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4-75 RESEARCH COSTS 504.1

500. PRINCIPLE

Costsincurred for research purposes, over and above usud patient care, are not includable as dlowable
costs.

502. DEFINITIONS

502.1  Research.--Researchinthe context of this principle meansasystematic, intensive study directed
toward a better scientific knowledge of the science and art of diagnosing, treating, curing and preventing
menta or physicd disease, injury, or deformity; rdieving pain; and improving or preserving hedth. Research
may be conducted at alaboratory bench without the use of patientsor it may involve patients. Furthermore,
there may be research projects that involve both laboratory bench research and patient care research.

502.2  Usud Patient Care.--Usud patient careisthe carewhichismedicaly reasonable, necessary, and
ordinarily furnished (absent any research programs) in the treatment of patients by providers under the
supervison of physicians asindicated by the medica condition of the patients. Also, thisdefinitionintends
that the gppropriate level of care criteriamust be met for the costs of this care to be reimbursable. Such
care is represented by items and services (routine and ancillary) which may be diagnogtic, thergpettic,
rehabilitative, medicd, psychiatric, skilled nursing, and other related professond hedth services.

502.3  Extraordinary Petient Care.--1nthe context of thisprinciple, extreordinary petient careisthecare
rendered to research patients which is not medicaly reasonable, necessary, or ordinarily furnished to
patients by providers. Such care is represented by additiond patient care days and additiond ancillary
chargesidentified as non-Medicare in the patient care codts centers.

504. DETERMINATION AND ALLOCATION OF COSTS

504.1  Accounting for Research Codts.-- Costs of research are not reimbursableto providers. Where,
however, research is conducted in conjunction with or as a part of the care of patients, the costs of usud

patient care are rembursable to the extent such costs are not met by research funds (see § 504.2). The
costs of extraordinary patient care based on research objectives are not reimbursable (see § 504.3).

A separate cost center for research should be established in the providers accounting records. The
research cost center must be used to accumulate al direct and indirect costs associated with research as
described below. Costs applicableto the research cost center consist of bench research costsand certain
other cogts that may beincurred in the patient care areasfor research purposes which are not represented
by patient days and ancillary charges such as. the sdaries of personnd with higher

Rev. 117 5-3



504.2 RESEARCH COSTS 4-75

professond qudifications than ordinarily needed to furnish usud patient care; the cost of equipment and
facilities which are more complex and specidized than needed to render usud patient care.

A. Direct Cods.--Direct research costs such as employees compensation, materials, supplies,
contractual services, etc. must be directly assigned to the research cost center on the providers records.

B. Indirect Cods.--Indirect research costs such as adminigtrative expenses, employee fringe
benefits, maintenance, operationa expenses, etc. must be allocated to the research cost center through the
cost-finding process. Indirect costsare shared by the research and patient care cost centers and cannot be
directly charged to the research cost center on the records of providers.

504.2  Accounting for Usud Patient Care Cogts Incurred in Conjunction with Research--Where
research is conducted in conjunction with or as a part of the care of patients, the costs of the usua patient
careare reimbursableto providersto the extent that such costs arenot met by research funds. (See 8 505.1
for the treetment of usud patient care costs where research funds finance usud patient care costs.)

Usud patient care costs incurred in conjunction with the research must be specificdly identified in those
Stuationswhere a portion of the research funds as gpplicable to usud patient care costs. (See Exhibit | for
the method to be used in identifying usua patient care codts)) In these ingtances, providers must maintain
datistics on research patients for each research project to identify the patients and the patient days and
ancillary charges gpplicableto theusud patient carefurnished by providers. Worksheetssmilar to Exhibit |
must be attached to the cost reports.

504.3  Accounting for Extraordinary Petient Care Costs Incurred in Conjunction with Research.--
Extraordinary patient care costs incurred in conjunction with research are not reimbursable to providers.
Such patient care costswhich are represented by additiona patient daysand ancillary chargesare dassified
as non-Medicare patient days and charges in determining Medicare reimbursement.

505. TREATMENT OF RESEARCH FUNDS (GRANTS, GIFTS, ETC))
505.1 Treatment of Research Funds Applicable to Usual Patient Care Costs.-

A. Offsat Againg Cogts Incurred for Usud Peatient Care.-- Whereresearch fundsarereceived by
providersto ether fully or partialy finance usua patient care cogtsincurred in conjunction with the research,
the portion of the research funds designated for usual patient care will be used as an offset to cogts of the
gpplicable patient care cost centersto the extent of the usual patient care costs incurred for such research.
This offsat should be shown on a supplementa worksheet after cost finding. If it isknown that
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10-75 RESEARCH COSTS 505.1 (Cont.)

excessive research funds (funded for both direct and indirect costs) for usua patient care costs (as
determined by the grantor or donor) must be returned to the grantor or donor, providersare not required to
offset these excess funds againg dlowable patient care codts.

B. Determination of Research Funds Applicableto Patient Care Cost Center.-- If specific amounts
of research funds are designated to cover usual patient care costs of each patient care cost center, these
funds must be used to offset the costs of the gpplicable patient care cost centers to the extent of the usua
patient care costs incurred for the research as determined in Exhibit |. However, if the grantor or donor
specifiesthat the funds should cover usud patient care costs, but does not identify the amount of the funds
to be used for usud patient care cogts, but does not identify the amount of the funds to be used for usua
patient care costs of each patient care cost center, then thisinformation must be determined in accordance
with subparagraphs 2 and 3 below. On the other hand, if research funds are not specifically identified for
usua peatient care, but providers usethefundsfor such costs, fundsused for usua peatient care costs of each
patient care cost center must be determined as follows:

1. Providersmugt identify the portion of the grant which isapplied to usua patient care costs
incurred in conjunction with the research;

2.  Theusud patient care costs of each patient care cost center incurred in conjunction withthe
research must be determined after cost finding. The method illustrated in Exhibit | must be used to identify
the costs by patient care cost center; and

3. Theresearch funds related to the usua patient care costs of each patient care cost center
must be determined in accordance with the method illustrated in Exhibit 2 for those research projects that
cover only one cost report period or Exhibit 3 for those research projects that cover two or more cost
report periods.

Upon determining the portion of the research funds applicableto the usud patient care costs of each patient
care cost center, these funds must be used as an offset to the costs of each patient care cost center. The
offset, however, islimited to the amount of usua patient care costs of each patient care cost center incurred
in conjunction with the research.

C. Effect of Offset.--1f the portion of the research funds applicableto the costs of usud patient care
equals or exceeds the related usual patient care codts, providers will not be reimbursed for any of these
costs because of the offset, and the related patient days and ancillary charges must be excluded from the
Medicare and total statisticsused for apportioning costs. If the costsof usud patient care daysand ancillary
sarvices related to the research are not totaly paid for by the
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505.2 RESEARCH COSTS 10-75

research funds, the research funds will smply be used to reduce the costs of the routine and ancillary
sarvices, and the related patient days and ancillary charges should, likewise, be excluded from Medicare
and total statistics used in apportioning costs to Medicare.

505.2  Treatment of Research Funds Applicableto Costs of Research Cost Center.-- Theportion of the
research funds applicable to the costs of the research cost center must not be offset againgt the costs of the
research cost center or alowable provider codts.

506. STUDIESRELATED TO ADMINISTRATION AND OPERATION

Studies, andyses, surveys, and rdated activitiesaimed at improving and making provider adminigtration and
operation more efficient are not considered research cogts, but the includable in alowable adminigrative
costs subject to the principle, "Costs Related to Petient Care,” found in Chapter 21.
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EXHIBIT 1

NOTE: THIS SPACE ISRESERVED FOR DETERMINATION OF USUAL PATIENT CARE
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EXHIBIT 2

NOTE: THIS SPACE RESERVED FOR DETERMINATION OF THE PORTION OF RESEARCH
FUNDS
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EXHIBIT 3

NOTE: THISSPACE RESERRVED FOR DETERMINATION OF THE PORTION OF RESEARCH
FUNDS
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