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of this section is paid using the provi-

sions of paragraphs (f)(2)(i) and (f)(2)(ii) 

of this section if the transfer case is as-

signed to one of the DRGs meeting the 

following criteria: 

(i) The DRG meets the criteria speci-

fied in paragraph (d)(3)(i) or (d)(3)(ii) of 

this section. 

(ii) The average charges of the 1-day 

discharge cases in the DRG must be at 

least 50 percent of the average charges 

for all cases in the DRG; and 

(iii) The geometric mean length of 

stay for the DRG is greater than 4 

days; and 

(iv) If a DRG is paired with a DRG 

based on the presence or absence of a 

comorbidity or complication or a 

major cardiovascular complication 

that meets the criteria specified in 

paragraphs (f)(5)(i) through (f)(5)(iii) of 

this section, that DRG will also be paid 

under the provisions of paragraphs 

(f)(2)(i) and (f)(2)(ii) of this section. 

(6) Special rule for DRGs meeting spe-

cific criteria. For discharges occurring 

on or after October 1, 2007, a hospital 

that transfers an inpatient under the 

circumstances described in paragraph 

(c) of this section is paid using the pro-

visions of paragraphs (f)(2)(i) and 

(f)(2)(ii) of this section if the transfer 

case is assigned to one of the DRGs 

meeting the following criteria: 

(i) The DRG meets the criteria speci-

fied in paragraph (d)(3)(i) or (d)(3)(ii) of 

this section; 

(ii) The average charges of the 1-day 

discharge cases in the DRG must be at 

least 50 percent of the average charges 

for all cases in the DRG; and 

(iii) The geometric mean length of 

stay for the DRG is greater than 4 

days. 

(iv) If a DRG is part of an MS-DRG 

group that meets the criteria specified 

in paragraphs (f)(6)(i) through (f)(6)(iii) 

of this section, that DRG will also be 

paid under the provisions of paragraphs 

(f)(2)(i) and (f)(2)(ii) of this section. 

[63 FR 41003, July 31, 1998, as amended at 65 

FR 47106, Aug. 1, 2000; 67 FR 50111, Aug. 1, 

2002; 68 FR 45469, Aug. 1, 2003; 69 FR 49240, 

Aug. 11, 2004; 70 FR 47484, Aug. 12, 2005; 72 FR 

47410, Aug. 22, 2007; 75 FR 50413, Aug. 16, 2010; 

83 FR 41700, Aug. 17, 2018] 

§ 412.6 Cost reporting periods subject 
to the prospective payment systems. 

(a) Initial cost reporting period for each 
prospective payment system. (1) Each 
subject hospital is paid under the pro-
spective payment system for operating 
costs for inpatient hospital services ef-
fective with the hospital’s first cost re-
porting period beginning on or after 
October 1, 1983 and for inpatient cap-
ital-related costs effective with the 
hospital’s first cost reporting period 
beginning on or after October 1, 1991. 

(2) The hospital is paid the applicable 
prospective payment rate for inpatient 
operating costs and capital-related 
costs for each discharge occurring on 
or after the first day of its first cost re-
porting period subject to the applicable 
prospective payment system. 

(3) If a discharged beneficiary was ad-
mitted to the hospital before the first 
day of the hospital’s first cost report-
ing period subject to the prospective 
payment system for inpatient oper-
ating costs, the reasonable costs of 
services furnished before that day are 
paid under the cost reimbursement pro-
visions of part 413 of this chapter. For 
such discharges, the amount otherwise 
payable under the applicable prospec-
tive payment rate is reduced by the 
amount paid on a reasonable cost basis 
for inpatient hospital services fur-
nished to that beneficiary during the 
hospital stay. If the amount paid under 
reasonable cost exceeds the inpatient 
operating prospective payment 
amount, the reduction is limited to the 
inpatient operating prospective pay-
ment amount. 

(b) Changes in cost reporting periods. 
CMS recognizes a change in a hos-
pital’s cost reporting period made after 
November 30, 1982 only if the change 
has been requested in writing by the 
hospital and approved by the inter-
mediary in accordance with § 413.24(f)(3) 
of this chapter. 

[57 FR 39819, Sept. 1, 1992] 

§ 412.8 Publication of schedules for de-
termining prospective payment 
rates. 

(a) Initial prospective payment rates— 
(1) For inpatient operating costs. Initial 
prospective payment rates for inpa-
tient operating costs (for the period 
October 1, 1983 through September 30, 
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1984) were determined in accordance 
with documents published in the FED-
ERAL REGISTER on September 1, 1983 (48 
FR 39838), and January 3, 1984 (49 FR 
324). 

(2) For inpatient capital-related costs. 
Initial prospective payment rates for 
inpatient capital-related costs (for the 
period October 1, 1991 through Sep-
tember 30, 1992) were determined in ac-
cordance with the final rule published 
in the FEDERAL REGISTER on August 30, 
1991 (56 FR 43196). 

(b) Annual publication of schedule for 
determining prospective payment rates. (1) 
CMS proposes changes in the methods, 
amounts, and factors used to determine 
inpatient prospective payment rates in 
a FEDERAL REGISTER document pub-
lished for public comment not later 
than the April 1 before the beginning of 
the Federal fiscal year in which the 
proposed changes would apply. 

(2) Except as provided in paragraph 
(c) of this section, CMS publishes a 
FEDERAL REGISTER document setting 
forth final methods, amounts, and fac-
tors for determining inpatient prospec-
tive payment rates not later than the 
August 1 before the Federal fiscal year 
in which the rates would apply. 

(c) Publication schedule for FY 2007. 
For FY 2007, not later than August 1, 
2006, CMS publishes a FEDERAL REG-
ISTER document setting forth a descrip-
tion of the methodology and data used 
in computing the inpatient prospective 
payment rates for that year. 

[57 FR 39820, Sept. 1, 1992, as amended at 62 
FR 46025, Aug. 29, 1997; 71 FR 48136, Aug. 18, 
2006] 

§ 412.10 Changes in the DRG classifica-
tion system. 

(a) General rule. CMS issues changes 
in the DRG classification system in a 
FEDERAL REGISTER notice at least an-
nually. Except as specified in para-
graphs (c) and (d) of this section, the 
DRG changes are effective prospec-
tively with discharges occurring on or 
after the same date the payment rates 
are effective. 

(b) Basis for changes in the DRG classi-
fication system. All changes in the DRG 
classification system are made using 
the principles established for the DRG 
system. This means that cases are clas-
sified so each DRG is— 

(1) Clinically coherent; and 

(2) Embraces an acceptable range of 

resource consumption. 

(c) Interim coverage changes—(1) Cri-

teria. CMS makes interim changes to 

the DRG classification system during 

the Federal fiscal year to incorporate 

items and services newly covered under 

Medicare. 

(2) Implementation and effective date. 

CMS issues interim coverage changes 

through its administrative issuance 

system and makes the change effective 

as soon as is administratively feasible. 

(3) Publication for comment. CMS pub-

lishes any change made under para-

graph (c)(1) of this section in the next 

annual notice of changes to the DRG 

classification system published in ac-

cordance with paragraph (a) of this sec-

tion. 

(d) Interim changes to correct omissions 

and inequities—(1) Criteria. CMS makes 

interim changes to the DRG classifica-

tion system to correct a serious omis-

sion or inequity in the system only if 

failure to make the changes would 

have— 

(i) A potentially substantial adverse 

impact on the health and safety of 

beneficiaries; or 

(ii) A significant and unwarranted 

fiscal impact on hospitals or the Medi-

care program. 

(2) Publication and effective date. CMS 

publishes these changes in the FEDERAL 

REGISTER in a final notice with com-

ment period with a prospective effec-

tive date. The change is also published 

for public information in the next an-

nual notice of changes to the DRG clas-

sification system published in accord-

ance with paragraph (a) of this section. 

(e) Review by ProPAC. Changes pub-

lished annually in accordance with 

paragraph (a) of this section are sub-

ject to review and comment by ProPAC 

upon publication. Interim changes to 

the DRG classification system that are 

made in accordance with paragraphs (c) 

and (d) of this section are subject to re-

view by ProPAC before implementa-

tion. 

[50 FR 35688, Sept. 3, 1985, as amended at 51 

FR 31496, Sept. 3, 1986; 57 FR 39820, Sept. 1, 

1992] 
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