc-
torates. officers. and the like): and. a
willing buyer and a willing seller.

A ssets - Economic resources that
a re owned by a business and are es-
pecced to benefit future operations.

B udget - A plan of financial opera-
tion for some future period expressed
in monecarv terms.

Capital asset - An item with a use-
ful life of more than 1 year or thac
would not meet Incernal Revenue Ser-
v ice standards for non-depreciable
assecs. Capital assecs include but are
not limited to: Buildings. renovations
a nd building improvements. and move-
a ble items such as furniture and -fix-
tures. computers, and transportation
equipment. Land is not a depreciable
capital asset.

Change of ownership - The sale or
transfer of a facility and all of ics as-
s ets to another person, corporation. or-
g anization. or partnership. with the ex-
pectation that the facility will continue
to operate for the same purpose for
which it is currently being used.

Closed audit - An audit is closed
when the wricten audit report has been
distributed and one of the following oc-
curs:

(i) The period for appeal has passed.

(ii) An appeal has been concluded
and finalized. The closed audit resuits
in final scttlement. Nvhich is either
additional paYments due to the provid-
er or a repaYment of funds dispersed LO
the provider fur disallowed costs.

1 635

Compensation - The total remuner-
a tion paid to an individual employe. tn-
cluding wages or salaries and benetits.

Competitive bidding process - The
method used to procure goods or ser-
v ices by obtaining three or more vend-

or cosc proposals and selecting the pro-
p osal with the lowest responsible bid.

Cost center - A group of services or
e mployes. or both. or another unit or
type of activity into which functions of
a facility are divided for purposes of
expense assignment and allocations.

Cost report - A summary of client
occupancy, income, and expenses for a

given period. presented in a manner

p rescribed by the Department. In the
ICFiJIR program. this is an annual
preparation of a Departmencal form.
t itled Financial and Statistical Report
for Skilled `ursing and Intermediate
Care Facilities. for fiscal year opera-
t ion.

Cost settlement - A retroactive ad-
j ustment based on a cost report. made
at the end of a reporting period. to
b ring the interim pavmencs made to
t he provider during thac reportine
p eriod inco ao"reement with the reim-
b ursable amounc payable to the pro-
v ider for the allowable services actual-
Iv rendered co program beneticiaries
durin.- that period. Final adjustment
is made after an audit is closed.

Cttrrent fiscal year - The fiscal year
in which the interim per diem rate is to
b e used.

Denreciable assets - Equipment,
buildinqs and fixcures that have a pur-
chase price of more chan $500 and are

e xpected to have a useful life of more
than 1 year.

Depreciation - Apportionment of
t he value of an asset over its useful
life.

Direct care staff - Staff assigned to
p erform direct responsibilities related
to activities of daily living, self-help,
and socialization skills. Staff involved
in regularly scheduled specialized de-
velopmental programs with clients are
noc included in direct care staff. Pro-
fessional staff may be included in di-
rect care staif.

Efficiency incentiue - A remuner-
ation to a provider that may be earned
b y spending less than projected oper-
ating expenses within specified guide-
lines.

Facility - :\ non-State oper;ited in-
termediate care facility tor the mental-
1y retarded.

f-air marker rental appratsal - The
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determination of reasonable pavment
to a lessor for a rented space by a
qualified real estate appraiser.

Intereat -The direct cost incurred
for the use of borrowed funds.

Interest on caDital indebtedness -
T he direcc cost incurred for funds bor-
rowed for capital purposes. Examples
o f interest on capital indebtedness in-
cluded acquisition of facilities, equip-
ment and capital improvements. Gen-
e rally. loans for capital purposes are
long term loans.

I nterest an current indebtedness -
The direct cost incurred for funds bor-
rowed for a reiatively short term. usu-
alIv for purposes such as working capi-

for normal operacing expense .

Investment income - Return on
funds not expended by the facility and
placed with a third party. Invescment
income includes. but is not limited to.
interest income from bonds and sav-
inbs accouncs. premiums and divi-
dends on stock purchases. and income
from trust agreements.

Major object o( es,ncnditure - A
generic classification of costs within
cost cencers including personnel.
equipment. oneracing coscs. deprecia-
tion and interest. and apportioned
c osts.

' .11ana¢emenr fee - .a charl-e for
general administrative services in-
curred for a comnlon or joint purpose
not readily assignable to a speciiic cost
c enter.

Practitiotler - Salaried or contract-
ed practitioners inciudinc. but not lim-
ited to. physicians. dencists. podia-
trists. occupational therapiscs. and
physical therapists.

Prudent buyer - A term for the
price paid for items by a cost-con-
scious purchaser in the open market
u nder competitive condicions.

Reasonable costs - Necessary and
proper costs incurred by the provider.
b ased on the expectation chat the facil-
ity is operated efficientlv and econom-
icallv.

htclated party - An organization re-
lated to the provider by common own-
e rship or control. Relaced co the pro-
vider means that the provider. to a sig-
n ificant extent. is associated wich. af-
filiated with or has control oi o_ is con-
trolled by the organization furnishing
t he _er_-ices. Common ownership es-
iscs when an inLiividual possesses sig-
nificant ownership or eqult' v in che pro-
vider anu the insticucion or organiza-
tion serving the provider. Concrol es-
iscs where an individual or an ort_ani-
zacion has the power. directly or indi-
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r ectly, significantly to influence or di-
rect the actions or policies of an or-
g anization or institution.

Request for proposal - A formal
d ocument describing services request-
ed that is provided to interested con-
tractors along with informacion to en-
able the preparation and submission of
proposals for evaluation and selection.

Service contract - An obligation be-
tween a provider and supplier in which
the nature and cost of service is speci-
fied. and reimbursement is not based
upon actual unics of service provided.

Standard interim per diem rate -
The rtlte established by the Depart-
m ent for the purpose of making in-
t erim payments to the facility pending
a year-end cost settlement.

Start-up costs - Costs incurred by
-the provider in developing its ability
t o furnish client care services prior to
certification of the facilicv or admis-
s ion of the first client.

L'nit o( cerrice contract - An obli-
gation between a provider and supoiier
in which the unit is defined. a price for
t he unit is scipullted. the basis for the
price and unic is justified. and reim-
b ursemenc is based upon actual units
o f service provided.

STANI)ARI) INTFRIM
PER t)IF:11 KkTE

1131.335. Failure to submit cost re.
port.

If the provider does noc submit a
cost report bv Seocember 30 of each
vear, or later if an extension is granted
bv the Department under the proce-
d ures in the cost report. the Office of
\lencal Retardacion wiil establish an
interim per diem race for the provider
e qual to the lowest interim rate for any
n on-State operated intermediate care
facility for the mentally retarded is-
sued for the current fiscal year.

1 181.336. Establishment of standard
interim per diem rate.

(a) The standard interim per diem
rate shall be used for billing purposes
throughouc the currenc fiscal vear.

(b) The standard intetirn per them
rate shall be established by di-t"iding
t he total projected operating cost by
9 81'0 of the maximum possicle number
of days based on the number of certi-
fied beds of the facility.

Icl The total projected operating
cost is derived under the tollowInu pro-
c edures:

(1) Takinc the tocal \ledical A,sis-
t ance allowable costs. inciudinl; ad-
justmencs for income, and conlparlng

this to the approved budhec total. or

the total projected operating costs if
applicable. for' the same fiscal year in
o rder to determine the lesser amount.
From the lesser amount, subtract de-
preciation on capital assets. limited to
buildings and fixed equipment. and in-
terest on capital indebtedness.

(2) Projecting the arnount in para-
graph (1) to allow for inflation for each
fiscal year through the end of the fiscal
year in which the rate is to be effective.
using a percentage for each fiscal year
specified by the Department based
upon a projected' economic forecast,
such as the Consumer Price Index-:4'.

(3) Adding depreciation on capital
assets, Limited to buildings and fixed
equipment, and interest on capital in-
debcedness to the total projected cost
to result in the total projected operat-
ing cost.

(d) The cost report submitted by the
p rovider, in addition to adjustments
made bv the Office of Mental ltetardl-
tion. as speciiied in § 1181.33-t trelat-
ing co adjustments to the cost renorcl.
s hall be used for the calculation of the
s tandard interim per diem raLe.

1181.337. Ffficieney incenti%e.

(a) an efficiency incentive is allo«-
ble if the facility's actual allowable

costs are less than the coczl projected
o peratine costs. audit esc-pt`ons tocal
no more than 6.0'a of the tacilitv s to-
tal projected operating costs. anLi if
the standard interim per uienl race Was
u sed in the previous fiscal Year. I f -.he
standard interim per diem rate was noL
used in the previous fiscal year. no et ii-
ciencv incencive is ailowed.

(b) Efficiency incer.tives shall be
based upon actual audited a11owable
costs. Efficiency incentives shall be
equal to 50170 of the difference between
a ctual and total projected ooeracing
costs up to a maximum of 6.O_'a of tne
total actuai audited costs for the facil-
ity for the fiscal year.

(c) The Department will not require
t hat the efficiencti_ incentive be used co
o ffset allowable costs.

W AlN'ER OF ST.-\M)ARI) INTER1M
PER DIEM RATE

§ 1181.351. Request forvwaiver.

(a) The provider may submit a re-
quest for a waiver of the standard in-
t erim perciiern rate if any of che tollow-
in1; contliLions exist:

111 The facilicv has been ccrtifivd ;:s
a n ICF \Iit lorIC53 Lhall l:A 11011t115

p rior to Lhc clusln_ dato ot Lilc Inu_,t re-

cently submiLteci cu.,c report.
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(2) There has been an increase or de-

c rease in the certified capacttv ox a fa-
cility during the current fiscal year.

(3) An increase or decrease in the

certified capacity is anticipated for the
nexc fiscal year.

(-t) The characteristics of a client
have chanl-ed significantly causing
s ignificant program changes. resulting
in demonstrably differenc costs.

(5) An unforeseen circumstance has
- resulted in demonstrably different
costs.

(6) The facility has changed owner-
s hip.

(b) The requesc for waiver shall be
submitted to the Office of Niencal Re-
t ardation in wricing by 'March 1 pre-
c eding the fiscal year for which the
waiver is being requested.

(c) A waiver request may not be

s ubmitted for more than 1 fiscal year
ac a time.

(d) If there is an unforeseen circum-
s tance that aifects the providers' cost.
the request for waiver shall occur dur-
ing the current fiscal year. The provid-
e r shall request a budget review in
w riting immediately after the change
o ccurs.

(e) A written request for waiver
shall include all of the following-

Ill Identification of the specific con-
d ition in § 1181.351(a) Irelacing to re-
quest tor waiver) that exists.

(2) A proposed budget and a pro-
sed er diem rate, on forms pre-

scribed by the Office of liencal Re-
tardacion of the Department. in ac-
cordance with the budget instructions
established by the Office of Mental Re-
t ardation.

. (3) A detailed profile on the provid-
ers' costs prior to and after the change.

_" (4) Detailed justification for the wai-
ver. '

(5) The fiscal year for which the wai-
ver is being requested.

(f) For a provider with less than a
12-month cost report who does not
submit a request for waiver, an interim
per them race will be established based
u pon § 1181.335 (relating to failure to
s ubmit cost report)..

§ 1181.353. Approved waiver.

(a) If a waiver is granted. the Office
o f tilental Recardation will establish
the total approved budgec level.

lbl If a waiver is --ranted. the Office
of Mental ltecardation will establish
budcet levels by major obiect of ez-
peneiture and cost center. The budget

AND REGULATIONSRULES

H IM-15.
level will be based on this chapter and

w aiver granted.
RetardationN

interim
total

potential certified

the

is the Officelcl If a
iental will establishof

per diem rate by dividingan
approved budget level minusthe

offsetting income, by 98°'0 of the maxi-
occupancy ormum

the occupancy percentage requested
budget, which-by the provider in

ever is higher.

)

throughout

If a waiver is granted, the inter-(d
im per diem race shall be used for bill-
ing purposes the fiscal
year.

a yUpper limits of p§ 1181.355. ment if a
waiver is granted.

(
establish

o per-
a te

expenditure

(relating
e xpenditure
budget).

a) If a waiver is 'granted and the
budget is used to the interim
p er diem rate, the provider shall

w ithin 10"0 of the approved budget
levels for major object of
and cost center as defined in

t o major objects§ 1181.-353
a nd cost centers withinof

the

(
determinedcosts

the
projected

b) Actual. allowable, and reason-
at theable shall be

time of the audit in accordance with
this subchapter. Tocal reimbursement

sum of audited actualis limited to
allowable costs or the total
cost. whichever is lower.

waiver the in-
terim granted.

Icl An efficiency incentive is not
o f standardavailable if a

per diem race is

R EIMBURSEMENT

Operation
y

§ 1181.367. of multiple pro-
pes.gram t

) interme-
diate facilities mentally

types

multiple
(relating

c osts).

If a provider operates(a
care for the re-

tarded as well as ocher of pro-
grams, the provider shall document at
the time of audit. or if a waiver is re-
quested the provider shall submit with
the budget a detailed account of how
various costs are allocated between
the programs, under
§ 1181.403 to administrative

least all of the
Ibl The detailed account of the allo-

cation shall include at
following:

11)
pro-

gram.

All salary costs for individuals
responsible for more than one

indi-
viduals

(2) Employe fringe benefits for
responsible for more than one

program.

A apply to
programs.

131 11 rental costs that
multiple

M A
g

ll mocor vehicies that are used
rams.by multiple pro

1 637

151 All other related expenses shared
by multiple programs.

N CYBED OCCUPA

1181.394. occu-
pancy

Waiver of minimum§
rate.

requirement
c ost

o ccu-
pancy

A provider may request a waiver of
t he minimum occupancy

r eport isat the time that a final
submitted to the Department. The re-

'quest for waiver of the minimum
r equirement shall be submitted

in writing to the Deputy Secrecary for
1_lental Recardation. Documencacion
shall be submitted related co one or
more of the following conditions:

(1) The facility is in its first year of
o peracion.

g(
t he

o r de-2) The facility is increasin
number of cercified beds.creasing

(3) The facilicy operates-less than i6
beds.

A LLOWABLECOSTS

§ 1181.407. Service contracts. -

o f

M
t he

costs

specify
the

maintained by the facility wich
documentation

Costs necessarv for the operation
the facilitv and the escablishmenc and
maintenance of Intermediate Care

e ntallv RetardedFacilities for the
e x-certificacion are allowable to

tent that the do not duplicate
s ervices performed by staff on comple-
m ent. Service concracts shall

nature and cosc of the service.
Documencacion of service contraca
shall be

of services ren-all
dered.

§ 1181.312. Deprecia:ion allowance.

c apital assets)

c iients. including

D epreciation on(a
used to provide compensable services
t o medical assistance
a ssets for normal, standby, or emer-
gency use, and specialized equipment
s uch as wheelchairs, is allowable.

) Except
(

costs

as specified in subsec-(b
c) and Idl. a facility will be reim-tions

bursed for allowable depreciation
only if the facility is the recorded
holder of ega tit e.

( the
Medical

1 984. not part of a
r elated that

m eet the

depreciation project.

e xisted:

c) Facilities that participated in
Assistance Program prior co

J uly 1, thac are
o rganization and ace not

t he recorded holder of legal title to the
facility, are considered to re-
c orded holder of legal tide requiremenc
and will be reimbursed for allowable

o n a particular if.
at the time services were rendered. all
o f the following -

p roject %vas
a

v o

(1) The particular
primarily funded thruuen n Licustr:-

a l Develop:nent :\U C)7Ur1L b nu issue.
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o r tax exempt funding sources estab-
lished under State statute.

(2) The facilitv provided the Depart-.
ment with all documencs reiating to
the ownership arid financial obliga-
tions relating to the facility. .

(3) The facility met the standards of
HIM-15. Section 110-B. with respect
t o virtual purchases.

(d) Facilities that participated in the
Medical Assistance Program prior to
July 1. 1984. that are part of a related
organization and that- are not the re-
corded holder of legal title to the facili-
tv, are considered to meet the recorded
holder of legal title requirement and
w ill be reimbursed for allowable depre-
c iation on a particular project, if. at
t he time services were rendered, the
following existed:

(1) The particular project was
primarily funded through an Industri-
al Development Authority bond issue.
or tax exemot fundine sources escab-
iished under State statute.

(2) The facility was a relaced organi-
zacion to a corporation. person. or
companv which. if it operaced the facil-
ity, could qualify for reimbursement
for allowable depreciation costs under
s ubsection (c).

(3) All of the documentation neces-
sary to substantiate that the facility
meets the requirements of subsection
(c) and documentation and scatement
o f the fact thac the cwo encicies are re-
lated organizations were supplied to
the Department.

(4) The related organization as zreed
in writing as required by the Deoart-
ment that it and its successors will be
responsible for any overpayment thac
the Department is unabie to collect di-
rectly from the facility.

(e) The straight-Line method of
depreciation shall be used. Accelerated
methods of depreciation are not ac.
ceptable. The amounc of annual depre-
ciation shall be determined by first re-
ducing the cosc oi the asset by any sal-
v age value and then dividing by the
n umber of years of useful life of the
asset. The useful life mav -be shorter
than the physical life depending upon
t he usefuiness of the particuiar asset
to the provider. A useful life mav not
be less than the relevant useful life
published by the Internal Revenue
S ervice or the Uniform Chart of
A ccounts and Definitions for
H ospitals published bv the .-_me=ican
Hospital Association lo r the particular
asset on which the depreciacion is
c iaimed. However. the acceieraced cost
r ecovery system uniier Section 168(c)
o f the Incernal Revenue Code (26

RULES AND REGULATIONS

U .S.C. 168(c)) and anv other acceler-

ated lifing system shall not be permit-
t ed.

if) Depreciation expense for the year
o f acquisicion and the year of disposal

is computed by using either the half-

y ear or actual time method of account-
ing. The number of months of deprecia-
tion expense may not exceed the num-
b er ot months that the asset was
s ervice. If the first year of operation is
less than 12 months. depreciation is
lowed only for the actual number of
m onths in che first year of operation.

(g) The method and procedure.
including the assigned useful lives. for
c omputing depreciacion shall be
applied from year-to-year on a consis-
tent basis from the date of the facil-
ity's first filed cost report after July 1.
1975. and may not be changed. even if
t he facility is purchased as an ongoing
operacion. '

Ihl All assets shall be recorded at
cost. Donated assets shall be recorded
a t the current appraisal value or the
lower of the following if available: the
conscruction cost. the oricinal pur-
chase price or the donor's oricinai pur-
c hase price. Costs incurred during the
construction of an asset, such as archi-
tectural. consulting and legal fees.
interest. and fund raising shall be capi-
talized as a part of Lhe cost of tae
asset. If an asset is acquired bv a
t rade-in. the cost of the new asset is
the sum of the book value of t'.^.e oid
a sset and any cash or issuance of debc
a s consideration paid.

lil Facilities that previously did noc
maintain fixed asset records and did
nor record deoreciacion in prior years
s hall be entided to any straig'.^.c-line
depreciation of the remaining useful
life oi the asset. The depreciacion shail
b e based on the cost of the asset at the
time of original purchase or construc-
tion. No depreciation may be taken on
a n asset that would have been fully
d epreciated if it had been properly re-
corded at the time of acquisition.

ij) Depreciation on facilities that
have no fixed asset records and are
sold will be recognized to the extent to
which the prior owner would have been
entitled to depreciation.

(kf Leasehold improvements shall
be depreciated over the useful life of
the asset.

11) Gains on the sale of fixed and
movable assets aie considered to be
equal to the salvage value which shall
b e established prior to the sale of the
item. Gains on the sale of fixed and
movable assets shail o(iset ailowable
costs for the period in which the gain

w as realized. but the offset may not
exceed the amount of che facility's
total depreciation expense for tne las:
1 2 months prior to the date that the
asset was eicher sold. retired from ser-
v ice, or otherwise permanently taken
o ut of services. If the amount of the
offset is greacer than the total allowa-
ble cost for the period in which the
gain was realized. the difference shall
be rerunded to the Department. Losses
incurred on the sale or disposal of fixed
or movable assecs will not be reim-
bursed under the program.

(m) The cost basis for depreciable
assecs is decermined as follows:

(1) Except as provided otherwise in
this section. the cost basis of the
depreciable assets of a facility that are
a cquired as used. shall be compuced by
t he following method:

(il The lower of the purchase price or
t he fair market value shall be estab-
lished at the time of sale based on t :e
lowest of two or more bona fide
a ppraisals at the time of sale.

Iii) All depreciation that was taken
or could have been taken by all prior
owners shall be subcracted. .

(iii) Subsections (r) and (s) will estab-
lish the Department's extent of parti-
cipation in che payment of allowabie
depreciation.

(2) The cost basis for depreciable
assets of a facility transferred between
related parties shall be the net book -
value of the seiler ac the dace of tae
transfer as recognized under this sub-
c hapcer.

(3) The cosc basis for deoreciabie
a ssets of a fac:Iitv acquired througn
stock purchase will remain unchanged "
from the cost basis of the previous
owner.

(4) The cost basis for depreciable as-
sets of a facility purchased in types of
transactions other than those specified
in paragraphs (1). (2). (3). and (5) may
n ot exceed che seller's basis under C :his
s ubchapter. less all depreciacion chac
w as taken or could have been taken b_v
all prior owners. ,

(5) The cost basis for' depreciation
o n any asset the ownership of which
changes on or after July 18. 1984. shall
b e the lesser of the remaining allowa-
ble cost basis of the asset to the first
o wner of record on or after July 18,
1 984, or the allowable cost basis to the
new owner: however, .Lhe cost hasis
s hall exclude costs. inctudinc leeal
fres. accouncinlz and administrative
costs. travei costs. or Lhe cosc ot teasi-
bilitv studies. actribut::ble co the ne;to-
tiation or settlement of the sale ur pur-
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chase (bv acquisition or merger) for

w hich payment was previously
made under .Ticle tIl of the Social Se-
c urttv Act I-I'- U.S.C. §§ 1396 -

laJEiq). This paragraph shall not apply

to chans;es in ownership under an en-

forceable agreemenc entered into prior
t o Julv 1S, 1994.

(n) The reasonable cost of deprecia-
tion will be recognized for the con-
struction and renovation of buildings
to meet applicable Federal. Stace or
local laws and building codes'for inter-
mediate care facilities for the mentally
retarded. Costs are allowable if che fa-
cility has either a certificate of need or
a letter of nonreviewabtltty for the
p roject from the Department. of
I;ealch under subsection irf(1) and (2).
In accordance with Federal and State
re;"ulacions. the facilitv shall submit to
the Department. the certificate oi need
or lecter oi nonreviewability, as appro-
priate. or the provider will not receive
reimbursemenc for interest on capital
indebcedness. depreciation. and oper-
a ting expenses.

(o) If the purchase of a facility or
improvemencs to the facility are fi-
n anced by tax exempt bonds. the

acquired propertv, plant or equipment
shall be captcalized and depreciated
o ver the life of the assets. The acquired
p roperty. plant or equipmenc are che
only items chat may be capitaiized. If
the principal amount of the bond issue
w as expended in whole or in part on
capital assets chac fail to meet the re-
quirements of tlie subsections (m) and
(n) regarding eli,_ibilicv fur deprecia-
tion, the includable depreciacion wiil
be proportionatelv reduced.

(p) The fixed asset records shall in-
c lude all oi che foilowing:

(1) The depreciation method used.

(2) A descripcion of the.asset.

' . (3) The date the asset was acquired.

(4) The cost of the asset.

(5) The salvage value of the asset.

(6) The depreciation cost.

(7) The estimaced useful life of the
asset.

(8) The depreciation for the year.

(9)- The accumulated depreciacion.

(q) The funding of all allowable de-
p reciation shall be required for the fu-
ture replacement of assets. including
those assets obtained throuch Federal
and Scate funds or crants. such nsleg-
acv iounuacion _rants anu fliil Burcon
_"rants. Withdrawals from d tuncted de-
prectation acc0unt may be use(l co re-
duce the principal balance of 3 mort-
gage ur bond. Fundin- of other depre-
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c iation shall be required so that funds
will be available for future replacement
of assets by the facility. Documenta-
tion supporting funded depreciacion

a ccounts shall be required.

(r) The Department will recognize

depreciation as an allowable cost sub-
ject to the following conditions:

11) Depreciation on new or addition-
al beds is an allowable cost only if both
of the following apply:

(i1 The facility was issued either a
Section 11'32 approval or leccer of non-
reviewability in accordance with 29
Pa. Code Chapter 301 arelating to limi-
tations on Federal participation for
capital expenditures) or a certificate of
need or letter of nonreviewability in ac-
cordance with 28 Pa. Code Chapter 401
(relating to certificate of need pro-
gram) for the project by the Depart-
m enc of Heaich.

(ii) The facility substantially imple-
ments the project as defined ac 29 Pa.
C ode § 401.5(j)('2) Irelating to certifi-
cate of need) wichin the effective peri-
od of the original Section 11°_: approv-

a l or the original certificate of need.

(2). Depreciation on replacement
beds is allowable only if the facility
was issued a certificate of need or a let-
t er of nonreviewabilitv for the project
b y the Departmenc of fiealth.

(s) After July 1. 1984. allowable de-
p reciation and interest costs for new.
renovated. or purchased facilities shall
b e held co a per bed limitation based on
construction scandards obcained from
published standards.

(1) For facilities governed by the In-

s titutional Occupancy Section of the
National Fire Procection Association's
Life Safety Code, depreciation costs
are limited to a maximum cost per bed
based upon the Nursing Home Aver-
age Building Costs from "Dodge Cost
Information Systems Cost for Build-
ing Construction". published by
McGraw-Hill. P. 0. Box 28, Princeton,
New Jersey, 085-i0, current at the time
o f construction or acquisition. except

a s limited by other provisions of this
subchapter.

(2) For facilities governed by the
Lodging and Rooming Houses Section
of the \ational Fire Protection Associ-
ation Life Safety Code, depreciation
costs are limited to a maximum cost
per bed based upon the "Marshall
V aluation for Single Familv Resi-
dences - D." published Com-
pany. 161 erlv Bouievard. P. O.
Box 26307. Los :\n_-eles. California
9110_'ti current at the time of construc-
tion or acquisition. excepc as limicrd
by other provisions of this subchapcer.

§ 1181..113. Interest.

1 639

(a) Necessary and proper interest on
capital and current indebtedness is al-
lowable. Ttp,-Department will recog-
n ize interest as an alIdwable cost sub-
ject to the following conditions:

(1) Interest on new or additional
beds is an allowable cost only if both of
the following apply:

(i) The facility was issued either a

Section 1122 approval or letter of non-

reviewabilitv in accordance with 28
Pa. Code Chapter 301 (relatint; to limi-
tations on Federal participation for
capital expenditures) or a certificate of
need or letter of nonreviewability in ac-
cordance with 28 Pa. Code Chapter 401
(relating to certificace of need pro-
grams) for the project by the Depart-
menc of Health.

(ii) The facility substantially imple-

mencs the project as defined at 28 Pa.
Code § 401.5(j)f=) (relatinc to certifi-

cate of need) within the etfective peri-

od of the original Section 1122

a pproval or the original cert3iicate of
need. .

(2) Interest on replacement beds

s hall be an allowable cost only if the fa-
c ilitv was issued a certificace of need or

a letter of nonreviewability by the Ue-
p artment of Health.

fbl Except as specified in subsec-

t ions (c) and (d). a faciiitv will be reim-
bursed for allowable. incereS c on capital

indebtedness with respect co assecs
o nly if the facility is che recorded hold-

er of legal title of the assets involved.

(c) Facilities that participated in the
Medical Assistance Program prior co
July 1. 1984, that are noc part of a
r elated organizacion and thac are not

t he recorded holder of legal title to the
facility are considered to meet the
recorded holder of legal title require-
ment and will be reimbursed for allow-
able interest on a particular project, if.
at the time services were rendered, all
of the following existed:

(1) The particular project was pri-
m arilv funded through an Industrial
D eveiopment Auchority bond issue, or
tax exempt funding sources estab-
lished under State statute.

(2) The facility provided the Depart-
ment with all documents relating to
ownership and financial obligations re-
lating to the facility.

(3) The facility met the standards of
HIM-15. Section 110-Q, with respect
co virtual purchases.

fdl Facilities thac participated in the
\teciical Assistance i'rc+iz-ram prior to
Julv 1. 19h4. that, are part of a reiated

or);anization and chat are not Llie re-
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corded holder of legal title to the facil-
ity, are considered to meet the re-
c orded holder of legal title requirement
and will be reimbursed for allowable
incerest on a particular project. if. at
t he tirne services were rendered the foi-
lowing existed:

(1) .The particular project was
primarily funded through an Industri-
al Development Authority bond issue.
or tax exempt funding sources estab-
lished under State statute.

(2) The facility was a related organi-
z ation to a corporation. person. or
c ompany which. if it operated the facil-
ity, could qualify for reimbursement
for allowable interest costs under sub-
section (c).

(3) All of the documentation neces-
s ary to substantiate that the facilicy
m eets the requirements of subsection
(c) and documentation and a statement
o f the fact that the two entities are re-
laced organizations was suppiied to
t he Department.

(4) The related orzanization agreed
in writing as required by the Depart-
ment that it and its successors will be
r esponsible for any overpaymenc that
the Department is unable to collect di-
r ectly from the facility.

(e) Allowable interest on capital in-
d ebtedness shall not exceed the
amount that a prudent borrower would
pay. Interest on capital indebtedness
wiil not be considered prudent if the
provider cannot demonstrate that the
rate does noc exceed the rate available
from lenders in chis Commonwealth to
similar borrowers at the time chat the
funds were borrowed. For tae purpose
of chis section. the time that che funds
were borrowed is che dace of the loan
c ommitment. '

(f) To be considered allowable.
necessary and proper. the interest
e xpense shall be incurred and paid
within 90 days of the close of the cost
reporting period on a loan made to
sacisiv a financial need of the facility
and for a purpose reasonably reiaced to
ciient care.

lg) Necessary interest on capital
indebtedness applying to mortgages.
b onds. notes. or other securities on the
p roperty and plant of the facility will
b e recognized subject to the limitation
o f the amount recognized for deprecia-
tion purposes. The total value ot mort-
gages. bonds. notes. or other sec..irlties
on which incerest on capital indebted -
ness is allowed mav not exceed Lhe
denreciacton basis of the assets as sec
forth ac 3 1131..,12tmt - iot trelactng
to depreciation allowancet.

(h) All investment income shall lie

RULES AND REGULATIONS

used to reduce allowable interest
expense on capital and current indebt-
e dness unless the investment income is
from one of the following:

(1) Gifts, donations. and grants that
are not restricted by the donor for pay-
ment of allowable costs.

(2) Funded depreciation if the inter-
est earned remains in the funds:

(3) The facility's qualified pension
fund if the interest earned remains in
the fund.

(4) Interest income from gifts. if the
funds on which the interest is derived
a re not comingled wich funds that off-
sec allowable costs..

(5) Fund raising efforts.

li) Investment income that reduces
allowable co'sts. includng income on
o perating capital. shall be used to re-
duce interest expense on capital in-
debtedness first. then used co reduce
non-capital indebtedness.

(j) Interest income on unused debt
proceed funds or bond debt reserve
funds shall be used first to reduce in-
t erest payable on those funds. shall be
u sed second to reduce incerest on capi-
tal indebtedness. and shall be used last
to reduce nonczpical indebtedness.

(k) Irlterest expense shall be alloi-va-
ble if paid on loans frorn che facility's
donor-restricted funds. the funded
deoreciation accounc, or the faciiicv's
qualified pension fund. The upper limit
on allowable interest may noc exceed
the prime interest rate c.^.ar;ed at the
time funds are borrowed.

(1) Interest on canical indebtedness
will be recognized on debt services in-
curred to finance a maximum cost per
bed as defined in 4 1181.412(mt and (s)
(relating to depreciacion ailowance). If
the cost exceeds the per bed limit, the
interest on the portion of the cost that
exceeds the limit is not allowable.

(m) \Ionies borrowed for the our-
chase or redemocion of capital stock
w ill be considered as a loan _ for invest-
ment purposes. and che incerest paid
o n these borrowed funds is not an al-
lowable cost.

t hat the rental or lease is an arm's
lencth transaction and continues as
such.

lc) Exceptions to subsection (b) are
allowed only upon advance approvai
from the Deputy Secretary for Mental
Retardation or a designee. Approval
w ill be based on a fair market rencal
appraisal as ouclined in subsection (e).
or documented costs of ownership,
-except that return on equity is not per-
mitted. The provider is permitted to
include documented mortgage interesc
charges and depreciacion.

(d) The provider shall maintain ade-
quate documentation to substanLiace
rental costs. Documentation snail in-

o f the Deputy Secretary's
e cified in subsection (c).
n d bills for taxes. insur-

a nce. and interest.

' (e) The facility shall maintain docu-
mentation of a fair markec rental ap-
p raisal for all rencal properties. from
a n individual who holds ac least one of
che following designations awarded by
the Society of fteal Estate Appraisers:

(1) Senior Real Property Appraiser.

(2) Senior Residential Appraiser.

(3) Senior Reai Estate Analvst.

(-1) Member of the American Insti-
tute of Real Estate Appraisers.

If) .a maximum allowahle znnuai
rental shall be comnucea ;n the iollow-
ing manner:

11) The property value is haseu upor,
the documented market vnlue ot three
similar properties inciuding land in c::e
same geographic area.

(2) Net equity is obtained by reduc-
ing the property value by the esti-
mated seiling costs and any outstand-
ing debc.

(3) The rate for return on equity
canital as contained in Section 5782 of
HIM-15. for the bet'inninz of the cur-
r ent fiscal year. will be appiied to net
e quity.

I-il The actual cost of real estate
taxes. insurance and interest on anv
d ebt. for the current fiscal year. are in-
c luded.in) Inrerest expense oti funds bor-

rowed fur caoital purchases will not be
a llowed until all funds in the facilitv's
funded depreciation account are fully
expended.

1 181.414. Ilentul co"ts.

Iii) Space that is iustified by the pro.
grnm is allo_enble. _ .

(h) Leasing or rencsl costs for build-
ings is allownhie il part:es are unre-
laced and L11e faciiicy (iemonscraces

(5) The maximum annual rentzi
may not exceed che sum oi paragraphs
(3) and t4).

ig) Providers shall rnaintain docu-
mentztion related co subsect:on tf).

(h) Rent is allowable up to the ma.--
mum allowable reimbursemcnt tor an-
nual rental value.

(i) If there is a multinlcl Yenr feast!.
rentals are determined bv new anorais_
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als or by updating the existing ap-
praisals using the HIM-15. incerest

race, current costs for taxes, insur-

ance. and intergst.

(j) Facilities certified on or before
J uly 1. 1984. shail cotnply wich this
s ection beginning July 1. 1987. or at
t he expiration of the current lease
agreement, whichever occurs first. Fa-
c ilities certified after July 1. 1984.
s hall comply with this section as of the
inicial date of certification.

§ 1181.417. Income and offsets to allow-
able cost.

(a) Income from the following
sources otfsets allowable costs:

1 1) Medical assistance reimburse-
ment income.

1=1 Client pay or assessed liabtlity
that is deducted from client billings.

131 Gifts and donations restricted
b y the donor for allowable costs.

(-i) Refunds and cash discounts.

(5) Grants designated for allowable
c osts.

ii) If the facility serves more than
5 017o of cliencs age '=1 or __ounger. the

provider shall act as sponsoring a_en-

cy for participacion of _those cliencs in
the residential cocnponent of the \`a-
tional School Lunch Program.

(iii, If clients of the facility are eliui-

ble for participation in the Food
Stamp Prot'ram. it is the providers
responsibilicy to contact the local
county assistance oitice and utilize
food stamps accordin.-ly.

(6) Income from space rental. vend-
ing machines. and similar items.

(7) Interest earned on items speci-
fied in paragraphs (1) - (6).

(b) Income from the following
sources does not offset allowable
costs: -

(1) Gifts. donations. and contribu-
t ions that are not restricted by the
donor for allowable costs.

(2) Endowments and bequests not
rescricted for ailow-able costs.

(3) Fund raising efforst noc restrict-
e d for allowable costs.

(4) Interest earned on items speci-
fied in paragraphs 11) - (3). ,

§ 1181.4:0. Start-up costs.

(a) Start-up costs shall be capical-
ized as deferred charzes and amortized
over a minimum oi 3 vears.

(b) Start-up costs include, but are
not limited to, administrative ana
nursing salaries. utuiitv costs. taxes.
insurance. morcgage and ocher inter-

- RULES AND REGULATIONS

e st, employe training costs. repairs
a nd maincenance. housekeeping. and
ocher allowable costs incident to the
start-up period.

(c) Costs thac are properly identifia-
ble as organization costs or capitaliza-
ble as conscruction costs shall be
classified as such and excluded from
start-up costs.

ldl Costs related to changes in own-
e rship as defined in § 1181.412(m) (re-
lating to the cost basis for depreciable
assets) are not allowable as start-up
coscs.

(e) Amortized start-up costs shall be
shown on the Depreciation and Amor-
tizacion Schedule that is a part of the
bud.-et submission or the cost report.
The coscs shall be documenced on the
budgec narrative or the cost report. A
60-month amortization period is al-
lowed for these coscs.

N ONIZEINIBLRSABLE COSTS

1131.-131. Costs that are not allowa-
ble.

The following costs are not allow-
able:

(1) Nonworkingofficers'salaries.

(2) Fundraising expenses.

(3) Free care or discounted services.

(-l) Parties and social activities not
related to client care.

(5) Personal telephone service.

(6) Personal radio and television ser-
vice.

(7) Direct and indirect costs related
to nonallowable costs cencers includ-
ing giit. barber. beautv, flower and cof-
fee shops. homes for administrators or
pastors, convent areas and nurses'
quarters.

(81 Guest meals.

(9) Pennsylvania Capital Stock and
Franchise Tax.

(10) Income tax.

(11) Ambulance costs.

(12) Promotional advertising includ-
ing a Yellow Pa:;e listing that is great-
er than the minimum insert.

(13) Late payment penalties.

(14) Penalties, fines. or late charges
assigned by any source, w ether or not
related to the faciiity.

(15) Life insurance for officers and

d irectors of the governing board. in-
c ludinLc life insurance premiums neces-

sary to ohtain mortgages and other
loans.

(16) Bad debts or contractual ad-

justmencs.

1 641

(17) Collection expenses associated
with bad debts.

(18) Travel expenses for members

of the board of directors unrelated to
t he program.

(19) Depreciation and interest on

c apital indebtedness for costs in ex-
c ess of the limitation specified in

§ 1181.-112(s) (relating to depreciation

a llowancel.

(20) Expenses not necessary for cli-
ent care.

(21) Basic education for eligible
s chool-age children.

(22) Vocational rehabilitation ser-
vices.

1231 Personal travel for employes.
including personal use of facility ve-
hicles.

(24) Meals for empioves. except for

employe meals provided as parc of cli-
ent training activities.

(25) Living expenses for live-in
e mployes. including lodging, meals
and pwersonal laundry.

(26) Membership fees for social. fra-
t ernal. and other organizations in-
volved in activicies unrelated to the
program or an oroanization defined
a s a lobbying group under the Lobby-
ing Registration and Regulation Act

(46 P. S. §§ 1-t8.1 - 148.9).

(27) Expenses payable from another
public aeency. insurance program. or
health program.

(28) Net operating or capital cost,
including legal fees, accounting
and administrative costs, travel costs
a nd the costs of feasibility scudies,
a ctributable to the negotiacion or set-
tlement of the sale or purchase of a

' capital asset (by acquisition or merger)
for which payment has previously
been made under Title XIX of the So-
cial Security Act (42 U.S.C.
§ § 1396 - 1396q) if the sale or pur-
c hase was made on or after July 18,
1 984. This paragraph shall not apply
t o any asset that undergoes a transfer
o f ownership on or after July 1. 1984
under an enforceable agreement that
was entered into prior to July 18, 1984.

CONFLICT OF INTEREST

§ 1181.4.31. Nonprofit organizations.

(a) A voting member of the govern-
ing board of a nonprofit organization
shall disclose in writing to the Depart-
ment a contract or agreement for
compensation with the provider in

,; rnemuer has awhich the vocim

personal interest.

tb) If a vocing member receives

compensation from che provider, the
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c ompnnsacton shall be excluded from
the allowable costs of the facility if
b oth of the following apply:

(1) The voting member votes on the
p=anencof compensation co himself or
fails to disclose -his interest co other
m embers of the governing board.

121 The organization fails to disclose
the interest of the voting member.

(c) Compeitsation includes salaries.
c onsultacion fees. or services provided
b y the program. but may not include
c are proviaed co a resident of the pro-
gram.

id) Travel and related expenses.
such as the cost of attending educa-
tional seminars. are allowable for
members of the governing board if the
expense is reasonable. related to the
operation of the program. and docu-
mented in the provider's records.

1131.351. Submission of the budget.

(a) For new programs that have nev-
er participated in the Intermediate
Care Facility for the \lentallv Retard-
ed Program. or programs thac have
participated in the program for less
than 1: months. a budget shall be pre-
pared and submitted to the Deoart-
ment in accordance with forms and in-

R ULES AND REGULATIONS

structions provided by the Office of
M ental Retardacion.

(b) If a waiver of the standard inter-
im per them rate is requested. a budzet
sall be submitted to the Department
in* accordance wich 3 lla1.351(e) (re-
lating to request for waiver) and shall
b e prepared in accordance wich forms
and instructions provided by the Of-
fice of Mental Retardation.

(5) Depreciation and interest.

(6) Other.

1131.15-t. BudQet Adjustments.

(a) The provider is permitted :o
move funds between ma ior objects of
e xpenditure and cost centers. wic'.^.:ri
1 04'0 of the approven amount per
major object of espendicure and cosc
center. during the course of the fiscai
y ear.181.353. Ntajor objects of expenditure

and cost centers within the budt;et.

(a) The budget shall include the
following major objects of expendi-
ture:

(1) Personnel costs.

(2) Operacingcosts.

(3) Equipment and ocher fixed
a ssets.. . .

(4) Depreciation and interest.

(5) .apportioned 
coscs.

(b) The budget shall include the fol-
lowing cost centers:

I 11 Room and board.

(2) Health care.

(3) Ancilliary services.

(4) General administration.

(b) Movement of funds greater than
104'o requires submission of budget ad-
justment and shall meet the following
conditions:

(1) Changes shall remain within t.`.e
lirnit of the tocal approved budgec
level.

(2) Requests for adjustment shail be
filed during the fiscal year in whtcn the
rate ts eifective. and budget adjust-
m ents may be filed a masimum.oi two
per fiscal year.

(3) Budgec adjustments s.'^.ail be
bmicted on forrns prescribed bv t'.^.e

Office of Jlental Retardation ana in ac-
cordance wich applicsoie inscruct:ons.

IPa.a.Doc.N a. 4-5-597 F;IwMavJ,LVi+3.
9:a U a. m I
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