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Authority

The provisions of this Chapter 6211 issucd under section 443.1(2) and (3) of the act of
June 13, 1967 (. L. 31, No. 21) (62 P. S. § 443.1(2) and’(3)), unless otherwise noted.

Source

The provisions of this Chapter 6211 adopted October 28, 1994, effective immediately and
apply retroactively to July 1, 1994, 24 Pa.B. 5523, unless otherwise noted.

Cross References

This chapter cited in 55 Pa. Code § 6210.2 (relating to applicability); §5 Pa. Code
§ 6210.11 (rclaling 10 payment); 55 Pa. Code § 6210.21 (relating to catcgorically needy and
medically needy recipients); 55 Pa. Code § 6210.33 (relating to budgets and cost reports for
nonstate operated facilitics); 55 Pa. Code § 6210.75 (relating to noncompensable services);
55 Pa. Code § 6210.78 (relating 1o allowable costs); 55 Pa. Code § 6210.79 (relating to
setting imerim per diem rates); 55 Pa. Code § 6210.81 (relating to upper limits of payment);
and 55 Pa. Code § 6210.93 (relating to auditing requirements related to cost reports).

GENERAL PROVISIONS
§ 6211.1. Purpose.

This subchapter specifies the requirements for MA reimbursement and

sllowable costs for non-State operated intermediate care facilities for the
mentally retarded.

§ 0211.2. Applicability.

(a) This chapter applies to non-State operated intermediate care
lacilities for the mentally retarded and nonState operated intermediate
care facilities for persons with other related conditions.

(b) The following chapters apply to nonState operated intermediate
carc facilities for the mentally retarded and nonState operated intermedi-
ate care facililies for persons with other related conditions: Chapter 1101
(relating to general provisions) and Chapter 6210 (relating to participation
requirements for the intermediate care facilities for the mentally retarded
program).

(¢) in addition to this ch!lptcr. the Medicare Provider Reimbursement
Manual (HIM-15) applies for costs that are included in this chapter as
allowable and for reimbursable costs that are not specifically addressed in
this chapter.

(d) 1 this subchapter is inconsistent with Chapter 6210 or HIM-15,
this chapter shall prevail.

§ 6211.3. Legal.
The legal authority for this subchapter is section 443.1(2) and (3) of the
Public Welfare Code (62 P. S. § 443.1(2) and ).
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§ 621 1.4. Definitions.

The following words and terms, when used in this chapter, have the
following meanings, unless the context clearly indicates otherwise:

Allocate—To designate a specific task, scrvice or supply to a specific
cost center because of its direct relationship to client care ami
identifiable measure of application.

Allowable cost—The cost reimbursed under Medical Assistance, that
is the facility’s actual audited allowable cost after appropriate adjusi-
ments are certified by Commonwealth auditors.

Apportion—To divide costs that are necessary to program operation
but that cannot be directly or entirely charged to a specific cost center,

Arms-length transaction—A transaction including independent unre
lated parties (no interest such as equity, control, contracts, interlocking
direclorates, officers, and the like); and, a willing buyer and a willing
seller.

Assets—Economic. resources that arc owned by a business and aie
expected to benefit futurc operations.

Budget—A plan of financial operation for some future pericd
expressed in monetary terms,

Capital asset—An item with a useful life of more than 1 year ov tha
would not meet Internal Rcvenuc Service standards for nondepreciabie
assets. The term includes buildings, renovations and building improve-
ments, and moveablz items such as furniture and fixtures, computcers
and transportation equipment. Land is not a depreciable capital assct.,

Change of ownership—The sale or transfer of a facility and all of is
assets to another person, corporation, organization or partncrship, with
the expectation that the facility will continue to operate for the samce
purpose for which it is currently being used.

Closed audit—An audit is closed when the written audit report has
been distributed and one of the following occurs:

(i) The period for appeal has passed.

(ii) An appeal has been concluded and finalized. The closed audit
results in final settlement, which is cither additional payments due to
the provider or a repayment of funds dispersed to the provider for
disallowed costs.

Compensation—The total remuneration paid to an individual em-
ploye, including wagces or salartes and benefits.

Competitive bidding process—The mcthod used to procure goods or
services by obtaining three or morc vendor cost proposals and sclecting
the proposal with the lowest responsible bid.
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Cost center— A group of scrvices or employes, or both, or another
unit or type of activity into which functions of a facility are divided for
purposes ol expense assignment and allocations.

Cost repori—A summary of client occupancy, income and expenses
for a given peiiod, presented in a manner prescribed by the Depart-
ment. In the ICF/MR program, this is an annual preparation of a
Departmental torm, titled Financial and Statistical Report for Skilled
Nursing and Inicrmediate Care Facilities, for fiscal year operation,

Cost settlement—A retroactive adjustment based on a cost report,
made at the end of a reporting period, to bring the interim payments
made to the provider during that reporting period into agreement with
the reimbursable amount payable to the provider for the allowable
scrvices actually rendered to program beneficiaries during that period.
Final adjustment is made after an audit is closed.

Current fiscal year—The fiscal year in which the interim per diem rate
is to be used.

Depreciable assets—Equipment, buildings and fixtures that have a
purchase price of more than $500 and are expected to have a useful life
of more than 1 ycar,

Depreciation —-Apportionment of the value of an asset over its useful
life.

Direct care staff—Staff assigned to perform direct responsibilities
related to activities of daily living, self-help and socialization skills.
Staff involved in regularly scheduled specialized developmental pro-
grams with clients are not included in direct care staff. Professional
staff may be included in direct care staff.

Efficiency incentive—A remuncration to a provider that may be
carned by spending less than projected operating expenses within
specified guidclines.

Facility—A wnon-State operated intermediate care facility for the
mentally retarded or a nonState operated intermediate care facility for
persons with other related conditions.

Iair market rental appraisal—The determination of reasonable pay-
ment to a lessor for a rented space by a qualified real estate appraiser.

Interest—The direct cost incurred for the use of borrowed funds.

interest on capital indebtedness—The direct cost incurred for funds
borrowed for capital purposes. Examples of interest on capital indebted-
ness include acquisition of facilities, equipment and capital improve-
ments. Gienerally, loans for capital purposes are long term loans.

Interest on current indebtedness—The direct cost incurred for funds
borrowed for a relatively short term, usually for purposes such as
working capital for normal operating expenses.

6211-5
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55§ 0211.4 MENTAL RETARDATION MANUAL Pr. vl

Investiment income—Relurn on funds not expended by the facility wnd
placed with a third party. The term includes interest income from bonds
and savings accounts, premiums and dividends on stock purchases, and
illCOl’l)C from trust agreemcn(s.

Muajor object of expenditure—A gencric classification of costs willin
cost centers including personnel, equipment, operating costs, deprecia-
tion and interest, and apportioned costs.

Management fee-—A charge for general administrative services in-
curred for a common or joint purpose not readily assignable to a
specific cost center.

Practitioner—Salaried or contracted practitioners including physicians,
dentists, podiatrists, occupational therapists and physical therapists.

Prudent buyer—A term for the price paid lor items by a cost-
conscious purchaser in the open market under competitive conditions,

Reasonable costs-—Necessary and proper costs incurred by (he pro-
vider, based on the expectation that the lacility is operated efficienily
and economically.

Related party—An organization rclated to the provider by counnon
ownership or control. Related to the provider means that the provider,
to a significant extent, is associated with, affiliated with or has contiol
of or is controlled by the organization furnishing the services. Common
owncrship exists when an individual possesses signiticant ownership or
equity in the provider and the institution or organization serving the
provider. Control exists where an individual or an organization has the
power, directly or indirectly, to significantly influence or dircct the
actions or policies ol an organization or institution.

Request for proposal—A formal document describing services 1e-
quested that is provided to interested contractors along with infarmation
to enable the preparation and submission ol proposals Tor cvaluation
and selection.

Service contract—An obligation between a provider and supplicer in
which the nature and cost of service is specified, and reimburscment is
not based upon actual units of service provided.

Standard interim per diem rare—The rate established by the Depant-
ment for the purpose of making inferim
pending a year-end cost settlement.

Start-tip costs—Costs incurred by the provider in developing its ability
to Turnish clicnt care services prior to certification of the facility or
admission of the first client.

Unit of service contract—An obligation between a provider and
supplier in which the unit is defined, a price for the wnit is stipulated,
the basis for the price and unit is justified, and reimbursement is basced
upon actual units of service provided.

payments to the facility
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STANDARD INTERIM PER DIEM RATE

§ 6211.11. Basis for standard interim per diem rate.

The standaid intcrim per diem rate for cach provider is based upon the
cost report submitied to the Office of Mental Retardation by the
provider, plus added inflationary factors.

Cross References

This section cited i 55 Pa. Code § 6211.41 (relating to cost reimbursement).

§ 0211.12. Submission of cost report.

(a) The provider shall submit a written report of the costs for the
previous Fiscal Year to the Office of Mental Retardation by September 30
of cach year, unless an extension is granted in accordance with procedures
in the cost report.

{b) The cost report shall reflect at least 12 months of operation.

(¢) The cost report shall be submitted on the form prescribed by the
Department.

Cross References

1his section cited in 55 I'a. Code § 6211.14 (relating to adjustments to cost report); and
S5 Pa. Code § 6211.41 uclating to cost reimbursement).

3 6211.13. Review of cost report.

The Office of Mcental Retardation will review the cost report submitted
by the provider lor correctuess, consistency with previous audits and cost
reports, and compliance with the instructions for the cost report.

Cross Relerences

‘This section cited in 5§ Pa. Code § 6211.41 (relating to cost reimbursement).

§ 6211.14. Adjustments (o cost report.

(1) The Office of Mental Retardation will adjust the cost report based
upon the findings of closed audits and cost scttlements,

(L) ‘T'he Otlice of Mcental Retardation will inform the provider in
writing of adjustments to the submitted cost report by January 1 of each
year, unless an exstension is granted under § 6211.12(a) (relating to
submission of cost rcport).

(¢) If the Office of Mental Retardation does not inform the provider
in writing of adjustments to the submitted cost report by January 1 of
each year, the cost report submitted by the provider is accepted by the
Office of Mental Retardation,

6211-7
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Cross References

This section cited in 35 Pa. Code § 6211.16 (relating (o establishment of standard interim
per diem rate); and 55 Pa. Code § 6211.41 (relating to cost reimbursement).

§ 6211.1S. Failure to submit cost report. |

If the provider docs not submit a cost report by September 30 of cach
year, or later if an extension is granted by the Department m}dcr ”'IL'
procedures of the cost report, the Office of Mental Retardation will
establish an interim per diem rate for the provider equal to the ‘lowcst
interim rate for any non-State operated intermediate care facility for the
mentally retarded issued for the current fiscal year.

Cross References

This section cited in 55 Pa. Code § 6211.31 (relating to reguest Tor waiver); 55 1’a. Code

N H H L », N &

§ 6211.16 (relating to establishment of standasd interim per diem rate); and S5 1%, Code
§ 6211.41 (relating 1o cost reimbursement).

§ 6211.16. Establishment of standard interim per diem rate. .
(a) The standard interim per diem rate shall be used for hlling
purposes throughout the current fiscal yecar, ‘ o
(b) The standard interim per diem rate shall be cslnbhsl?cd by dwnhng
the total projected operating cost by 98% of the maximum ‘|)().‘-.\Ib|c
number of days based on the number of certified beds of the facility.
(¢) The total projected operating cost is derived under the Tollowing
procedures: . .
(1) Taking the total Medical Assistance allowable costs, including
adjustments for income, and comparing this to lI.\e approved budget
total, or the total projected operating costs if applicable, for the same
fiscal year in order to determine the lesser amount. From. lI?c lesser
amount, subtract depreciation on capital assets, limited to buildings and
fixed equipment, and interest on capital indebtedness. o |
(2) Projecting the amount in paragraph (1) to allow for mllulloq fon
each fiscal year through the end of the fiscal year in which the rate is to
be effective, using a percentage for cach fiscal year specitied by the
Department based upon a projected cconomic forecast, such ac¢ the
Consumer Price Index-W. o N
(3) Adding dcpreciation on capital asscts, limited to buildings and
fixed equipment, and interest on capital indebtedness to the total
projected cost to result in the total projected operating u')st. B
(d) The cost report submitted by the providc.r, n "d‘l"v"..’” t'u
adjustments made by the Office of Mental Rctardation, as specified in
§ 6211.14 (rclating to adjustmen's to cost reporl), shall be used for the
calculation of the standard interimn per diem rate.

[ B0 BN 1]
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Cross References

This section cited in 55 Pa. Code § 6211.18 (relating to upper limits of payment if the

stundard interim per diom rate is used); and 55 Pa. Code § 6211.41 (rclating to cost
rcimbursement).

§ 6211.17. ELrficiency incentive.

(@) An efficiency incentive is allowable if the facility’s actual allowable
costs are less than the total projected operating costs, audit exceptions
total no more than 6% of the facility’s total projected operating costs,
and if the standard interim pgr dicm rate was used in the previous fiscal
year. I the standard interim per diem rate was not used in the previous
fiscal year, no cfficiency incentive is allowed.

{b) Lfficiency incentives shall be based upon actual audited allowable
costs. Efficiency incentives shall be equal to 50% of the difference
between actual and total projected operating costs up to a maximum of
6% of the total actual audited costs for the facility for the fiscal year.

(¢) The Department will not require that the efficiency incentive to be
used Lo offset allowable costs.

Cross Refercnces

This section cited in 55 Pa. Code § 6211.414 (relating to cost reimbursement).

§ 6211.18. Upper limits of payment if the standard interim per diem
rate is used.

If the standard interim per diem rate is used, the provider shall operate
within the total projected operating cost as defined in § 6211.16(c)
(relating (o establishment of standard interim per diem rate). Actual,
allowable and reasonable costs shall be determined at the ‘time of audit, in
accordance with this subchapjer and HIM-15. Total reimbursement is
limited to the sum of verified actual, allowable costs plus the elficiency
incentive payment, if applicable, or the total projected operating cost,
whichever is lower.

Cross References

This section cited in 85 Pa. Code § 6211.41 (relating to cost reimbursement).

WAIVER OF STANDARD INTERIM PER DIEM RATE,

§ 6211.31. Request for waiver.
(a) ‘The provider may submit a request for a waiver of the standard
interim per diem rate if any of the following conditions exist:
(1) The facility has been certificd as an ICF/MR for less than 18

months prior to the closing date of the most recently submitted cost
report.
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(2) There has been an increase or decrease in the certificd capacity
of a facility during the current fiscal year.

(3) An increase or decrease in the certified capacity is anticipated lor
the next fiscal year.

(4) The characteristics of a client have changed significantly causing
significant program changes, resulting in demonstrably different costs.

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

(6) The facility has changed ownership.

(b) The request for waiver shall be submitied to the Office of Mental
Retardation in writing by March | preceding the fiscal year for which the
waiver is being requested.

(c) A waiver request may not be submitted for more than | fiscal year
at a time.

(d) I there is an unforeseen circumstance that affects the providers’
cost, the request for waiver shall occur during the current fiscal year. The

provider shall request a budget review in writing immediately atier ihe
change occurs.

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

(1) ldentification of the specific condition in subsection (a) that
exists,

(2) A proposed budget and a proposed per diem rate, on forms
prescribed by the Office of Mental Retardation of the Department, in
accordance with the budget instructions established by the Office of
Mental Retardation.

(3) A detailed profile of the providers’ costs prior to and after the
change.

(4) Deciailed justification for the waiver.

(5) The fiscal year for which the waiver is being requested.

() For a provider with less than a 12-month cost report who does not
submit a request for waiver, an interim per diem rate will be cstablished
based upon § 6211.15 (relating to failure to submit cost report).

Cross References

This scction cited ir, 55 Pa. Code § 6211.121 (relating 1o submission of the budper).

§ 6211.32. Approved waiver.

(a) After the Department has notified the provider that a waiver has
been granted, thez Department will establish the total approved revised
budget level.

(b) If a waiver is granted, the Oflice of Mental Retardation will
establish budget levels by major object of expenditure and cost center,
The budget level will be based on this chapter and HIM-15,
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(¢) 1f a waiver is granted, the Office of Mental Retardation will
establish an intcrim per diem rate by dividing the total approved budget
level minus offsctting income, by 98% of the maximum potential certified
cccupancy or the occupancy percentage requested by the provider in the
budget, whichever is higher.

(d) If a waiver is granted, the interim per dicm rate shall be used for
billing purposes throughout the fiscal year.

§ 6211.33. Denied waiver.

(a) After the Department has notified the provider that a waiver has
been denied, the provider shall use the standard interim per diem rate, as
specified in § 6211.15 (relating to establishment of standard per diem
rate). .

(by Il a waiver is denied, the provider may appeal the denial within 30
calendar days of the mailing datc of the Department’s notice of the
waiver dcnial.

§ 6211.34. Upper limits of payment if a waiver is granted.

(a) I a waiver is granted and the budget is usced to establish the
interim per diem rate, the provider shall operatc within 10% of the
approved budget levels for major object of expenditure and cost center as
defined in § 6211.123 (relating to major objects of expenditure and cost
centers within the budget).

(b) Actual, allowable, and reasonable costs shall be determined at the
time of the audit in accordance with this subchapter. Total reimbursement
is limited to the sum of audited actual allowable costs or the total
approved budget level, whichever is lower.

() An clTiciency incentive is not available if a waiver of the standard
interim per diem rate is granted.

REIMBURSEMENT

§ 6211.41. Cost reimbursement.

(2) Subjcct 10 the limitations specified in §§ 6211.11—6211.18 (relating
to standard interim per diem rate), the [facility will be reimbursed
allowable operating costs, including allowable depreciation and in?ercst on
capital indebtedness, up to the established total projected opcrallllg cost.
If a waiver is granted and a budget is used to cstablish the interim per
diemt rate, the facility will be reimbursed for allowable costs up to the

limits of an approved budget.

6211-11
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(b) The amount of reimbursement for allowable operating costs,
including depreciation and interest, may not exceed the level of operating
costs the Department dctermines to be rcasonable and adequate 1o mcet
the costs that an ciliciently and economically opcrated facility incurs in
meeting applicable State and Federal law and quality and safety «ian-
dards.

(¢) Costs that arc not recognized as allowable costs in a fiscal vear
shall not be carried forward or backward to other fiscal ycars for
inclusion in allowable costs.

§ 6211.42. Allowsable costs.

(@) A facility’s dircct or indirect allowable costs related to client care
arc considered in the finding and allocation of costs to the Medical
Assistance Program for its cligible recipients.

(b) Total allowable costs of a facility shall be apportioned between
third-party payors and other clients so that, within the limits ol this
subchapter, the share borne by Medical Assistance under Title XIX of the
Social Security Act (42 U.S.C.A. §§ 1396—1390p) is based upon those
actual services and costs related to Medical Assistance clients. Allowable
costs shall be apportioned by multiplying the interim per diem cost by the
number of eligible clicnt days For Medical Assistance clients.

(¢) The provider is responsible lor the accounting of all costs and
services. All miscellancous costs shall be documented and justified to the
Department. Allowable costs do not include charity, in-kind and courtesy
allowanccs.

(d) If, under Mecdical Assistance principles, there is more than one
method for handling a cost item, the method initially clected by the
provider shall be followed consistently in subscquent reporting petiods,
unless there is prior written justification and approval from the Depart-
ment for using a different method.

§ 6211.43. Cost reporting.

() The facility shall identify, for cost finding, allowable direct,
indirect, ancillary, and rclated organization costs that apply to cliem care,

(b) The facility shall submit a cost report, to the Department in
accordance with Departmiental requirements. The cost report must be
based on financial and statistical records maintained by the lacility. The
cost information contained in the cost report must be current, accurale,
and in sufficient detail to support the claim for reimbursement, 1f any of
the cost report instructions are inconsistent with the subchapicr, the
provisions of this subchapter shall apply.

(¢) A cost report must be submitted to include any costs in a fiscal
year.

£ 10
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§ 0211.44. Financial records.

(a) The facility shall maintain adequate financial and statistical records
and for determination of costs payable under the Medical Assistance
Program.

(b) The facility shall maintain at least all of the following records:

(1)  General financial ledgers, journals, and books.

(2) Original evidence of cost, such as purchase requisitions, purchase
orders, vouchers, vendor invoices, requisitions for supplies, inventories,
time cards, payrolls, and bases for apportioning costs, that relate to the
determination of reasonable costs and that are auditable.

(3) Alocated administrative costs.

{4) Rccords relating to cach cost report for the past 4 years a cost
report was submitted to the Department.

(8) Cash disburscment journal.

(6) Cash receipts journal.

(7)  Payroll journal or computer printout.

(8) Fixed asset ledger or cquivalent.

(9 Inventory control record.

(10)  Chart of accounts that parallels or cross-walks to the budget
format issued by the Department.

(11)  Statement listing all sources of revenue to the facility, including
Federal, State, local, and private sources.

(12) Accounting records for the past 4 years.

(13) Documentation of employe compensation, by facility positions
and functionally equivalent Commonwealth positions.

§ 0211.45. Disclosure.

(2) Il costs have been allocated between programs and supporting
services, disclosure shall be made in accordance with generally accepted
accounting principles.

(L) Il the facility is a controlling organization, disclosure of the
affiliatc cxistence and its relationship to the established intermediate care

facility for the mentally retarded shall be made, including the nature of
any financial transaction between the affiliate and the facility,

§ 06211.46. Financial statement.

() Agcncies operating facilities in different locations with a consoli-
dated financial report shall designate cost centers for each location in the
stalement of financial activities. In addition, information accompanying

the financial statement shall include the basis used in allocating income
and expenses 1o cach location.

6211-13
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(b) Financial statements are subject to field audits by the auditing staJf
from the Department or other responsible State and Federal auditing
units.

§ 6211.47. Operation of multiple program types.

(a) If a provider operates intermediate care facilities for the mentalty
retarded as well as other types ol programs, the provider shall document
at the time of audit, or if a waiver is requested the provider shall submit
with the budget a detailed account of how various costs arc allocated
between the multiple programs, under § 6211.72 (relating to adnumistra-
tive costs). »

(b) The detailed account of the allocation shall include at least ali of
the following:

(1) All salary costs for individuals responsible for more than one
program.

(2) Employe fringe benefits for individuals responsible for more than
onhe progra.

(3) All rental costs that apply to multiple programs.

(4) All motor vehicles that are used by multiple programs.

(5) All other related expenses shared by multiple programs.

§ 6211.48. Changing the basis for allocating cost centers.

(a) If a provider wants to use an allocation basis for a particular cost
center that is different from that required by the cost report, the provider
shall submit a written request and justification for the change 1o the
Department. The written request and justification shall be submitted prior
to the beginning of the cost reporting period for which the change is 1o
apply.

(b) The Department will approve or deny the provider’s request lor
change of the allocation basis in writing. 1T the Department approves the
provider’s rcquest, thc change must be applied to the cost reporting
period for which the request was made, and to all subscquent cost
reporting periods, unless the Department approves a subscquent request
for change by the provider.

BED OCCUPANCY

§ 6211.61. Minimum occupancy rate.
A facility shall maintain a minimum average annual rate ol occupancy
of 98% of its available certified bed capacity.

YARBSR!
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§ 6211.62. Computing the minimum occupancy rate.

The average annual rate of occupancy is computed by dividing the total
actual days provided by the total certified bed days available during the
fiscal period. The total actual days provided include all days of service
actually provided plus reserve bed days including therapeutic lcave and
medical lcave days in full up to the limits allowed by § 1181.56 (relating
1o limitations on payment for rescrved beds). Reserved beds counted as
actual days of service shall not be filled.

§ 6211.03. Occupancy level adjustment.

(a) An occupancy level adjustment to reimbursements for fixed costs
will be made for facilities with less than 98% occupancy in the absence of
an approved waiver under § 6211.64 (relating to waiver of minimum
occupancy rate).

(b) The occupancy level adjustment will be computed by subtracling
the average annual rate of occupancy from 98% of the available certified
bed occupancy. Fixed costs will be reduced by the resulting percentage.
Fixed costs include the cost of general administration, rent, utilities,
communications, other interest, insurance, rcal estate taxes and dcprecia-
tion and interest on capital indebtcdness. Fixed costs do not include
variable costs such as staffing and food.

§ 6211.64. Waiver of minimum occupancy rate,

A provider may request a waiver of the minimum occupancy require-
ment at the time that a final cost report is submitted to the Department.
The request tor waiver of the minimum occupancy requirement shall be
submitted in writing to the Deputy Sccretary for Mental Retardation.
Documentation shall be submitted related to one or more of the following
conditions:

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

(2) TI'he facility is increasing or dccreasing the number of certified
beds.

(3) The lacility opcrates less than 16 beds.

Cross Refercnces

This section cited in 55 Pa. Code § 6211.63 (rclating to occupancy level adjustinent).

ALLOWABLE COSTS

§ 6211.71. Determination of allowable custs.
The Department will determine allowable costs in accordance with the
following:
(1) The requirecments of this subchapter.
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(2) The limits of the provider’s total projected operating cost, o 1f a
waiver is granted, 1he limits of an approved budget.

§ 6211.72. Administrative costs.

(a) Administrative costs include costs incurred for a common or juint
purpose and are associated with supportive activities that arc necessary (o
maintain the dircct effort involved in providing the program scrvices,

(b) Administrative costs shall be apportioned as general administration
or allocated to other cost centers.

(¢) Allowable administrative costs include:

(1) Compensation of the facility’s administrator, controller, purchas-
ing agent, personnel director, and other persons performing general
supervision or management dutics,

(2) Costs associated with the provision of supporting services such as
bookkeeping, data processing, and auditing.

(3) Costs of space used for administrative purposes, including
depreciation and interest or rental.

(4) Purchase of supplics and cquipment usced for administrative
purposes.

(5) Operating costs associated with administrative purposes, such as
travel and communications.

() Administrative costs include costs associated with the owners o
operators of the facility in accordance with the following:

(1) The salary or compensation cost of owners, operators or peisons
other than facility cmployes may be included only if their time and
involvement is documented, and they are required for the management
ol the facility.

(2) The allowable cost for a person performing necessary dufies may
not exceed the customary compensation and fringe benefits in accor-
dance with the methodology cstablished by the facility that an cmploye
would normally receive while performing that work,

(e) The following requirements apply for general administrative costs:

(1) General administrative costs include costs that are incurred for a
common or joint purpose but are not readily assignable to a specific
cost center or program unit.

(2) Genceral administrative costs must include compensation, {iinge
benefits, and payroll taxes for the facility’s administrator, controller,
purchasing agent. personnel director; compensation for owners, officers,
or persons other than facility employes; personnel services; procure-
ment; accounting; auditing; office services and supplies; telephone and
travel supporting administrative costs  speciticd in subsection  (a);
licenses; association dues; legal costs, including attorney’s fees b (he
provider prevails; management fees; and advertising,.
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(3) Rentai costs for all offices used for administrative purposes shall
be included as general administrative costs. In programs of 15 beds or
less, if an oflice is located within the program unit, these costs may be
allocated to the specific program unit.

{4) General administrative costs are limited to 13% of the total MA
cligible costs less general administrative costs and less depreciation and
interest on capital indebtedness.

(N The following requircments apply for other administrative costs:

(1) Costs associated with administrative purposes, not associated
with those costs identified in subsection (¢) that have a direct and
demonstrable impact upon program services, arc allocated to specific
other cost centers.

(2) Other administrative costs must be specifically documented and
supported.

(3) The 13% limitation on gencral administrative costs does not
include these other administrative costs that are allocated to specific
unis,

Cross Refercnces

This section cited in 55 Pa. Code § 6211.47 (rclating to operation of multiple program
types).

§ 6211.73. Compeusation and staffing costs.

(a) Compensation for direct care, administrative, and support staff are
allowable costs. Compensation is allowable up to the combined prevailing
Commonwcalth salaries and benefits for functionally cquivalent positions.

(b) Payment will not be made to exceed an overall ratio of one direct
care staff to one certified bed, unless documentation supports the need to
exceed the ratio to establish and maintain certification. The overall ratio
shall be calculated based upon the average fulltime equivalent dircct care
staff for the fiscal ycar and the average number of certified beds for this
period. Stafl are counted in the overall ratio for the percentage of time
they are assigned to the facility in performing a direct care function.

(¢) Various personnel costs that are not provided through salaried
complement for the provision of necessary services for individual clients
are allowable. Contracts that specify the nature of the scervice and define
the unit and cost of the service shall be maintained by the facility, in
addition to documentation of services rendered.

§ 6211.74. Service contracts,

Costs necessary for the operation of the facility and the establishment
and nuintenance of Intermediate Care Facilities for the Mentally Retarded
certification are allowable to the extent that the costs do not duplicate
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services performed by staff on complement. Scrvice contracts shall specify
the pature and cost of the service. Documentation of service contracts
shall be maintained by the facility with all documentation of services
rendered.

§ 6211.75. Unit of service contracts.
Costs associated with unit of service contracts are allowable if the
following conditions apply:
(1) Units of service for which costs are claimed have been delivered.
(2) The unit of scrvice arrangement is more economical and efficient
than other contractual relationships.
(3) Services do not duplicate those provided by staff on complement.
(4) The service is not otherwise available and accessible thiough the
Medical Assistance Program.

§ 6211.76. Day habilitation costs.

Costs associated with day programs providing habilitative services as
requircd by the clients’ individual program plans, will be rcimbursed
subject to other applicable requirements of this subchapter.

§ 6211.77. Cost of drug services.

(1) Detailed and itemized documentation of the claimed expense must
be maintained in order for drug services to be allowable.

(b) Drug scrvices costs are allowable for nonlegend drugs such as
laxatives, aspirin, and antacids if the drugs arc provided dircetly to the
resident from the facility’s own drug supply.

(c) The provision of nonlegend drugs by a facility 10 its medical
assistance clients shall be based on a physician’s written  order or
prescription, be administered judiciously, and be limited to those that are
medically necessary for the client.

() Costs related to legend drugs for which payment will be made
under the Medical Assistance Program to an enrolled pharmacy or costs
related to legend drugs thalt are noncompensible under the Medical
Assistance Program arc not considered as allowable costs for a lacility.
The Departnient will directly reimburse licensed pharmacies lor compen-
sable prescribed drugs furnished to eligible medical assistance clients.

(¢) Medically necedy residents are not cligible to receive prescription
drugs under the Medical Assistance Program. If the facility acls as an
agent for residents in purchasing drugs, the facility shall act as a prudent
buyer.
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(1) The facility shall not solicit or receive any remuneration directly or
inditcctly in cash or in kind from a person in connection with the
furnishing of drugs or in connection with referring a recipient to a person
for the furnishing of drugs.

§ 6211.78. Staff development and training costs.

(a) Costs associated with staff dcveclopment and training costs are
allowable if the training and development is associated with the individual
program goals and objectives of the intermcdiate care facilities for the
memtally retarded program.

() Staff development and training costs are allowable in accordance

with intermediate care facilities for the mentally retarded certification
requirecments,

§ 0211.79. Depreciation allowance.

(3)  Depreciation on capital asscts used to provide compensable services
to medical assistance clients, including assets for normal, standby, or
emcergency use, and specialized cquipment such as wheelchairs, is allow-
able.

(b) Except as specified in subsections (¢} and (d), a facility will be
reimbursed for allowable depreciation costs only if the facility is the
recorded holder of legal title.

(¢) Facilities that participated in the Medical Assistance Program prior
to July 1, 1984, that arc not part of a related organization and that are
not the recorded holder of legal title to the facility, are considered to mcet
the recorded holder of legal title requirement and will be reimbursed for
allowable depreciation on a particular project, if, at the time services were
rendered, the following existed:

(1) The particular project was primarily funded through an Indus-
trial Development Authority bond issue, or tax exempt funding sources
cstablished under State statute.

(2) ‘The facility provided the Department with all documents relating
10 the ownership and financial obligations relating to the facility.

(3) VThe facility met the standards of HIM-15, Scction 110-B, with
IL’SPCCl {10 virlual purchascs.

(d) Facilities that participated in the Medical Assistance Program prior
to July 1, 1984, that are part of a related organization and that arc not
the recorded holder of legal title to the facility, are considered to meet the
recorded holder of legal title requirement and will be reimbursed for

allowable depreciation on a particular project, if, at the time services were
rendered, the following existed:
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(1) The particular project was primarily funded through an Indus-
trial Development Authority bond issue, or tax exempt funding sources
established under State statute.

(2) The facility was a related organization 1o a corporation, person,
or company which, il it opcrated the facility, could qualily for
reimbursement for allowable depreciation costs under subsection (¢).

(3) Documentation necessary to substantiate that the lacility meets
the requirements of subscction (¢) and documentation and statcinent ol
the fact that the two entities are related organizations were supplied to
the Department.

(4) The related organization agreed in writing as requited by the
Department that it and its successors will be responsible for any
overpayment that the Department is unable to collect directly from the
facility.

(e) The straight-linc method of depreciation shall be used. Accelerated
methods of depreciation arc not acceptable. The amount of annual
depreciation shall be determined by first reducing the cost of the asset by
any salvage value and then dividing by the number of ycars of usclul life
of the asset. The usclul life may be shorter than the physical life
depending upon the usefulness of the particular asset to the provider. A
uselul life may not be less than the relevant useful life published by the
Internal Revenue Service or the Uniform Chart of Accounts and
Definitions for Hospitals published by the American Hospital Association
for the particular asset on which the depreciation is claimed. However,
the accelcraled cost recovery system under section 168(c) of the Intcrnal
Revenue Code (26 U.S.C.A. § 168(c)) and any other accclerated filing
system will not be permitted.

(N Depreciation expense for the year of acquisition and the year of
disposal is computed by using either the hall-ycar or actual tine method
of accounting. The number of months of depreciation expense may not
exceed the number of months that the asset was in service. I the first
year of operation is Icss than 12 months, depreciation is allowed only for
the actual number of months in the first year of operation.

(g) The method and procedure, inchiding the assigned uselul lives, for
computing depreciation shall be applicd from year-to-year on a consistent
basis from the date of the facility’s first filed cost veport after July |,
1975, and may not be changed, cven if the facility is purchased as an
ongoing opcration.

(h) Asscts shall be recorded at cost. Donated asscts shall be recorded
at the current appraisal value or the lower of the following if available:
the construction cost, the original purchase price or the donoi’s original
purchase price. Costs incurred during the construction of an asset, such as
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architectural, consulting and legal fees, interest, and fund raising shall be
capitalized as part of the cost of the asset. If an asset is acquired by a
trade-in, the cost of the new asset is the sum of the book value of the old
asset and any cash or issuance of debt as consideration paid.

(i) Facilities that previously did not maintain fixed asset records and
did not record depreciation in prior ycars shall be entitled to any
straight-line depreciation of the remaining uscful life of the asset. The
depreciation shall be based on the cost of the asset at the time of original
purchise or construction. Depreciation may not be taken on an asset that
would have been fully depreciated if it had been properly recorded at the
time of acquisition.

(j) Depreciation on facilities that have no fixed assct records and are
sold will be 1ccognized to the cxtent to which the prior owner would have
been entitled to depreciation.

(k) Leaschold improvements shall be depreciated over the useful life of
the assct.

() Gains on the sale of fixed and movable assets are considercd to be
equal to the salvage value which shall be established prior to the sale of
the item. Gains on the sale of fixed and movable assets shall offset
allowable costs for the period in which the gain was realized, but the
offsel may not cxcced the amount of the facility’s total depreciation
expense for the last 12 months prior to the date that the assct was either
sold, retired from scrvice, or otherwise permanently taken out of scrvices.
If the amount of the offsct is greater than the total allowable cost for the
period in which the gain was realized, the difference shall be refunded to
the Department. Losses incurred on the sale or disposal of fixed or
movable asscts will not be reimbursed under the program.

(m)  The cost basis for depreciable assets is determined as follows:
(1)  Except as provided otherwise in this section, the cost basis of the

depreciable assets of a facility that are acquired as used, shall be
computed by the following method:

(i) The lower of the purchase price or the fair market value shall
be established at the time of sale based on the lowest of two or more
bona fide appraisals at the time of sale.

(i1)  Pepreciation that was taken or could have been taken by all
prior owners shall be subtracted.
(iii)  Subscctions (r) and (s) will establish the Department’s extent
of participation in the payment of allowable depreciation.
(2) The cost basis for deprcciable assets of a facility transferrcd
between selated parties shall be the net book valuc of the scller at the
date of the transfer as recognized under this subchapter.
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(3) The cost basis for depreciable assets of a facility acquired
through stock purchase will remain unchanged from the cost basis of
the previous owner.

(4) The cost basis for depreciable assets of a facility purchased in
types of transactions other than those specified in paragraphs (1)—(3)
and (5) may not cxcced the scller’s basis under this subchapter, less ull
depreciation that was taken or could have been aken by all prior
owners.

(5) The cost basis for depreciation on any asset the ownetship of
which changes on or after July 18, 1984, shall be the lesser of the
remaining allowable cost basis of the asset to the first owner of record
on or after July I8, 1984, or the allowable cost basis to the ncw owner;
however, the cost basis shall exclude costs, including legal fees,
accounting and administrative costs, travel costs, or the cost of
feasibility studies, attributable 1o the negotiation or settlcment of the
sale or purchase (by acquisition or merger) for which payment was
previously made under Title XIX of the Social Security Act (42
U.S.C.A. §§ 1396—1396u). This paragraph docs not apply to changes
in ownership under an enforceable agreement entered into prio to July
18, 1984,

(n) The rcasonable cost of depreciation will be recognized for the
construction and renovation of buildings to meet applicable Federal, State
or local laws and building codes for intermediate care facilitics for the
mentally retarded. Costs arc allowable if the facility has cither a
certificate of need or a letter of nonreviewability for the project from the
Department of Health under subscction (r)(1) and (2). In accordance with
Federal and State regulations, the facility shall submit to the Departmient,
the certificate ol need or letter of nonreviewability, as appropriate, or the
provider will not receive reimbursement for interest on capital indebted-
ness, depreciation and operating expenscs,

(0) If the purchase of a facility or improvements to the facility are
financed by tax exempt bonds, the acquired property, plant or equipment
shall be capitalized and depreciated over the life of the asscts. The
acquired property, plant or equipment arc the only items that may be
capitalized. If the principal amount of the bond issue was cxpended in
whole or in part on capital assets that fail to mecet the requirements of the
subsections (m) and (n) regarding eligibility for depreciation, the includ-
able deprcciation will be proportionately reduced.

(P)  The fixed assct records shall include all of the following:

(1) The depreciation method used.

(2) A description of the asset.,

(3) The date the asset was acquired.

(4) The cost of the asset.

0211-22

Ch. 6211 COST REIMBURSEMENT 55 § 6211.79

(5) ‘The salvage value of the asset.
(6) The depreciation cost.
(7} The estimated useful life of the asset.

(8) Uhe depreciation for the year.

(9) The accumulated depreciation.

(q) Effective July 1, 1984, for non-State ICF/MR providers, the
funding of depreciation is recommended so that funds may be available
for the acquisition and future replacement of assets by the facility. To
qualify tor treatment as a funded depreciation account, the funds shall be
clearly designated in the provider’s records as [unded depreciation
accounts and shall be maintained in accordance with the provisions of
HIM-I13.

(r) ‘The Department will recognize depreciation as an allowable cost
subject to the Tollowing conditions:

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

(i) The facility was issucd either a Section 1122 approval or letter

of nonreviewability in accordance with 28 Pa. Code Chapter 301

(relating to limitation on Federal participation for capital expendi-

tuics) or a certificate of nced or letter of nonreviewability in

accordance with 28 PPa. Code Chapter 401 (relating to certificate of
need propram) for the project by the Department ol Health.
(ii) The facility substantially implements the project as defined at

28 Pa. Code § 401.5(G)(2) (relating to certificate of nced) within the

cifective period of the original Section 1122 approval or the original

certificate of need,

(2) Depreciation on replacement beds is allowable only if the facility
was issucd a certificate of need or a letter of nonreviewability for the
project by the Departinent of Health,

(s) After July 1, 1984, allowable depreciation and interest costs for
new, renovaled, or purchased facilities shall be held to a per bed
limitation based on construction standards obtained from published

standards.
(1) For facilities governed by the Institutional Occupancy Section of

the National Fire Protection Association’s Life Safety Code, deprecia-
tion costs arc limited to a maximum cost per bed based upon the
“Repair and Remodel Quarterly’ published by Marshall and Swift,
Post Office Box 26307, Los Angeles, California, 90026-9954, current at
the time of construction or acquisition, except as limited by other
provisions of this chapter.

(2) For facilities governed by the Lodging and Rooming Houses
Section of the National Fire Protection Association Life Safety Code,
depreciation costs are limited to a maximum cost per bed based upon
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the Marshall Valuation for Single Family Residences— Tvpe D, pub-

lished by Marshall and Swift, Post Office Box 26307, tLos Angeles,

California 90026-0307, current at the time of construction or acquisi-

tion, cxcept as limited by other provisions of this subchapter.

(t) Depreciation cost is not allowable for assets expensed  under
another State or Federal funding stream.

Cross References

This section cited in 55 Pa. Code § 1181.259a (relating (0 climinabon of  funded
deprecialion—statement of policy); 55 Pa. Code § 6211.80 (relating 1o climinion of funded
depreciation requirement—statement of policy); 55 Pa. Code § 62H1.8) (rclating 1o interest);
55 Pa. Code § 6211.87 (relating 10 start-up costs); and 55 Pa. Code § 6211.101 (relating 1o
costs thal are not allowable).

§ 6211.80. Elimination of funded depreciation requirement—statement
of policy.
The provisions of § 1181.259a (relating to elimination of funded

depreciation—-statement of policy) are applicable to § 6211.79(y) (relating
to depreciation allowance).

§ 6211.81. Interest.

{a) Necessary and proper interest on capital and current indebtedness
is allowable. The Department will recognize interesi as an allowable cost
subject to the following conditions:

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

(i) The facility was issued cither a Section 1122 approval or letter

of nonreviewability in accordance with 28 Pa. Code Chapter 301

(relating to limitation on Federal participation for capital expendi-

tures) or a certificate of necd or letier of nomeviewability in

accordance with 28 Pa. Code Chapter 401 (relating to certiticate of
necd program) for the project by the Department of Health,
(i) The facility substantially implemnents the project as defined at

28 Pa. Code § 401.5(j)(2) (relating to certificate of necd) within the

cffective period of the original Section 1122 approval or the original

certificate of nced.

(2) Interest on replacement beds shall be an allowable cost only if
the facility was issued a certificate of nced or a letter ol nonreview-
ability by the Department of Health,

(b) Excep. as specified in subsections (v) and (), a tacility will be
reimbursed for allowable interest on capital indebtedness with respect 1o

assets only if the facility is the recorded holder of legal title of the assets
involved.
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(¢) Pacilities that participated in the MA Program prior to July 1,
1944, that are not part of a rclated organization anfl that are not the
rccm"dcd holder of legal title to the facility are cc_)nsndcrcd. to meet the
recorded holder of legal title requirement and will b.c rmmbl.lrsed for
allowable interest on a particular project, if, at the time services wcre
rendered, all of the following existed:

(1) ‘T'he particular project was primarily funded lhroughv an Indus-
trial Development Authority bond issuc, or tax cxempt funding sources
established under State statute.

(2) The facility provided the Department with all doc.u'mems relating
to ownership and financial obligations relating to the facility. -

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

(d) Facilities that participated in the MA Program prior to Julyd l(i
1984, that arc part of a related organization and that are not the rccorded
holder of legal title to the facility, are considcrefl to mcet ‘the recor e]
holder of legal title requircment and will be rem.lbursed for allowabhe
interest on a particular project, if, at the time services were rendered the
following cxisted:

(1) ‘The particular project was primarily funded through_ an Indus-
trial Development Authority bond issue, or tax exempt funding sources
cstablished under State statute.

(2) ‘The facility was a related organization l_o. a corporation, pers?n.
or company which, if it operated the facility, COl.Jld quality for
reimbursement for allowable interest costs under subsection (c).

(3) All of the documentation necessary (o substantiate t!lat th;
facility meets the requirements of subsection (c) and documcntatnpn ‘ans
a statement of the fact that the two cntitics are related organization

was supplied to the Department.

(4) The related organization agreed in 'wriling as req}liredfby the
Department  that it and its successors will be l‘CSpO'nSlblC ror a[r}\]i
overpayment that the Department is unable to collect directly from
facitity.

(e) Allowable interest on capital indcbtedness shall nof cx'ceedb ll(\‘e
amount that a prudent borrower would pay. Interest on capital indcbted-

ness will not be considered prudent if the provider cannot dcmo_nstr';lt.e
that the rate does not exceed the ratc available from lenders in this
Commonwealth to similar borrowers at the lin.1e that the funds were
borrowed. For the purpose of this scction, the time that the funds wcre
borrowed is the date of the loan commitment.
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() To be considered allowable, necessary and proper, the interest
expense shall be incurred and paid within 90 days of the close of the cost
reporting period on a loan made to satisfy a financial need of the facility
and for a purpose reasonably related to client care.

(8) Nccessary interest on capital indebtedness applying 1o mortgages,
bonds, notes, or other securities on the property and plant of the facility
will be recognized subject to the limitation of the amount recognized
for depreciation purposes. The total value of mortgages, bonds, notcs,
or other sccuritics on which interest on capital indebredness is allowed
may not exceed the depreciation basis of the assets as scl forth at
§ 6211.79(m)—(0) (relating to depreciation allowance).

(h) Investment income shall be used to reduce allowable interest
expense on capital and current indebtedness unless the investmient income
is from one of the following:

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

(2) Funded depreciation if the interest carned remains in the funds.
(3) The facility’s qualified pension fund if the interest carned
remains in the fund.

(4) Interest income from gifts, il the funds on which the intcrest is
derived are not comingled with funds that offsct allowable costs.

(5) Fund raising efforts.

(i) Investment income that reduces allowable costs, including income
on operating capital, shall be used to reduce interest expense on capital
indebtedness [lirst, then used to reduce noncapital indebtedness.

() Interest income on unused debt proceed funds or bond debt reserve
funds shall be used first to reduce interest payable on those funds, shall
be used sccond to reduce interest on capital indebtedness, and shall be
used last to reduce noncapital indebtedness.

(k) Interest expense shall be allowable if paid on loans from the
facility’s donor-restricted funds, the funded deprcciation acconnt, or the
facility’s qualified pension fund. The upper limit on allowable interest

may not cxceed the prime interest rate charged at the time funds are
borrowed.

() Interest on capital indebtedness will be recognized on debt services
incurred to finance a maximum cost per bed as defined in § 6211.79(m)

and (s). If the cost exceeds the per bed limit, the interest on the portion
of the cost that exceeds the limit is not allowable.

(m) Moneys borrowed for the purchase or redemption of capital stock

will be considered as a loan for investiment purposcs, and the interest paid
on those borrowed funds is not an allowable cost.
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(n) Interest expense on funds borrowed for capital purchases will not
. - .. re
be allowed until all funds in the facility’s funded depreciation account a

fully expended.

§ 6211.82. Rental costs.

(1) Space that is justified by the programn is .allowablc. ' —

(b) Leasing or rental costs for buildings is allowable if .parues are
unrelated and the facility demonstrates that the rental or lease is an ar

. ot N .h-
length transaction and continues as suc vance

(¢) Exceptions to subsection (b) are allowed onl.y upon dad. z:lcc
approval from the Deputy Secretary for Mental Rclarda.uon ora Ic.su;d i,;
Approval will be based on a fair market rental appraisal as outline "
subscction (e), or documented costs of owner.shlp, exFept that return 1(;(1
equity is not permitted. The provider is permitted to include documen

) i est ¢ ciation.
morlgage interest charges and dcp.rcua ) .

@) The provider shall maintain adequate documen}alnon to sul.‘l);l::u:llt
ate rental costs. Documentation shall include copies of the b_“epfo);
Sceretary’s approval specified in subsection (¢), the lease, and bills
taxes, insurance, and interest. ‘ ‘

(¢) The facility shall maintain documentation of a fair market re‘nla:
appraisal lor all rental properties, from an individual _who holds' IalE f::e
one of the following designations awarded by the Society of Real Ls
Appraisers: _

(1) Senior Real Property Appraiser.

(2) Senior Residential Appraiser.

(3) Senior Real Estate Analyst. . ’ .

(H) Member of the American Institute of Real Estatc Appraisers.

(A maximum allowable annual rental shall be computed in the
following, manner:
(1) ‘The property value is based upon the documented markcft value
ol three similar propertics including land in the same geographul:’ artc]z‘\é
(2) Net equity is obtained by reducing the property value by
i selli cOS standing debt.
estimated selling costs and any outstan : ‘ ) . )
(3) The rate for return on equity capital as Fonlamed |n‘Sc§l|on 5|7i§d
of HIM-15, for the beginning of the current fiscal year, will be app
to net equity. ' )
(1) The actual cost of real estate taxes, insurance and interest on any
debt, for the current fiscal year, are included. e wum of
(§) The maximum annual rcntal may not exceed the
paragraphs (3) and (4). - . .
(g) Providers shall maintain documentation related to subscction (ff)
(h) Kent is allowable up to the maximum allowable rcimbursement for

annual rental value.
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(i) If there is a multiple ycar lease, rentals are deternined by new
appraisals or by updating the existing appraisals using the HIM-15,
interest rate, current costs for taxes, insurance, and intcrest,

() Facilities certified on or before July 1, 1984, shall comply with this
section beginning July 1, 1987, or at the expiration ol the current lease
agreement, whichever occurs first. Facilities certified after July I, 1984,
shall comply with this section as of the initial date of certification.

§ 6211.83. Vehicle costs.

(a) Leasing or rental costs of automobiles arc not allowable unless the
provider can dcmonstratc that the (ransaction is an :mm’s length
transaction.

(b) A facility may not rent an automobile from a parent corporation
unless the facility can demonstrate it is leasing at less than or cqual to the
amount other vendors are charging for a similar automobile.

() Providers shall use a competitive bidding process in ovder to
purchase or lease vehicles.

(d) Providers shall cxplore cost differentials between  leasing and
purchasing of vchicles and shall choose the least expensive alternative.

(¢) The personal use of provider-owned or leased motor vehicles by
employes, owners or officers is prohibited.

() Daily logs detailing nse of vehicles as well as the mainienance
activities and costs shall be maintained by the provider.

§ 6211.84. Purchase bid requirements,

Purchase of services, major renovations, capital equipment, and sup-
plies that exceed $5,000 annually must be made through a competitive
bidding process or a request for proposal process. Certain prolessional
services included but not limited to those of practitioners and attoineys
are exempt from this requirement. A bid may be obtained for a maximum
of 3 years. Facilities shall not purchase in a piecemecal fashion to avoid
the $5,000 limit. Purchascs without bids shall be bascd upon soic source
justification supported by documentation of the uniqueness or the limited
availability of the service.

§ 6211.85. Income and olfsets to allowable costs,
(a) Income from the following sources oflscts allowable costs:
(1) Medical assistance rcimburscment income.
(2) Client pay or assessed liability that is deducted fiom client
billings.
(3) Gifts and donations restricted by the donor for allowable costs.
(4) Refunds and cash discounts.
(5) Grants designated for allowable costs,

621198
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(i) If the Tlacility serves more than 50% of clients age 21 or
vounger, the provider shall act as sponsoring agency for participation
of those clients in the residential component of the National School
Lunch Program.

(i) i clients of the facility are eligible for participation in the
FFood Stamp Program, it is the provider’s responsibility to contact the
focal county assistance offlice and utilize food stamps accordingly.

(6) Income from space rental, vending machines and similar items.
(7) Interest earned on items specified in paragraphs (1)—(6).
(b) Income from the lollowing sources does not offset allowable costs:
(1Y Gifts, donations and contributions that are not restricted by the
donor for allowable costs.
(2) Endowments and bequests not restricted for allowable costs.
(3)  lund raising efforts not restricted for allowable costs.

(1) Interest earned on items specified in paragraphs (1)—(3).
/';( //. jé] 7;"/~' »;-1‘.-’7‘7"—'71 &g
§ 621 1.864 Return on equity.

(1) The Departinent will not contribute to a return on equity for
proprictary intermediate care facility for the mentally retarded programs.

() All exeess funds shall be returned to the Department within 6
months from the close of an audit or cost settlement determination.

24
§ 0211.8L Start-up costs.
(a) Start-up costs shall be capitalized as deferred charges and amor-
tized over a minimum of § years.

(b)  Start-up costs include, but are not limited to, administrative and
nursing  salarics, utility costs, taxes, insurance, mortgage and other
interest, employe training costs, repairs and maintenance, housekeeping,
and other allowable costs incident to the start-up period.

(¢} Costs that are properly identifiable as organization costs or
capitalizable as construction costs shall be classified as such and excluded
from staif-up costs.

(d) Costs related to changes in ownership as defined in § 6211.79(m)
(relating to depreciation allowance) arc not allowable as start-up costs.

(¢) Amortized slart-up costs shall be shown on the Depreciation and
Amortization Schedule that is a part of the budget submission or the cost
report. ‘Fhe costs shall be documented on the budget narrative or the cost
report. A 60-month amortization period is allowed for these costs.
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NONREIMBURSABLLE COSTS

§ 6211.101. Costs that are not allowable,

The following costs arc not allowable:

(1) Nonworking officers’ salaries.

(2) Fundraising expenscs.

(3) Frec care or discounted services.

(4) Partics and social activitics not related to client care.

(5) Personal telephone service.

(6) Personal radio and television service.

{(7) Direct and indirect costs related (o nonallowable cost centers
including gift, barber, beauty, flower and coffee shops, homes for

administrators or pastors, convent arcas and nurses' quarters.

(8) Guest meals.

(9) Pennsylvania Capital Stock and Franchise Tax.

(10) Income tax.

(11}  Ambulance costs.

(12) Promotional advertising including a Ycllow Pape listing that is
greater than the minimun inscrt.

(13) Late payment penalties.

(14) Penaltics, fines, or late charges assigued by any source, whether
or not related to the facility.

(15)
including life insurance premiums necessary to abtain mortgages and other
loans.

(16)

(17) Collection expenses associated with bad debis.

(18) Travel expenses for members of the board ot directors unrelated
to the program.

(19) Depreciation and intcrest on capital indebtedncss for costs in
excess of the limitations specified in § 6211.79(s) (relating to depreciation
allowance).

Life insurance for ofticers and directors of the governing board,

Bad debts or contractual adjustments.

(20) Expenses not necessary {or client care.

(21) Basic education for cligible school-age children.

(22) Vocational rehabilitation services.

(23) Personal travel for cmployes, including personal usce of facility
vehicles.

(24) Meals for employes, cxcept tor employe meals provided as part of

client training activities.
(25) Living expenses lor live-in cmployes, including lodging, incals and
personal laundry.

A1 1 N0
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(26) Membership fees for social, fraternal, and other organizations
involved in activities unrelated to the program or an organization defined
as a lobbying group under the Lobbying Registration and Regulation Act
(46 PP. 5. §§ 148.1—148.9).

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

(28) Net operating or capital cost, including legal fees, accounting and
administrative costs, travel costs and the costs of feasibility studies,
attributable 1o the ncgotiation or settlement of the sale or purchase of
a capital asset (by acquisition or merger) for which payment has previous-
Iy been made under Title XIX of the Social Sccurity Act (42 U.S.C.A.
§8 1396-—-1390q) if the sale or purchase was made on or after July I8,
1984, This paragraph shall not apply to any asset that undergoes a
tianster ol ownership on or after July 1, 1984 under an enforceable
agieement that was entered into prior to July 18, 1984,

CONFLICT OF INTEREST

§ 0211.111. Nonprofit organizations.

(a) A voting member of the governing board of a nonprofit organiza-
ton shall disclose in writing to the Department a contract or agreement
for compensation with the provider in which the voting member has a
personal interest.

(b) Il a voting member receives compensation from the provider, the
compensation shall be excluded from the allowable costs of the lacility if
both of the following apply:

(1) The voting member votes on the payment of compensation to
himsclf or fails to disclose his interest to other members of the
governing board,

(2) The organization fails to disclose the interest of the voting
member,
(¢} Compensation includes salarics, consultation fees, or services

provided by the program, but may not include care provided to a resident
ol the program.

(dy Tiavel and related expenses, such as the cost of attending
educational scminars, are ailowable for members of the governing board
if 1he expense is reasonable, related to the operation of the program, and
documented in the provider’s records.

Cross References

Vhis section aited in 55 Pa. Code § 6211.112 (relating to profit organizations).

6211-31



55 § 6211.112 MENTAIL RETARDATION MANUAL

§ 6211.112. Profit organizations,

(a) If a proprictor of an organization organized for profit performs
services as a salaried employe of the organization, a reasonable allowance
of compensation for these services is an allowable cost if Loth of the
following apply:

(1) The services are actually performed in a necessary function,
(2) The person is qualificd to perfori these services.

(b) A rcasonable allowance [or compensation means that the compen-
sation allowance be such an amount as would ordinarily be paid for
comparable services by comparable facilitics.

(c) A necessary function means that, had the owner not rendered the
services, the facility would have had to employ another person to perform
the services. A necessary function also means that the function be
pertinent to the operation and sound conduct of the facility.

(d) Compensation (o voting members of an organization organized for
profit is subject to the requircments for dircctors ol nonprofit organiza-
tions in § 6211.111 (relating to nonprofit organizations) in order for the
cost thereof to be included as an allowable expense included in the
computation of per diems.

§ 6211.113. Purchase of goods and services for profit and nonprofit
organizations.

(a) Unless made under the competitive bidding procedures of this
subchapter, the purchase of goods and services Irom a person having an
interest in the organization that operates the program is not allowable.

(b) For the purpose of subsection (a), an interest shall include:

(1) A managing emiploye, such as general manager, business man-
ager, administrator, director or other individual who cxercises opera-
tional or managcrial control over, or who directly or indircctly is in
charge of, the day-to-day operation of the program.

(2) A partnership or corporation organized for profit in which the
managing employe of the program is an officer, director or trustece or in
which the manager or employe has an ownership interest cquil to more
than 10% of the partnership or corporation.

§ 6211.114. Costs to related organizations.
(@) Costs of goods or services furnished to a program by a related
organization are includable in the computation of per diem rates at the

lower of the cost to the related organization or the market price of
comparable goods or scrvices available in the provider’s Departimental
region.
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(b) Intercst expense is not allowable if it is paid to a lender rclated

throngh control, ownership, or personal rclationship to the borrowing
organization.

BUDGET

§ 6211.121. Submission of the budget.

(a) For new programs that have never participated in the Intermediate
Carc Facility for the Mentally Retarded Program, or programs that have
participated in the program for less than 12 months, a budget shall be
preparcd and submitted to the Department in accordance with forms and
instructions provided by the Office of Mental Retardation.

(b) I a waiver of the standard interin per diem rate is requested, a
budget shall be submitted to the Department in accordance with
§ 6211.31(¢) (relating to request for waiver) and shall be prepared in
accordance with forms and instructions provided by the Office of Mental

Retardation.

§ 6211.122. Budget requirements,
All requirements of this subchapter apply for the preparation and
submission of the budget.

§ 0211.123. Major objects of expenditure and cost centers within the
budget.

(1) The budget shall include the following major objects of expendi-
tuse:
(1) Personnel costs.
(2) Operating costs.
(3) Lquipment and other fixed asscts.
(4)  Depreciation and interest.
(5) Apportioned costs.
()  ‘The budget shall include the following cost centers:
(1) Room and board.
(2) ltealth care.
(3  Ancillary services.
(4) General administration.
{5) Irepreciation and interest.
t6) Other.

Cruss References
Lhis section cited in 55 Pa. Code § 6211.34 (relating to upper limits of payment if a

wanver is gpranted).
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§ 6211.124. Budget adjustments.

(@) The provider is permitted to move funds between major objects ol
expenditure and cost centers, within 10% of the approved amount par
major object of cxpenditure and cost center, during the course of the
fiscal year.

(b) Movement of funds greater than 10% requires submission ol
budget adjustiment and shall mcet the following conditions:

(1) Changes shall remain within the limit of the total approved
budget level.

(2) Requests for adjustment shall be filed during the fiscal year in
which the rate is effective, and budget adjustments may be filed «
maximum of two per fiscal year.

(3) Budget adjustmients shall be submitted on forms prescribed hy
!he Office of Mental Retardation and in accordance with upplicabi;-
instructions.

MOYEMENT OF FUNDS

§ 6211.131. Conditions for movement of funds.

(a) Agencies that opcrate multiple programs shall be permitted 1o
move up to 10% of the approved funding level of a program across other
programs the facility operates.

(b) Movement of funds shall be permitted only once per Common-
wealth fiscal year.

(c_) The request for movement of funds shall be submitted (o the
Office of Mental Retardation by May 31 of the fiscal year for which the
movement of funds is requested.

(d} Movement of funds will not be approved if there is an increase in
the sum of the alrcady approved funding levels for cach of the programs
the agency operates.

(¢) Movement of funds shall be limited 1o 10% of a program’s
approved funding level.

(N Movement of funds may be directed from several programs (o a
single program.

Cross Releiences

This section cited in 55 Pa. Code § 6211.134 (relating 10 cosi reporting).

§ 6211.132. Documentation.

(a) Agencies requesting the movement of funds shall submit revised
program budget pages (o the Office of Mental Retardation Tor affected
prograins.
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(b) For programs affected by the change with standard interim rates, a
program budget page is not required. The agency shall document to the
Office of Mental Retardation the change in the total projected operating
cost as a result of the movement of funds.

& 06211.133. Related procedures.

‘The Office of Mecntal Retardation will not process gross adjustments as
a result of an approved request to move funds across programs and
revised interim rates will not be issued.

§ 6211.134. Cost reporting.

Cost reporting on the form specified by the Departiment shall be
individualized for each certificd program. At the time of tentative and
final settlements, scttlement amounts will be issued for each certified
program, rellecting the amount either duc to or from the Department.
Both tentative and final cost settlements will incorporate each certified
program’s approved funding level, including any revisions as a result of
an approved movement of funds request, as specificd in § 6211.131
(relating to conditions for movement of funds). Payment amounts to
providers at the time of tentative cost settlement will be 80% of the
amount duc to the provider. Collection at the time of tentative cost
settlement will be 100% of overpayments due to the Departinent. At the
time of final cost setticients, amounts will be 100% of amounts either

due to or from the Department.

& 6211.135. Rate setting.

(a) Subscquent year's rate setting will be based upon the revised
approved levels resulting [rom requested and approved movement of
funds,

(b) Rate sctting will use the immediate prcceding year as base if a
requested movement of funds has been approved, and, thercfore, the
revised approved funding levels will be reflected in rate setting for the
upcoming fiscal ycar.

6211-35



