
60 - Prudent Buyer Principle 
(Rev. 4, 10-01-01) 
The HMO/CMP is expected to minimize costs incurred in furnishing physicians' and 
other Part B supplier services to the HMO/CMP's Medicare enrollees so that actual costs: 

• Do not exceed what a prudent and cost conscious buyer would incur; and  

• Are comparable to costs incurred for similar services furnished by similar 
physicians or other suppliers in the same or similar geographic area  

If costs are determined to exceed the level that such buyers incur, in the absence of clear 
evidence that the higher costs were unavoidable, the excess costs are not paid under the 
Medicare program. 

70 - Allowable Costs 
(Rev. 4, 10-01-01) 

Allowable costs are those direct and indirect costs, including normal standby costs, which 
the HMO/CMP incurs and are proper and necessary to efficiently deliver needed health 
care. These costs include costs related to the care of beneficiaries that are normally paid 
by Medicare and other costs such as enrollment, membership, and similar costs unique to 
Medicare HMO/CMPs and necessary to the HMO/CMP's operations. 

The types of items and costs generally incurred by a provider of service, in accordance 
with the principles of reimbursement for provider costs, are allowable to an HMO/CMP. 
These costs are allowable and reimbursable if incurred by the HMO/CMP, by providers 
of services, or other facilities owned or operated by the HMO/CMP through which 
covered care is furnished to its Medicare enrollees. 

The allowable costs of an HMO/CMP are first determined in accordance with the 
principles set forth in 42 CFR Part 417, Subpart O and this manual. After those 
requirements are met, the Medicare principles of reimbursement as described in the 
“Provider Reimbursement Manual” (Pub. 15) are applicable if they are not in 
contradiction with the regulation and this manual. In addition, Generally Accepted 
Accounting Principles (GAAP) should be followed if instructions in the regulation or 
manuals do not instruct the HMO/CMP otherwise. 

80 - Costs Not Reimbursable Directly to the Cost-Based HMO/CMP 
(Rev. 4, 10-01-01) 
In determining amounts due the HMO/CMP, certain costs are excluded from payments 
made directly to the HMO/CMP. The following subsections, while not necessarily all-
inclusive, detail some of these costs. 

80.1 - Deductibles and Coinsurance 
(Rev. 4, 10-01-01) 
In determining amounts due the HMO/CMP, an amount equal to the actuarial value of the 
deductible and coinsurance for which the Medicare enrollee would otherwise be liable, if 
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