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has been requested in writing by the
hospital and approved by the inter-
mediary in accordance with §413.24(f)(3)
of this chapter.

[67 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,
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) CMS publishes a FEDERAL REG-
ISTER document setting forth final
methods, amounts, and factors for de-
termining inpatient prospective pay-
ment rates not later than the August 1
before the Federal fiscal year in which
the rates would apply.

[67 FR 39820, Sept. 1, 1992, as amended at 62
FR 46025, Aug. 29, 1997]

§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.

§412.10

(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.

(8) 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)
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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]

Subpart B—Hospital Services Sub-
ject to and Excluded From the
Prospective Payment Systems
for Inpatient Operating Costs
and Inpatient Capital-Related
Costs

§412.20 Hospital services subject to
the prospective payment systems.

(a) Except for services described in
paragraphs (b), (¢), (d), and (e) of this
section, all covered hospital inpatient
services furnished to beneficiaries dur-
ing the subject cost reporting periods
are paid under the prospective payment
system as specified in §412.1(a)(1).

(b) Effective for cost reporting peri-
ods beginning on or after January 1,
2005, covered inpatient hospital serv-
ices furnished to Medicare beneficiaries
by a inpatient psychiatric facility that
meets the conditions of §412.404 are
paid under the prospective payment
system described in subpart N of this
part.

(c)(1) Effective for cost reporting pe-
riods beginning on or after January 1,
2002, covered inpatient hospital serv-
ices furnished to Medicare beneficiaries
by a rehabilitation hospital or rehabili-
tation unit that meet the conditions of
§412.604 are paid under the prospective
payment system described in subpart P
of this part.

(2) CMS will not pay for services
under Subpart P of this part if the
services are paid for by a health main-
tenance organization (HMO) or com-
petitive medical plan (CMP) that elects
not to have CMS make payments to an
inpatient rehabilitation facility for
services, which are inpatient hospital
services, furnished to the HMO’s or
CMP’s Medicare enrollees, as provided
under part 417 of this chapter.

(d) Effective for cost reporting peri-
ods beginning on or after October 1,
2002, covered inpatient hospital serv-
ices furnished to Medicare beneficiaries
by a long-term care hospital that
meets the conditions for payment of
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§§412.505 through 412.511 are paid under
the prospective payment system de-
scribed in subpart O of this part.

(e) Inpatient hospital services will
not be paid under the prospective pay-
ment systems specified in §412.1(a)(1)
under any of the following cir-
cumstances:

(1) The services are furnished by a
hospital (or hospital unit) explicitly
excluded from the prospective payment
systems under §§412.23, 412.25, 412.27,
and 412.29.

(2) The services are emergency serv-
ices furnished by a nonparticipating
hospital in accordance with §424.103 of
this chapter.

(3) The services are paid for by an
HMO or competitive medical plan
(CMP) that elects not to have CMS
make payments directly to a hospital
for inpatient hospital services fur-
nished to the HMO’s or CMP’s Medicare
enrollees, as provided in §417.240(d) and
§417.586 of this chapter.

[60 FR 12741, Mar. 29, 1985, as amended at 53
FR 6648, Mar. 2, 1988; 57 FR 39820, Sept. 1,
1992; 59 FR 45400, Sept. 1, 1994; 66 FR 41386,
Aug. 7, 2001; 67 FR 56048, Aug. 30, 2002; 68 FR
45698, Aug. 1, 2003; 69 FR 66976, Nov. 15, 2004]

§412.22 Excluded hospitals and hos-
pital units: General rules.

(a) Criteria. Subject to the criteria set
forth in paragraph (e) of this section, a
hospital is excluded from the prospec-
tive payment systems specified in
§412.1(a)(1) of this part if it meets the
criteria for one or more of the excluded
classifications described in §412.23. For
purposes of this subpart, the term
“hospital’’ includes a critical access
hospital (CAH).

(b) Cost reimbursement. Except for
those hospitals specified in paragraph
(c) of this section, and §412.20(b), (c),
and (d), all excluded hospitals (and ex-
cluded hospital units, as described in
§412.23 through §412.29) are reimbursed
under the cost reimbursement rules set
forth in part 413 of this chapter, and
are subject to the ceiling on the rate of
hospital cost increases as specified in
§413.40 of this chapter.

(c) Special payment provisions. The fol-
lowing classifications of hospitals are
paid under special provisions and
therefore are not generally subject to
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