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cost basis. The criteria for this special
payment provision are set forth in
§412.100.

(e) Hospitals located in areas that are
reclassified from urban to rural. (1) CMS
adjusts the rural Federal payment
amounts for inpatient operating costs
for hospitals located in geographic
areas that are reclassified from urban
to rural as defined in §412.62(f). This
adjustment is set forth in §412.102.

(2) CMS establishes a procedure by
which certain individual hospitals lo-
cated in urban areas may apply for re-
classification as rural. The criteria for
reclassification are set forth in
§412.103.

(f) Hospitals that have a high percent-
age of ESRD beneficiary discharges. CMS
makes an additional payment to a hos-
pital if ten percent or more of its total
Medicare discharges in a cost reporting
period beginning on or after October 1,
1984 are ESRD beneficiary discharges.
In determining ESRD discharges, dis-
charges in DRG Nos. 302, 316, and 317
are excluded. The criteria for this addi-
tional payment are set forth in
§412.104.

(g) Hosptials that incur indirect costs
for graduate medical education programs.
CMS makes an additional payment for
inpatient operating costs to a hospital
for indirect medical education costs at-
tributable to an approved graduate
medical education program. The cri-
teria for this additional payment are
set forth in §412.105.

(h) Hospitals that serve a dispropor-
tionate share of low-income patients. For
discharges occurring on or after May 1,
1986, CMS makes an additional pay-
ment for inpatient operating costs to
hospitals that serve a disproportionate
share of low-income patients. The cri-
teria for this additional payment are
set forth in §412.106.

(1) Hospitals that receive an additional
update for FYs 1998 and 1999. For FYs
1998 and 1999, CMS makes an upward
adjustment to the standardized
amounts for certain hospitals that do
not receive indirect medical education
or disproportionate share payments
and are not Medicare- dependent, small
rural hospitals. The criteria for identi-
fying these hospitals are set forth in
§412.107.
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(j) Medicare-dependent, small rural hos-
pitals. For cost reporting periods begin-
ning on or after April 1, 1990 and before
October 1, 1994, or beginning on or after
October 1, 1997 and before October 1,
2006, CMS adjusts the prospective pay-
ment rates for inpatient operating
costs determined under subparts D and
E of this part if a hospital is classified
as a Medicare-dependent, small rural
hospital.

(k) Essential access community hos-
pitals (EACHs). If a hospital was des-
ignated as an EACH by CMS as de-
scribed in §412.109(a) and is located in a
rural area as defined in §412.109(b),
CMS determines the prospective pay-
ment rate for that hospital, as it does
for sole community hospitals, under
§412.92(d).

[67 FR 39823, Sept. 1, 1992, as amended at 58
FR 30669, May 26, 1993; 62 FR 46028, Aug. 29,
1997; 64 FR 67051, Nov. 30, 1999; 656 FR 47047,
Aug. 1, 2000]

§412.92 Special treatment: Sole com-
munity hospitals.

(a) Criteria for classification as a sole
community hospital. CMS classifies a
hospital as a sole community hospital
if it is located more than 35 miles from
other like hospitals, or it is located in
a rural area (as defined in §412.83(b))
and meets one of the following condi-
tions:

(1) The hospital is located between 25
and 35 miles from other like hospitals
and meets one of the following criteria:

(i) No more than 25 percent of resi-
dents who become hospital inpatients
or no more than 25 percent of the Medi-
care beneficiaries who become hospital
inpatients in the hospital’s service area
are admitted to other like hospitals lo-
cated within a 35-mile radius of the
hospital, or, if larger, within its service
area;

(ii) The hospital has fewer than 50
beds and the intermediary certifies
that the hospital would have met the
criteria in paragraph (a)(1)(i) of this
section were it not for the fact that
some beneficiaries or residents were
forced to seek care outside the service
area due to the unavailability of nec-
essary specialty services at the com-
munity hospital; or

(iii) Because of local topography or
periods of prolonged severe weather
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conditions, the other like hospitals are
inaccessible for at least 30 days in each
2 out of 3 years.

(2) The hospital is located between 15
and 25 miles from other like hospitals
but because of local topography or pe-
riods of prolonged severe weather con-
ditions, the other like hospitals are in-
accessible for at least 30 days in each 2
out of 3 years.

(3) Because of distance, posted speed
limits, and predictable weather condi-
tions, the travel time between the hos-
pital and the nearest like hospital is at
least 45 minutes.

(b) Classification procedures. (1) Re-
quest for classification as sole community
hospital. (i) The hospital must make its
request to its fiscal intermediary.

(ii) If a hospital is seeking sole com-
munity hospital classification under
paragraph (a)(1)(i) or (a)(1)(ii) of this
section, the hospital must include the
following information with its request:

(A) The hospital must provide pa-
tient origin data (for example, the
number of patients from each zip code
from which the hospital draws inpa-
tients) for all inpatient discharges to
document the boundaries of its service
area.

(B) The hospital must provide patient
origin data from all other hospitals lo-
cated within a 35 mile radius of it or, if
larger, within its service area, to docu-
ment that no more than 25 percent of
either all of the population or the
Medicare beneficiaries residing in the
hospital’s service area and hospitalized
for inpatient care were admitted to
other like hospitals for care.

(iii)(A) If the hospital is unable to ob-
tain the information required under
paragraph (b)(1)(ii)(A) of this section
concerning the residences of Medicare
beneficiaries who were inpatients in
other hospitals located within a 35 mile
radius of the hospital or, if larger,
within the hospital’s service area, the
hospital may request that CMS provide
this information.

(B) If a hospital obtains the informa-
tion as requested under paragraph
(b)(1)(iii)(A) of this section, that infor-
mation is used by both the inter-
mediary and CMS in making the deter-
mination of the residences of Medicare
beneficiaries under paragraphs
(b)(1)(iii) and (b)(1)(iv) of this section,
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regardless of any other information
concerning the residences of Medicare
beneficiaries submitted by the hos-
pital.

(iv) The intermediary reviews the re-
quest and send the request, with its
recommendation, to CMS.

(v) CMS reviews the request and the
intermediary’s recommendation and
forward its approval or disapproval to
the intermediary.

(2) Effective dates of classification. (i)
Sole community hospital status is ef-
fective 30 days after the date of CMS’s
written notification of approval.

(ii) When a court order or a deter-
mination by the Provider Reimburse-
ment Review Board (PRRB) reverses an
CMS denial of sole community hospital
status and no further appeal is made,
the sole community hospital status is
effective as follows:

(A) If the hospital’s application was
submitted prior to October 1, 1983, its
status as a sole community hospital is
effective at the start of the cost report-
ing period for which it sought exemp-
tion from the cost limits.

(B) If the hospital’s application for
sole community hospital status was
filed on or after October 1, 1983, the ef-
fective date is 30 days after the date of
CMS’s original written notification of
denial.

(iii) When a hospital is granted retro-
active approval of sole community hos-
pital status by a court order or a PRRB
decision and the hospital wishes its
sole community hospital status termi-
nated before the date of the court order
or PRRB determination, it must sub-
mit written notice to the CMS regional
office within 90 days of the court order
or PRRB decision. A written request
received after the 90-day period is ef-
fective no later than 30 days after the
request is submitted.

(iv) A hospital classified as a sole
community hospital receives a pay-
ment djustment, as described in para-
graph (d) of this section, effective with
discharges occurring on or after 30 days
after the date of CMS’s approval of the
classification.

(38) Duration of classification. An ap-
proved classification as a sole commu-
nity hospital remains in effect without
need for reapproval unless there is a
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change in the circumstances under
which the classification was approved.

(4) Cancellation of classification. (i) A
hospital may at any time request can-
cellation of its classification as a sole
community hospital, and be paid at
rates determined under subparts D and
E of this part, as appropriate.

(ii) The cancellation becomes effec-
tive no later than 30 days after the
date the hospital submits its request.

(iii) If a hospital requests that its
sole community hospital classification
be cancelled, it may not be reclassified
as a sole community hospital unless it
meets the following conditions:

(A) At least one full year has passed
since the effective date of its cancella-
tion.

(B) The hospital meets the qualifying
criteria set forth in paragraph (a) of
this section in effect at the time it re-
applies.

() Automatic classification as a sole
community hospital. A hospital that has
been granted an exemption from the
hospital cost limits before October 1,
1983, or whose request for the exemp-
tion was received by the appropriate
intermediary before October 1, 1983,
and was subsequently approved, is
automatically classified as a sole com-
munity hospital unless that classifica-
tion has been cancelled under para-
graph (b)(3) of this section, or there is
a change in the circumstances under
which the classification was approved.

(c) Terminology. As used in this sec-
tion—

(1) The term miles means the shortest
distance in miles measured over im-
proved roads. An improved road for
this purpose is any road that is main-
tained by a local, State, or Federal
government entity and is available for
use by the general public. An improved
road includes the paved surface up to
the front entrance of the hospital.

(2) The term like hospital means a
hospital furnishing short-term, acute
care. Effective with cost reporting pe-
riods beginning on or after October 1,
2002, for purposes of a hospital seeking
sole community hospital designation,
CMS will not consider the nearby hos-
pital to be a like hospital if the total
inpatient days attributable to units of
the nearby hospital that provides a
level of care characteristic of the level

§412.92

of care payable under the acute care
hospital inpatient prospective payment
system are less than or equal to 8 per-
cent of the similarly calculated total
inpatient days of the hospital seeking
sole community hospital designation.

(3) The term service area means the
area from which a hospital draws at
least 75 percent of its inpatients during
the most recent 12-month cost report-
ing period ending before it applies for
classification as a sole community hos-
pital.

(d) Determining prospective payment
rates for inpatient operating costs for sole
community hospitals. (1) General rule.
For cost reporting periods beginning on
or after April 1, 1990, a sole community
hospital is paid based on whichever of
the following amounts yields the great-
est aggregate payment for the cost re-
porting period:

(i) The Federal payment rate applica-
ble to the hospitals as determined
under §412.63.

(ii) The hospital-specific rate as de-
termined under §412.73.

(iii) The hospital-specific rate as de-
termined under §412.75.

(iv) For cost reporting periods begin-
ning on or after October 1, 2000, the
hospital-specific rate as determined
under §412.77 (calculated under the
transition schedule set forth in para-
graph (d)(2) of this section).

(2) Transition of FY 1996 hospital-spe-
cific rate. The intermediary calculates
the hospital-specific rate determined
on the basis of the fiscal year 1996 base
period rate as follows:

(i) For Federal fiscal year 2001, the
hospital-specific rate is the sum of 75
percent of the greater of the amounts
specified in paragraph ()@,
(d)(Q)(@i), or (d)(1){ii) of this section,
plus 25 percent of the hospital-specific
rate as determined under §412.77.

(ii) For Federal fiscal year 2002, the
hospital-specific rate is the sum of 50
percent of the greater of the amounts
specified in paragraph (@A),
(d)(1Q)(@1), or (d)(1){ii) of this section,
plus 50 percent of the hospital-specific
rate as determined under §412.77.

(iii) For Federal fiscal year 2003, the
hospital-specific rate is the sum of 25
percent of the greater of the amounts
specified in paragraph (@)@,
(d)(Q)(@i), or (d)(1){dii) of this section,
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plus 75 percent of the hospital-specific
rate as determined under §412.77.

(iv) For Federal fiscal year 2004 and
any subsequent fiscal years, the hos-
pital-specific rate is 100 percent of the
hospital-specific rate specified in para-
graph (d)(1)(iv) of this section.

(3) Adjustments to payments. A sole
community hospital may receive an
adjustment to its payments to take
into account a significant decrease in
number of discharges or a significant
increase in inpatient operating costs,
as described in paragraphs (e) and (g) of
this section respectively.

(e) Additional payments to sole commu-
nity hospitals experiencing a Significant
volume decrease. (1) For cost reporting
periods beginning on or after October 1,
1983, the intermediary provides for a
payment adjustment for a sole commu-
nity hospital for any cost reporting pe-
riod during which the hospital experi-
ences, due to circumstances as de-
scribed in paragraph (e)(2) of this sec-
tion a more than five percent decrease
in its total discharges of inpatients as
compared to its immediately preceding
cost reporting period. If either the cost
reporting period in question or the im-
mediately preceding cost reporting pe-
riod is other than a 12-month cost re-
porting period, the intermediary must
convert the discharges to a monthly
figure and multiply this figure by 12 to
estimate the total number of dis-
charges for a 12-month cost reporting
period.

(2) To qualify for a payment adjust-
ment on the basis of a decrease in dis-
charges, a sole community hospital
must submit its request no later than
180 days after the date on the
intermediary’s Notice of Amount of
Program Reimbursement—

(i) Submit to the intermediary docu-
mentation demonstrating the size of
the decrease in discharges, and the re-
sulting effect on per discharge costs;
and

(ii) Show that the decrease is due to
circumstances beyond the hospital’s
control.

(3) The intermediary determines a
lump sum adjustment amount not to
exceed the difference between the hos-
pital’s Medicare inpatient operating
costs and the hospital’s total DRG rev-
enue for inpatient operating costs
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based on DRG-adjusted prospective
payment rates for inpatient operating
costs (including outlier payments for
inpatient operating costs determined
under subpart F of this part and addi-
tional payments made for inpatient op-
erating costs for hospitals that serve a
disproportionate share of low-income
patients as determined under §412.106
and for indirect medical education
costs as determined under §412.105).

(i) In determining the adjustment
amount, the intermediary considers—

(A) The individual hospital’s needs
and circumstances, including the rea-
sonable cost of maintaining necessary
core staff and services in view of min-
imum staffing requirements imposed
by State agencies;

(B) The hospital’s fixed (and semi-
fixed) costs, other than those costs
paid on a reasonable cost basis under
part 413 of this chapter; and

(C) The length of time the hospital
has experienced a decrease in utiliza-
tion.

(ii) The intermediary makes its de-
termination within 180 days from the
date it receives the hospital’s request
and all other necessary information.

(iii) The intermediary determination
is subject to review under subpart R of
part 405 of this chapter.

[60 FR 12741, Mar. 29, 1985, as amended at 51
FR 31496, Sept. 3, 1986; 51 FR 34793, Sept. 30,
1986; 52 FR 30367, Aug. 14, 1987; 52 FR 33057,
Sept. 1, 1987; 53 FR 38529, Sept. 30, 1988; 54 FR
36494, Sept. 1, 1989; 55 FR 14283, Apr. 17, 1990;
55 FR 15174, Apr. 20, 1990; 55 FR 36070, Sept.
4, 1990; 56 FR 25487, June 4, 1991; 57 FR 39823,
Sept. 1, 1992; 60 FR 45848, Sept. 1, 1995; 656 FR
47107, Aug. 1, 2000; 66 FR 32193, June 13, 2001;
66 FR 39933, Aug. 1, 2001; 67 FR 50111, Aug. 1,
2002]

§412.96 Special
centers.

(a) Criteria for classification as a refer-
ral center: Basic rule. CMS classifies a
hospital as a referral center only if the
hospital is a Medicare participating
acute care hospital and meets the ap-
plicable criteria of paragraph (b) or (c)
of this section.

(b) Criteria for cost reporting periods
beginning on or after October 1, 1983. The
hospital meets either of the following
criteria:

(1) The hospital is located in a rural
area (as defined in §412.63(b)) and has

treatment: Referral
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