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basis of an additional amount that
equals two-thirds of the difference be-
tween the urban standardized amount
and disproportionate share payments
applicable to the hospital before its ge-
ographic redesignation and the rural
standardized amount and dispropor-
tionate share payments otherwise ap-
plicable to the Federal fiscal year for
which the adjustment is made.

(2) Effective on or after October 1,
2014, the hospital’s rural dispropor-
tionate share payments as described in
§412.106 are adjusted on the basis of an
additional amount that equals two-
thirds of the difference between the
disproportionate share payments as an
urban hospital applicable to the hos-
pital before its geographic redesigna-
tion to a rural area as a result of im-
plementation of the most recent OMB
standards for delineating statistical
areas adopted by CMS and the rural
disproportionate share payment other-
wise applicable to the Federal fiscal
yvear for which the adjustment is made.

(b) Second year adjustment. (1) Effec-
tive on or after October 1, 1983 and be-
fore October 1, 2014, if a hospital’s sta-
tus continues to be rural as a result of
geographic redesignation, its rural av-
erage standardized amount and dis-
proportionate share payments are ad-
justed on the basis of an additional
amount that equals one-third of the
difference between the urban standard-
ized amount and disproportionate
share payments applicable to the hos-
pital before its redesignation and the
rural standardized amounts and dis-
proportionate share payments other-
wise applicable to the Federal fiscal
year for which the adjustment is made.

(2) Effective on or after October 1,
2014, if a hospital’s status continues to
be rural as a result of geographic redes-
ignation, its disproportionate share
payments are adjusted on the basis of
an additional amount that equals one-
third of the difference between the dis-
proportionate share payments applica-
ble to the hospital before its geo-
graphic redesignation to a rural area as
a result of implementation of the most
recent OMB standards for delineating
statistical areas adopted by CMS and
the rural disproportionate share pay-
ments otherwise applicable to the Fed-
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eral fiscal year for which the adjust-
ment is made.

[79 FR 50353, Aug. 22, 2014]

§412.103 Special treatment: Hospitals
located in urban areas and that
apply for reclassification as rural.

(a) General criteria. A prospective pay-
ment hospital that is located in an
urban area (as defined in subpart D of
this part) may be reclassified as a rural
hospital if it submits an application in
accordance with paragraph (b) of this
section and meets any of the following
conditions:

(1) The hospital is located in a rural
census tract of a Metropolitan Statis-
tical Area (MSA) as determined under
the most recent version of the Gold-
smith Modification, the Rural-Urban
Commuting Area codes, as determined
by the Office of Rural Health Policy
(ORHP) of the Health Resources and
Services Administration, which is
available via the ORHP Web site at:
hitp://www.ruralhealth.hrsa.gov or from
the U.S. Department of Health and
Human Services, Health Resources and
Services Administration, Office of
Rural Health Policy, 5600 Fishers Lane,
Room 9A-55, Rockville, MD 20857.

(2) The hospital is located in an area
designated by any law or regulation of
the State in which it is located as a
rural area, or the hospital is designated
as a rural hospital by State law or reg-
ulation.

(3) The hospital would qualify as a
rural referral center as set forth in
§412.96, or as a sole community hos-
pital as set forth in §412.92, if the hos-
pital were located in a rural area.

(4) For any period after September 30,
2004 and before October 1, 2006, a CAH
in a county that, in FY 2004, was not
part of a MSA as defined by the Office
of Management and Budget, but as of
FY 2005 was included as part of an MSA
as a result of the most recent census
data and implementation of the new
MSA definitions announced by OMB on
June 6, 2003, may be reclassified as
being located in a rural area for pur-
poses of meeting the rural location re-
quirement in §485.610(b) of this chapter
if it meets any of the requirements in
paragraphs (a)(1), (a)(2), or (a)(3) of this
section.
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(5) For any period after September 30,
2009, and before October 1, 2011, a CAH
in a county that, in FY 2009, was not
part of an MSA as defined by the Office
of Management and Budget, but, as of
FY 2010, was included as part of an
MSA as a result of the most recent cen-
sus data and implementation of the
new MSA definitions announced by
OMB on November 20, 2008, may be re-
classified as being located in a rural
area for purposes of meeting the rural
location requirement in §485.610(b) of
this chapter if it meets any of the re-
quirements under paragraph (a)l),
(a)(2), or (a)(3) of this section.

(6) For any period on or after October
1, 2014, a CAH in a county that was not
in an urban area as defined by the Of-
fice of Management and Budget (OMB),
but was included in an urban area as a
result of the most recent OMB stand-
ards for delineating statistical areas
adopted by CMS and the most recent
Census Bureau data, may be reclassi-
fied as being located in a rural area for
purposes of meeting the rural location
requirement at §485.610(b) of this chap-
ter for a period of 2 years, beginning
with the date of the implementation of
the new labor market area delinea-
tions, if it meets any of the require-
ments under paragraph (a)(1l), (a)(2), or
(a)(3) of this section.

(7) For a hospital with a main cam-
pus and one or more remote locations
under a single provider agreement
where services are provided and billed
under the inpatient hospital prospec-
tive payment system and that meets
the provider-based criteria at §413.65 of
this chapter as a main campus and a
remote location of a hospital, the hos-
pital is required to demonstrate that
the main campus and its remote loca-
tion(s) each independently satisfy the
location conditions specified in para-
graphs (a)(1) and (2) of this section.

(8) For a hospital with a main cam-
pus and one or more remote locations
under a single provider agreement
where services are provided and billed
under the inpatient hospital prospec-
tive payment system and that meets
the provider-based criteria at §413.65 of
this chapter as a main campus and a
remote location of a hospital, approved
rural reclassification status applies to
the main campus and any remote loca-
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tion located in an urban area (as de-
fined in §412.64(b) and including a main
campus or any remote location deemed
urban under section 1886(d)(8)(B) of the
Act).

(b) Application requirements—(1) Writ-
ten application. A hospital seeking re-
classification under this section must
submit a complete application in writ-
ing to CMS in accordance with para-
graphs (b)(2) and (b)(3) of this section.

(2) Contents of application. An applica-
tion is complete if it contains an expla-
nation of how the hospital meets the
condition that constitutes the basis of
the request for reclassification set
forth in paragraph (a) of this section,
including data and documentation nec-
essary to support the request.

(3) Submission of application. An appli-
cation may be submitted to the CMS
Regional Office by the requesting hos-
pital by mail or by facsimile or other
electronic means.

(4) Notification by CMS. Within 5 busi-
ness days after receiving the hospital’s
application, the CMS Regional Office
will send the hospital a letter acknowl-
edging receipt, with a copy to the CMS
Central Office.

() Filing date. The filing date of the
application is the date CMS receives
the application.

(6) Lock-in date for the wage index cal-
culation and budget neutrality. In order
for a hospital to be treated as rural in
the wage index and budget neutrality
calculations under  §412.64(e)(1)(ii),
(e)(2) and (4), and (h) for the payment
rates for the next Federal fiscal year,
the hospital’s application must be ap-
proved by the CMS Regional Office in
accordance with the requirements of
this section no later than 60 days after
the public display date at the Office of
the Federal Register of the inpatient
prospective payment system proposed
rule for the next Federal fiscal year.

(c) CMS review. The CMS Regional Of-
fice will review the application and no-
tify the hospital of its approval or dis-
approval of the request within 60 days
of the filing date.

(d) Effective dates of reclassification. (1)
Except as specified in paragraphs (d)(2)
and (3) of this section, CMS will con-
sider a hospital that satisfies any of
the criteria set forth in paragraph (a)
of this section as being located in the
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rural area of the State in which the
hospital is located as of that filing
date.

(2) If a hospital’s complete applica-
tion is received in CMS by September
1, 2000, and satisfies any of the criteria
set forth in paragraph (a) of this sec-
tion, CMS will consider the filing date
to be January 1, 2000.

(3) CMS will consider a hospital that
satisfies the criteria set forth in para-
graph (a)(3) of this section and which
qualifies for sole community hospital
status in accordance with the require-
ments of §412.92(b)(2)(vi) as being lo-
cated in the rural area of the State in
which the hospital is located as of the
effective date set forth in
§412.92(b)(2)(vi).

(e) Withdrawal of application. A hos-
pital may withdraw an application at
any time prior to the date of CMS’s de-
cision as set forth in paragraph (c) of
this section.

(f) Duration of classification. An ap-
proved reclassification under this sec-
tion remains in effect without need for
reapproval unless there is a change in
the circumstances under which the
classification was approved.

(g) Cancellation of -classification—(1)
Hospitals other than rural referral cen-
ters. Except as provided in paragraph
(2)(2) of this section—

(i) A hospital may cancel its rural re-
classification by submitting a written
request to the CMS Regional Office not
less than 120 days prior to the end of its
current cost reporting period.

(ii) The hospital’s cancellation of the
classification is effective beginning
with the next full cost reporting pe-
riod.

(iii) The provisions of paragraphs
(2)(1)(dA) and (ii) of this section are ef-
fective for all written requests sub-
mitted by hospitals before October 1,
2019 to cancel rural reclassifications.

(2) Hospitals classified as rural referral
centers. For a hospital that was classi-
fied as a rural referral center under
§412.96 based on rural reclassification
under this section—

(i) A hospital may cancel its rural re-
classification by submitting a written
request to the CMS Regional Office not
less than 120 days prior to the end of a
Federal fiscal year and after being paid
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as rural for at least one 12-month cost
reporting period.

(ii) The hospital’s cancellation of the
classification is not effective until it
has been paid as rural for at least one
12-month cost reporting period, and not
until the beginning of the Federal fis-
cal year following such 12-month cost
reporting period.

(iii) The provisions of paragraphs
(2)(2)(i) and (ii) of this section are ef-
fective for all written requests sub-
mitted by hospitals on or after October
1, 2007 and before October 1, 2019, to
cancel rural reclassifications.

(3) Cancellation of rural reclassification
on or after October 1, 2019, and before Oc-
tober 1, 2021. For all written requests
submitted by hospitals on or after Oc-
tober, 1, 2019, and before October 1,
2021, to cancel rural reclassifications, a
hospital may cancel its rural reclassi-
fication by submitting a written re-
quest to the CMS Regional Office not
less than 120 days prior to the end of a
Federal fiscal year. The hospital’s can-
cellation of the classification is effec-
tive beginning with the next Federal
fiscal year.

(4) Cancellation of rural reclassification
on or after October 1, 2021. For all writ-
ten requests submitted by hospitals on
or after October 1, 2021, to cancel rural
reclassifications, a hospital may cancel
its rural reclassification by submitting
a written request to the CMS Regional
Office not less than 1 calendar year
after the effective date of the rural re-
classification and not less than 120
days prior to the end of a Federal fiscal
year. The hospital’s cancellation of the
classification is effective beginning
with the next Federal fiscal year.

(5) Special rule for hospitals that opt to
receive county out-migration adjustment.
A rural reclassification will be consid-
ered canceled effective for the next
Federal fiscal year when a hospital, by
submitting a request to CMS within 45
days of the date of public display of the
proposed rule for the next Federal fis-
cal year at the Office of the Federal
Register, opts to accept and receives
its county out-migration wage index
adjustment determined under section
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1886(d)(13) of the Act in lieu of its geo-
graphic reclassification described
under section 1886(d)(8)(B) of the Act.

[66 FR 47048, Aug. 1, 2000, as amended at 69
FR 49244, Aug. 11, 2004; 69 FR 60252, Oct. 7,
2004; 70 FR 47486, Aug. 12, 2005; 72 FR 47411,
Aug. 22, 2007; 74 FR 43997, Aug. 27, 2009; 79 FR
50353, Aug. 22, 2014; 81 FR 57267, Aug. 22, 2016;
83 FR 41703, Aug. 17, 2018; 84 FR 42613, Aug.
16, 2019; 86 FR 45519, Aug. 13, 2021; 87 FR 49403,
Aug. 10, 2022; 88 FR 59332, Aug. 28, 2023]

§412.104 Special treatment: Hospitals
with high percentage of ESRD dis-
charges.

(a) Criteria for classification. CMS pro-
vides an additional payment to a hos-
pital for inpatient services provided to
ESRD beneficiaries who receive a di-
alysis treatment during a hospital
stay, if the hospital has established
that ESRD beneficiary discharges, ex-
cluding discharges classified into any
of the following MS-DRGs, where the
beneficiary received dialysis services
during the inpatient stay, constitute 10
percent or more of its total Medicare
discharges:

(1) MS-DRG 019 (Simultaneous Pan-
creas/Kidney Transplant with Hemo-
dialysis).

(2) MS-DRGs 650 and 651 (Kidney
Transplant with Hemodialysis with
MCC, without MCC, respectively).

(3) MS-DRGs 682, 6383, and 684 (Renal
Failure with MCC, with CC, without
CC/MCC, respectively).

(b) Additional payment. A hospital
that meets the criteria of paragraph (a)
of this section is paid an additional
payment for each ESRD beneficiary
discharge except those excluded under
paragraph (a) of this section.

(1) The payment is based on the esti-
mated weekly cost of dialysis and the
average length of stay of ESRD bene-
ficiaries for the hospital.

(2) The estimated weekly cost of di-
alysis is the average number of dialysis
sessions furnished per week during the
12-month period that ended June 30,
1983 multiplied by the average cost of
dialysis for the same period.

(3) The average cost of dialysis in-
cludes only those costs determined to
be directly related to the dialysis serv-
ice. (These costs include salary, em-
ployee health and welfare, drugs, sup-
plies, and laboratory services.)

§412.105

(4) The average cost of dialysis is re-
viewed and adjusted, if appropriate, at
the time the composite rate reimburse-
ment for outpatient dialysis is re-
viewed.

(6) The payment to a hospital equals
the average length of stay of ESRD
beneficiaries in the hospital, expressed
as a ratio to one week, times the esti-
mated weekly cost of dialysis multi-
plied by the number of ESRD bene-
ficiary discharges except for those ex-
cluded under paragraph (a) of this sec-
tion. This payment is made only on the
Federal portion of the payment rate.

[60 FR 12741, Mar. 29, 1985, as amended at 57
FR 39824, Sept. 1, 1992; 69 FR 49244, Aug. 11,
2004; 73 FR 48755, Aug. 19, 2008; 85 FR 59021,
Sept. 18, 2020]

§412.105 Special treatment: Hospitals
that incur indirect costs for grad-
uate medical education programs.

CMS makes an additional payment to
hospitals for indirect medical edu-
cation costs using the following proce-
dures:

(a) Basic data. CMS determines the
following for each hospital:

(1) The hospital’s ratio of full-time
equivalent residents (except as limited
under paragraph (f) of this section) to
the number of beds (as determined
under paragraph (b) of this section).

(i) Except for the special cir-
cumstances for Medicare GME affili-
ated groups, emergency Medicare GME
affiliated groups, and new programs de-
scribed in paragraphs ()(1)(vi) and
(f)(1)(vii) of this section for cost report-
ing periods beginning on or after Octo-
ber 1, 1997, and for the special cir-
cumstances for closed hospitals or
closed programs described in paragraph
(£)(1)(ix) of this section for cost report-
ing periods beginning on or after Octo-
ber 1, 2002, and for Rural Track Pro-
grams within their 5-year cap building
period described in paragraph
(£)(1)(x)(B) in cost reporting periods be-
ginning on or after October 1, 2022, this
ratio may not exceed the ratio for the
hospital’s most recent prior cost re-
porting period after accounting for the
cap on the number of allopathic and os-
teopathic full-time equivalent resi-
dents as described in paragraph
(f)(1)(iv) of this section, and adding to
the capped numerator any dental and
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