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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-
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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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