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(e) Criteria for determining that a phy-
sician knew that services were excluded as
not reasonable and necessary. A physi-
cian will be determined to have known
that furnished services were excluded
from coverage as not reasonable and
necessary if one or more of the condi-
tions in §411.406 of this subpart are
met.

(f) Acceptable evidence of prior notice to
a beneficiary that Medicare was likely to
deny payment for a particular service. To
qualify for waiver of the refund re-
quirement under paragraph (d)(2) of
this section, the physician must inform
the beneficiary (or person acting on his
or her behalf) that the physician be-
lieves Medicare is likely to deny pay-
ment.

(1) The notice must—

(i) Be in writing, using approved no-
tice language;

(ii) Cite the particular service or
services for which payment is likely to
be denied; and

(iii) Cite the physician’s reasons for
believing Medicare payment will be de-
nied.

(2) The notice is not acceptable evi-
dence if—

(i) The physician routinely gives this
notice to all beneficiaries for whom he
or she furnishes services; or

(ii) The notice is no more than a
statement to the effect that there is a
possibility that Medicare may not pay
for the service.

(g) Applicability of sanctions to physi-
cians who fail to make refunds under this
section. A physician who knowingly and
willfully fails to make refunds as re-
quired by this section may be subject
to sanctions as provided for in chapter
V, parts 1001, 1002, and 1003 of this title.

[565 FR 24568, June 18, 1990; 55 FR 35142, 35143,
Aug. 28, 1990]
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412.1 Scope of part.

412.2 Basis of payment.
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412.4 Discharges and transfers.
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412.6 Cost reporting periods subject to the
prospective payment systems.

412.8 Publication of schedules for deter-
mining prospective payment rates.

412.10 Changes in the DRG classification
system.

Subpart B—Hospital Services Subject to
and Excluded From the Prospective
Payment Systems for Inpatient Oper-
ating Costs and Inpatient Capital-Re-
lated Costs

412.20 Hospital services subject to the pro-
spective payment systems.

412.22 Excluded hospitals and hospital
units: General rules.

412.23 Excluded hospitals: Classifications.

412.24 Requirements under the PPS-Exempt
Cancer Hospital Quality Reporting
(PCHQR) Program.

412.25 Excluded hospital units: Common re-
quirements.

412.27 Excluded psychiatric units: Addi-
tional requirements.

412.29 Classification criteria for payment
under the inpatient rehabilitation facil-
ity prospective payment system.

412.30 [Reserved]

Subpart C—Conditions for Payment Under
the Prospective Payment Systems for
Inpatient Operating Costs and Inpa-
tient Capital-Related Costs

412.40 General requirements.

412.42 Limitations on charges to bene-
ficiaries.

412.44 Medical review requirements: Admis-
sions and quality review.

412.46 Medical review requirements.

412.48 Denial of payment as a result of ad-
missions and quality review.

412.50 Furnishing of inpatient hospital serv-
ices directly or under arrangements.

412.52 Reporting and recordkeeping require-
ments.

Subpart D—Basic Methodology for Deter-
mining Prospective Payment Federal
Rates for Inpatient Operating Costs

412.60 DRG classification and weighting fac-
tors.

412.62 Federal rates for inpatient operating
costs for fiscal year 1984.

412.63 Federal rates for inpatient operating
costs for Federal fiscal years 1984
through 2004.
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412.64 Federal rates for inpatient operating
costs for Federal fiscal year 2005 and sub-
sequent fiscal years.

Subpart E—Determination of Transition Pe-
riod Payment Rates for the Prospective
Payment System for Inpatient Oper-
ating Costs

412.70 General description.

412.71 Determination of base-year inpatient
operating costs.

412.72 Modification of base-year costs.

412.73 Determination of the hospital-spe-
cific rate based on a Federal fiscal year
1982 base period.

412.75 Determination of the hospital-spe-
cific rate for inpatient operating costs
based on a Federal fiscal year 1987 base
period.

412.76 Recovery of excess transition period
payment amounts resulting from unlaw-
ful claims.

412.77 Determination of the hospital-spe-
cific rate for inpatient operating costs
for sole community hospitals based on a
Federal fiscal year 1996 base period.

412.78 Determination of the hospital-spe-
cific rate for inpatient operating costs
for sole community hospitals based on a
Federal fiscal year 2006 base period.

412.79 Determination of the hospital-spe-
cific rate for inpatient operating costs
for Medicare-dependent, small rural hos-
pitals based on a Federal fiscal year 2002
base period.

Subpart F—Payments for Outlier Cases,
Special Treatment Payment for New
Technology, and Payment Adjustment
for Certain Replaced Devices

PAYMENT FOR OUTLIER CASES

412.80 Outlier cases: General provisions.

412.82 Payment for extended length-of-stay
cases (day outliers).

412.83 Payment for extraordinarily high-
cost day outliers.

412.84 Payment for extraordinarily high-
cost cases (cost outliers).

PAYMENT ADJUSTMENT FOR CERTAIN CLINICAL
TRIAL CASES AND EXPANDED ACCESS USE
IMMUNOTHERAPY

412.85 Payment adjustment for certain clin-
ical trial and expanded access use
immunotherapy cases.

412.86 [Reserved]

ADDITIONAL SPECIAL PAYMENT FOR CERTAIN
NEW TECHNOLOGY

412.87 Additional payment for new medical
services and technologies: General provi-
sions.

42 CFR Ch. IV (10-1-24 Edition)

412.88 Additional payment for new medical
service or technology.

PAYMENT ADJUSTMENT FOR CERTAIN
REPLACED DEVICES

412.89 Payment adjustment for certain re-
placed devices.

Subpart G—Special Treatment of Certain
Facilities Under the Prospective Pay-
ment System for Inpatient Operating
Costs

412.90 General rules.

412.92 Special treatment: Sole community
hospitals.

412.96 Special treatment: Referral centers.

412.98 [Reserved]

412.100 Special treatment:
plant programs.

412.101 Special treatment: Inpatient hos-
pital payment adjustment for low-vol-
ume hospitals.

412.102 Special treatment: Hospitals located
in areas that are changing from urban to
rural as a result of a geographic redesig-
nation.

412.103 Special treatment: Hospitals located
in urban areas and that apply for reclas-
sification as rural.

412.104 Special treatment: Hospitals with
high percentage of ESRD discharges.
412.1056 Special treatment: Hospitals that
incur indirect costs for graduate medical

education programs.

412.106 Special treatment: Hospitals that
serve a disproportionate share of low-in-
come patients.

412.107 Special treatment: Hospitals that re-
ceive an additional update for FYs 1998
and 1999.

412.108 Special treatment: Medicare-depend-
ent, small rural hospitals.

412.109 Special treatment: Essential access
community hospitals (EACHS).

Kidney trans-

Subpart H—Payments to Hospitals Under
the Prospective Payment Systems

412.110 Total Medicare payment.

412.112 Payments determined on a per case
basis.

412.113 Other payments.

412.115 Additional payments.

412.116 Method of payment.

412.120 Reductions to total payments.

412.125 Effect of change of ownership on
payments under the prospective payment
systems.

412.130 Retroactive adjustments for incor-
rectly excluded hospitals and units.
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412.140 Participation, data submission, and
validation requirements under the Hos-
pital Inpatient Quality Reporting (IQR)
Program.

Subpart [—Adjustments to the Base Oper-
ating DRG Payment Amounts Under
the Prospective Payment Systems for
Inpatient Operating Costs

412.150 Basis and scope of subpart.

PAYMENT ADJUSTMENTS UNDER THE HOSPITAL
READMISSIONS REDUCTION PROGRAM

412.152 Definitions for the Hospital Re-
admissions Reduction Program.

412.154 Payment adjustments under the
Hospital Readmissions Reduction Pro-
gram.

412.1556-412.159 [Reserved]

INCENTIVE PAYMENTS UNDER THE HOSPITAL
VALUE-BASED PURCHASING PROGRAM

412.160 Definitions for the Hospital Value-
Based Purchasing (VBP) Program.

412.161 Applicability of the Hospital Value-
Based Purchasing (VBP) Program.

412.162 Process for reducing the base oper-
ating DRG payment amount and apply-
ing the value-based incentive payment
amount adjustment under the Hospital
Value-Based Purchasing (VBP) Program.

412.163 Process for making hospital-specific
performance information under the Hos-
pital Value-Based Purchasing (VBP) Pro-
gram available to the public.

412.164 Measure selection under the Hos-
pital Value-Based Purchasing (VBP) Pro-
gram.

412.165 Performance standards under the
Hospital Value-Based Purchasing (VBP)
Program.

412.167 Appeal under the Hospital Value-
Based Purchasing (VBP) Program.

412.168 Special rules for FY 2022 and FY
2023.

412.169 [Reserved]

PAYMENT ADJUSTMENTS UNDER THE HOS-
PITAL-ACQUIRED CONDITION REDUCTION PRO-
GRAM

412.170 Definitions for the Hospital-Ac-
quired Condition Reduction Program.
412.172 Payment adjustments under the
Hospital-Acquired Condition Reduction

Program.
412.190 Overall Hospital Quality Star Rat-
ing.

Subpart J [Reserved]

Subpart K—Prospective Payment System
for Inpatient Operating Costs for Hos-
pitals Located in Puerto Rico

412.200 General provisions.

Pt. 412

412.204 Payments to hospitals located in
Puerto Rico.

412.208 Puerto Rico rates for Federal fiscal
year 1988.

412.210 Puerto Rico rates for Federal fiscal
years 1989 through 2003.

412.211 Puerto Rico rates for Federal fiscal
year 2004 and subsequent fiscal years.

412.212 National rate.

412.220 Special treatment of certain hos-
pitals located in Puerto Rico.

Subpart L—The Medicare Geographic
Classification Review Board

CRITERIA AND CONDITIONS FOR REDESIGNATION

412.230 Criteria for an individual hospital
seeking redesignation to another rural
area or an urban area.

412.232 Criteria for all hospitals in a rural
county seeking urban redesignation.

412.234 Criteria for all hospitals in an urban
county seeking redesignation to another
urban area.

COMPOSITION AND PROCEDURES

412.246 MGCRB members.

412.248 Number of members needed for a de-
cision or a hearing.

412.250 Sources of MGCRB’s authority.

412.252 Applications.

412.254 Proceedings before MGCRB.

412.256 Application requirements.

412.258 Parties to MGCRB proceeding.

412.260 Time and place of the oral hearing.

412.262 Disqualification of an MGCRB mem-
ber.

412.264 Evidence and comments in MGCRB
proceeding.

412.266 Availability of wage data.

412.268 Subpoenas.

412.270 Witnesses.

412.272 Record of proceedings before the
MGCRB.

412.273 Withdrawing an application, termi-
nating an approved 3-year reclassifica-
tion, or canceling a previous withdrawal
or termination.

412.274 Scope and effect of an MGCRB deci-
sion.

412.276 Timing of MGCRB decision and its
appeal.

412.278 Administrator’s review.

412.280 Representation.

Subpart M—Prospective Payment System
for Inpatient Hospital Capital Costs

GENERAL PROVISIONS

412.300 Scope of subpart and definition.

412.302 Introduction to capital costs.

412.304 Implementation of the capital pro-
spective payment system.

605



Pt. 412

BASIC METHODOLOGY FOR DETERMINING THE
FEDERAL RATE FOR CAPITAL-RELATED COSTS

412.308 Determining and updating the Fed-
eral rate.

412.312 Payment based on the Federal rate.

412.316 Geographic adjustment factors.

412.320 Disproportionate share adjustment
factor.

412.322 Indirect medical education adjust-
ment factor.

DETERMINATION OF TRANSITION PERIOD
PAYMENT RATES FOR CAPITAL-RELATED COSTS

412.324 General description.

412.328 Determining and updating the hos-
pital-specific rate.

412.331 Determining hospital-specific rates
in cases of hospital merger, consolida-
tion, or dissolution.

412.332 Payment based on the hospital-spe-
cific rate.

412.336 Transition period payment meth-
odologies.

412.340 Fully prospective payment method-
ology.

412.344 Hold-harmless
ology.

412.348 Exception payments.

412.352 Budget neutrality adjustment.

payment method-

SPECIAL RULES FOR PUERTO RICO HOSPITALS

412.370 General provisions for hospitals lo-
cated in Puerto Rico.

412.374 Payments to hospitals located in
Puerto Rico.

Subpart N—Prospective Payment System
for Hospital Inpatient Services of Inpa-
fient Psychiatric Facilities

412.400 Basis and scope of subpart.

412.402 Definitions.

412.404 Conditions for payment under the
prospective payment system for inpa-
tient hospital services of psychiatric fa-
cilities.

412.405 Preadmission services as inpatient
operating costs under the inpatient psy-
chiatric facility prospective payment
system.

412.422 Basis of payment.

412.424 Methodology for calculating the
Federal per diem payment amount.

412.426 Transition period.

412.428 Publication of changes to the inpa-
tient psychiatric facility prospective
payment system.

412.432 Method of payment under the inpa-
tient psychiatric facility prospective
payment system.

412.433 Procedural requirements under the
IPFQR Program.

412.434 Reconsideration and appeals proce-
dures of Inpatient Psychiatric Facilities

42 CFR Ch. IV (10-1-24 Edition)

Quality Reporting (IPFQR) Program de-
cisions.

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

412.500 Basis and scope of subpart.

412.503 Definitions.

412.505 Conditions for payment under the
prospective payment system for long-
term care hospitals.

412.507 Limitation on charges
ficiaries.

412.508 Medical review requirements.

412.509 Furnishing of inpatient hospital
services directly or under arrangement.

412.511 Reporting and recordkeeping re-
quirements.

412.513 Patient classification system.

412.515 LTC-DRG weighting factors.

412.517 Revision of LTC-DRG group classi-
fications and weighting factors.

412.521 Basis of payment.

412.522 Application of site neutral payment
rate.

412.523 Methodology for calculating the
Federal prospective payment rates.

412.525 Adjustments to the Federal prospec-
tive payment.

412.526 Payment provisions for a ‘‘subclause
(IT)”’ long-term care hospital.

412.529 Special payment provisions for
short-stay outliers.

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

412.533 Transition payments.

412.534 Special payment provisions for long-
term care hospitals-within-hospitals and
satellites of long-term care hospitals, ef-
fective for discharges occurring in cost
reporting periods beginning on or before
September 30, 2016.

412.535 Publication of the Federal prospec-
tive payment rates.

412.536 Special payment provisions for long-
term care hospitals and satellites of
long-term care hospitals that discharge
Medicare patients admitted from a hos-
pital 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 dis-
charges occurring on or before Sep-
tember 30, 2016 or in cost reporting peri-
ods beginning on or before June 30, 2016.

412.538 [Reserved]

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

412.541 Method of payment under the long-
term care hospital prospective payment
system.

to bene-
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412.560 Requirements under the Long-Term
Care Hospital Quality Reporting Pro-
gram (LTCH QRP).

Subpart P—Prospective Payment for Inpa-
tient Rehabilitation Hospitals and Re-
habilitation Units

412.600 Basis and scope of subpart.

412.602 Definitions.

412.604 Conditions for payment under the
prospective payment system for inpa-
tient rehabilitation facilities.

412.606 Patient assessments.

412.608 Patients’ rights regarding the collec-
tion of patient assessment data.

412.610 Assessment schedule.

412.612 Coordination of the collection of pa-
tient assessment data.

412.614 Transmission of patient assessment
data.

412.616 Release of information collected
using the patient assessment instrument.

412.618 Assessment process for interrupted
stays.

412.620 Patient classification system.

412.622 Basis of payment.

412.624 Methodology for calculating the
Federal prospective payment rates.

412.626 Transition period.

412.628 Publication of the Federal prospec-
tive payment rates.

412.630 Limitation on review.

412.632 Method of payment under the inpa-
tient rehabilitation facility prospective
payment system.

412.634 Requirements under the Inpatient
Rehabilitation Facility (IRF) Quality
Reporting Program (QRP).

AUTHORITY: 42 U.S.C. 1302 and 1395hh.

SOURCE: 50 FR 12741, Mar. 29, 1985, unless
otherwise noted.

Subpart A—General Provisions

§412.1 Scope of part.

(a) Purpose. (1) This part implements
sections 1886(d) and (g) of the Act by
establishing a prospective payment
system for the operating costs of inpa-
tient hospital services furnished to
Medicare beneficiaries in cost report-
ing periods beginning on or after Octo-
ber 1, 1983, and a prospective payment
system for the capital-related costs of
inpatient hospital services furnished to
Medicare beneficiaries in cost report-
ing periods beginning on or after Octo-
ber 1, 1991.

(1) Under these prospective payment
systems, payment for the operating
and capital-related costs of inpatient
hospital services furnished by hospitals

§412.1

subject to the systems (generally,
short-term, acute-care hospitals) is
made on the basis of prospectively de-
termined rates and applied on a per dis-
charge basis.

(ii) Payment for other costs related
to inpatient hospital services is made
on a reasonable cost basis as follows:

(A) Organ acquisition costs incurred
by hospitals with approved organ
transplant programs.

(B) The costs of qualified nonphysi-
cian anesthetist’s services, as described
in §412.113(c).

(C) Direct costs of approved nursing
and allied health educational pro-
grams.

(D) Costs related to hematopoietic
stem cell acquisition for the purpose of
an allogeneic hematopoietic stem cell
transplant as described in §412.113(e).

(iii) Payment for the direct costs of
graduate medical education is made on
a per resident amount basis in accord-
ance with §§413.75 through 413.83 of this
chapter.

(iv) Additional payments are made
for outlier cases, bad debts, indirect
medical education costs, for serving a
disproportionate share of low-income
patients, for the additional resource
costs of domestic National Institute for
Occupational Safety and Health ap-
proved surgical N95 respirators, and for
the additional resource costs for small,
independent hospitals to establish and
maintain access to buffer stocks of es-
sential medicines.

(v) Under either prospective payment
system, a hospital may keep the dif-
ference between its prospective pay-
ment rate and its operating or capital-
related costs incurred in furnishing in-
patient services, and the hospital is at
risk for inpatient operating or inpa-
tient capital-related costs that exceed
its payment rate.

(2) This part implements section 124
of Public Law 106-113 by establishing a
per diem prospective payment system
for the inpatient operating and capital
costs of hospital inpatient services fur-
nished to Medicare beneficiaries by a
psychiatric facility that meets the con-
ditions of subpart N of this part.
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