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(6) Any evidence that supports the in-
patient psychiatric facility’s reconsid-
eration request, such as emails and
other documents.

(c) An inpatient psychiatric facility
that is dissatisfied with a decision
made by CMS on its reconsideration re-
quest may file an appeal with the Pro-
vider Reimbursement Review Board
under part 405, subpart R of this chap-
ter.

[77 FR 53678, Aug. 31, 2012, as amended at 86
FR 42678, Aug. 4, 2021]

Subpart O—Prospective Payment
System for Long-Term Care
Hospitals

SOURCE: 67 FR 56049, Aug. 30, 2002, unless
otherwise noted.

§412.500 Basis and scope of subpart.

(a) Basis. This subpart implements
the following:

(1) Section 123 of Public Law 106-113,
which provides for the implementation
of a prospective payment system for
long-term care hospitals described in
section 1886(d)(1)(B)(iv) of the Act.

(2) Section 307 of Public Law 106-554,
which states that the Secretary shall
examine and may provide for appro-
priate adjustments to that system, in-
cluding adjustments to DRG weights,
area wage adjustments, geographic re-
classification, outliers, updates, and
disproportionate share adjustments
consistent with section 1886(d)(5)(F') of
the Act.

(3) Section 114 of Public Law 110-173,
which contains several provisions re-
garding long-term care hospitals, in-
cluding the—

(i) Amendment of section 1886 of the
Act to add a new subsection (m) that
references section 123 of Public Law
106-113 and section 307(b) of Public Law
106-554 for the establishment and im-
plementation of a prospective payment
system for payments under title XVIII
for inpatient hospital services fur-
nished by a long-term care hospital de-
scribed in section 1886(d)(1)(B)(iv) of
the Act; and

(ii) Revision of the standard Federal
rate for RY 2008.

(4) Section 4302(a) of Public Law 111-
5, which amended sections 114(c) and

42 CFR Ch. IV (10-1-23 Edition)

(d) of Public Law 110-173 relating to
several moratoria on the establishment
of new long-term care hospitals and
satellite facilities and on the increase
in the number of beds in existing long-
term care hospitals and satellite facili-
ties under the long-term care hospital
prospective payment system.

(5) Sections 3106(a) and 10312(a) of
Public Law 111-148, which extended cer-
tain payment rules and moratoria
under the long-term care hospital pro-
spective payment system by further
amending sections 114(c) and (d) of
Public Law 110-173.

(6) Section 1206 of Public Law 113-67,
which further extended certain pay-
ment rules and moratoria under the
long-term care hospital prospective
payment system by amending sections
114(c) and (d) of Public Law 110-173, and
which:

(i) Added a new section 1886(m)(6) to
the Act to establish a site neutral pay-
ment amount for long-term care hos-
pital discharges that fail to meet the
applicable criteria in cost reporting pe-
riods beginning on or after October 1,
2015; and

(ii) Requires the Secretary’s review
of the payment rates and regulations
governing long-term care hospitals es-
tablished under section
1886(d)(1)(B)(iv)(II) of the Act and appli-
cation of payment adjustments based
on that review.

(7) Section 411 of Public Law 114-10
which revises the annual update to the
LTCH PPS standard Federal payment
rate in FY 2018.

(8) Public Law 114-255 which at—

(i) Section 15004 amended the morato-
rium on increasing beds in existing
LTCHs and LTCH satellite facilities
and amended high cost outlier payment
requirements;

(i1) Section 15006 amended moratoria
on certain payment policies;

(iii) Section 15007 amended the aver-
age length of stay requirements;

(iv) Section 15009 temporally ex-
cepted certain spinal cord specialty
hospitals from the site neutral pay-
ment rate; and

(v) Section 15010 temporally excepted
certain wound care discharges from
certain LTCHs from the site neutral
payment rate.
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(9) Section 51005(a) of Public Law 115—
123 which extended the blended pay-
ment rate for the site neutral payment
rate cases to apply to discharges occur-
ring in cost reporting periods begin-
ning in FYs 2018 and 2019.

(10) Section 51005(b) of Public Law
which reduces the IPPS comparable
amount for the site neutral payment
rate cases by 4.6 percent for FYs 2018
through 2026.

(b) Scope. This subpart sets forth the
framework for the prospective payment
system for long-term care hospitals, in-
cluding the methodology used for the
development of payment rates and as-
sociated adjustments and related rules.
Under this system, for cost reporting
periods beginning on or after October 1,
2002, payment for the operating and
capital-related costs of inpatient hos-
pital services furnished by long-term
care hospitals is made on the basis of
prospectively determined rates and ap-
plied on a per discharge basis.

[67 FR 56049, Aug. 30, 2002, as amended at 73
FR 24879, May 6, 2008; 79 FR 50355, Aug. 22,
2014; 82 FR 38512, Aug. 14, 2017; 83 FR 41704,
Aug. 17, 2018]

§412.503 Definitions.

As used in this subpart—

CMS stands for the Centers for Medi-
care & Medicaid Services.

Discharge. A Medicare patient in a
long-term care hospital is considered
discharged when—

(1) For purposes of the long-term care
hospital qualification calculation, as
described in §412.23(e)(3), the patient is
formally released;

(2) For purposes of payment, as de-
scribed in §412.521(b), the patient stops
receiving Medicare-covered long-term
care services; or

(3) The patient dies in the long-term
care facility.

Long-term care hospital prospective
payment system fiscal year means, begin-
ning October 1, 2010, the 12-month pe-
riod of October 1 through September 30.

Long-term care hospital prospective
payment system payment year means the
general term that encompasses both
the definition of ‘‘long-term care hos-
pital prospective payment system rate
year’ and ‘‘long-term care hospital
prospective payment system fiscal
year’’ specified in this section.

§412.503

Long-term care hospital prospective
payment system rate year means—

(1) From July 1, 2003 and ending on or
before June 30, 2008, the 12-month pe-
riod of July 1 through June 30.

(2) From July 1, 2008 and ending on
September 30, 2009, the 15-month period
of July 1, 2008 through September 30,
2009.

(3) From October 1, 2009 through Sep-
tember 30, 2010, the 12-month period of
October 1 through September 30.

LTC-DRG stands for the diagnosis-re-
lated group used to classify patient dis-
charges from a long-term care hospital
based on clinical characteristics and
average resource use, for prospective
payment purposes. Effective October 1,
2007, long-term care hospital patient
discharges occurring on or after Octo-
ber 1, 2007, are classified by a severity-
adjusted patient classification system,
the MS-LTC-DRGs. Any reference to
the term “LTC-DRG’ shall be consid-
ered a reference to the term “MS-LTC-
DRG” when applying the provisions of
this subpart for policy descriptions and
payment calculations for discharges
from a long-term care hospital occur-
ring on or after October 1, 2007.

MSA means a Metropolitan Statis-
tical Area, as defined by the Executive
Office of Management and Budget.

MSA-dominant area means an MSA in
which an MSA-dominant hospital is lo-
cated.

MSA-dominant hospital means a hos-
pital that has discharged more than 25
percent of the total subsection (d) hos-
pital Medicare discharges in the MSA
(not including discharges paid by a
Medicare Advantage plan) in which the
hospital is located.

MS-LTC-DRG stands for the severity-
adjusted diagnosis-related group used
to classify patient discharges from a
long-term care hospital based on clin-
ical characteristics and average re-
source use, for prospective payment
purposes for discharges from a long-
term care hospital occurring on or
after October 1, 2007.

Outlier payment means an additional
payment beyond the long-term care
hospital standard Federal payment
rate or the site neutral payment rate
(including, when applicable, the blend-
ed payment rate), as applicable, for
cases with unusually high costs.
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QRIO (formerly PRO or Peer Review
Organization) stands for the Quality
Improvement Organization.

Rural area means—(1) For cost re-
porting periods beginning on or after
October 1, 2002, with respect to dis-
charges occurring during the period
covered by such cost reports but before
July 1, 2005, an area defined in
§412.62(f)(1)(iii);

(2) For discharges occurring on or
after July 1, 2005, and before July 1,
2008, an area as defined in
§412.64(b)(1)(ii)(C); and

(3) For discharges occurring on or
after July 1, 2008, any area outside an
urban area.

Subsection (d) hospital means, for pur-
poses of §412.5622, a hospital defined in
section 1886(d)(1)(B) of the Social Secu-
rity Act and includes any hospital that
is located in Puerto Rico and that
would be a subsection (d) hospital as
defined in section 1886(d)(1)(B) of the
Social Security Act if it were located
in one of the 50 States.

Urban area means—(1) For cost re-
porting periods beginning on or after
October 1, 2002, with respect to dis-
charges occurring during the period
covered by such cost reports but before
July 1, 2005, an area defined in
§412.62(f)(1)(ii);

(2) For discharges occurring on or
after July 1, 2005, and before July 1,
2008, an urban area means an area as
defined in §412.64(b)(1)(ii)(A) and (B);
and

(3) For discharges occurring on or
after July 1, 2008, a Metropolitan Sta-
tistical Area, as defined by the Execu-
tive Office of Management and Budget.

[67 FR 56049, Aug. 30, 2002, as amended at 72
FR 47412, Aug. 22, 2007; 73 FR 26838, May 9,
2008; 75 FR 50416, Aug. 16, 2010; 80 FR 49767,
Aug. 17, 2015; 81 FR 57268, Aug. 22, 2016]

§412.505 Conditions for payment
under the prospective payment sys-
tem for long-term care hospitals.

(a) Long-term care hospitals subject to
the prospective payment system. To be el-
igible to receive payment under the
prospective payment system specified
in this subpart, a long-term care hos-
pital must meet the criteria to be clas-
sified as a long-term care hospital set
forth in §412.23(e) for exclusion from
the acute care hospital inpatient pro-

42 CFR Ch. IV (10-1-23 Edition)

spective payment systems specified in
§412.1(a)(1). This condition is subject to
the special payment provisions of
§412.22(c), the provisions on change in
hospital status of §412.22(d), the provi-
sions related to hospitals-within-hos-
pitals under §412.22(e), and the provi-
sions related to satellite facilities
under §412.22(h).

(b) General requirements. (1) Effective
for cost reporting periods beginning on
or after October 1, 2002, a long-term
care hospital must meet the conditions
for payment of this section,
§412.22(e)(3) and (h)(6), if applicable,
and §412.507 through §412.511 to receive
payment under the prospective pay-
ment system described in this subpart
for inpatient hospital services fur-
nished to Medicare beneficiaries.

(2) If a long-term care hospital fails
to comply fully with these conditions
for payment with respect to inpatient
hospital services furnished to one or
more Medicare beneficiaries, CMS may
withhold (in full or in part) or reduce
Medicare payment to the hospital.

[67 FR 56049, Aug. 30, 2002, as amended at 71
FR 48140, Aug. 19, 2006]

§412.507 Limitation on
beneficiaries.

charges to

(a) Prohibited charges. Except as pro-
vided in paragraph (b) of this section, a
long-term care hospital may not
charge a beneficiary for any covered
services for which payment is made by
Medicare, even if the hospital’s costs of
furnishing services to that beneficiary
are greater than the amount the hos-
pital is paid under the prospective pay-
ment system.

(1) If Medicare has paid at the full
LTCH prospective payment system
standard Federal payment rate, that
payment applies to the hospital’s costs
for services furnished until the high-
cost outlier threshold is met.

(2) If Medicare pays less than the full
LTCH prospective payment system
standard Federal payment rate and
payment was not made at the site neu-
tral payment rate (including, when ap-
plicable, the blended payment rate),
that payment only applies to the hos-
pital’s costs for those costs or days
used to calculate the Medicare pay-
ment.
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(3) For cost reporting periods begin-
ning on or after October 1, 2016, for
Medicare payments to a long-term care
hospital described in §412.23(e)(2)(ii),
that payment only applies to the hos-
pital’s costs for those costs or days
used to calculate the Medicare pay-
ment.

(4) If Medicare has paid at the full
site neutral payment rate, that pay-
ment applies to the hospital’s costs for
services furnished until the high-cost
outlier is met.

(b) Permitted charges. (1) A long-term
care hospital that receives a payment
at the full LTCH prospective payment
system standard Federal payment rate
or the site neutral payment rate may
only charge the Medicare beneficiary
for the applicable deductible and coin-
surance amounts under §§409.82, 409.83,
and 409.87 of this chapter, and for items
and services as specified under
§489.20(a) of this chapter.

(2) A long-term care hospital that re-
ceives a payment at less than the full
LTCH prospective payment system
standard Federal payment rate for a
short-stay outlier case, in accordance
with §412.529 (which would not include
any discharge paid at the site neutral
payment rate), may only charge the
Medicare beneficiary for the applicable
deductible and coinsurance amounts
under §§409.82, 409.83, and 409.87 of this
chapter, for items and services as spec-
ified under §489.20(a) of this chapter,
and for services provided during the
stay that were not the basis for the
short-stay adjusted payment.

(3) For cost reporting periods begin-
ning on or after October 1, 2016, a long-
term care hospital described in
§412.23(e)(2)(ii) may only charge the
Medicare beneficiary for the applicable
deductible and coinsurance amounts
under §§409.82, 409.83, and 409.87 of this
chapter, for items and services as spec-
ified under §489.20(a) of this chapter,
and for services provided during the
stay for which benefit days were not
available and that were not the basis
for adjusted LTCH prospective pay-
ment system payment amount under
§412.526.

[80 FR 49767, Aug. 17, 2015, as amended at 81
FR 57268, Aug. 22, 2016]

§412.508

§412.508 Medical
ments.

review require-

(a) Admission and quality review. A
long-term care hospital must have an
agreement with a QIO to have the QIO
review, on an ongoing basis, the fol-
lowing:

(1) The medical necessity, reason-
ableness, and appropriateness of hos-
pital admissions and discharges.

(2) The medical necessity, reason-
ableness, and appropriateness of inpa-
tient hospital care for which additional
payment is sought under the outlier
provisions of §§412.523(d)(1) and
412.525(a).

(3) The validity of the hospital’s diag-
nostic and procedural information.

(4) The completeness, adequacy, and
quality of the services furnished in the
hospital.

(5) Other medical or other practices
with respect to beneficiaries or billing
for services furnished to beneficiaries.

(b) Physician acknowledgement. Pay-
ment under the long-term care hospital
prospective payment system is based in
part on each patient’s principal and
secondary diagnoses and major proce-
dures performed, as evidenced by the
physician’s entries in the patient’s
medical record. The hospital must as-
sure that physicians complete an ac-
knowledgement statement to this ef-
fect in accordance with paragraphs
(b)(1) and (b)(2) of this section.

(1) Content of physician acknowledge-
ment statement. When a claim is sub-
mitted, the hospital must have on file
a signed and dated acknowledgement
from the attending physician that the
physician has received the following
notice:

NOTICE TO PHYSICIANS: Medicare payment
to hospitals is based in part on each pa-
tient’s principal and secondary diagnoses
and the major procedures performed on the
patient, as attested to by the patient’s at-
tending physician by virtue of his or her sig-
nature in the medical record. Anyone who
misrepresents, falsifies, or conceals essential
information required for payment of Federal
funds, may be subject to fine, imprisonment,
or civil penalty under applicable Federal
laws.

(2) Completion of acknowledgement.
The acknowledgement must be com-
pleted by the physician at the time
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that the physician is granted admit-
ting privileges at the hospital, or be-
fore or at the time the physician ad-
mits his or her first patient. Existing
acknowledgements signed by physi-
cians already on staff remain in effect
as long as the physician has admitting
privileges at the hospital.

(c) Denial of payment as a result of ad-
missions and quality review. (1) If CMS
determines, on the basis of information
supplied by a QIO, that a hospital has
misrepresented admissions, discharges,
or billing information, or has taken an
action that results in the unnecessary
admission or unnecessary multiple ad-
missions of an individual entitled to
benefits under Part A, or other inap-
propriate medical or other practices
with respect to beneficiaries or billing
for services furnished to beneficiaries,
CMS may, as appropriate—

(i) Deny payment (in whole or in
part) under Part A with respect to in-
patient hospital services provided for
an unnecessary admission or subse-
quent readmission of an individual; or

(ii) Require the hospital to take
other corrective action necessary to
prevent or correct the inappropriate
practice.

(2) When payment with respect to ad-
mission of an individual patient is de-
nied by a QIO under paragraph (c)(1) of
this section, and liability is not waived
in accordance with §§411.400 through
411.402 of this chapter, notice and ap-
peals are provided under procedures es-
tablished by CMS to implement the
provisions of section 1155 of the Act,
Right to Hearing and Judicial Review.

(3) A determination under paragraph
(c)(1) of this section, if it is related to
a pattern of inappropriate admissions
and billing practices that has the effect
of circumventing the prospective pay-
ment system, is referred to the Depart-
ment’s Office of Inspector General for
handling in accordance with §1001.201
of this title.

[67 FR 56049, Aug. 30, 2002, as amended at 71
FR 48140, Aug. 19, 2006]

§412.509 Furnishing of inpatient hos-
pital services directly or under ar-
rangement.

(a) Subject to the provisions of

§412.521(b), the applicable payments

made under this subpart are payment

42 CFR Ch. IV (10-1-23 Edition)

in full for all inpatient hospital serv-
ices, as defined in §409.10 of this chap-
ter. Inpatient hospital services do not
include the following:

(1) Physicians’ services that meet the
requirements of §415.102(a) of this sub-
chapter for payment on a fee schedule
basis.

(2) Physician assistant services, as
defined in section 1861(s)(2)(K)(i) of the
Act.

(3) Nurse practitioners and clinical
nurse specialist services, as defined in
section 1861(s)(2)(K)(ii) of the Act.

(4) Certified nurse midwife services,
as defined in section 1861(gg) of the
Act.

(5) Qualified psychologist services, as
defined in section 1861(ii) of the Act.

(6) Services of an anesthetist, as de-
fined in §410.69 of this subchapter.

(b) Medicare does not pay any pro-
vider or supplier other than the long-
term care hospital for services fur-
nished to a Medicare beneficiary who is
an inpatient of the hospital except for
services described in paragraphs (a)(1)
through (a)(6) of this section.

(c) The long-term care hospital must
furnish all necessary covered services
to the Medicare beneficiary who is an
inpatient of the hospital either directly
or under arrangements (as defined in
§409.3 of this subchapter).

§412.511 Reporting and recordkeeping
requirements.

A long-term care hospital partici-
pating in the prospective payment sys-
tem under this subpart must meet the
requirement of  §§412.22(e)(3) and
412.22(h)(6) to report co-located status,
if applicable, and the recordkeeping
and cost reporting requirements of
§§413.20 and 413.24 of this subchapter.

[71 FR 48140, Aug. 18, 2006]

§412.513 Patient classification system.

(a) Classification methodology. CMS
classifies specific inpatient hospital
discharges from long-term care hos-
pitals by long-term care diagnosis-re-
lated groups (LTC-DRGs) to ensure
that each hospital discharge is appro-
priately assigned based on essential
data abstracted from the inpatient bill
for that discharge.
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(b) Assignment of discharges to LTC-
DRGs. (1) The classification of a par-
ticular discharge is based, as appro-
priate, on the patient’s age, sex, prin-
cipal diagnosis (that is, the diagnosis
established after study to be chiefly re-
sponsible for causing the patient’s ad-
mission to the hospital), secondary di-
agnoses, procedures performed, and the
patient’s discharge status.

(2) Each discharge from a long-term
care hospital is assigned to only one
LTC-DRG (related, except as provided
in paragraph (b)(3) of this section, to
the patient’s principal diagnosis), re-
gardless of the number of conditions
treated or services furnished during the
patient’s stay.

(3) When the discharge data sub-
mitted by a hospital show a surgical
procedure unrelated to a patient’s prin-
cipal diagnosis, the bill is returned to
the Thospital for validation and
reverification. The LTC-DRG classi-
fication system provides a LTC-DRG,
and an appropriate weighting factor,
for those cases for which none of the
surgical procedures performed are re-
lated to the principal diagnosis.

(c) Review of LTC-DRG assignment. (1)
A hospital has 60 days after the date of
the notice of the initial assignment of
a discharge to a L'TC-DRG to request a
review of that assignment. The hos-
pital may submit additional informa-
tion as a part of its request.

(2) The intermediary reviews that
hospital’s request and any additional
information and decides whether a
change in the LTC-DRG assignment is
appropriate. If the intermediary de-
cides that a different LTC-DRG should
be assigned, the case will be reviewed
by the appropriate QIO as specified in
§476.71(c)(2) of this chapter.

(3) Following the 60-day period de-
scribed in paragraph (c)(1) of this sec-
tion, the hospital may not submit addi-
tional information with respect to the
DRG assignment or otherwise revise its
claim.

§412.515 LTC-DRG weighting factors.

(a) For each LTC-DRG, CMS assigns
an appropriate weight that reflects the
estimated relative cost of hospital re-
sources used within that group com-
pared to discharges classified within
other groups.

§412.521

(b)(1) Beginning FY 2023, each LTC-
DRG weight is subject to a maximum
10 percent reduction as compared to
the weight for the same LTC-DRG for
the prior fiscal year, except as provided
in paragraph (b)(2) of this section.

(2) The limitation described in para-
graph (b)(1) of this section does not
apply to LTC-DRGs with less than 25
applicable LTCH cases in the data used
to determine the relative weights for
the fiscal year.

[87 FR 49405, Aug. 10, 2022]

§412.517 Revision of LTC-DRG group
classifications and weighting fac-
tors.

(a) CMS adjusts the classifications
and weighting factors annually to re-
flect changes in—

(1) Treatment patterns;

(2) Technology;

(3) Number of discharges; and

(4) Other factors affecting the rel-
ative use of hospital resources.

(b) Beginning in FY 2008, the annual
changes to the LTC-DRG classifica-
tions and recalibration of the
weighting factors described in para-
graph (a) of this section are made in a
budget neutral manner such that esti-
mated aggregate LTCH PPS payments
are not affected.

(c) Beginning in FY 2016, the annual
recalibration of the weighting factors
described in paragraph (a) of this sec-
tion is determined using long-term
care hospital discharges described in
§412.522(a)(2) (or that would have been
described in such section had the appli-
cation of the site neutral payment rate
been in effect at the time of the dis-
charge).

[67 FR 56049, Aug. 30, 2002, as amended at 72
FR 26991, May 11, 2007; 80 FR 49768, Aug. 17,
2015]

§412.521 Basis of payment.

(a) Method of payment. (1) Under the
prospective payment system, long-
term care hospitals receive a predeter-
mined payment amount per discharge
for inpatient services furnished to
Medicare beneficiaries.

(2) Except as provided for in §412.526,
the amount of payment under the pro-
spective payment system is based on
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either the long-term care hospital pro-
spective payment system standard Fed-
eral payment rate established in ac-
cordance with §412.523, including ad-
justments described in §412.525, or the
site neutral payment rate established
in accordance with §412.522(c), or, if ap-
plicable during a transition period, the
blend of the LTCH PPS standard Fed-
eral payment rate and the applicable
site neutral payment rate described in
§412.522(c)(3).

(b) Payment in full. (1) The payment
made under this subpart represents
payment in full (subject to applicable
deductibles and coinsurance described
in subpart G of part 409 of this sub-
chapter) for covered inpatient oper-
ating costs as described in §§412.2(c)(1)
through (c)(4) of this part and §412.540
and capital-related costs described in
subpart G of part 413 of this subchapter
associated with furnishing Medicare
covered services in long-term care hos-
pitals.

(2) In addition to payment based on
prospective payment rates, long-term
care hospitals may receive payments
separate from payments under the pro-
spective payment system for the fol-
lowing:

(i) The costs of approved medical
education programs described in
§§413.75 through 413.83, 413.85, and 413.87
of this subchapter.

(ii) Bad debts of Medicare bene-
ficiaries, as provided in §413.89 of this
subchapter.

(iii) A payment amount per unit for
blood clotting factor provided to Medi-
care inpatients who have hemophilia.

(iv) Anesthesia services furnished by
hospital employed nonphysician anes-
thetists or obtained under arrange-
ments, as specified in §412.113(c)(2).

(v) The costs of photocopying and
mailing medical records requested by a
QIO, in accordance with §476.78(c) of
this chapter.

(c) Payment by workers’ compensation,
automobile medical, no-fault or liability
insurance or an employer group health
plan primary to Medicare. If workers’
compensation, automobile medical, no-
fault, or liability insurance or an em-
ployer group health plan that is pri-
mary to Medicare pays in full or in
part, payment is determined in accord-

42 CFR Ch. IV (10-1-23 Edition)

ance with the guidelines specified in
§412.120(b).

(d) Effect of change of ownership on
payments under the prospective payment
system. When a hospital’s ownership
changes, as described in §489.18 of this
chapter, the following rules apply:

(1) Payment for the operating and
capital-related costs of inpatient hos-
pital services for each patient, includ-
ing outlier payments as provided in
§412.525 and payments for hemophilia
clotting factor costs as provided in
paragraph (b)(2)(iii) of this section, are
made to the entity that is the legal
owner on the date of discharge. Pay-
ments are not prorated between the
buyer and seller.

(i) The owner on the date of dis-
charge is entitled to submit a bill for
all inpatient hospital services fur-
nished to a beneficiary regardless of
when the beneficiary’s coverage began
or ended during a stay, or of how long
the stay lasted.

(ii) Each bill submitted must include
all information necessary for the inter-
mediary to compute the payment
amount, whether or not some of that
information is attributable to a period
during which a different party legally
owned the hospital.

(2) Other payments for the direct
costs of approved medical education
programs, bad debts, anesthesia serv-
ices furnished by hospital employed
nonphysician anesthetists, and costs of
photocopying and mailing medical
records to the QIO as provided for
under paragraphs (b)(2)(1), (ii), (iv), and
(v) of this section are made to each
owner or operator of the hospital
(buyer and seller) in accordance with
the principles of reasonable cost reim-
bursement.

(e) Special payment provisions for pa-
tients in acute care hospitals that change
classification status to LTCH status dur-
ing a patient stay. (1) If a patient is ad-
mitted to an acute care hospital and
then the acute care hospital meets the
criteria at §412.23(e) to be paid as a
LTCH during the course of the pa-
tient’s hospitalization, Medicare con-
siders all the days of the patient stay
in the facility (days prior to and after
the designation of LTCH status) to be a
single episode of LLTCH care. Payment
for the entire patient stay (days prior
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to and after the designation of LTCH
status) will include the day and cost
data for that patient at both the acute
care hospital and the LTCH in deter-
mining the payment to the LTCH
under this subpart. The requirements
of this paragraph (e)(1) apply only to a
patient stay in which a patient is in an
acute care hospital and that hospital is
designated as a L'TCH on or after Octo-
ber 1, 2004.

(2) The days of the patient’s stay
prior to and after the hospital’s des-
ignation as a LTCH as specified in
paragraph (e)(1) of this section are in-
cluded for purposes of determining the
beneficiary’s length of stay.

[67 FR 56049, Aug. 30, 2002, as amended at 68
FR 34162, June 6, 2003; 69 FR 49250, Aug. 11,
2004; 70 FR 47487, Aug. 12, 2005; 75 FR 50416,
Aug. 16, 2010; 79 FR 50355, Aug. 22, 2014; 80 FR
49768, Aug. 17, 2015]

§412.522 Application of site neutral
payment rate.

(a) General. For discharges in cost re-
porting periods beginning on or after
October 1, 2015—

(1) Except as provided for in para-
graph (b) of this section, all discharges
are paid based on the site neutral pay-
ment rate as determined under the pro-
visions of paragraph (c) of this section.

(2) Discharges that meet the criteria
for exclusion from site neutral pay-
ment rate specified in paragraph (b) of
this section are paid based on the
standard Federal prospective payment
rate established under §412.523.

(b) Criteria for exclusion from the site
neutral payment rate—(1) General cri-
teria—(1) Basis and scope. A discharge
that meets the following criteria is ex-
cluded from the site neutral payment
rate specified under this section.

(A) The discharge from the long-term
care hospital does not have a principal
diagnosis relating to a psychiatric di-
agnosis or to rehabilitation based on
the LTC-DRG assignment of the dis-
charge under §412.513; and

(B) The admission to the long-term
care hospital was immediately pre-
ceded by a discharge from a subsection
(d) hospital and meets either the inten-
sive care unit criterion specified in
paragraph (b)(1)(ii) of this section or
the ventilator criterion specified in
paragraph (b)(1)(iii) of this section. In
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order for an admission to a long-term
care hospital to be considered imme-
diately preceded for purposes of this
section, the patient discharged from
the subsection (d) hospital must be di-
rectly admitted to the long-term care
hospital.

(ii) Intensive care unit criterion. In ad-
dition to meeting the requirements of
paragraph (b)(1)(i) of this section, the
discharge from the subsection (d) hos-
pital that immediately preceded the
admission to the long-term care hos-
pital includes at least 3 days in an in-
tensive care unit (as defined in
§413.53(d) of this chapter), as evidenced
by at least one of the revenue center
codes on the claim for the discharge
that indicate such services were pro-
vided for the requisite number of days
during the stay.

(iii) Ventilator criterion. In addition to
meeting the requirements of paragraph
(b)(1)(A) of this section, the discharge
from the long-term care hospital is as-
signed to a LTC-DRG based on the pa-
tient’s receipt of ventilator services of
at least 96 hours, as evidenced by the
procedure code on the discharge bill in-
dicating such services were provided
during the stay.

(2) Special criteria—(i) Definitions. For
purposes of this paragraph (b)(2) the
following definitions are applicable:

Severe wound means a wound which is
a stage 3 wound, stage 4 wound,
unstageable wound, non-healing sur-
gical wound, infected wound, fistula,
osteomyelitis or wound with morbid
obesity as identified by the applicable
code on the claim from the long-term
care hospital.

Wound means an injury, usually in-
volving division of tissue or rupture of
the integument or mucous membrane
with exposure to the external environ-
ment.

(ii) Discharges for severe wounds. A
discharge that occurs on or after April
21, 2016 and before January 1, 2017 for a
patient that was treated for a severe
wound that meets the all of following
criteria is excluded from the site neu-
tral payment rate specified under this
section:

(A) The severe wound meets the defi-
nition specified in paragraph (b)(2)(i) of
this section.
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(B) The discharge is from a long term
care hospital that is—

(I) Described in §412.23(e)(2)(1) and
meets the criteria of §412.22(f); and

(2) Located in a rural area (as defined
at §412.503) or reclassified as rural by
meeting the requirements set forth in
§412.103.

(3) Temporary exception for certain se-
vere wound discharges.—(1) Definitions.
For purposes of this paragraph (b)(3)
the following definitions are applica-
ble:

Severe wound means a wound which is
a stage 3 wound, stage 4 wound,
unstageable wound, non-healing sur-
gical wound, fistula, as identified by
the applicable code on the claim from
the long-term care hospital.

Wound means an injury, usually in-
volving division of tissue or rupture of
the integument or mucous membrane
with exposure to the external environ-
ment.

(ii) Discharges for severe wounds. A
discharge that occurs in a cost report-
ing period beginning during fiscal year
2018 for a patient who was treated for a
severe wound that meets all of the fol-
lowing criteria is excluded from the
site neutral payment rate specified
under this section:

(A) The severe wound meets the defi-
nition specified in paragraph (b)(3)(i) of
this section.

(B) The discharge is from a long-term
care hospital that is described in
§412.23(e)(2)(1) and meets the criteria of
§412.22(f); and

(C) The discharge is classified under
MS-LTC-DRG 539, 540, 602, or 603.

(4) Temporary exception for certain Spi-
nal cord speciallty hospitals. For dis-
charges in cost reporting periods begin-
ning in fiscal years 2018 and 2019, the
site neutral payment rate specified
under this section does not apply if
such discharge is from a long-term care
hospital that meets each of the fol-
lowing requirements:

(i) The hospital was a not-for-profit
long-term care hospital on June 1, 2014,
as determined by cost report data;

(ii) Of the discharges in calendar year
2013 from the long-term care hospital
for which payment was made under
subpart O, at least 50 percent were
classified under MS-LTC-DRGs 28, 29,
52, 57, 551, 573, and 963; and
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(iii) The long-term care hospital dis-
charged inpatients (including both in-
dividuals entitled to, or enrolled for,
benefits under Medicare Part A and in-
dividuals not so entitled or enrolled)
during fiscal year 2014 who had been
admitted from at least 20 of the 50
States determined by the States of
residency of such inpatients.

(c) Site neutral payment rate—(1) Gen-
eral. Subject to the provisions of para-
graph (c)(2) of this section, the site
neutral payment rate is the lower of—

(i) The inpatient hospital prospective
payment system comparable per diem
amount determined under
§412.529(d)(4), including any applicable
outlier payments specified in
§412.525(a); or

(i1) 100 percent of the estimated cost
of the case determined under the provi-
sions of §412.529(d)(2). The provisions
for cost-to-charge ratios at
§412.529(f)(4)(i) through (iii) apply to
the calculation of the estimated cost of
the case under this paragraph.

(iii) For discharges occurring in fis-
cal years 2018 through 2026, the amount
in paragraph (c)(1)(i) of this section is
reduced by 4.6 percent.

(2) Adjustments. CMS adjusts the pay-
ment rate determined under paragraph
(c)(1) of this section to account for—

(i) Outlier payments, by applying a
reduction factor equal to the estimated
proportion of outlier payments under
§412.525(a) payable for discharges from
a long-term care hospital described in
paragraph (a)(1) of this section to total
estimated payments under the long-
term care hospital prospective pay-
ment system to discharges from a long-
term care hospital described in para-
graph (a)(1) of this section. The adjust-
ment under this paragraph (¢)(2)(i) does
not include the portion of the blended
payment rate described in paragraph
(c)(3)(ii) of this section.

(ii) A 3-day or less interruption of a
stay and a greater than 3-day interrup-
tion of a stay, as provided for in
§412.531. For purposes of the applica-
tion of the provisions of §412.531 to dis-
charges from a long-term care hospital
described under paragraph (a)(1) of this
section, the long-term care hospital
prospective payment system standard
Federal payment-related terms, such
as “LTC-DRG payment,” ‘“‘full Federal
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LTC-DRG prospective payment,” and
“Federal prospective payment,” mean
the site neutral payment rate cal-
culated under paragraph (c) of this sec-
tion.

(iii) The special payment provisions
for long-term care hospitals-within-
hospitals and satellite facilities of
long-term care hospitals specified in
§412.534.

(iv) The special payment provisions
for long-term care hospitals and sat-
ellite facilities of long-term care hos-
pitals that discharged Medicare pa-
tients admitted from a hospital not lo-
cated in the same building or on the
same campus as the long-term care
hospital or satellite facility of the
long-term care hospital, as provided in
§412.536.

(3) Transition. For discharges occur-
ring in cost reporting periods begin-
ning on or after October 1, 2015 and on
or before September 30, 2019, payment
for discharges under paragraph (c)(1) of
this section are made using a blended
payment rate, which is determined as—

(1) 50 percent of the site neutral pay-
ment rate amount for the discharge as
determined under paragraph (c)(1) of
this section; and

(ii) 50 percent of the standard Federal
prospective payment rate amount for
the discharge as determined under
§412.523.

(d) Discharge payment percentage. (1)
For purposes of this section, the dis-
charge payment percentage is a ratio,
expressed as a percentage, of Medicare
discharges that meet the criteria for
exclusion from the site neutral pay-
ment rate as described under paragraph
(a)(2) of this section to total Medicare
discharges paid under this subpart dur-
ing the cost reporting period.

(2) CMS will inform each long-term
care hospital of its discharge payment
percentage, as determined under para-
graph (d)(1) of this section, for each
cost reporting period beginning on or
after October 1, 2015.

(3) For cost reporting periods begin-
ning on or after October 1, 2019, if a
long-term care hospital’s discharge
payment percentage for the cost re-
porting period is not at least 50 per-
cent, discharges in all cost reporting
periods beginning after the notification
described under paragraph (d)(2) of this
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section will be paid under the payment
adjustment described in paragraph
(d)(4) of this section until reinstated
under paragraph (d)(5) or (6) of this sec-
tion.

(4) For cost reporting periods subject
to the payment adjustment under para-
graph (d)(3) of this section, the pay-
ment for all discharges consists of—

(i) An amount equivalent to the hos-
pital inpatient prospective payment
system amount as determined under
§412.529(d)(4)(I)(A) and (d)(4)(ii)) and
(iii); and

(ii) If applicable, an additional pay-
ment for high cost outlier cases based
on the fixed-loss amount established
for the hospital inpatient prospective
payment system in effect at the time
of the L'TCH discharge.

(5) For full reinstatement—

(i) When the discharge payment per-
centage for a cost reporting period is
calculated to be at least 50 percent,
any payment adjustment described in
paragraph (d)(4) of this section will be
discontinued for cost reporting periods
beginning on or after the notification
described under paragraph (d)(2) of this
section.

(ii) A long-term care hospital rein-
stated under paragraph (d)(5)(i) of this
section will be subject to the payment
adjustment under paragraph (d)4) of
this section if, after being reinstated,
it again meets the criteria in para-
graph (d)(3) of this section.

(6) For special probationary rein-
statement—

(i) A hospital that would be subject
to the payment adjustment under para-
graph (d)(4) of this section for a cost re-
porting period will have application of
the payment adjustment delayed for
that period if, for the period of at least
5 consecutive months of the 6 months
immediately preceding the cost report-
ing period, the discharge payment per-
centage is calculated to be at least 50
percent.

(ii) For any cost reporting period to
which the payment adjustment under
paragraph (d)(4) of this section would
have applied but for a delay under
paragraph (d)(6)(i) of this section, the
payment adjustment under paragraph
(d)(4) of this section will be applied to
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all discharges in the cost reporting pe-
riod if the discharge payment percent-
age for the cost reporting period is not
calculated to be at least 50 percent.

[80 FR 49768, Sept. 1, 2015, as amended at 81
FR 23438, Apr. 21, 2016; 81 FR 57269, Aug. 22,
2016; 82 FR 38512, Aug. 14, 2017; 83 FR 41704,
Aug. 17, 2018; 84 FR 42614, Aug. 16, 2019]

§412.523 Methodology for calculating
the Federal prospective payment
rates.

(a) Data used. To calculate the initial
prospective payment rates for inpa-
tient hospital services furnished by
long-term care hospitals, CMS uses—

(1) The best Medicare data available;
and

(2) A rate of increase factor to adjust
for the most recent estimate of in-
creases in the prices of an appropriate
market basket of goods and services in-
cluded in covered inpatient long-term
care hospital services.

(b) Determining the average costs per
discharge for FY 2003. CMS determines
the average inpatient operating and
capital-related costs per discharge for
which payment is made to each inpa-
tient long-term care hospital using the
available data under paragraph (a)(1) of
this section. The cost per discharge is
adjusted to FY 2003 by a rate of in-
crease factor, described in paragraph
(a)(2) of this section, under the update
methodology described in section
1886(b)(3)(B)(ii) of the Act for each
year.

(c) Determining the Federal prospective
payment rates—(1) General. The Federal
prospective payment rates will be es-
tablished using a standard payment
amount referred to as the standard
Federal rate. The standard Federal
rate is a standardized payment amount
based on average costs from a base
year that reflects the combined aggre-
gate effects of the weighting factors
and other adjustments.

(2) Update the cost per discharge. CMS
applies the increase factor described in
paragraph (a)(2) of this section to each
hospital’s cost per discharge deter-
mined under paragraph (b) of this sec-
tion to compute the cost per discharge
for FY 2003. Based on the updated cost
per discharge, CMS estimates the pay-
ments that would have been made to
each hospital for FY 2003 under Part
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413 of this chapter without regard to
the prospective payment system imple-
mented under this subpart.

(3) Computation of the standard Federal
rate. Subject to the provisions of para-
graph (c)(4) of this section, the stand-
ard Federal rate is computed as fol-
lows:

(i) For FY 2003. Based on the updated
costs per discharge and estimated pay-
ments for FY 2003 determined in para-
graph (c¢)(2) of this section, CMS com-
putes a standard Federal rate for FY
2003 that reflects, as appropriate, the
adjustments described in paragraph (d)
of this section. The FY 2003 standard
Federal rate is effective for discharges
occurring in cost reporting periods be-
ginning on or after October 1, 2002
through June 30, 2003.

(ii) For long-term care hospital prospec-
tive payment system rate years beginning
on or after July 1, 2003 and ending on or
before June 30, 2006. The standard Fed-
eral rate for long-term care hospital
prospective payment system rate years
beginning on or after July 1, 2003 and
ending on or before June 30, 2006 is the
standard Federal rate for the previous
long-term care hospital prospective
payment system rate year, updated by
the increase factor described in para-
graph (a)(2) of this section, and ad-
justed, as appropriate, as described in
paragraph (d) of this section. For the
rate year from July 1, 2003 through
June 30, 2004, the updated and adjusted
standard Federal rate is offset by a
budget neutrality factor to account for
updating the FY 2003 standard Federal
rate on July 1 rather than October 1.

(iii) For long-term care hospital pro-
spective payment system rate year begin-
ning July 1, 2006 and ending June 30,
2007. The standard Federal rate for
long-term care hospital prospective
payment system rate year beginning
July 1, 2006 and ending June 30, 2007 is
the standard Federal rate for the pre-
vious long-term care hospital prospec-
tive payment system rate year updated
by zero percent. The standard Federal
rate is adjusted, as appropriate, as de-
scribed in paragraph (d) of this section.

(iv) For long-term care hospital pro-
spective payment system rate year begin-
ning July 1, 2007 and ending June 30,
2008. (A) The standard Federal rate for
long-term care hospital prospective
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payment system rate year beginning
July 1, 2007 and ending June 30, 2008 is
the same as the standard Federal rate
for the previous long-term care hos-
pital prospective payment system rate
year. The standard Federal rate is ad-
justed, as appropriate, as described in
paragraph (d) of this section.

(B) With respect to discharges occur-
ring on or after July 1, 2007 and before
April 1, 2008, payments are based on the
standard Federal rate in paragraph
(c)(3)(iii) of this section updated by 0.71
percent.

(v) For long-term care hospital prospec-
tive payment system rate year beginning
July 1, 2008 and ending September 30,
2009. The standard Federal rate for
long-term care hospital prospective
payment system rate year beginning
July 1, 2008 and ending September 30,
2009 is the standard Federal rate for
the previous long-term care hospital
prospective payment system rate year
updated by 2.7 percent. The standard
Federal rate is adjusted, as appro-
priate, as described in paragraph (d) of
this section.

(vi) For long-term care hospital pro-
spective payment system rate year begin-
ning October 1, 2009 and ending Sep-
tember 30, 2010. (A) The standard Fed-
eral rate for long-term care hospital
prospective payment system rate year
beginning October 1, 2009 and ending
September 30, 2010 is the standard Fed-
eral rate for the previous long-term
care hospital prospective payment sys-
tem rate year updated by 1.74 percent.
The standard Federal rate is adjusted,
as appropriate, as described in para-
graph (d) of this section.

(B) With respect to discharges occur-
ring on or after October 1, 2009 and be-
fore April 1, 2010, payments are based
on the standard Federal rate in para-
graph (c)(3)(v) of this section updated
by 2.0 percent.

(vii) For long-term care hospital pro-
spective payment system fiscal year begin-
ning October 1, 2010, and ending Sep-
tember 30, 2011. The standard Federal
rate for the long-term care hospital
prospective payment system fiscal year
beginning October 1, 2010, and ending
September 30, 2011, is the standard Fed-
eral rate for the previous long-term
care hospital prospective payment sys-
tem rate year updated by —0.49 per-
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cent. The standard Federal rate is ad-
justed, as appropriate, as described in
paragraph (d) of this section.

(viiil) For long-term care hospital pro-
spective payment system fiscal year begin-
ning October 1, 2011, and ending Sep-
tember 30, 2012. The standard Federal
rate for the long-term care hospital
prospective payment system beginning
October 1, 2011, and ending September
30, 2012, is the standard Federal rate for
the previous long-term care hospital
prospective payment system fiscal year
updated by 1.8 percent. The standard
Federal rate is adjusted, as appro-
priate, as described in paragraph (d) of
this section.

(ix) For long-term care hospital pro-
spective payment system fiscal year begin-
ning October 1, 2012, and ending Sep-
tember 30, 2013. (A) The standard Fed-
eral rate for the long-term care hos-
pital prospective payment system be-
ginning October 1, 2012, and ending
September 30, 2013, is the standard Fed-
eral rate for the previous long-term
care hospital prospective payment sys-
tem fiscal year updated by 1.8 percent,
and further adjusted, as appropriate, as
described in paragraph (d) of this sec-
tion.

(B) With respect to discharges occur-
ring on or after October 1, 2012 and be-
fore December 29, 2012, payments are
based on the standard Federal rate in
paragraph (c)(3)(ix)(A) of this section
without regard to the adjustment pro-
vided for under paragraph (d)(3)(ii) of
this section.

(x) For long-term care hospital prospec-
tive payment system fiscal year beginning
October 1, 2013, and ending September 30,
2014. The standard Federal rate for the
long-term care hospital prospective
payment system beginning October 1,
2013, and ending September 30, 2014, is
the standard Federal rate for the pre-
vious long-term care hospital prospec-
tive payment system fiscal year up-
dated by 1.7 percent, and further ad-
justed, as appropriate, as described in
paragraph (d) of this section.

(xi) For long-term care hospital pro-
spective payment system fiscal year begin-
ning October 1, 2014, and ending Sep-
tember 30, 2015. The standard Federal
rate for the long-term care hospital
prospective payment system beginning
October 1, 2014, and ending September
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30, 2015, is the standard Federal rate for
the previous long-term care hospital
prospective payment system fiscal year
updated by 2.2 percent, and further ad-
justed, as appropriate, as described in
paragraph (d) of this section.

(xii) For long-term care hospital pro-
spective payment system fiscal year begin-
ning October 1, 2015, and ending Sep-
tember 30, 2016. The LTCH PPS standard
Federal payment rate for the long-term
care hospital prospective payment sys-
tem beginning October 1, 2015, and end-
ing September 30, 2016, is the standard
Federal payment rate for the previous
long-term care hospital prospective
payment system fiscal year updated by
1.7 percent, and further adjusted, as ap-
propriate, as described in paragraph (d)
of this section.

(xiii) For long-term care hospital pro-
spective payment system fiscal year begin-
ning October 1, 2016, and ending Sep-
tember 30, 2017. The LTCH PPS standard
Federal payment rate for the long-term
care hospital prospective payment sys-
tem beginning October 1, 2016, and end-
ing September 30, 2017, is the standard
Federal payment rate for the previous
long-term care hospital prospective
payment system fiscal year updated by
1.75 percent and further adjusted, as
appropriate, as described in paragraph
(d) of this section.

(xiv) For long-term care hospital pro-
spective payment system fiscal year begin-
ning October 1, 2017, and ending Sep-
tember 30, 2018. The LTCH PPS standard
Federal payment rate for the long-term
care hospital prospective payment sys-
tem beginning October 1, 2017, and end-
ing September 30, 2018, is the standard
Federal payment rate for the previous
long-term care hospital prospective
payment system fiscal year updated by
1.0 percent and further adjusted, as ap-
propriate, as described in paragraph (d)
of this section.

(xv) For long-term care hospital pro-
spective payment system fiscal year begin-
ning October 1, 2018, and ending Sep-
tember 30, 2019. The LTCH PPS standard
Federal payment rate for the long-term
care hospital prospective payment sys-
tem beginning October 1, 2018, and end-
ing September 30, 2019, is the standard
Federal payment rate for the previous
long-term care hospital prospective
payment system fiscal year updated by
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1.35 percent and further adjusted, as
appropriate, as described in paragraph
(d) of this section.

(xvi) For long-term care prospective
payment system fiscal year beginning Oc-
tober 1, 2019, and ending September 30,
2020. The long-term care hospital pro-
spective payment system standard Fed-
eral payment rate for the long-term
care hospital prospective payment sys-
tem beginning October 1, 2019 and end-
ing September 30, 2020 is the standard
Federal payment rate for the previous
long-term care prospective payment
system fiscal year updated by 2.5 per-
cent and further adjusted, as appro-
priate, as described in paragraph (d) of
this section.

(xvii) For long-term care prospective
payment system fiscal year 2021 and sub-
sequent fiscal years. The long-term care
hospital prospective payment system
standard Federal payment rate for a
long-term care hospital prospective
payment system fiscal year is the
standard Federal payment rate for the
previous long-term care prospective
payment system fiscal year updated by
the percentage increase in the market
basket index (as determined by CMS)
less a multifactor productivity adjust-
ment (as determined by CMS), and fur-
ther adjusted, as appropriate, as de-
scribed in paragraph (d) of this section.

(4) For fiscal year 2014 and subsequent
fiscal years—

(i) In the case of a long-term care
hospital that does not submit quality
reporting data to CMS in the form and
manner and at a time specified by the
Secretary, the annual update to the
standard Federal rate specified in para-
graph (c)(3) of this section is further re-
duced by 2.0 percentage points.

(ii) Any reduction of the annual up-
date to the standard Federal rate under
paragraph (c)(4)(i) of this section will
apply only to the fiscal year involved
and will not be taken into account in
computing the annual update to the
standard Federal rate for a subsequent
fiscal year.

(5) Determining the Federal prospective
payment rate for each LTC-DRG. The
Federal prospective payment rate for
each LTC-DRG is the product of the
weighting factors described in §412.515
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and the standard Federal rate de-
scribed in paragraph (c)(3) of this sec-
tion.

(d) Adjustments to the standard Federal
rate. The standard Federal rate de-
scribed in paragraph (c)(3) of this sec-
tion will be adjusted for—

(1) Outlier payments. CMS adjusts the
LTCH PPS standard Federal payment
rate by a reduction factor of 8 percent,
the estimated proportion of outlier
payments under §412.525(a) payable for
discharges described in §412.522(a)(2)
(notwithstanding the provisions of
§412.525(a)(2)(ii) for FY 2018 and subse-
quent years.

(2) Budget neutrality. CMS adjusts the
Federal prospective payment rates for
FY 2003 so that aggregate payments
under the prospective payment system
are estimated to equal the amount that
would have been paid to long-term care
hospitals under part 413 of this sub-
chapter without regard to the prospec-

tive payment system implemented
under this subpart, excluding the ef-
fects of section 1886(b)(2)(E) and

(b)(3)(J) of the Act.

(3)(i) General. The Secretary reviews
payments under this prospective pay-
ment system and may make a one-time
prospective adjustment to the long-
term care hospital prospective pay-
ment system rates no earlier than De-
cember 29, 2012, so that the effect of
any significant difference between the
data used in the original computations
of budget neutrality for FY 2003 and
more recent data to determine budget
neutrality for FY 2003 is not perpet-
uated in the prospective payment rates
for future years.

(ii) Adjustment to the standard Federal
rate. The standard Federal rate deter-
mined in paragraph (c)(3) of this sec-
tion is permanently adjusted by 3.75
percent to account for the estimated
difference between projected aggregate
payments in FY 2003 made under the
prospective payment system imple-
mented under this subpart and the pro-
jected aggregate payments that would
have been made in FY 2003 under Part
413 of this chapter without regard to
the implementation of the prospective
payment system implemented under
this subpart, excluding the effects of
sections 1886(b)(2)(E) and (b)(3)(J) of
the Act. This adjustment is
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transitioned over 3 years beginning in
FY 2013.

(iii) Special rule for certain discharges
occurring during FY 2013. The adjust-
ment applied under paragraph (d)(3)(ii)
of this section is not applicable when
making payments under this subpart
for discharges occurring on or after Oc-
tober 1, 2012, and on or before Decem-
ber 28, 2012.

(4) Changes to the adjustment for area
wage levels. Beginning in FY 2012, CMS
adjusts the standard Federal rate by a
factor that accounts for the estimated
effect of any adjustments or updates to
the area wage level adjustment under
§412.525(c)(1) on estimated aggregate
LTCH PPS payments.

(5) Adjustment for changes to the short-
stay outlier policy. The standard Federal
rate determined under paragraph (c)(3)
of this section is permanently adjusted
by a one-time factor so that estimated
aggregate payments to LTCH PPS
standard Federal rate cases in FY 2018
are projected to equal estimated aggre-
gate payments that would have been
paid for such cases without regard to
the change in the short-stay outlier
policy for FY 2018 under §412.529(c)(4).

(6) Adjustment for the elimination of the
limitation on long-term care hospital ad-
missions from referring hospitals. The
standard Federal payment rate deter-
mined in paragraph (c)(3) of this sec-
tion is adjusted as follows:

(i) For discharges occurring on or
after October 1, 2018 and before October
1, 2019, by a one-time factor so that es-
timated aggregate payments to LTCH
PPS standard Federal rate cases in FY
2019, and the portion of estimated ag-
gregate payments to site neutral cases
that are paid based on the LTCH PPS
standard Federal rate in FY 2019, are
projected to equal estimated aggregate
payments that would have been paid
for such cases without regard to the
elimination of the limitation on long-
term care hospital admissions from re-
ferring hospitals. This adjustment only
applies to the fiscal year involved and
will not be taken into account in com-
puting the standard Federal payment
rate for a subsequent fiscal year.

(ii) For discharges occurring on or
after October 1, 2019 and before October
1, 2020, by a one-time factor so that es-
timated aggregate payments to LTCH

785



§412.525

PPS standard Federal rate cases in FY
2020, and the portion of estimated ag-
gregate payments to site neutral pay-
ment rate cases that are paid based on
the LTCH PPS standard Federal rate
in FY 2020, are projected to equal esti-
mated aggregate payments that would
have been paid for such cases without
regard to the elimination of the limita-
tion on long-term care hospital admis-
sions from referring hospitals. This ad-
justment only applies to the fiscal year
involved and will not be taken into ac-
count in computing the standard Fed-
eral payment rate for a subsequent fis-
cal year.

(iii) For discharges occurring on or
after October 1, 2020, by a permanent,
one-time factor so that estimated ag-
gregate payments to LTCH PPS stand-
ard Federal rate cases in FY 2021 are
projected to equal estimated aggregate
payments that would have been paid
for such cases without regard to the
elimination of the limitation on long-
term care hospital admissions from re-
ferring hospitals.

(e) Calculation of the adjusted Federal
prospective payment. For each dis-
charge, a long-term care hospital’s
Federal prospective payment is com-
puted on the basis of the Federal pro-
spective payment rate multiplied by
the relative weight of the LTC-DRG as-
signed for that discharge. A hospital’s
Federal prospective payment rate will
be adjusted, as appropriate, to account
for outliers and other factors as speci-
fied in §412.525.

[67 FR 56049, Aug. 30, 2002]

EDITORIAL NOTE: For FEDERAL REGISTER ci-
tations affecting §412.523, see the List of CFR
Sections Affected, which appears in the
Finding Aids section of the printed volume
and at www.govinfo.gov.

§412.525 Adjustments to the Federal
prospective payment.

(a) Adjustments for high-cost outliers.
(1) CMS provides for an additional pay-
ment to a long-term care hospital if its
estimated costs for a patient exceed
the applicable long-term care hospital
prospective payment system payment
plus an applicable fixed-loss amount.
For each long-term care hospital pro-
spective payment system payment
year, CMS annually establishes a fixed-
loss amount that is the maximum loss
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that a long-term care hospital would
incur under the long-term care hospital
prospective payment system for a case
with unusually high costs before re-
ceiving an additional payment.

(2)(1) The fixed loss-amount for dis-
charges from a long-term care hospital
described under §412.522(a)(2) is deter-
mined for the long-term care hospital
prospective payment system payment
year, using the LTC-DRG relative
weights that are in effect at the start
of the applicable long-term care hos-
pital prospective payment system pay-
ment year.

(ii) For FY 2018 and subsequent years,
the fixed-loss amount for long-term
care hospital discharges described
under §412.522(a)(2) is determined such
that the estimated proportion of
outlier payments under paragraph (a)
of this section payable for such dis-
charges is projected to be equal to
99.6875 of 8 percent.

(3) The additional payment equals 80
percent of the difference between the
estimated cost of the patient’s care
(determined by multiplying the hos-
pital-specific cost-to-charge ratio by
the Medicare allowable covered charge)
and the sum of the applicable long-
term care hospital prospective pay-
ment system payment and the applica-
ble fixed-loss amount.

(4)(i) For discharges occurring on or
after October 1, 2002 and before August
8, 2003, no reconciliations will be made
to outlier payments upon cost report
settlement to account for differences
between the estimated cost-to-charge
ratio and the actual cost-to-charge
ratio of the case.

(ii) For discharges occurring on or
after August 8, 2003, and before October
1, 2006, high-cost outlier payments are
subject to the provisions of §412.84(i)(1),
(1)(3), and (i)(4) and (m) for adjustments
of cost-to-charge ratios.

(iii) For discharges occurring on or
after October 1, 2003, and before Octo-
ber 1, 2006, high-cost outlier payments
are subject to the provisions of
§412.84(i)(2) for adjustments to cost-to-
charge ratios.

(iv) For discharges occurring on or
after October 1, 2006, high-cost outlier
payments are subject to the following
provisions:
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(A) CMS may specify an alternative
to the cost-to-charge ratio otherwise
applicable under paragraph (a)4)(iv)(B)
of this section. A hospital may also re-
quest that its fiscal intermediary use a
different (higher or Ilower) cost-to-
charge ratio based on substantial evi-
dence presented by the hospital. A re-
quest must be approved by the CMS
Regional Office.

(B) The cost-to-charge ratio applied
at the time a claim is processed is
based on either the most recent settled
cost report or the most recent ten-
tatively settled cost report, whichever
is from the latest cost reporting period.

(C) The fiscal intermediary may use a
statewide average cost-to-charge ratio,
which CMS establishes annually, if it is
unable to determine an accurate cost-
to-charge ratio for a hospital in one of
the following circumstances:

(I) A new hospital that has not yet
submitted its first Medicare cost re-
port. (For this purpose, a new hospital
is defined as an entity that has not ac-
cepted assignment of an existing hos-
pital’s provider agreement in accord-
ance with §489.18 of this chapter.)

(2) A hospital whose cost-to-charge
ratio is in excess of 3 standard devi-
ations above the corresponding na-
tional geometric mean cost-to-charge
ratio. CMS establishes and publishes
this mean annually.

(3) Any other hospital for which data
to calculate a cost-to-charge ratio are
not available.

(D) Any reconciliation of outlier pay-
ments is based on the cost-to-charge
ratio calculated based on a ratio of
costs to charges computed from the
relevant cost report and charge data
determined at the time the cost report
coinciding with the discharge is set-
tled.

(E) At the time of any reconciliation
under paragraph (a)(4)(iv)(D) of this
section, outlier payments may be ad-
justed to account for the time value of
any underpayments or overpayments.
Any adjustment is based upon a widely
available index to be established in ad-
vance by the Secretary, and is applied
from the midpoint of the cost reporting
period to the date of reconciliation.

(5) For purposes of this paragraph
(a)—

§412.525

(i) Applicable long-term care hospital
prospective payment system payment
means—

(A) The site neutral payment rate es-
tablished under §412.522(c) for long-
term care hospital discharges described
under §412.522(a)(1);

(B) The standard Federal prospective
payment rates established under
§412.523 for long-term care hospital dis-
charges described under §412.522(a)(2);
or

(C) The standard Federal prospective
payment rates established under
§412.523 for discharges occurring on or
after October 1, 2015, in a long-term
care hospital cost reporting period that
begins before October 1, 2015.

(ii)  Applicable fired-loss
means—

(A) For long-term care hospital dis-
charges described under §412.522(a)(1),
the fixed-loss amount established for
such cases as provided at
§412.522(¢c)(2)(1);

(B) For long-term care hospital dis-
charges described under §412.522(a)(2),
the fixed-loss amount established for
such cases as provided at §412.523(e); or

(C) For discharges occurring on or
after October 1, 2015 in a long-term
care hospital cost reporting period that
begins before October 1, 2015, the fixed-
loss amount payable to discharges de-
scribed under §412.522(a)(2) as set forth
in paragraph (a)()(ii)(B) of this sec-
tion.

(b) Adjustments for Alaska and Hawaii.
CMS adjusts the Federal prospective
payment for the effects of a higher cost
of living for hospitals located in Alas-
ka and Hawaii.

(c) Adjustments for area wage levels. (1)
The labor portion of a long-term care
hospital’s Federal prospective payment
is adjusted to account for geographical
differences in the area wage levels
using an appropriate wage index (estab-
lished by CMS), which reflects the rel-
ative level of hospital wages and wage-
related costs in the geographic area
(that is, urban or rural area as deter-
mined in accordance with the defini-
tions set forth in §412.503) of the hos-
pital compared to the national average
level of hospital wages and wage-re-
lated costs.

amount
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(i)(A) The appropriate wage index
that is established by CMS is updated
annually.

(B) Beginning in fiscal year 2023, if
CMS determines that an LTCH’s wage
index value for a fiscal year would de-
crease by more than 5 percent as com-
pared to the LTCH’s wage index value
for the prior fiscal year, CMS limits
the decrease to 5 percent for the fiscal

year.
(ii) The labor portion of a long-term
care hospital’s Federal prospective

payment is established by CMS and is
updated annually.

(2) Beginning in FY 2012, any adjust-
ments or updates to the area wage
level adjustment under this paragraph
(c) will be made in a budget neutral
manner such that estimated aggregate
LTCH PPS payments are not affected.

(d) Special payment provisions. CMS
adjusts the Federal prospective pay-
ment to account for—

(1) Short-stay outliers, as provided
for in §412.529.

(2) A 3-day or less interruption of a
stay and a greater than 3-day interrup-
tion of a stay, as provided for in
§412.531.

(3) [Reserved]

(4) Long-term care hospitals-within-
hospitals and satellites of long-term
care hospitals as provided in §412.534.

(5) Long-term care hospitals and sat-
ellites of long-term care hospitals that
discharged Medicare patients admitted
from a hospital not located in the same
building or on the same campus as the
long-term care hospital or satellite of
the long-term care hospital, as pro-
vided in §412.536.

[67 FR 56049, Aug. 30, 2002, as amended at 68
FR 34163, June 6, 2003; 68 FR 34515, June 9,
2003; 69 FR 25721, May 7, 2004; 70 FR 24222,
May 6, 2005; 71 FR 48140, Aug. 18, 2006; 73 FR
26839, May 9, 2008; 74 FR 43998, Aug. 27, 2009;
75 FR 50416, Aug. 16, 2010; 76 FR 51783, Aug.
18, 2011; 79 FR 50356, Aug. 22, 2014; 80 FR 49769,
Aug. 17, 2015; 81 FR 57269, Aug. 22, 2016; 82 FR
38513, Aug. 14, 2017; 83 FR 41705, Aug. 17, 2018;
87 FR 49405, Aug. 10, 2022]

§412.526 Payment provisions for a
“subclause (II)” long-term care hos-
pital.

(a) Definition. A ‘‘subclause (II)”
long-term care hospital is a hospital
that qualifies as an LTCH under sec-
tion 1886(d)(1)(B)(iv)(II) of the Act.
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(b) Method of payment. (1) For cost re-
porting periods beginning on or after
October 1, 2003 and before September
30, 2014, payment to a ‘‘subclause (II)”’
long-term care hospital is made under
the prospective payment system speci-
fied in §412.1(a)(4) and Subpart O of this
part.

(2) For cost reporting periods begin-
ning on or after October 1, 2014, pay-
ment to a ‘‘subclause (II)’ long-term
care hospital is made under the pro-
spective payment system specified in
§412.1(a)(4) and under Subpart O of this
part, as adjusted. The adjusted pay-
ment amount is determined based on
reasonable cost, as described at
§412.526(c).

(c) Determining the adjusted payment
for Medicare inpatient operating and cap-
ital-related costs under the reasonable
cost-based reimbursement rules. Medicare
inpatient operating costs are paid
based on reasonable cost, subject to a
ceiling. The ceiling is the aggregate
upper limit on the amount of a hos-
pital’s net Medicare inpatient oper-
ating costs that the program will rec-
ognize for payment purposes, as deter-
mined under paragraph (c)(1) of this
section.

(1) Ceiling. For each cost reporting
period, the ceiling is determined by
multiplying the updated target
amount, as defined in paragraph (c)(2)
of this section, for that period by the
number of Medicare discharges paid
under this subpart during that period.

(2) Target amounts. (i) For cost report-
ing periods beginning during Federal
fiscal year 2015, the target amount
equals the hospital’s target amount de-
termined under §413.40(c)(4) for its cost
reporting period beginning during Fed-
eral fiscal year 2000, updated by the ap-
plicable annual rate-of-increase per-
centages specified in §413.40(c)(3) to the
subject period.

(ii) For subsequent cost reporting pe-
riods, the target amount equals the
hospital’s target amount for the pre-
vious cost reporting period updated by
the applicable annual rate-of-increase
percentage specified in §413.40(c)(3) for
the subject cost reporting period.

(3) Payment for inpatient operating
costs. For cost reporting periods subject
to this section, the hospital’s Medicare
allowable net inpatient operating costs
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for that ©period (as defined at
§413.40(a)(3)) are paid on a reasonable
cost basis, subject to that hospital’s
ceiling (as determined under paragraph
(c)(1) of this section) for that period.

(4) Payment for inpatient capital-re-
lated costs. Medicare allowable net in-
patient capital costs are paid on a rea-
sonable cost basis, in accordance with
the regulations under Part 413 of this
chapter.

(5) Adjustments for extraordinary cir-
cumstances—((i) General rules. (A) CMS
may adjust the ceiling determined
under paragraph (c)(1) of this section
for one or more cost reporting periods
when unusual inpatient operating costs
have resulted in the hospital exceeding
its ceiling imposed under this section
due to extraordinary circumstances be-
yond the hospital’s control. These cir-
cumstances include, but are not lim-
ited to, strikes, fire, earthquakes,
floods, or similar unusual occurrences
with substantial cost effects.

(B) When the hospital requests an ad-
justment, CMS makes an adjustment
only to the extent that the hospital’s
operating costs are reasonable, attrib-
utable to the circumstances specified
separately, identified by the hospital,
and verified by the Medicare adminis-
trative contractor.

(ii) Process for adjustment requests.
The provisions of §§413.40(e)(1) through
(e)(5) of this subchapter are applicable
to extraordinary circumstances adjust-
ment requests under this section.

[79 FR 50356, Aug. 22, 2014]

§412.529 Special payment provision
for short-stay outliers.

(a) Short-stay outlier defined. ‘‘Short-
stay outlier’” means a discharge with a
covered length of stay in a long-term
care hospital that is up to and includ-
ing five-sixths of the geometric aver-
age length of stay for each LTC-DRG.

(b) Adjustment to payment. CMS ad-
justs the hospital’s Federal prospective
payment to account for any case that
is determined to be a short-stay
outlier, as defined in paragraph (a) of
this section, under the methodology
specified in paragraph (c) of this sec-
tion.

(c) Method for determining the payment
amount—(1) Discharges occurring before
July 1, 2006. For discharges from long-

§412.529

term care hospitals described under
§412.23(e)(2)(1), occurring before July 1,
2006, the LTCH prospective payment
system adjusted payment amount for a
short-stay outlier case is the least of
the following amounts:

(i) One hundred and twenty (120) per-
cent of the LTC-DRG specific per diem
amount determined under paragraph
(d)(1) of this section.

(ii) One hundred and twenty (120) per-
cent of the estimated cost of the case
determined under paragraph (d)(2) of
this section.

(iii) The Federal prospective pay-
ment for the LTC-DRG determined
under paragraph (d)(3) of this section.

(2) Discharges occurring on or after
July 1, 2006 and before July 1, 2007 and
discharges occurring on or after December
29, 2007 and before December 29, 2012. For
discharges from long-term care hos-
pitals described under §412.23(e)(2)(i)
occurring on or after July 1, 2006 and
before July 1, 2007 and discharges oc-
curring on or after December 29, 2007
and before December 29, 2012, the LTCH
prospective payment system adjusted
payment amount for a short-stay
outlier case is the least of the fol-
lowing amounts:

(i) One hundred and twenty (120) per-
cent of the LTC-DRG specific per diem
amount determined under paragraph
(d)(1) of this section.

(ii) One hundred (100) percent of the
estimated cost of the case determined
under paragraph (d)(2) of this section.

(iii) The Federal prospective pay-
ment for the LTC-DRG as determined
under paragraph (d)(3) of this section.

(iv) An amount payable under sub-
part O computed as a blend of an
amount comparable to the hospital in-
patient prospective payment system
per diem amount determined under
paragraph (d)(4)(i) of this section and
the 120 percent of the LTC-DRG spe-
cific per diem payment amount deter-
mined under paragraph (d)(1) of this
section.

(A) The blend percentage applicable
to the 120 percent of the LTC-DRG spe-
cific per diem payment amount deter-
mined under paragraph (d)(1) of this
section is determined by dividing the
covered length-of-stay of the case by
the lesser of five-sixths of the geo-
metric average length of stay of the
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LTC-DRG or 25 days, not to exceed 100
percent.

(B) The blend percentage of the
amount determined under paragraph
(d)(4)(Q) of this section is determined by
subtracting the percentage determined
in paragraph (A) from 100 percent.

(38) Discharges occurring on or after
July 1, 2007 and before December 29, 2007
and discharges occurring on or after De-
cember 29, 2012 and on or before Sep-
tember 30, 2017. For discharges from
long-term care hospitals described
under §412.23(e)(2)(i) occurring on or
after July 1, 2007, and on or before De-
cember 29, 2007 and discharges occur-
ring on or after December 29, 2012, and
on or before September 30, 2017, the
LTCH prospective payment system ad-
justed payment amount for a short-
stay outlier case is adjusted by either
of the following:

(i) If the covered length of stay of the
case assigned to a particular LTC-DRG
is less than or equal to one standard
deviation from the geometric ALOS of
the same DRG under the inpatient pro-
spective payment system (the IPPS-
comparable threshold), the LTCH pro-
spective payment system adjusted pay-
ment amount for such a case is the
least of the following amounts:

(A) One hundred and twenty (120) per-
cent of the LTC-DRG specific per diem
amount determined under paragraph
(d)(1) of this section.

(B) One hundred (100) percent of the
estimated cost of the case determined
under paragraph (d)(2) of this section.

(C) The Federal prospective payment
for the LTC-DRG as determined under
paragraph (d)(3) of this section.

(D) An amount payable under subpart
O of this part comparable to the hos-
pital inpatient prospective payment
system per diem amount determined
under paragraph (d)(4) of this section.

(ii) If the covered length of stay of
the case assigned to a particular L'TC-
DRG is greater than one standard devi-
ation from the geometric ALOS of the
same DRG under the inpatient prospec-
tive payment system (the IPPS-com-
parable threshold), the LTCH prospec-
tive payment system adjusted payment
amount for such a case is determined
under paragraph (c)(2) of this section.

(4) Discharges occurring on or after Oc-
tober 1, 2017. For discharges occurring
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on or after October 1, 2017, short-stay
outlier payments are determined ac-
cording to paragraph (c)(2)(iv) of this
section.

(d) Calculation of alternative payment
amounts—(1) Determining the LTC-DRG
per diem amount. CMS calculates the
LTC-DRG per diem amount for short-
stay outliers for each LTC-DRG by di-
viding the product of the standard Fed-
eral payment rate and the LTC-DRG
relative weight by the geometric aver-
age length of stay of the specific LTC-
DRG multiplied by the covered days of
the stay.

(2) Determining the estimated cost of a
case. To determine the estimated cost
of a case, CMS multiplies the hospital-
specific cost-to-charge ratio by the
Medicare allowable charges for the
case.

(3) Determining the Federal prospective
payment for the LTC-DRG. CMS cal-
culates the Federal prospective pay-
ment for the LTC-DRG by multiplying
the adjusted standard Federal payment
rate by the LTC-DRG relative weight.

(4) Determining the amount comparable
to the hospital inpatient prospective pay-
ment system per diem amount—(i) Gen-
eral. Under subpart O, CMS cal-
culates—

(A) An amount comparable to what
would otherwise be paid under the hos-
pital inpatient prospective payment
system based on the sum of the appli-
cable operating inpatient prospective
payment system standardized amount
and the capital inpatient prospective
payment system Federal rate in effect
at the time of the L'TCH discharge.

(B) An amount comparable to the
hospital inpatient prospective payment
system per diem amount for each DRG
that is determined by dividing the
amount that would otherwise be paid
under the hospital inpatient prospec-
tive payment system computed under
paragraph (A) of this section by the
hospital inpatient prospective payment
system geometric average length of
stay of the specific DRG multiplied by
the covered days of the stay.

(C) The payment amount specified
under paragraph (d)(4)(i)(B) of this sec-
tion may not exceed the full amount
comparable to what would otherwise be
paid under the hospital inpatient pro-
spective payment system determined
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under paragraph (d)(4)(i)(A) of this sec-
tion.

(ii) Hospital inpatient prospective pay-
ment system operating standardized
amount. The hospital inpatient prospec-
tive payment system operating stand-
ardized amount—

(A) Is adjusted for the applicable hos-
pital inpatient prospective payment
system DRG weighting factors.

(B)(1) Is adjusted for different area
wage levels based on the geographic
classifications set forth at §412.503 and
the applicable hospital inpatient pro-
spective payment system (IPPS) labor-
related share, using the applicable hos-
pital inpatient prospective payment
system wage index value for non-
reclassified hospitals (an LTCH’s appli-
cable IPPS wage index).

(2) Beginning in fiscal year 2023, if
CMS determines that an LTCH’s appli-
cable IPPS wage index value for a fis-
cal year would decrease by more than 5
percent as compared to the LTCH’s ap-
plicable IPPS wage index value for the
prior fiscal year, CMS limits the de-
crease to 5 percent for the fiscal year.

(3) For LTCHs located in Alaska and
Hawaii, the amount specified in para-
graph (d)(4)(ii) of this section is also
adjusted by the applicable hospital in-
patient prospective payment system
cost of living adjustment factors.

(C) Includes, where applicable, ad-
justments for indirect medical edu-
cation costs and the costs of serving a
disproportionate share of low-income
patients.

(iii) Hospital inpatient prospective pay-
ment system capital Federal rate. The
hospital inpatient prospective payment
system capital Federal rate—

(A) Is adjusted for the applicable in-
patient prospective payment system
DRG weighting factors.

(B)(1) Is adjusted for the applicable
geographic adjustment factors, includ-
ing local cost variation based on the
geographic classifications set forth at
§412.503 and the applicable full hospital
inpatient prospective payment system
(IPPS) wage index value for non-
reclassified hospitals (an LTCH’s appli-
cable IPPS wage index) and applicable
cost of living adjustment factors for
LTCHs in Alaska and Hawadii.

(2) Beginning in fiscal year 2023, if
CMS determines that an L'TCH’s appli-
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cable IPPS wage index value for a fis-
cal year would decrease by more than 5
percent as compared to the LTCH’s ap-
plicable IPPS wage index value for the
prior fiscal year, CMS limits the de-
crease to 5 percent for the fiscal year.

(C) Includes, where applicable, ad-
justments for indirect medical edu-
cation costs and the costs of serving a
disproportionate share of low-income
patients.

(e) Short-stay outlier payments to
long-term care hospitals described
under §412.23(e)(2)(ii).

(1) For discharges occurring on or
after October 1, 2002, through June 30,
2003, the LTCH prospective payment
system adjusted payment amount for a
short-stay outlier case is the least of
the following amounts:

(i) 120 percent of the LTC-DRG spe-
cific per diem amount determined
under paragraph (d)(1) of this section;

(ii) 120 percent of the estimated cost
of the case determined under paragraph
(d)(2) of this section; or

(iii) The Federal prospective pay-
ment for the LTC-DRG determined
under paragraph (d)(3) of this section.

(2) For discharges occurring on or
after July 1, 2003, subject to the provi-
sions of paragraph (e)(2)(v) of this sec-
tion, the adjusted payment amount for
a short-stay outlier is determined
under the formulas set forth in para-
graphs (e)(1)(i) through (iv) of this sec-
tion with the following substitutions:

(i) For the first year of the transition
period, as specified at §412.533(a)(1), the
120 percent specified for the LTC-DRG
specific per diem amount and the 120
percent of the cost of the case in the
formula under paragraphs (e)(1)(i) and
(e)(1)(ii) of this section are substituted
with 195 percent.

(ii) For the second year of the transi-
tion period, as specified at
§412.533(a)(2), the 120 percent specified
for the LTC-DRG specific per diem
amount and the 120 percent of the cost
of the case in the formula under para-
graphs (e)(1)(1) and (e)(1)(ii) of this sec-
tion are substituted with 193 percent.

(iii) For the third year of the transi-
tion period, as specified at
§412.533(a)(3), the 120 percent specified
for the LTC-DRG specific per diem
amount and the 120 percent of the cost
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of the case in the formula under para-
graphs (e)(1)(i) and (e)(1)(ii) of this sec-
tion are substituted with 165 percent.

(iv) For the fourth year of the transi-
tion period, as specified at
§412.533(a)(4), the 120 percent specified
for the LTC-DRG specific per diem
amount and 120 percent of the cost of
the case in the formula under para-
graphs (e)(1)(i) and (e)(1)(ii) of this sec-
tion are substituted with 136 percent.

(v) For discharges occurring in cost
reporting periods beginning on or after
October 1, 2006 (beginning with the
fifth year of the transition period), as
specified at §412.533(a)(5), short-stay
outlier payments are made based on
the least of the following amounts:

(A) 120 percent of the LTC-DRG spe-
cific per diem amount determined
under paragraph (d)(1) of this section;

(B) 120 percent of the estimated cost
of the case determined under paragraph
(d)(2) of this section; or

(C) The Federal prospective payment
for the LTC-DRG determined under
paragraph (d)(3) of this section.

(f) Reconciliation of short-stay pay-
ments. Payments for discharges occur-
ring before October 1, 2017 are rec-
onciled in accordance with one of the
following:

(1) Discharges occurring on or after Oc-
tober 1, 2002, and before August 8, 2003.
For discharges occurring on or after
October 1, 2002, and before August 8,
2003, no reconciliations are made to
short-stay outlier payments upon cost
report settlement to account for dif-
ferences between cost-to-charge ratio
and the actual cost-to-charge ratio of
the case.

(2) Discharges occurring on or after Au-
gust 8, 2003, and before October 1, 2006.
For discharges occurring on or after
August 8, 2003, and before October 1,
2006, short-stay outlier payments are
subject to the provisions of §412.84(i)(1),
(1)(3), and (i)(4) and (m) for adjustments
of cost-to-charge ratios.

(3) Discharges occurring on or after Oc-
tober 1, 2003, and before October 1, 2006.
For discharges occurring on or after
October 1, 2003, and before October 1,
2006, short-stay outlier payments are
subject to the provisions of §412.84(i)(2)
for adjustments to cost-to-charge ra-
tios.
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(4) Discharges occurring on or after Oc-
tober 1, 2006. For discharges occurring
on or after October 1, 2006, short-stay
outlier payments are subject to the fol-
lowing provisions:

(i) CMS may specify an alternative to
the cost-to-charge ratio otherwise ap-
plicable under paragraph (f)(4)(ii) of
this section. A hospital may also re-
quest that its fiscal intermediary use a
different (higher or lower) cost-to-
charge ratio based on substantial evi-
dence presented by the hospital. This
request must be approved by the appro-
priate CMS Regional Office.

(ii) The cost-to-charge ratio applied
at the time a claim is processed is
based on either the most recent settled
cost report or the most recent ten-
tatively settled cost report, whichever
is from the latest cost reporting period.

(iii) The fiscal intermediary may use
a statewide average cost-to-charge
ratio, which CMS establishes annually,
if it is unable to determine an accurate
cost-to-charge ratio for a hospital in
one of the following circumstances:

(A) A new hospital that has not yet
submitted its first Medicare cost re-
port. (For this purpose, a new hospital
is defined as an entity that has not ac-
cepted assignment of an existing hos-
pital’s provider agreement in accord-
ance with §489.18 of this chapter.)

(B) A hospital whose cost-to-charge
ratio is in excess of 3 standard devi-
ations above the corresponding na-
tional geometric mean. CMS estab-
lishes and publishes this mean annu-
ally.

(C) Any other hospital for which data
to calculate a cost-to-charge ratio are
not available.

(iv) Any reconciliation of outlier
payments is based on the cost-to-
charge ratio calculated based on a
ratio of costs to charges computed
from the relevant cost report and
charge data determined at the time the
cost report coinciding with the dis-
charge is settled.

(v) At the time of any reconciliation
under paragraph (f)(4)(iv) of this sec-
tion, outlier payments may be adjusted
to account for the time value of any
underpayments or overpayments. Any
adjustment is based upon a widely
available index to be established in ad-
vance by the Secretary, and is applied
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from the midpoint of the cost reporting
period to the date of reconciliation.

[67 FR 56049, Aug. 30, 2002, as amended at 68
FR 34163, June 6, 2003; 68 FR 34515, June 9,
2003; 71 FR 27899, May 12, 2006; 71 FR 48141,
Aug. 18, 2006; 72 FR 26991, May 11, 2007; 73 FR
24880, May 6, 2008; 73 FR 26839, May 9, 2008; 75
FR 50416, Aug. 16, 2010; 77 FR 53679, Aug. 31,
2012; 82 FR 38513, Aug. 14, 2017; 87 FR 49405,
Aug. 10, 2022]

§412.531 Special payment provisions
when an interruption of a stay oc-
curs in a long-term care hospital.

(a) Definitions—(1) A 3-day or less
interruption of stay defined. ‘A 3-day or
less interruption of stay’ means a stay
at a long-term care hospital during
which a Medicare inpatient is dis-
charged from the long-term care hos-
pital to an acute care hospital, IRF,
SNF, or the patient’s home and re-
admitted to the same long-term care
hospital within 3 days of the discharge
from the long-term care hospital. The
3-day or less period begins with the
date of discharge from the long-term
care hospital and ends not later than
midnight of the third day.

(2) A greater than 3-day interruption of
stay defined. ‘‘A greater than 3-day or
less interruption of stay’ means A stay
in a long-term care hospital during
which a Medicare inpatient is dis-
charged from the long-term care hos-
pital to an acute care hospital, an IRF,
or a SNF for a period of greater than 3
days but within the applicable fixed-
day period specified in paragraphs
(a)(2)(1) through (a)(2)(iii) of this sec-
tion before being readmitted to the
same long-term care hospital.

(i) For a discharge to an acute care
hospital, the applicable fixed day pe-
riod is between 4 and 9 consecutive
days. The counting of the days begins
on the date of discharge from the long-
term care hospital and ends on the 9th
date after the discharge.

(ii) For a discharge to an IRF, the ap-
plicable fixed day period is between 4
and 27 consecutive days. The counting
of the days begins on the day of dis-
charge from the long-term care hos-
pital and ends on the 27th day after dis-
charge.

(iii) For a discharge to a SNF, the ap-
plicable fixed day period is between 4
and 45 consecutive days. The counting
of the days begins on the day of dis-
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charge from the long-term care hos-
pital and ends on the 45th day after the
discharge.

(b) Methods of determining payments.
(1) For purposes of determining a Fed-
eral prospective payment—

(i) Determining the length of stay. In
determining the length of stay of a pa-
tient at a long-term care hospital for
payment purposes under this paragraph
(b)—

(A) Except as specified in paragraphs
(b)Q)HE)(B) and (b)(1)({E)(C) of this sec-
tion, the number of days that a bene-
ficiary spends away from the long-term
care hospital during a 3-day or less
interruption of stay under paragraph
(a)(1) of this section is not included in
determining the length of stay of the
patient at the long-term care hospital
when there is no outpatient or inpa-
tient medical treatment or care pro-
vided at an acute care hospital or an
IRF, or SNF services during the inter-
ruption that is considered a covered
service delivered to the beneficiary.

(B) The number of days that a bene-
ficiary spends away from a long-term
care hospital during a 3-day or less
interruption of stay under paragraph
(a)(1) of this section are counted in de-
termining the length of stay of the pa-
tient at the long-term care hospital if
the beneficiary receives inpatient or
outpatient medical care or treatment
provided by an acute care hospital or
IRF, or SNF services during the inter-
ruption. In the case where these serv-
ices are provided during some, but not
all days of a 3-day or less interruption,
Medicare will include all days of the
interruption in the long-term care hos-
pitals day-count.

(C) Surgical DRG exception to the 3-
day or less interruption of stay policy.

(I) The number of days that a bene-
ficiary spends away from a long-term
care hospital during a 3-day or less
interruption of stay under paragraph
(a)(1) of this section during which the
beneficiary receives a  procedure
grouped to a surgical DRG under the
hospital inpatient prospective payment
system in an acute care hospital during
the 2005 and 2006 LTCH prospective
payment system rate years are not in-
cluded in determining the length of
stay of the patient at the long-term
care hospital.
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(2) For discharges occurring on or
after July 1 2006, the number of days
that a beneficiary spends away from a
long-term care hospital during a 3-day
or less interruption of stay under para-
graph (a)(1) of this section during
which the beneficiary receives a proce-
dure grouped to a surgical DRG under
the hospital inpatient prospective pay-
ment system in an acute care hospital
are included in determining the length
of stay of the patient at the long-term
care hospital.

(D) The number of days that a bene-
ficiary spends away from a LTCH dur-
ing a greater than 3-day interruption of
stay, as defined in paragraph (a)(2) of
this section, is not included in deter-
mining the length of stay at the LTCH.

(i1) Determining how payment is made.
(A) Subject to the provisions of para-
graphs ()(1)(iD)(A)(I) and (D)(D)(ID)(A)2)
of this section, for a 3-day or less inter-
ruption of stay under paragraph (a)(1)
of this section, the entire stay is paid
as a single discharge from the long-
term care hospital. CMS makes only
one LTC-DRG payment for all portions
of a long-term care stay.

(I) For a 3-day or less interruption of
stay under paragraph (a)(1) of this sec-
tion in which a long-term care hospital
discharges a patient to an acute care
hospital and the patient’s treatment
during the interruption is grouped into
a surgical DRG under the acute care
inpatient hospital prospective payment
system, for the LTCH 2005 and 2006 rate
years, CMS also makes a separate pay-
ment to the acute care hospital for the
surgical DRG discharge in accordance
with paragraph (b)(1)(i)(C) of this sec-
tion.

(2) For discharges occurring on or
after July 1, 2006, for a 3-day or less
interruption of stay under paragraph
(a)(1) of this section in which a long-
term care hospital discharges a patient
to an acute care hospital and the pa-
tient’s treatment during the interrup-
tion is grouped into a surgical DRG
under the acute care hospital inpatient
prospective payment system, the serv-
ices must be provided under arrange-
ments in accordance with §412.509(c).
CMS does not make a separate pay-
ment to the acute care hospital for the
surgical treatment. The LTC-DRG pay-
ment made to the long-term care hos-
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pital is considered payment in full as
specified in §412.521(b).

(3) For a 3-day or less interruption of
stay under paragraph (a)(1) of this sec-
tion during which the patient receives
inpatient or outpatient treatment or
services at an acute care hospital or
IRF, or SNF services, that are not oth-
erwise excluded under §412.509(a), the
services must be provided under ar-
rangements in accordance with
§412.509(c). CMS does not make a sepa-
rate payment to the acute care hos-
pital, IRF, or SNF for these services.
The LTC-DRG payment made to the
long-term care hospital is considered
payment in full as specified in
§412.521(b).

(B) For a greater than 3-day interrup-
tion of stay under paragraph (a)(2) of
this section, CMS will make only one
LTC-DRG payment for all portions of a
long-term care stay. CMS also sepa-
rately pays the acute care hospital, the
IRF, or the SNF in accordance with
their respective payment systems, as
specified in paragraph (c) of this sec-
tion.

(iii) Basis for the prospective payment.
Payment to the long-term care hos-
pital is based on the patient’s LTC-
DRG that is determined in accordance
with §412.513(b).

(2) If the total number of days of a
patient’s length of stay in a long-term
care hospital prior to and following a 3-
day or less interruption of stay under
paragraphs (b)(1)({)(A), (B), or (C) of
this section or a greater than 3-day
interruption of stay under paragraph
(b)(1)(E)(D) of this section is up to and
including five-sixths of the geometric
average length of stay of the LTC-
DRG, CMS will make a Federal pro-
spective payment for a short-stay
outlier in accordance with §412.529(c).

(3) If the total number of days of a
patient’s length of stay in a long-term
care hospital prior to and following a 3-
day or less interruption of stay under
paragraphs (b)(1)(i)(A), (B), or (C) of
this section or a greater than 3-day
interruption of stay under paragraph
(b)(L)(A)(D) of this section exceeds five-
sixths of the geometric average length
of stay for the LTC-DRG, CMS will
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make one full Federal LTC-DRG pro-
spective payment for the case. An addi-
tional payment will be made if the pa-
tient’s stay qualifies as a high-cost
outlier, as set forth in §412.525(a).

(4) Notwithstanding the provisions of
paragraph (a) of this section, if a pa-
tient who has been discharged from a
long-term care hospital to another fa-
cility and is readmitted to the long-
term care hospital for additional treat-
ment or services in the long-term care
hospital following the stay at the other
facility, the subsequent admission to
the long-term care hospital is consid-
ered a new stay, even if the case is de-
termined to fall into the same LTC-
DRG, and the long-term care hospital
will receive two separate Federal pro-
spective payments if one of the fol-
lowing conditions are met:

(i) The patient has a length of stay in
the acute care hospital that exceeds 9
days from the day of discharge from
the long-term care hospital;

(ii) The patient has a length of stay
in the IRF that exceeds 27 days from
the day of discharge from the long-
term care hospital; or

(iii) The patient has a length of stay
in the SNF that exceeds 45 days from
the day of discharge from the long-
term care hospital.

(c) Payments to an acute care hospital,
an IRF, or a SNF during an interruption
of a stay. (1) Payment to the acute care
hospital for the acute care hospital
stay following discharge from the long-
term care hospital will be paid in ac-
cordance with the acute care hospital
inpatient prospective payment systems
specified in §412.1(a)(1).

(2) Payment to an IRF for the IRF
stay following a discharge from the
long-term care hospital will be paid in
accordance with the IRF prospective
payment system specified in §412.624 of
subpart P of this part.

(3) Payment to a SNF for the SNF
stay following a discharge from the
long-term care hospital will be paid in
accordance with the SNF prospective
payment system specified in subpart J
of part 413 of this subchapter.

[67 FR 56049, Aug. 30, 2002, as amended at 69
FR 25721, May 7, 2004; 70 FR 24222, May 6,
2005; 71 FR 27900, May 12, 2006]
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§412.533 Transition payments.

(a) Duration of transition periods. Ex-
cept for a long-term care hospital that
makes an election under paragraph (c)
of this section or for a long-term care
hospital that is defined as new under
§412.23(e)(4), for cost reporting periods
beginning on or after October 1, 2002,
and before October 1, 2006, a long-term
care hospital receives a payment com-
prised of a blend of the adjusted Fed-
eral prospective payment as deter-
mined under §412.523, and the payment
determined under the cost-based reim-
bursement rules under Part 413 of this
subchapter.

(1) For cost reporting periods begin-
ning on or after October 1, 2002 and be-
fore October 1, 2003, payment is based
on 20 percent of the Federal prospec-
tive payment rate and 80 percent of the
cost-based reimbursement rate.

(2) For cost reporting periods begin-
ning on or after October 1, 2003 and be-
fore October 1, 2004, payment is based
on 40 percent of the Federal prospec-
tive payment rate and 60 percent of the
cost-based reimbursement rate.

(3) For cost reporting periods begin-
ning on or after October 1, 2004 and be-
fore October 1, 2005, payment is based
on 60 percent of the Federal prospec-
tive payment rate and 40 percent of the
cost-based reimbursement rate.

(4) For cost reporting periods begin-
ning on or after October 1, 2005 and be-
fore October 1, 2006, payment is based
on 80 percent of the Federal prospec-
tive payment rate and 20 percent of the
cost-based reimbursement rate.

(5) For cost reporting periods begin-
ning on or after October 1, 2006, pay-
ment is based entirely on the adjusted
Federal prospective payment rate.

(b) Adjustments based on reconciliation
of cost reports. The cost-based percent-
age of the provider’s total Medicare
payment under paragraphs (a)(1)
through (a)(4) of this section are sub-
ject to adjustments based on reconcili-
ation of cost reports.

(c) Election mot to be paid under the
transition period methodology. A long-
term care hospital may elect to be paid
based on 100 percent of the Federal pro-
spective rate at the start of any of its
cost reporting periods during the b5-
year transition periods specified in
paragraph (a) of this section. Once a
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long-term care hospital elects to be
paid based on 100 percent of the Federal
prospective payment rate, it may not
revert to the transition blend.

(1) General requirement. A long-term
care hospital must notify its fiscal
intermediary of its intent to elect to be
paid based on 100 percent of the Federal
prospective rate at the start of any of
its cost reporting periods during the 5-
year transition period specified in
paragraph (a) of this section.

(2) Notification requirement to make
election. (i) The request by the long-
term care hospital to make the elec-
tion under paragraph (c)(1) of this sec-
tion must be made in writing to the
Medicare fiscal intermediary.

(ii) For cost reporting periods that
begin on or after October 1, 2002
through November 30, 2002, the fiscal
intermediary must receive the notifi-
cation of the election before November
1, 2002.

(iii) For cost reporting periods that
begin on or after December 1, 2002
through September 30, 2006, the fiscal
intermediary must receive the notifi-
cation of the election on or before the
30th day before the applicable cost re-
porting period begins.

(iv) The fiscal intermediary must re-
ceive the notification by the dates
specified in paragraphs (c)(2)(ii) and
(c)(2)(iii) of this section, regardless of
any postmarks or anticipated delivery
dates. Requests received, postmarked,
or delivered by other means after the
dates specified in paragraphs (c)(2)(ii)
and (c)(2)(iii) of this section will not be
accepted. If the date specified in para-
graphs (c)(2)(ii) and (c)(2)(iii) of this
section falls on a day that the postal
service or other delivery sources are
not open for business, the long-term
care hospital is responsible for allow-
ing sufficient time for the delivery of
the notification before the deadline.

(v) If a long-term care hospital’s no-
tification is not received by the dates
specified in paragraphs (c)(2)(ii) and
(c)(2)(iii) of this section, payment will
be based on the transition period rates
specified in paragraphs (a)(1) through
(a)(b) of this section.

(d) Payments to new long-term care hos-
pitals. A new long-term care hospital,
as defined in §412.23(e)(4), will be paid
based on 100 percent of the standard
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Federal rate, as described in §412.523,
with no transition payments, as de-
scribed in §412.533(a)(1) through (a)(5).

§412.534 Special payment provisions
for long-term care hospitals-within-
hospitals and satellites of long-term
care hospitals, effective for dis-
charges occurring in cost reporting
periods beginning on or before Sep-
tember 30, 2016.

(a) Scope. Except as provided in para-
graph (h), the policies set forth in this
section apply to discharges occurring
in cost reporting periods beginning on
or after October 1, 2004 from long-term
care hospitals as described in
§412.23(e)(2)(1) meeting the criteria in
§412.22(e)(2), or satellite facilities of
long-term care hospitals that meet the
criteria in §412.22(h).

(b) Patients admitted from hospitals not
located in the same building or on the
same campus as the long-term care hos-
pital or long-term care hospital satellite—
(1) For cost reporting periods beginning
on or after October 1, 2004 and before July
1, 2007. Payments to the long-term care
hospital as described in §412.23(e)(2)(i)
meeting the criteria in §412.22(e)(2) for
patients admitted to the long-term
care hospital or to a long-term care
hospital satellite facility as described
in §412.23(e)(2)(1) that meets the cri-
teria of §412.22(h) from another hos-
pital that is not the co-located hospital
are made under the rules in this sub-
part with no adjustment under this
section.

(2) For cost reporting periods beginning
on or after July 1, 2007. For cost report-
ing periods beginning on or after July
1, 2007, payments to one of the fol-
lowing long-term care hospitals or
long-term care hospital satellites are
subject to the provisions of §412.536 of
this subpart:

(i) A long-term care hospital as de-
scribed in §412.23(e)(2)(i) of this part
that meets the criteria of §412.22(e) of
this part.

(ii) Except as provided in paragraph
(h) of this section, a long-term care
hospital as described in §412.23(e)(2)(i)
of this part that meets the criteria of
§412.22(f) of this part.

(iii) A long-term care hospital sat-
ellite facility as described in
§412.23(e)(2)(i1) of this part that meets
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the criteria in §412.22(h) or
§412.22(h)(3)(i) of this part.

(c) Patients admitted from the hospital
located in the same building or on the
same campus as the long-term care hos-
pital or satellite facility. Except for a
long-term care hospital or a long-term
care hospital satellite facility that
meets the requirements of paragraphs
(d) or (e) of this section, payments to
the long-term care hospital for pa-
tients admitted to it or to its long-
term care hospital satellite facility
from the co-located hospital are made
under either of the following:

(1) For cost reporting periods beginning
on or after October 1, 2004 and before Oc-
tober 1, 2007 and for cost reporting periods
beginning on or after October 1, 2016. (i)
Except as provided in paragraphs (c)(3),
(2), and (h) of this section, for any cost
reporting period beginning on or after
October 1, 2004 and before October 1,
2007, and for cost reporting periods be-
ginning on or after October 1, 2016 in
which the long-term care hospital or
its satellite facility has a discharged
Medicare inpatient population of whom
no more than 25 percent were admitted
to the hospital or its satellite facility
from the co-located hospital, payments
are made under the rules at §§412.500
through 412.541 with no adjustment
under this section.

(ii) Except as provided in paragraph
(g) or (h) of this section, for any cost
reporting period beginning on or after
October 1, 2004 and before October 1,
2007 and for cost reporting periods be-
ginning on or after October 1, 2013 in
which the long-term care hospital or
satellite facility has a discharged
Medicare inpatient population of whom
more than 25 percent were admitted to
the hospital or satellite facility from
the co-located hospital, payments for
the patients who are admitted from the
co-located hospital and who cause the
long-term care hospital or satellite fa-
cility to exceed the 25 percent thresh-
old for discharged patients who have
been admitted from the co-located hos-
pital are the lesser of the amount oth-
erwise payable under this subpart or
the amount payable under this subpart
that is equivalent, as set forth in para-
graph (f) of this section, to the amount
that would be determined under the
rules at §412.1(a). Payments for the re-
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mainder of the long-term care hos-
pital’s or satellite facility’s patients
are made under the rules in this sub-
part at §§412.500 through 412.541 with no
adjustment under this section.

(iii) In determining the percentage of
patients admitted to the Ilong-term
care hospital or its satellite from the
co-located hospital under paragraphs
(c)(1)() and (c)(1)(ii) of this section, pa-
tients on whose behalf an outlier pay-
ment was made to the co-located hos-
pital are not counted towards the 25
percent threshold.

(2) For cost reporting periods beginning
on or after October 1, 2007 and before Oc-
tober 1, 2016. (i) Except for a long-term
care hospital or a long-term care hos-
pital satellite facility subject to para-
graph (g) or (h) of this section, pay-
ments are determined using the meth-
odology specified in paragraph (c)(1) of
this section.

(ii) Payments for a long-term care
hospital or long-term care hospital sat-
ellite facility subject to paragraph (g)
of this section are determined using
the methodology specified in paragraph
(c)(1) of this section except that 25 per-
cent is substituted with 50 percent.

(3) For a long-term care hospital sat-
ellite facility described in
§412.22(h)(3)(i), for cost reporting peri-
ods beginning on or after July 1, 2007
and before July 1, 2016, payments will
be determined using the methodology
specified in paragraph (c)(1) of this sec-
tion, except that the applicable per-
centage threshold for Medicare dis-
charges is 50 percent.

(d) Special treatment of rural hos-
pitals—(1) For cost reporting periods be-
ginning on or after October 1, 2004 and
before October 1, 2007 and for cost report-
ing periods beginning on or after October
1, 2016. (i) Subject to paragraphs (g) and
(h) of this section, in the case of a long-
term care hospital or satellite facility
that is located in a rural area as de-
fined in §412.503 and is co-located with
another hospital for any cost reporting
period beginning on or after October 1,
2004 and before October 1, 2007 and for
any cost reporting period beginning on
or after October 1, 2016 in which the
long-term care hospital or long-term
care satellite facility has a discharged
Medicare inpatient population of whom
more than 50 percent were admitted to
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the long-term care hospital or satellite
facility from the co-located hospital,
payments for the patients who are ad-
mitted from the co-located hospital
and who cause the long-term care hos-
pital or satellite facility to exceed the
50 percent threshold for discharged pa-
tients who were admitted from the co-
located hospital are the lesser of the
amount otherwise payable under this
subpart or the amount payable under
this subpart that is equivalent, as set
forth in paragraph (f) of this section, to
the amount that were otherwise pay-
able under §412.1(a). Payments for the
remainder of the long-term care hos-
pital’s or long-term care hospital sat-
ellite facility’s patients are made
under the rules in this subpart at
§§412.500 through 412.541 with no adjust-
ment under this section.

(ii) In determining the percentage of
patients admitted from the co-located
hospital under paragraph (d)(1)(i) of
this section, patients on whose behalf
outlier payment was made at the co-lo-
cated hospital are not counted toward
the 50 percent threshold.

(2) For cost reporting periods beginning
on or after October 1, 2007, and before Oc-
tober 1, 2016. (i) Except for a long-term
care hospital or a long-term care hos-
pital satellite facility subject to para-
graph (g) or (h) of this section, pay-
ments are determined using the meth-
odology specified in paragraph (d)(1) of
this section.

(ii) Payments for long-term care hos-
pitals and long-term care hospital sat-
ellite facilities subject to paragraph (g)
of this section are determined using
the methodology specified in paragraph
(d)(1) of this section except that 50 per-
cent is substituted with 75 percent.

(3) For cost reporting periods begin-
ning on or after July 1, 2007 and before
July 1, 2016, payment for a long-term
care hospital satellite facility de-
scribed in §412.22(h)(3)(i) will be deter-
mined using the methodology specified
in paragraph (c)(1) of this section, ex-
cept that the applicable percentage
threshold for Medicare discharges is 75
percent.

(e) Special treatment of urban single or
MSA-dominant hospitals—(1) For cost re-
porting periods beginning on or after Oc-
tober 1, 2004 and before October 1, 2007
and for cost reporting periods beginning
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on or after October 1, 2016. (i) Subject to
paragraphs (g) and (h) of this section,
in the case of a long-term care hospital
or a long-term care hospital satellite
facility that is co-located with the only
other hospital in the MSA or with a
MSA-dominant hospital as defined in
paragraph (e)(1)(iv) of this section, for
any cost reporting period beginning on
or after October 1, 2004, and before Oc-
tober 1, 2007 and for any cost reporting
periods beginning on or after October 1,
2016, in which the long-term care hos-
pital or long-term care hospital sat-
ellite facility has a discharged Medi-
care inpatient population of whom
more than the percentage calculated
under paragraph (e)(1)(ii) of this sec-
tion were admitted to the hospital
from the co-located hospital, payments
for the patients who are admitted from
the co-located hospital and who cause
the long-term care hospital to exceed
the applicable threshold for discharged
patients who have been admitted from
the co-located hospital are the lesser of
the amount otherwise payable under
this subpart or the amount under this
subpart that is equivalent, as set forth
in paragraph (f) of this section, to the
amount that otherwise would be deter-
mined under §412.1(a). Payments for
the remainder of the long-term care
hospital’s or satellite facility’s pa-
tients are made under the rules in this
subpart with no adjustment under this
section.

(ii) For purposes of paragraph (e)(1)(i)
of this section, the percentage used is
the percentage of total Medicare dis-
charges in the Metropolitan Statistical
Area in which the hospital is located
that are from the co-located hospital
for the cost reporting period for which
the adjustment was made, but in no
case is less than 25 percent or more
than 50 percent.

(iii) In determining the percentage of
patients admitted from the co-located
hospital under paragraph (e)(1)(i) of
this section, patients on whose behalf
outlier payment was made at the co-lo-
cated hospital are not counted toward
the applicable threshold.

(iv) For purposes of this paragraph,
an ‘“MSA-dominant hospital’”’ is a hos-
pital that has discharged more than 25
percent of the total hospital Medicare
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discharges in the MSA in which the
hospital is located.

(2) For cost reporting periods beginning
on or after October 1, 2007 and before Oc-
tober 1, 2016. (i) Except for a long-term
care hospital or a long-term care hos-
pital satellite facility subject to para-
graph (g) or (h) of this section, pay-
ments are determined using the meth-
odology specified in paragraph (e)(1) of
this section.

(ii) Payments for a long-term care
hospital or long-term care hospital sat-
ellite facilities subject to paragraph (g)
of this section are determined using
the methodology specified in paragraph
(e)(1) of this section except that the
percentage of Medicare discharges that
may be admitted from the co-located
hospital without being subject to the
payment adjustment at paragraph
(e)(1) of this section is 75 percent.

(3) For cost reporting periods begin-
ning on or after July 1, 2007 and before
July 1, 2016, payments for a long-term
care hospital satellite facility de-
scribed in §412.22(h)(3)(i) will be deter-
mined using the methodology specified
in paragraph (c)(1) of this section, ex-
cept that the applicable percentage
threshold for Medicare discharges is 75
percent.

(f) Calculation of rates—(1) Calculation
of LTCH prospective payment system
amount. CMS calculates an amount
payable under subpart O equivalent to
an amount that would otherwise be
paid under the hospital inpatient pro-
spective payment system based on the
sum of the applicable hospital inpa-
tient prospective payment system op-
erating standardized amount and cap-
ital Federal rate in effect at the time
of the L'TCH discharge.

(2) Operating inpatient prospective pay-
ment system standardized amount. The
hospital inpatient prospective payment
system operating standardized
amount—

(1) Is adjusted for the applicable hos-
pital inpatient prospective payment
system DRG weighting factors;

(ii) Is adjusted for different area
wage levels based on the geographic
classifications set forth at §412.503 and
the applicable hospital inpatient pro-
spective payment system labor-related
share, using the applicable hospital in-
patient prospective payment system
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wage index value for non-reclassified
hospitals. For LTCHs located in Alaska
and Hawaii, this amount is also ad-
justed by the applicable hospital inpa-
tient prospective payment system cost
of living adjustment factors;

(iii) Includes, where applicable, ad-
justments for indirect medical edu-
cation costs and the costs of serving a
disproportionate share of low-income
patients.

(3) Hospital inpatient prospective pay-
ment system capital Federal rate. The
hospital inpatient prospective payment
system capital Federal rate—

(1) Is adjusted for the applicable hos-
pital inpatient prospective payment
system DRG weighting factors;

(ii) Is adjusted by the applicable geo-
graphic adjustment factors, including
local cost variation based on the appli-
cable geographic classifications set
forth at §412.503 and the applicable full
hospital inpatient prospective payment
system wage index value for non-
reclassified hospitals, applicable large
urban location and cost of living ad-
justment factors for LTCHs for Alaska
and Hawaii, if applicable;

(iii) Includes, where applicable, cap-
ital inpatient prospective payment sys-
tem adjustments for indirect medical
education costs and the costs of serv-
ing a disproportionate share of low-in-
come patients.

(4) High cost outlier. An additional
payment for high cost outlier cases is
based on the fixed loss amount estab-
lished for the hospital inpatient pro-
spective payment system.

(g) Transition period for long-term care
hospitals and satellite facilities paid
under this subpart. Except as specified
in paragraph (h)(2), in the case of a
long-term care hospital or a satellite
facility that is paid under the provi-
sions of this subpart on October 1, 2004
or of a hospital that is paid under the
provisions of this subpart and whose
qualifying period under §412.23(e) began
on or before October 1, 2004, the
amount paid is calculated as specified
below:

(1) For each discharge during the
first cost reporting period beginning on
or after October 1, 2004, and before Oc-
tober 1, 2005, the amount paid is the
amount payable under this subpart
with no adjustment under this section
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but the hospital may not exceed the
percentage of patients admitted from
the host during its FY 2004 cost report-
ing period.

(2) For each discharge during the cost
reporting period beginning on or after
October 1, 2005, and before October 1,
2006, the percentage that may be ad-
mitted from the host with no payment
adjustment may not exceed the lesser
of the percentage of patients admitted
from the host during its FY 2004 cost
reporting period or 75 percent.

(3) For each discharge during the cost
reporting period beginning on or after
October 1, 2006, and before October 1,
2007, the percentage that may be ad-
mitted from the host with no payment
adjustment may not exceed the lesser
of the percentage of patients admitted
from the host during its FY 2004 cost
reporting period or 50 percent.

(4) For each discharge during cost re-
porting periods beginning on or after
October 1, 2007, the percentage that
may be admitted from the host with no
payment adjustment may not exceed 25
percent or the applicable percentage
determined under paragraph (d) or (e)
of this section.

(h) Effective date of policies in this sec-
tion for certain co-located long-term care
hospitals and satellite facilities of long-
term care hospitals. Except as specified
in paragraph (h)(4) of this section, the
policies set forth in this paragraph (h)
apply to Medicare patient discharges
that were admitted from a hospital lo-
cated in the same building or on the
same campus as a long-term care hos-
pital described in §412.23(e)(2)(i) that
meets the criteria in §412.22(f) and a
satellite facility of a long-term care
hospital as described under
§412.22(h)(3)(i) for discharges occurring
in cost reporting periods beginning on
or after July 1, 2007.

(1) Except as specified in paragraph
(h)(4) of this section, in the case of a
long-term care hospital or long-term
care hospital satellite facility that is
described under this paragraph (h), the
thresholds applied at paragraphs (c),
(d), and (e) of this section are not less
than the following percentages:

(i) For cost reporting periods begin-
ning on or after July 1, 2007 and before
July 1, 2008, the lesser of 75 percent of
the total number of Medicare dis-
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charges that were admitted to the
long-term care hospital or long-term
care hospital satellite facility from its
co-located hospital during the cost re-
porting period or the percentage of
Medicare discharges that had been ad-
mitted to the long-term care hospital
or satellite from that co-located hos-
pital during the long-term care hos-
pital’s or satellite’s RY 2005 cost re-
porting period.

(ii) For cost reporting periods begin-
ning on or after July 1, 2008 and before
July 1, 2009, the lesser of 50 percent of
the total number of Medicare dis-
charges that were admitted to the
long-term care hospital or the long-
term care hospital satellite facility
from its co-located hospital or the per-
centage of Medicare discharges that
had been admitted from that co-lo-
cated hospital during the long-term
care hospital’s or satellite’s RY 2005
cost reporting period.

(iii) For cost reporting periods begin-
ning on or after July 1, 2009, 25 percent
of the total number of Medicare dis-
charges that were admitted to the
long-term care hospital or satellite
from its co-located hospital during the
cost reporting period.

(2) In determining the percentage of
Medicare discharges admitted from the
co-located hospital under this para-
graph, patients on whose behalf a Medi-
care high cost outlier payment was
made at the co-located referring hos-
pital are not counted toward this
threshold.

(3) Except as specified in paragraph
(h)(4) of this section, for cost reporting
periods beginning on or after July 1,
2007, payments to long term care hos-
pitals described in §412.23(e)(2)(1) that
meet the criteria in §412.22(f) and sat-
ellite facilities of long-term care hos-
pitals described at §412.22(h)(3)(i) are
subject to the provisions of §412.5636 for
discharges of Medicare patients who
are admitted from a hospital not lo-
cated in the same building or on the
same campus as the LTCH or LTCH
satellite facility.

(4) For a long-term care hospital de-
scribed in §412.23(e)(2)(i) that meets the
criteria in §412.22(f), the policies set
forth in this paragraph (h) and in
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§412.536 do not apply for discharges oc-
curring in cost reporting periods begin-
ning on or after July 1, 2007.

(5) For a long-term care hospital or a
satellite facility that, as of December
29, 2007, was co-located with an entity
that is a provider-based, off-campus lo-
cation of a subsection (d) hospital
which did not provide services payable
under section 1886(d) of the Act at the
off-campus location, the policies set
forth in this paragraph (h) and in
§412.536 do not apply for discharges oc-
curring in cost reporting periods begin-
ning on or after July 1, 2007 and before
July 1, 2016.

[69 FR 49251, Aug. 11, 2004, as amended at 69
FR 78529, Dec. 30, 2004; 71 FR 27900, May 12,
2006; 72 FR 26992, May 11, 2007; 73 FR 26839,
May 9, 2008; 73 FR 29709, May 22, 2008; 74 FR
43998, Aug. 27, 2009; 75 FR 50416, Aug. 16, 2010;
77 FR 53679, Aug. 31, 2012; 77 FR 63752, Oct. 17,
2012; 79 FR 50356, Aug. 22, 2014]

§412.535 Publication of the Federal
prospective payment rates.

Except as specified in paragraph (b),
CMS publishes information pertaining
to the long-term care hospital prospec-
tive payment system effective for each
annual update in the FEDERAL REG-
ISTER.

(a) For the period beginning on or
after July 1, 2003 and ending on June
30, 2008, information on the unadjusted
Federal payment rates and a descrip-
tion of the methodology and data used
to calculate the payment rates are pub-
lished on or before May 1 prior to the
start of each long-term care hospital
prospective payment system rate year
which begins July 1, unless for good
cause it is published after May 1, but
before June 1.

(b) For the period beginning on July
1, 2008 and ending on September 30,
2009, information of the unadjusted
Federal payment rates and a descrip-
tion of the methodology and data used
to calculate the payment rates are pub-
lished on or before May 1 prior to the
start of the long-term care hospital
prospective payment system rate year
which begins July 1, unless for good
cause it is published after May 1, but
before June 1.

(c) For the period beginning on or
after October 1, 2009, information on
the unadjusted Federal payment rates
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and a description of the methodology
and data used to calculate the payment
rates are published on or before August
1 prior to the start of the Federal fiscal
year which begins October 1, unless for
good cause it is published after August
1, but before September 1.

(d) Information on the LTC-DRG
classification and associated weighting
factors is published on or before Au-
gust 1 prior to the beginning of each
Federal fiscal year.

[68 FR 34163, June 6, 2003, as amended at 73
FR 26839, May 9, 2008]

§412.536 Special payment provisions
for long-term care hospitals and
satellites of long-term care hos-
pitals that discharge Medicare pa-
tients admitted from a hospital not
located in the same building or on
the same campus as the long-term
care hospital or satellite of the
long-term care hospital, effective
for discharges occurring on or be-
fore September 30, 2016 or in cost
reporting periods beginning on or
before June 30, 2016.

(a) Scope. (1) Except as specified in
paragraph (a)(2) of this section, for cost
reporting periods beginning on or after
July 1, 2007, the policies set forth in
this section apply to discharges from
the following:

(i) Long-term care hospitals as de-
scribed in §412.23(e)(2)(i) that meet the
criteria in §412.22(e).

(ii) Long-term care hospitals as de-
scribed in §412.23(e)(2)(i) and that meet
the criteria in §412.22(f).

(iii) [Reserved]

(iv) Long-term care hospitals as de-
scribed in §412.23(e)(5).

(2) For cost reporting periods begin-
ning on or after July 1, 2007 and before
July 1, 2016, the policies set forth in
this section are not applicable to dis-
charges from:

(i) A long-term care hospital de-
scribed in §412.23(e)(5) of this part; or

(ii) [Reserved]

(iii) A long-term care hospital or sat-
ellite facility, that as of December 29,
2007, was co-located with an entity that
is a provider-based, off-campus loca-
tion of a subsection (d) hospital which
did not provide services payable under
section 1886(d) of the Act at the off-
campus location.
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(b) For cost reporting periods begin-
ning on or after July 1, 2007, payments
for discharges of Medicare patients ad-
mitted from a hospital not located in
the same building or on the same cam-
pus as the long-term care hospital or
long-term care hospital satellite facil-
ity will be made under either para-
graph (b)(1) or paragraph (b)(2) of this
section.

(1) Except as provided in paragraphs
(c), (d) and subject to paragraph (f) of
this section, for any cost reporting pe-
riod beginning on or after July 1, 2007
in which a long-term care hospital or a
long-term care hospital satellite facil-
ity has a discharged Medicare inpatient
population of whom no more than 25
percent were admitted to the long-term
care hospital or the satellite facility
from any individual hospital not co-lo-
cated with the long-term care hospital
or with the satellite of a long-term
care hospital, payments for the Medi-
care discharges admitted from that
hospital are made under the rules at
§412.500 through §412.541 in this subpart
with no adjustment under this section.

(2) Except as provided in paragraph
(c) and (d) and subject to paragraph (f)
of this section, for any cost reporting
period beginning on or after July 1,
2007 in which a long-term care hospital
or long-term care hospital satellite fa-
cility has a discharged Medicare inpa-
tient population of whom more than 25
percent were admitted to the long-term
care hospital or satellite facility from
any individual hospital not co-located
with the long-term care hospital or
with the satellite of a long-term care
hospital, payment for the Medicare dis-
charges who cause the long-term care
hospital or satellite facility to exceed
the 25 percent threshold for discharged
patients who have been admitted from
that referring hospital is the lesser of
the amount otherwise payable under
this subpart or the amount payable
under this subpart that is equivalent,
as set forth in paragraph (e) of this sec-
tion, to the amount that would be de-
termined under the rules at subpart A,
§412.1(a). Payments for the remainder
of the long-term care hospital’s or sat-
ellite facility’s patients admitted from
that referring hospital are made under
the rules in this subpart at §§412.500
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through 412.541 with no adjustment
under this section.

(3) In determining the percentage of
Medicare discharges admitted to the
long-term care hospital or long-term
care hospital satellite facility from
any referring hospital not co-located
with the long-term care hospital or
with the satellite of a long-term care
hospital, under paragraphs (b)(1) and
(b)(2) of this section, patients on whose
behalf a Medicare high cost outlier
payment was made to the referring
hospital are not counted towards the 25
percent threshold from that referring
hospital.

(c) Special treatment of rural hospitals.
(1) Subject to paragraph (f) of this sec-
tion, in the case of a long-term care
hospital or long-term care hospital sat-
ellite facility that is located in a rural
area as defined in §412.503 that has a
discharged Medicare inpatient popu-
lation of whom more than 50 percent
were admitted to the long-term care
hospital or long-term care hospital sat-
ellite facility from a hospital not co-lo-
cated with the long-term care hospital
or with the satellite of a long-term
care hospital, payment for the Medi-
care discharges who are admitted from
that hospital and who cause the long-
term care hospital or satellite facility
to exceed the 50 percent threshold for
Medicare discharges is determined at
the lesser of the amount otherwise pay-
able under this subpart or the amount
payable under this subpart that is
equivalent, as set forth in paragraph
(e) of this section, to the amount that
is otherwise payable under subpart A,
§412.1(a). Payments for the remainder
of the long-term care hospital’s or
long-term care hospital satellite facili-
ty’s Medicare discharges admitted
from that referring hospital are made
under the rules in this subpart at
§§412.500 through 412.541 with no adjust-
ment under this section.

(2) In determining the percentage of
Medicare discharges admitted from the
referring hospital under paragraph
(c)(1) of this section, patients on whose
behalf a Medicare high cost outlier
payment was made at the referring
hospital are not counted toward the 50
percent threshold.

(d) Special treatment of urban single or
MSA dominant hospitals. (1) Subject to
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paragraph (f) of this section, in the
case of a long-term care hospital or
long-term care hospital satellite facil-
ity that admits Medicare patients from
the only other hospital in the MSA or
from a referring MSA dominant hos-
pital as defined in paragraph (d)(4) of
this section, that are not co-located
with the long-term care hospital or
with the satellite of a long-term care
hospital for any cost reporting period
beginning on or after July 1, 2007, in
which the long-term care hospital or
satellite facility has a discharged
Medicare inpatient population of whom
more than the percentage calculated
under paragraph (d)(2) of this section
were admitted to the hospital from the
single or MSA-dominant referring hos-
pital, payment for the Medicare dis-
charges who are admitted from the re-
ferring hospital and who cause the
long-term care hospital or long-term
care hospital satellite facility to ex-
ceed the applicable threshold for Medi-
care discharges who have been admit-
ted from the referring hospital is the
lesser of the amount otherwise payable
under this subpart or the amount under
this subpart that is equivalent, as set
forth in paragraph (e) of this section,
to the amount that otherwise would be
determined under subpart A, §412.1(a).
Payments for the remainder of the
long-term care hospital’s or satellite
facility’s Medicare discharges admitted
from that referring hospital are made
under the rules in this subpart at
§§412.500 through 412.541 with no adjust-
ment under this section.

(2) For purposes of paragraph (d)(1) of
this section, the percentage threshold
is equal to the percentage of total
Medicare discharges in the Metropoli-
tan Statistical Area (MSA) in which
the hospital is located that are from
the referring hospital, but in no case is
less than 25 percent or more than 50
percent.

(3) In determining the percentage of
patients admitted from the referring
hospital under paragraph (d)(1) of this
section, patients on whose behalf a
Medicare outlier payment was made at
the referring hospital are not counted
toward the applicable threshold.

(4) For purposes of this paragraph, an
“MSA-dominant hospital” is a hospital
that has discharged more than 25 per-
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cent of the total hospital Medicare dis-
charges in the MSA in which the hos-
pital is located.

(e) Calculation of adjusted payment—
(1) Calculation of adjusted long-term care
hospital prospective payment system
amount. CMS calculates an amount
payable under subpart O equivalent to
an amount that would otherwise be
paid under the hospital inpatient pro-
spective payment system at subpart A,
§412.1(a). The amount is based on the
sum of the applicable hospital inpa-
tient prospective payment system op-
erating standardized amount and cap-
ital Federal rate in effect at the time
of the long-term care hospital dis-
charge.

(2) Operating inpatient prospective pay-
ment system standardiced amount. The
hospital inpatient prospective payment
system operating standardized
amount—

(i) Is adjusted for the applicable hos-
pital inpatient prospective payment
system DRG weighting factors;

(ii) Is adjusted for different area
wage levels based on the geographic
classifications defined at §412.503 and
the applicable hospital inpatient pro-
spective payment system labor-related
share, using the applicable hospital in-
patient prospective payment system
wage index value for nonreclassified
hospitals. For long-term care hospitals
located in Alaska and Hawaii, this
amount is also adjusted by the applica-
ble hospital inpatient prospective pay-
ment system cost of living adjustment
factors;

(iii) Includes, where applicable, ad-
justments for indirect medical edu-
cation costs and for the costs of serv-
ing a disproportionate share of low-in-
come patients.

(3) Hospital inpatient prospective pay-
ment system capital Federal rate. The
hospital inpatient prospective payment
system capital Federal rate—

(i) Is adjusted for the applicable hos-
pital inpatient prospective payment
system DRG weighting factors;

(i1) Is adjusted by the applicable geo-
graphic adjustment factors, including
local cost variation based on the appli-
cable geographic classifications set
forth at §412.503 and the applicable full
hospital inpatient prospective payment
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system wage index value for non-re-
classified hospitals, applicable large
urban location and cost of living ad-
justment factors for long-term care
hospitals for Alaska and Hawaii, if ap-
plicable;

(iii) Includes, where applicable, cap-
ital inpatient prospective payment sys-
tem adjustments for indirect medical
education costs and the costs of serv-
ing a disproportionate share of low-in-
come patients.

(4) High cost outlier. An additional
payment for high cost outlier cases is
based on the applicable fixed loss
amount established for the hospital in-
patient prospective payment system.

(f) Transition period for long-term care
hospitals and satellites paid under this
section. In the case of a long-term care
hospital or satellite of a long-term care
hospital that is paid under the provi-
sions of this section, the thresholds ap-
plied under paragraphs (b), (¢) and (d)
of this section will not be less than the
percentages specified below:

(1) For cost reporting periods begin-
ning on or after July 1, 2007 and before
July 1, 2008, the lesser of 75 percent of
the total number of Medicare dis-
charges that were admitted to the
long-term care hospital or satellite fa-
cility of a long-term care hospital from
all referring hospitals not co-located
with the long-term care hospital or
with the satellite facility of a long-
term care hospital during the cost re-
porting period or the percentage of
Medicare discharges that had been ad-
mitted to the long-term care hospital
or satellite of a long-term care hospital
from that referring hospital during the
long-term care hospital’s or satellite’s
RY 2005 cost reporting period.

(2) For cost reporting periods begin-
ning on or after July 1, 2008 and before
July 1, 2009, the lesser of 50 percent of
the total number of Medicare dis-
charges that were admitted to the
long-term care hospital or to the sat-
ellite facility of a long-term care hos-
pital from all referring hospitals not
co-located with the long-term care hos-
pital or with the satellite facility of a
long-term care hospital during the cost
reporting period or the percentage of
Medicare discharges that had been ad-
mitted from that referring hospital
during the long-term care hospital’s or
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satellite’s RY 2005 cost reporting pe-
riod.

(3) For cost reporting periods begin-
ning on or after July 1, 2009, 25 percent
of the total number of Medicare dis-
charges that were admitted to the
long-term care hospital or to the sat-
ellite facility of a long-term care hos-
pital from all referring hospitals not
co-located with the long-term care hos-
pital or with the satellite facility of a
long-term care hospital to the long-
term care hospital during the cost re-
porting period.

(4) In determining the percentage of
Medicare discharges admitted from the
referring hospital under this para-
graph, patients on whose behalf a Medi-
care high cost outlier payment was
made at the referring hospital are not
counted toward this threshold.

[72 FR 26993, May 11, 2007, as amended at 73
FR 26840, May 9, 2008; 73 FR 29711, May 22,
2008; 74 FR 44000, Aug. 27, 2009; 75 FR 50416,
Aug. 16, 2010; 77 FR 53680, Aug. 31, 2012; 77T FR
63752, Oct. 17, 2012; 79 FR 50357, Aug. 22, 2014]

§412.538 [Reserved]

§412.540 Method of payment for
preadmission services under the
long-term care hospital prospective
payment system.

The prospective payment system in-
cludes payment for inpatient operating
costs of preadmission services that
are—

(a) Otherwise payable under Medicare
Part B;

(b) Furnished to a beneficiary on the
date of the beneficiary’s inpatient ad-
mission, and during the calendar day
immediately preceding the date of the
beneficiary’s inpatient admission, to
the long-term care hospital, or to an
entity wholly owned or wholly oper-
ated by the long-term care hospital;
and

(1) An entity is wholly owned by the
long-term care hospital if the long-
term care hospital is the sole owner of
the entity.

(2) An entity is wholly operated by a
long-term care hospital if the long-
term care hospital has exclusive re-
sponsibility for conducting and over-
seeing the entity’s routine operations,
regardless of whether the long-term
care hospital also has policymaking
authority over the entity.
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(c) Related to the inpatient stay. A
preadmission service is related if—

(1) It is diagnostic (including clinical
diagnostic laboratory tests); or

(2) It is nondiagnostic when furnished
on the date of the beneficiary’s inpa-
tient admission; or

(3) On or after June 25, 2010, it is non-
diagnostic when furnished on the cal-
endar day preceding the date of the
beneficiary’s inpatient admission and
the hospital does not attest that such
service is unrelated to the beneficiary’s
inpatient admission.

(d) Not one of the following—

(1) Ambulance services.

(2) Maintenance renal dialysis serv-
ices.

[75 FR 50416, Aug. 16, 2010]

§412.541 Method of payment under
the long-term care hospital prospec-
tive payment system.

(a) General rule. Subject to the excep-
tions in paragraphs (b) and (c¢) of this
section, long-term care hospitals re-
ceive payment under this subpart for
inpatient operating costs and capital-
related costs for each discharge only
following submission of a discharge
bill.

(b) Periodic interim payments—(1) Cri-
teria for receiving periodic interim pay-
ments. (i) A long-term care hospital re-
ceiving payment under this subpart
may receive periodic interim payments
(PIP) for Part A services under the PIP
method subject to the provisions of
§413.64(h) of this subchapter.

(ii) To be approved for PIP, the long-
term care hospital must meet the
qualifying requirements in §413.64(h)(3)
of this subchapter.

(iii) As provided in §413.64(h)(5) of
this subchapter, intermediary approval
is conditioned upon the intermediary’s
best judgment as to whether payment
can be made under the PIP method
without undue risk of the PIP result-
ing in an overpayment to the provider.

(2) Frequency of payment. (i) For long-
term care hospitals approved for PIP
and paid solely under Federal prospec-
tive payment system rates under
§§412.5633(a)(b) and 412.5633(c), the inter-
mediary estimates the long-term care
hospital’s Federal prospective pay-
ments net after estimated beneficiary
deductibles and coinsurance and makes
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biweekly payments equal to Y2s of the
total estimated amount of payment for
the year.

(ii) For long-term care hospitals ap-
proved for PIP and paid using the
blended payment schedule specified in
§412.533(a) for cost reporting periods
beginning on or after October 1, 2002,
and before October 1, 2006, the inter-
mediary estimates the hospital’s por-
tion of the Federal prospective pay-
ments net and the hospital’s portion of
the reasonable cost-based reimburse-
ment payments net, after beneficiary
deductibles and coinsurance, in accord-
ance with the blended transition per-
centages specified in §412.533(a), and
makes biweekly payments equal to Yae
of the total estimated amount of both
portions of payments for the year.

(iii) If the long-term care hospital
has payment experience under the
long-term care hospital prospective
payment system, the intermediary es-
timates PIP based on that payment ex-
perience, adjusted for projected
changes supported by substantiated in-
formation for the current year.

(iv) Each payment is made 2 weeks
after the end of a biweekly period of
service as described in §413.64(h)(6) of
this subchapter.

(v) The interim payments are re-
viewed at least twice during the report-
ing period and adjusted if necessary.
Fewer reviews may be necessary if a
hospital receives interim payments for
less than a full reporting period. These
payments are subject to final settle-
ment.

(3) Termination of PIP. (i) Request by
the hospital. Subject to paragraph
(b)(1)(iii) of this section, a long-term
care hospital receiving PIP may con-
vert to receiving prospective payments
on a non-PIP basis at any time.

(ii) Removal by the intermediary. An
intermediary terminates PIP if the
long-term care hospital no longer
meets the requirements of §413.64(h) of
this subchapter.

(c) Interim payments for Medicare bad
debts and for Part A costs not paid under
the prospective payment system. For
Medicare bad debts and for the costs of
an approved education program, blood
clotting factors, anesthesia services
furnished by hospital-employed non-
physician anesthetists or obtained
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under arrangement, and photocopying
and mailing medical records to a QIO,
which are costs paid outside the pro-
spective payment system, the inter-
mediary determines the interim pay-
ments by estimating the reimbursable
amount for the year based on the pre-
vious year’s experience, adjusted for
projected changes supported by sub-
stantiated information for the current
year, and makes biweekly payments
equal to Y46 of the total estimated
amount. Each payment is made 2
weeks after the end of the biweekly pe-
riod of service as described in
§413.64(h)(6) of this subchapter. The in-
terim payments are reviewed at least
twice during the reporting period and
adjusted if necessary. Fewer reviews
may be necessary if a long-term care
hospital receives interim payments for
less than a full reporting period. These
payments are subject to final cost set-
tlement.

(d) Special interim payment for unusu-
ally long lengths of stay—(1) First interim
payment. A hospital that is not receiv-
ing periodic interim payments under
paragraph (b) of this section may re-
quest an interim payment 60 days after
a Medicare beneficiary has been admit-
ted to the hospital. Payment for the in-
terim bill is determined as if the bill
were a final discharge bill and includes
any outlier payment determined as of
the last day for which services have
been billed.

(2) Additional interim payments. A hos-
pital may request additional interim
payments at intervals of at least 60
days after the date of the first interim
bill submitted under paragraph (d)(1) of
this section. Payment for these addi-
tional interim bills, as well as the final
bill, is determined as if the bill were
the final bill with appropriate adjust-
ments made to the payment amount to
reflect any previous interim payment
made under the provisions of this para-
graph.

(e) Outlier payments. Additional pay-
ments for outliers are not made on an
interim basis. The outlier payments
are made based on the submission of a
discharge bill and represent final pay-
ment.

(f) Accelerated payments—(1) General
rule. Upon request, an accelerated pay-
ment may be made to a long-term care
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hospital that is receiving payment
under this subpart and is not receiving
PIP under paragraph (b) of this section
if the hospital is experiencing financial
difficulties because of the following:

(i) There is a delay by the inter-
mediary in making payment to the
long-term care hospital.

(ii) Due to an exceptional situation,
there is a temporary delay in the hos-
pital’s preparation and submittal of
bills to the intermediary beyond its
normal billing cycle.

(2) Approval of payment. A request by
a long-term care hospital for an accel-
erated payment must be approved by
the intermediary and by CMS.

(3) Amount of payment. The amount of
the accelerated payment is computed
as a percentage of the net payment for
unbilled or unpaid covered services.

(4) Recovery of payment. Recovery of
the accelerated payment is made by
recoupment as long-term care hospital
bills are processed or by direct pay-
ment by the long-term care hospital.

[67 FR 56049, Aug. 30, 2002, as amended at 68
FR 10988, Mar. 7, 2003; 71 FR 48141, Aug. 18,
2006]

§412.560 Requirements under the
Long-Term Care Hospital Quality
Reporting Program (LTCH QRP).

(a) Participation in the LTCH QRP. A
long-term-care hospital must begin
submitting data on measures specified
under sections 1886(m)(5)(D),
1899B(c)(1), and 1899B(d)(1) of the Act,
and standardized patient assessment
data required under section 1899B(b)(1)
of the Act, under the LTCH QRP by no
later than the first day of the calendar
quarter subsequent to 30 days after the
date on its CMS Certification Number
(CCN) notification letter.

(b) Data submission requirements and
payment impact. (1) Except as provided
in paragraph (c) of this section, a long-
term care hospital must submit to
CMS data on measures specified under
sections 1886(m)(5)(D), 1899B(c)(1) and
1899B(d)(1) of the Act, and standardized
patient assessment data required under
section 1899B(b)(1) of the Act. Such
data must be submitted in a form and
manner, and at a time, specified by
CMS.

(2) A long-term care hospital that
does not submit data in accordance
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with sections 1886(m)(5)(C) and
1886(m)(5)(F') of the Act with respect to
a given fiscal year will have its annual
update to the standard Federal rate for
discharges for the long-term care hos-
pital during the fiscal year reduced by
2 percentage points.

(3) CMS may remove a quality meas-
ure from the LTCH QRP based on one
or more of the following factors:

(i) Measure performance among long-
term care hospitals is so high and
unvarying that meaningful distinctions
in improvements in performance can
no longer be made.

(ii) Performance or improvement on
a measure does not result in better pa-
tient outcomes.

(iii) A measure does not align with
current clinical guidelines or practice.

(iv) The availability of a more broad-
ly applicable (across settings, popu-
lations, or conditions) measure for the
particular topic.

(v) The availability of a measure that
is more proximal in time to desired pa-
tient outcomes for the particular topic.

(vi) The availability of a measure
that is more strongly associated with
desired patient outcomes for the par-
ticular topic.

(vii) Collection or public reporting of
a measure leads to negative unintended
consequences other than patient harm.

(viii) The costs associated with a
measure outweigh the benefit of its
continued use in the program.

(c) Exception and extension request re-
quirements. Upon request by a long-
term care hospital, CMS may grant an
exception or extension with respect to
the measures data and standardized pa-
tient assessment data reporting re-
quirements, for one or more quarters,
in the event of certain extraordinary
circumstances beyond the control of
the long-term care hospital, subject to
the following:

(1) A long-term care hospital that
wishes to request an exception or ex-
tension with respect to measures data
and standardized patient assessment
data reporting requirements must sub-
mit its request to CMS within 90 days
of the date that the extraordinary cir-
cumstances occurred.

(2) A long-term care hospital must
submit its request for an exception or
extension to CMS via email. Email is

§412.560

the only form that may be used to sub-
mit to CMS a request for an exception
or an extension.

(3) The email request for an excep-
tion or extension must contain the fol-
lowing information:

(i) The CCN for the long-term care
hospital.

(ii) The business name of the long-
term care hospital.

(iii) The business address of the long-
term care hospital.

(iv) Contact information for the long-
term care hospital’s chief executive of-
ficer or designated personnel, including
the name, telephone number, title,
email address, and physical mailing ad-
dress. (The mailing address may not be
a post office box.)

(v) A statement of the reason for the
request for the exception or extension.

(vi) Evidence of the impact of the ex-
traordinary circumstances, including,
but not limited to, photographs, news-
paper articles, and other media.

(vii) The date on which the long-term
care hospital will be able to again sub-
mit measures data and standardized
patient assessment data under the
LTCH QRP and a justification for the
proposed date.

(4) CMS may grant an exception or
extension to a long-term care hospital
that has not been requested by the
long-term care hospital if CMS deter-
mines that—

(i) An extraordinary circumstance af-
fects an entire region or locale; or

(ii) A systemic problem with one of
CMS’ data collection systems directly
affected the ability of the long-term
care hospital to submit measures data
and standardized patient assessment
data.

(d) Reconsiderations of moncompliance
decisions— (1) Written letter of mon-com-
pliance decision. Long-term care hos-
pitals that do not meet the require-
ment in paragraph (b) of this section
for a program year will receive a noti-
fication of non-compliance sent
through at least one of the following
methods: The CMS designated data
submission system, the United States
Postal Service, or via an email from
the MAC.

(2) Request for reconsideration of non-
compliance decision. A long-term care
hospital may request a reconsideration
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of CMS’ decision of noncompliance no
later than 30 calendar days from the
date of the written notification of non-
compliance. The reconsideration re-
quest by the long-term care hospital
must be submitted to CMS via email
and must contain the following infor-
mation:

(i) The CCN for the long-term care
hospital.

(ii) The business name of the long-
term care hospital.

(iii) The business address of the long-
term care hospital.

(iv) Contact information for the long-
term care hospital’s chief executive of-
ficer or designated personnel, including
each individual’s name, title, email ad-
dress, telephone number, and physical
mailing address. (The physical address
may not be a post office box.)

(v) CMS’s identified reason(s) for the
noncompliance decision from the writ-
ten notification of noncompliance.

(vi) The reason for requesting recon-
sideration of CMS’ noncompliance deci-
sion.

(vii) Accompanying documentation
that demonstrates compliance of the
long-term care hospital with the LTCH
QRP requirements. This documenta-
tion must be submitted electronically
at the same time as the reconsider-
ation request as an attachment to the
email.

(38) CMS decision on reconsideration re-
quest. CMS will notify long-term care
hospitals, in writing, of its final deci-
sion regarding any reconsideration re-
quest through at least one of the fol-
lowing methods: The CMS designated
data submission system, the United
States Postal Service, or via an email
from the MAC.

(e) Appeals of reconsideration requests.
A long-term care hospital that is dis-
satisfied with a decision made by CMS
on its reconsideration request may file
an appeal with the Provider Reim-
bursement Review Board under part
405, subpart R, of this chapter.

(f) Data completion thresholds. (1)
Long-term care hospitals must meet or
exceed the following data completeness
thresholds with respect to a fiscal year:

(i)(A) The threshold set at 100 percent
completion of measures data and
standardized patient assessment data
collected using the LTCH Continuity
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Assessment Record and Evaluation
(CARE) Data Set (LCDS) on at least 80
percent of the assessments LTCHs sub-
mit through the CMS designated data
submission system for the FY 2014
through the FY 2025 LTCH QRP.

(B) The threshold set at 100 percent
completion of measures data and
standardized patient assessment data
collected using the LCDS on at least 85
percent of the assessments LTCHs sub-
mit through the CMS designated data
submission system beginning with the
FY 2026 LTCH QRP.

(ii) The threshold set at 100 percent
for measures data collected and sub-
mitted using the Centers for Disease
Control and Prevention’s (CDC) Na-
tional Healthcare Safety Network
(NHSN) for FY 2014 and all subsequent
payment updates.

(2) The thresholds in paragraph (f)(1)
of this section apply to all data that
must be submitted under paragraph (b)
of this section.

(3) A long-term care hospital must
meet or exceed both thresholds in para-
graph (f)(1) of this section to avoid re-
ceiving a 2 percentage point reduction
to its annual payment update for a
given fiscal year, beginning with the
FY 2019 LTCH QRP.

[80 FR 49769, Aug. 17, 2015, as amended at 81
FR 57270, Aug. 22, 2016; 82 FR 38513, Aug. 14,
2017; 83 FR 41705, Aug. 17, 2018; 84 FR 42615,
Aug. 16, 2019; 88 FR 59334, Aug. 28, 2023]

Subpart P—Prospective Payment
for Inpatient Rehabilitation
Hospitals and Rehabilitation
Units

SOURCE: 66 FR 41388, Aug. 7, 2001, unless
otherwise noted.

§412.600 Basis and scope of subpart.

(a) Basis. This subpart implements
section 1886(j) of the Act, which pro-
vides for the implementation of a pro-
spective payment system for inpatient
rehabilitation hospitals and rehabilita-
tion units (in this subpart referred to
as ‘‘inpatient rehabilitation facili-
ties’’).

(b) Scope. This subpart sets forth the
framework for the prospective payment
system for inpatient rehabilitation fa-
cilities, including the methodology
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