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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. 

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

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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(3) This part implements section 
1886(j) of the Act by establishing a pro-
spective payment system for the inpa-
tient operating and capital costs of in-
patient hospital services furnished to 
Medicare beneficiaries by a rehabilita-
tion hospital or rehabilitation unit 
that meets the conditions of § 412.604. 

(4) This part implements the fol-
lowing regarding long-term care hos-
pitals— 

(i) Section 123 of Public Law 106–113, 
which provides for the establishment of 
a prospective payment system for the 
costs of inpatient hospital services fur-
nished to Medicare beneficiaries by 
long-term care hospitals described in 
section 1886(d)(1)(B)(iv) of the Act, for 
cost reporting periods beginning on or 
after October 1, 2002. 

(ii) The provisions of section 307(b) of 
Public Law 106–554, which state that 
the Secretary shall examine and may 
provide for appropriate adjustments to 
the long-term care hospital prospective 
payment system, including adjust-
ments to diagnosis-related group 
(DRG) weights, area wage adjustments, 
geographic reclassification, outlier ad-
justments, updates, and dispropor-
tionate share adjustments consistent 
with section 1886(d)(5)(F) of the Act. 

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

(A) 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. 

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

(5) This part implements section 
1886(q) of the Act, which provides that, 
effective for discharges from an ‘‘ap-
plicable hospital’’ beginning on or after 
October 1, 2012, payments to those hos-
pitals under section 1886(d) of the Act 
will be reduced to account for certain 
excess readmissions, under the Hos-
pital Readmissions Reduction Pro-
gram. This reduction will be made 

through an adjustment to the hos-

pital’s base operating DRG payment 

amounts under the prospective pay-

ment system for inpatient operating 

costs. 

(6) This part implements section 

1886(o)(1)(B) of the Act, which directs 

the Secretary to begin to make value- 

based incentive payments under the 

Hospital Value-Based Purchasing Pro-
gram to hospitals for discharges occur-
ring on or after October 1, 2012, through 
an adjustment to the base operating 
DRG payment amounts under the pro-
spective payment system for inpatient 
operating costs. 

(7) This part implements section 
1866(k) of the Act, which directs hos-
pitals described in section 
1886(d)(1)(B)(v) of the Act to submit 
data on quality measures to the Sec-
retary. 

(b) Summary of content. (1) This sub-
part describes the basis of payment for 
inpatient hospital services under the 
prospective payment systems specified 
in paragraph (a)(1) of this section and 
sets forth the general basis of these 
systems. 

(2) Subpart B of this part sets forth 
all of the following: 

(i)(A) The classifications of hospitals 
that are included in and excluded from 
the prospective payment systems speci-
fied in paragraph (a)(1) of this section. 

(B) Requirements governing the in-
clusion or exclusion of hospitals in the 
systems as a result of changes in their 
classification. 

(ii) Requirements for the PPS-Ex-
empt Cancer Hospital Quality Report-
ing (PCHQR) Program. 

(3) Subpart C sets forth certain con-
ditions that must be met for a hospital 
to receive payment under the prospec-
tive payment systems specified in 
paragraph (a)(1) of this section. 

(4) Subpart D sets forth the basic 
methodology by which prospective pay-
ment rates for inpatient operating 
costs are determined under the pro-
spective payment system specified in 
paragraph (a)(1) of this section. 

(5) Subpart E describes the transition 
ratesetting methods that are used to 
determine transition payment rates for 
inpatient operating costs during the 
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first 4 years of the prospective pay-
ment system specified in paragraph 
(a)(1) of this section. 

(6) Subpart F sets forth the method-
ology for determining payments for 
outlier cases under the prospective 
payment system specified in paragraph 
(a)(1) of this section. 

(7) Subpart G sets forth rules for spe-
cial treatment of certain facilities 
under the prospective payment system 
specified in paragraph (a)(1) of this sec-
tion for inpatient operating costs. 

(8) Subpart H describes the types, 
amounts, and methods of payment to 
hospitals under the prospective pay-
ment system specified in paragraph 
(a)(1) of this section for inpatient oper-
ating costs. 

(9) Subpart K describes how the pro-
spective payment system specified in 
paragraph (a)(1) of this section for in-
patient operating costs is implemented 
for hospitals located in Puerto Rico. 

(10) Subpart L sets forth the proce-
dures and criteria concerning applica-
tions from hospitals to the Medicare 
Geographic Classification Review 
Board for geographic redesignation 
under the prospective payment systems 
specified in paragraph (a)(1) of this sec-
tion. 

(11) Subpart M describes how the pro-
spective payment system specified in 
paragraph (a)(1) of this section for in-
patient capital-related costs is imple-
mented effective with reporting periods 
beginning on or after October 1, 1991. 

(12) Subpart N describes the prospec-
tive payment system specified in para-
graph (a)(2) of this section for inpatient 
psychiatric facilities and sets forth the 
general methodology for paying the op-
erating and capital-related costs of in-
patient hospital services furnished by 
inpatient psychiatric facilities effec-
tive with cost reporting periods begin-
ning on or after January 1, 2005. 

(13) Subpart O of this part describes 
the prospective payment system speci-
fied in paragraph (a)(4) of this section 
for long-term care hospitals and sets 
forth the general methodology for pay-
ing for the operating and capital-re-
lated costs of inpatient hospital serv-
ices furnished by long-term care hos-
pitals, effective with cost reporting pe-
riods beginning on or after October 1, 
2002. 

(14) Subpart P describes the prospec-
tive payment system specified in para-
graph (a)(3) of this section for rehabili-
tation hospitals and rehabilitation 
units and sets forth the general meth-
odology for paying for the operating 
and capital-related costs of inpatient 
hospital services furnished by rehabili-
tation hospitals and rehabilitation 
units effective with cost reporting peri-
ods beginning on or after January 1, 
2002. 

[66 FR 41385, Aug. 7, 2001, as amended at 67 
FR 56048, Aug. 30, 2002; 69 FR 66976, Nov. 15, 
2004; 70 FR 47484, Aug. 12, 2005; 73 FR 24879, 
May 6, 2008; 77 FR 53673, Aug. 31, 2012; 85 FR 
59020, Sept. 18, 2020; 86 FR 45518, Aug. 13, 2021; 
86 FR 73510, Dec. 27, 2021; 87 FR 72286, Nov. 23, 
2022; 89 FR 69909, Aug. 28, 2024] 

§ 412.2 Basis of payment. 

(a) Payment on a per discharge basis. 
Under both the inpatient operating and 
inpatient capital-related prospective 
payment systems, hospitals are paid a 
predetermined amount per discharge 
for inpatient hospital services fur-
nished to Medicare beneficiaries. The 
prospective payment rate for each dis-
charge (as defined in § 412.4) is deter-
mined according to the methodology 
described in subpart D, E, or G of this 
part, as appropriate, for operating 
costs, and according to the method-
ology described in subpart M of this 
part for capital-related costs. An addi-
tional payment is made for both inpa-
tient operating and inpatient capital- 
related costs, in accordance with sub-
part F of this part, for cases that are 
extraordinarily costly to treat. 

(b) Payment in full. (1) The prospec-
tive payment amount paid for inpa-
tient hospital services is the total 
Medicare payment for the inpatient op-
erating costs (as described in para-
graph (c) of this section) and the inpa-
tient capital-related costs (as described 
in paragraph (d) of this section) in-
curred in furnishing services covered 
by the Medicare program. 

(2) The full prospective payment 
amount, as determined under subpart 
D, E, or G and under subpart M of this 
part, is made for each stay during 
which there is at least one Medicare 
payable day of care. Payable days of 
care, for purposes of this paragraph in-
clude the following: 
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