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§419.2

by hospital outpatient departments to
Medicare beneficiaries who are reg-
istered on hospital records as out-
patients.

(b) Scope. This subpart describes the
basis of payment for outpatient hos-
pital services under the prospective
payment system. Subpart B sets forth
the categories of hospitals and services
that are subject to the outpatient hos-
pital prospective payment system and
those categories of hospitals and serv-
ices that are excluded from the out-
patient hospital prospective payment
system. Subpart C sets forth the basic
methodology by which prospective pay-
ment rates for hospital outpatient
services are determined. Subpart D de-
scribes Medicare payment amounts,
beneficiary copayment amounts, and
methods of payment to hospitals under
the hospital outpatient prospective
payment system. Subpart E describes
how the hospital outpatient prospec-
tive payment system may be updated.
Subpart F describes limitations on ad-
ministrative and judicial review. Sub-
part G describes the transitional pay-
ment adjustments that are made before
2004 to limit declines in payment for
outpatient services.

§419.2 Basis of payment.

(a) Unit of payment. Under the hos-
pital outpatient prospective payment
system, predetermined amounts are
paid for designated services furnished
to Medicare beneficiaries. These serv-
ices are identified by codes established
under the Centers for Medicare & Med-
icaid Services Common Procedure Cod-
ing System (HCPCS). The prospective
payment rate for each service or proce-
dure for which payment is allowed
under the hospital outpatient prospec-
tive payment system is determined ac-
cording to the methodology described
in subpart C of this part. The manner
in which the Medicare payment
amount and the beneficiary copayment
amount for each service or procedure
are determined is described in subpart
D of this part.

(b) Determination of hospital outpatient
prospective payment rates: Packaged
costs. The prospective payment system
establishes a national payment rate,
standardized for geographic wage dif-
ferences, that includes operating and
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capital-related costs that are integral,
ancillary, supportive, dependent, or ad-
junctive to performing a procedure or
furnishing a service on an outpatient
basis. In general, these packaged costs
may include, but are not limited to,
the following items and services, the
payment for which are packaged or
conditionally packaged into the pay-
ment for the related procedures or
services.

(1) Use of an operating suite, proce-
dure room, or treatment room;

(2) Use of recovery room;

(3) Observation services;

4) Anesthesia, certain drugs,
biologicals, and other pharmaceuticals;
medical and surgical supplies and
equipment; surgical dressings; and de-
vices used for external reduction of
fractures and dislocations;

(5) Supplies and equipment for ad-
ministering and monitoring anesthesia
or sedation;

(6) Intraocular lenses (IOLs);

(7) Ancillary services;

(8) Capital-related costs;

(9) Implantable items used in connec-
tion with diagnostic X-ray tests, diag-
nostic laboratory tests, and other diag-
nostic tests;

(10) Durable medical equipment that
is implantable;

(11) Implantable and insertable med-
ical items and devices, including, but
not limited to, prosthetic devices
(other than dental) which replace all or
part of an internal body organ (includ-
ing colostomy bags and supplies di-
rectly related to colostomy care), in-
cluding replacement of these devices;

(12) Costs incurred to procure donor
tissue other than corneal tissue.

(13) Image guidance, processing, su-
pervision, and interpretation services;

(14) Intraoperative items and serv-
ices;

(15) Drugs, biologicals, and radio-
pharmaceuticals that function as sup-
plies when used in a diagnostic test or
procedure (including but not limited
to, diagnostic radiopharmaceuticals,
contrast agents, and pharmacologic
stress agents;

(16) Drugs and biologicals that func-
tion as supplies when used in a surgical
procedure (including, but not limited
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to, skin substitutes and similar prod-
ucts that aid wound healing and
implantable biologicals);

(17) Certain clinical diagnostic lab-
oratory tests; and

(18) Certain services described by
add-on codes.

(c) Determination of hospital outpatient
prospective payment rates: Excluded costs.
The following costs are excluded from
the hospital outpatient prospective
payment system.

(1) The costs of direct graduate med-
ical education activities as described in
§§413.75 through 413.83 of this chapter.

(2) The costs of nursing and allied
health programs as described in §413.85
of this chapter.

(3) The costs associated with interns
and residents not in approved teaching
programs as described in §415.202 of
this chapter.

(4) The costs of teaching physicians
attributable to Part B services for hos-
pitals that elect cost-based reimburse-
ment for teaching physicians under
§415.160.

(5) The reasonable costs of anesthesia
services furnished to hospital out-
patients by qualified nonphysician an-
esthetists (certified registered nurse
anesthetists and anesthesiologists’ as-
sistants) employed by the hospital or
obtained under arrangements, for hos-
pitals that meet the requirements
under §412.113(c) of this chapter.

(6) Bad debts for uncollectible
deductibles and coinsurances as de-
scribed in §413.89(b) of this chapter.

(7) Organ acquisition costs paid under
Part B.

(8) Corneal tissue acquisition or pro-
curement costs for corneal transplant
procedures.

[66 FR 18542, Apr. 7, 2000, as amended at 66
FR 59922, Nov. 30, 2001; 70 FR 47490, Aug. 12,
2005; 77 FR 68558, Nov. 15, 2012; 78 FR 75196,
Dec. 10, 2013; 79 FR 67031, Nov. 10, 2014; 80 FR
70606, Nov. 13, 2015]

§419.21

Subpart B—Categories of Hos-
pitals and Services Subject to
and Excluded From the Hos-
pital Outpatient Prospective
Payment System

§419.20 Hospitals subject to the hos-
pital outpatient prospective pay-
ment system.

(a) Applicability. The hospital out-
patient prospective payment system is
applicable to any hospital partici-
pating in the Medicare program, except
those specified in paragraph (b) of this
section, for services furnished on or
after August 1, 2000.

(b) Hospitals excluded from the out-
patient prospective payment system. (1)
Those services furnished by Maryland
hospitals that are paid under a cost
containment waiver in accordance with
section 1814(b)(3) of the Act are ex-
cluded from the hospital outpatient
prospective payment system.

(2) Critical access hospitals (CAHs)
are excluded from the hospital out-
patient prospective payment system.

(3) A hospital located outside one of
the 50 States, the District of Columbia,
and Puerto Rico is excluded from the
hospital outpatient prospective pay-
ment system.

(4) A hospital of the Indian Health
Service.

[66 FR 18542, Apr. 7, 2000, as amended at 66
FR 59922, Nov. 30, 2001]

§419.21 Hospital services subject to
the outpatient prospective payment
system.

Except for services described in
§419.22, effective for services furnished
on or after July 1, 2000, payment is
made under the hospital outpatient
prospective payment system for the
following:

(a) Medicare Part B services fur-
nished to hospital outpatients des-
ignated by the Secretary under this
part.

(b) Services designated by the Sec-
retary that are covered under Medicare
Part B when furnished to hospital inpa-
tients who are either not entitled to
benefits under Part A or who have ex-
hausted their Part A benefits but are
entitled to benefits under Part B of the
program.
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