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used for the development of payment 
rates and associated adjustments, the 
application of a transition phase, and 
related rules. Under this system, for 
cost reporting periods beginning on or 
after January 1, 2002, payment for the 
operating and capital costs of inpatient 
hospital services furnished by inpatient 
rehabilitation facilities to Medicare 
Part A fee-for-service beneficiaries is 
made on the basis of prospectively de-
termined rates and applied on a per dis-
charge basis. 

§ 412.602 Definitions. 

As used in this subpart— 

Assessment reference date means the 
specific calendar day in the patient as-
sessment process that sets the des-
ignated endpoint of the common pa-
tient observation period, with most pa-
tient assessment items usually refer-
ring back in time from this endpoint. 

Closure of an IRF has the same mean-
ing as ‘‘closure of a hospital’’ as de-
fined in § 413.79(h)(1)(i) as applied to an 
IRF meeting the requirements of 
§ 412.604(b) for the purposes of account-
ing for indirect teaching costs. 

Closure of an IRF’s residency training 
program has the same meaning as ‘‘clo-
sure of a hospital residency training 
program’’ as defined in § 413.79(h)(1)(ii) 
as applied to an IRF meeting the re-
quirements of § 412.604(b) for the pur-
poses of accounting for indirect teach-
ing costs. 

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

Comorbidity means a specific patient 
condition that is secondary to the pa-
tient’s principal diagnosis that is the 
primary reason for the inpatient reha-
bilitation stay. 

Discharge. A Medicare patient in an 
inpatient rehabilitation facility is con-
sidered discharged when— 

(1) The patient is formally released 
from the inpatient rehabilitation facil-
ity; or 

(2) The patient dies in the inpatient 
rehabilitation facility. 

Displaced resident has the same mean-
ing as a ‘‘displaced resident’’ as defined 
in § 413.79(h)(1)(iii) as applied to an IRF, 
for purposes of accounting for indirect 
teaching costs. 

Encode means entering data items 

into the fields of the computerized pa-

tient assessment software program. 

Functional-related groups refers to the 

distinct groups under which inpatients 

are classified using proxy measure-

ments of inpatient rehabilitation rel-

ative resource usage. 

Interrupted stay means a stay at an 

inpatient rehabilitation facility during 

which a Medicare inpatient is dis-

charged from the inpatient rehabilita-

tion facility and returns to the same 

inpatient rehabilitation facility within 

3 consecutive calendar days. The dura-

tion of the interruption of the stay of 3 

consecutive calendar days begins with 

the day of discharge from the inpatient 

rehabilitation facility and ends on mid-

night of the third day. 

Outlier payment means an additional 

payment beyond the standard Federal 

prospective payment for cases with un-

usually high costs. 

Patient assessment instrument refers to 

a document that contains clinical, de-

mographic, and other information on a 

patient. 

Rural area means: For cost-reporting 

periods beginning on or after January 

1, 2002, with respect to discharges oc-

curring during the period covered by 

such cost reports but before October 1, 

2005, an area as defined in 

§ 412.62(f)(1)(iii). For discharges occur-

ring on or after October 1, 2005, rural 

area means an area as defined in 

§ 412.64(b)(1)(ii)(C). 

Transfer means the release of a Medi-

care inpatient from an inpatient reha-

bilitation facility to another inpatient 

rehabilitation facility, a short-term, 

acute-care prospective payment hos-

pital, a long-term care hospital as de-

scribed in § 412.23(e), or a nursing home 

that qualifies to receive Medicare or 

Medicaid payments. 

Urban area means: For cost-reporting 

periods beginning on or after January 

1, 2002, with respect to discharges oc-

curring during the period covered by 

such cost reports but before October 1, 

2005, an area as defined in 

§ 412.62(f)(1)(ii). For discharges occur-

ring on or after October 1, 2005, urban 

area means an area as defined in 
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§§ 412.64(b)(1)(ii)(A) and 
412.64(b)(1)(ii)(B). 

[66 FR 41388, Aug. 7, 2001, as amended at 67 
FR 44077, July 1, 2002; 68 FR 45699, Aug. 1, 
2003; 70 FR 47952, Aug. 15, 2005; 87 FR 47090, 
Aug. 1, 2022] 

§ 412.604 Conditions for payment 
under the prospective payment sys-
tem for inpatient rehabilitation fa-
cilities. 

(a) General requirements. (1) Effective 
for cost reporting periods beginning on 
or after January 1, 2002, an inpatient 
rehabilitation facility must meet the 
conditions of this section to receive 
payment under the prospective pay-
ment system described in this subpart 
for inpatient hospital services fur-
nished to Medicare Part A fee-for-serv-
ice beneficiaries. 

(2) If an inpatient rehabilitation fa-
cility fails to comply fully with these 
conditions with respect to inpatient 
hospital services furnished to one or 
more Medicare Part A fee-for-service 
beneficiaries, CMS or its Medicare fis-
cal intermediary may, as appropriate— 

(i) Withhold (in full or in part) or re-
duce Medicare payment to the inpa-
tient rehabilitation facility until the 
facility provides adequate assurances 
of compliance; or 

(ii) Classify the inpatient rehabilita-
tion facility as an inpatient hospital 
that is subject to the conditions of sub-
part C of this part and is paid under the 
prospective payment systems specified 
in § 412.1(a)(1). 

(b) Inpatient rehabilitation facilities 
subject to the prospective payment system. 
Subject to the special payment provi-
sions of § 412.22(c), an inpatient reha-
bilitation facility must meet the gen-
eral criteria set forth in § 412.22 and the 
criteria to be classified as a rehabilita-
tion hospital or rehabilitation unit set 
forth in §§ 412.23(b), 412.25, and 412.29 for 
exclusion from the inpatient hospital 
prospective payment systems specified 
in § 412.1(a)(1). 

(c) Completion of patient assessment in-
strument. For each Medicare part A fee- 
for-service patient admitted to or dis-
charged from an IRF on or after Janu-
ary 1, 2002, the inpatient rehabilitation 
facility must complete a patient as-
sessment instrument in accordance 
with § 412.606. IRFs must also complete 

a patient assessment instrument in ac-
cordance with § 412.606 for each Medi-
care Part C (Medicare Advantage) pa-
tient admitted to or discharged from 
an IRF on or after October 1, 2009. In 
addition, IRFs must complete a patient 
assessment instrument in accordance 
with § 412.606 for all other patients, re-
gardless of payer, admitted to or dis-
charged from an IRF on or after Octo-
ber 1, 2024. 

(d) Limitation on charges to bene-
ficiaries—(1) Prohibited charges. Except 
as provided in paragraph (d)(2) of this 
section, an inpatient rehabilitation fa-
cility may not charge a beneficiary for 
any services for which payment is 
made by Medicare, even if the facility’s 
costs of furnishing services to that ben-
eficiary are greater than the amount 
the facility is paid under the prospec-
tive payment system. 

(2) Permitted charges. An inpatient re-
habilitation facility receiving payment 
under this subpart for a covered hos-
pital stay (that is, a stay that includes 
at least one covered day) may charge 
the Medicare beneficiary or other per-
son only for the applicable deductible 
and coinsurance amounts under 
§§ 409.82, 409.83, and 409.87 of this sub-
chapter and for items or services as 
specified under § 489.20(a) of this chap-
ter. 

(e) Furnishing of inpatient hospital 
services directly or under arrangement. (1) 
Subject to the provisions of § 412.622(b), 
the applicable payments made under 
this subpart are payment in full for all 
inpatient hospital services, as defined 
in § 409.10 of this subchapter. Inpatient 
hospital services do not include the fol-
lowing: 

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

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

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

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

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