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The member month ratio is developed by dividing the Medicare member months by the 
total Medicare member months.  This ratio would then be applied to covered Medicare 
service costs resulting in those costs for which Medicare is the primary payer. 

240 - Taxes Assessed Against the Medicare HCPP 

(Rev. 30, 09-05-03) 

The general rule is that taxes assessed against the Medicare HCPP, in accordance with 
the levying enactments of the several states and lower levels of government, and for 
which the organization is liable for payment, are allowable costs.  Tax expense should not 
include fines and penalties. 

Whenever exemptions to taxes are legally available, the Medicare HCPP is expected to 
take advantage of them.  If the HCPP does not take advantage of available exemptions, 
the expenses incurred for such taxes are not recognized as allowable under the program. 

More detail can be found in the Medicare Provider Reimbursement Manual (Pub. 15), 
Part I, §§2122. 

240.1 - Premium Taxes Assessed Against the Medicare HCPP 

(Rev. 30, 09-05-03) 

Some state and local governments are assessing organizations a tax based on premium 
revenue.  If there are no exemptions that could be used to legally avoid the assessment of 
this tax, CMS will recognize the expense as an allowable cost. 

However, the amount CMS should pay would be the amount of the assessment that is 
applicable to premiums charged to Medicare enrollees for covered services.  This is 
accomplished by including total premium assessments in Plan Administration costs and 
using the Medicare to Total Member Month ratio to apportion cost..    Payments by CMS to 
a cost contractor for covered services rendered to Medicare enrollees do not constitute 
premiums.  Rather, CMS is buying each covered service at cost less applicable Medicare 
deductible and coinsurance.  The only premium for covered services paid to the Medicare 
HCPP is paid by the Medicare enrollee for Medicare's deductibles and coinsurance.  
Therefore, the amount of the assessment to be paid by CMS should be limited to that 
amount applicable to Medicare's deductible and coinsurance charged as a premium. 


