NURSING HOME ACCOUNTING & REPORTING MANUAL
Sections III (J) and V (D) (3) and (4)
III.  ACCOUNTING SYSTEM GUIDELINES

J.   ALLOCATED EXPENSES

Allocated expenses are costs that benefit two or more entities or cost centers.  These types of expenses must be allocated in accordance with benefits received from the resources represented by the costs incurred.  Each servicing organization is required to submit to the department a cost allocation plan.  This plan should identify the costs to be allocated, as well as the statistical basis for the allocation.  This plan should be used to apportion costs to applicable cost centers for reporting purposes.

Where costs are incurred that benefit more than one nursing home or a nursing home and another business entity, only that portion of joint costs related to patient care at the reporting nursing home is allowable.

When nursing homes conduct activities and provide services that are unallowable for reimbursement in the Medicaid cost reimbursement system, the full direct and indirect costs of conducting the unallowable activities and providing the unallowable services must be identified.  In other words, all activities and functions in the nursing home, including activities not related to patient care, must bear their allocable share of overhead costs.  After this allocation is made, the total direct and indirect costs of these activities and functions must be excluded in determining allowable costs. 

Some of the more common allocated expenses are discussed below.

1. Home Office

A nursing home that is part of a multi-entity organization may be charged for costs incurred on its behalf by the home office.  The nature of the charges will vary with each organization, depending on the type of operation and particular management philosophy.  Such charges may consist of expenditures directly assignable to one or more of the facilities (for example, lease payments for the nursing home or Administrator salaries) or expenditures that benefit the entire organization rather than individual facilities (for example, the chief executive's salary or accounting services).  The latter type of expenditure is normally allocated among the various entities using a statistical method selected by management.  The services allocated must be necessary to the facility and nonduplicative.  The costs allocated to a nursing home from the home office should be recorded in the Allocated Expense account in the appropriate cost center.

Those costs incurred by the home office that are directly assignable to a specific facility must be identified in the particular cost center that receives direct benefit from the expenditures and to the appropriate account within that cost center.  For example, if the home office incurs the cost of the individual nursing home lease expense, that cost should be assigned to lease expense on the records of each facility.  This type of cost is actually not an "Allocated Expense" but rather a "Direct Charge" since it benefits only one entity.

2. Combination Facility

There are situations in which nursing homes share physical space with other facilities or institutions such as a hospital or a retirement home.  In such cases, it is necessary to apportion the common costs between the nursing home and the sharing institution.  This requires a record-keeping capability that can adequately and accurately furnish the underlying cost and statistical data necessary to separately determine costs applicable to the portion of the physical space participating as a nursing home and the portion providing other services.  The common costs related to combination facilities that require allocation consist of such items as housekeeping, maintenance, laundry, administration, depreciation, utilities, and interest.

3. Internal Allocations

Internal cost allocation may also be necessary in a nursing home facility or servicing organization to give recognition to the fact that the costs incurred in selected areas may benefit both allowable and unallowable cost centers.  The accumulated costs in these areas must therefore be apportioned between the appropriate allowable and unallowable cost centers.  For example, if a facility provided non-routine barber and beauty service, this cost would be appropriately categorized as unallowable.  In addition to the direct cost identified to the barber and beauty services, certain indirect costs, if material, would be required to be allocated to the unallowable barber and beauty account.  These may include maintenance costs, utilities, housekeeping, office staff time, telephone costs, and other costs that would be incurred in support of the barber and beauty service.

4. Support Statistics

Cost allocations rely upon the application of statistical bases.  Accurate records must be kept on certain operating statistics to ensure proper apportionment of all common costs.  Recommended statistical bases include the following:

	Depreciation
	Square Feet

	Property Interest
	Square Feet

	Working Capital Interest
	Amount of Loan Cost Allocated

	Fringe Benefits and Payroll Taxes
	Gross Salaries

	Nursing Supplies
	Cost of Supplies Used

	Administrative and General
	Hours of Service or Periodic Sample Time Studies

	Maintenance and Repairs
	Square Feet 

	Operation of Plant and Utilities
	Square Feet

	Laundry and Linen Service
	Pounds of laundry

	Auto/Travel
	Mileage Logs

	Housekeeping
	Hours of Service

	Dietary and Food
	Meals Served

	Telephones
	Number of Lines

	Data Processing
	Machine Time

	Purchasing, Receiving, Stores
	Costs of Supplies Expensed

	Admitting
	Gross Inpatient Charges

	Cashiering, Accounts Receivable, Collections
	Hours of Service


The statistics that are used must be auditable and maintained on a continuing basis during the accounting period.  The statistic used must ensure that costs are allocated in accordance with the benefits and services received from the specific resources represented by those costs.  If the results of using a recommended statistical base do not meet these requirements, another more appropriate statistical base must be selected.
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D.  COST LIMITATIONS

5.  Management Agreements, Management Fees, and Central Office Services

Management fees are allowable only if the following conditions are met:

· A written management agreement creates a principal/agent relationship between the provider and the manager and sets forth the items, services, and activities to be provided by the manager.

· Documentation demonstrates that the contracted services were actually delivered.

· The fees must be for necessary, nonduplicative services that are of the nature and magnitude that prudent and cost conscious management would pay.

General management fees paid to or for the benefit of a related organization are allowable only to the extent of the following:

· The lower of the actual cost to the related organization of providing necessary services related to patient care under the management agreement or the cost of comparable services purchased elsewhere.

· Not more than any cost center limit established by RCW.

· The related organization has received approval of its Joint Cost Allocation Disclosure method.  For cost reimbursement purposes, related organization management agreements frequently are viewed as substantially the same as home office operations, and should receive the same basic accounting treatment.  Affected providers should review the "Home Office Costs" section below.

A copy of a management agreement must be received by DSHS at least 60 days before it is to become effective.  A copy of any amendment to a management agreement must be received by DSHS at least 30 days in advance of the date it is to become effective.  Management fees for periods prior to the time the department receives a copy of the applicable agreement are not allowable.

6. Home Office Costs

Home Office costs or services performed for individual providers that relate to patient care along with an appropriate share of indirect costs are allowable Home Office costs to the extent they are reasonable and within the limits specified by state law and regulation.  Where costs are incurred that benefit more than one nursing home or a nursing home and another business entity, only that portion of joint costs related to patient care at the reporting nursing home are allowable.

There are four basic types of Home Office costs.  Each type of cost is identified below along with a discussion of the cost reimbursement treatment of each type.

· Cost of Specific Services - These expenses are related to specific nursing home services (such as accounting, bookkeeping, medical records, dietary consulting, etc.), excluding costs related to general management services.  These costs are allowable if they are necessary, ordinary, reasonable, and related to patient care.

· General Management Services Costs - General management services costs are those costs associated with general or managerial personnel.  These costs include salaries and wages, director's fees, fringe benefits and other benefits, such as housing, meals, and automobiles given in lieu of salaries or wages.  Fringe benefits not made available to all employees or not given in lieu of salaries or wages are unallowable.  The portion of General Management Services that are allocated to the nursing home on a reasonable statistical basis are allowable to the extent they do not exceed the limits for management fees discussed in the previous section.

· Unallowable Costs and Services - Costs that are directly associated with activities and enterprises other than the nursing home or that are specifically disallowed by state law and regulation are considered unallowable costs and should not be allocated to the nursing home.

· Overhead Costs - All other costs that cannot be identified to general management services, specific services, or unallowable services are considered overhead costs.  Overhead costs should be allocated to all allowable and unallowable activities and entities that benefit from operation of the Home Office.  The allocation basis should equitably allocate overhead costs to the services, activities, and entities receiving the benefits.  The allocation should be done in a manner that results in the cost being allocated related to the benefits received. 

The nature and purpose of all Home Office costs allocated to the nursing home as well as the allocation methodology utilized are subject to approval by the department.
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