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coinsurance amounts under §409.82,
§409.83, and §409.87 of this chapter and
for items or services as specified under
§489.20(a) of this chapter.

(d) Furnishing of inpatient hospital
services directly or under arrangement. (1)
Subject to the provisions of §412.422,
the applicable payments made under
this subpart are payment in full for all
inpatient hospital services, as specified
in §409.10 of this chapter. Hospital in-
patient services do not include the fol-
lowing:

(i) Physicians’ services that meet the
requirements of §415.102(a) of this chap-
ter for payment on a fee schedule basis.

(ii) Physician assistant services, as
specified in section 1861(s)(2)(K)(i) of
the Act.

(iii) Nurse practitioners and clinical
nurse specialist services, as specified in
section 1861(s)(2)(K)(ii) of the Act.

(iv) Certified nurse midwife services,
as specified in section 1861(gg) of the
Act.

(v) Qualified psychologist services, as
specified in section 1861(ii) of the Act.

(vi) Services of a certified registered
nurse anesthetist, as specified in sec-
tion 1861(bb) of the Act and defined in
§410.69 of this subchapter.

(2) CMS does not pay providers or
suppliers other than inpatient psy-
chiatric facilities for services furnished
to a Medicare beneficiary who is an in-
patient of the inpatient psychiatric fa-
cility, except for services described in
paragraphs (d)(1)(i) through (d)(1)(vi) of
this section

(3) The inpatient psychiatric facility
must furnish all necessary covered
services to a Medicare beneficiary who
is an inpatient of the inpatient psy-
chiatric facility, either directly or
under arrangements (as specified in
§409.3 of this chapter).

(e) Reporting and recordkeeping re-
quirements. All inpatient psychiatric fa-
cilities participating in the prospective
payment system under this subpart
must meet the recordkeeping and cost
reporting requirements as specified in
§412.27(c), §413.20, §413.24, and §482.61 of
this chapter.

§412.422 Basis of payment.

(a) Method of Payment. (1) Under the
inpatient psychiatric facility prospec-
tive payment system, inpatient psy-

42 CFR Ch. IV (10-1-06 Edition)

chiatric facilities receive a predeter-
mined Federal per diem base rate for
inpatient hospital services furnished to
Medicare Part A fee-for-service bene-
ficiaries.

(2) The Federal per diem payment
amount is based on the Federal per
diem base rate plus applicable adjust-
ments as specified in §412.424.

(3) During the transition period, pay-
ment is based on a blend of the Federal
per diem payment amount as specified
in §412.424, and the facility-specific
payment rate as specified in §412.426.

(b) Payment in full. (1) The payment
made under this subpart represents
payment in full (subject to applicable
deductibles and coinsurance as speci-
fied in subpart G of part 409 of this
chapter) for inpatient operating and
capital-related costs associated with
furnishing Medicare covered services in
an inpatient psychiatric facility, but
not the cost of an approved medical
education program as specified in
§413.75 through §413.85 of this chapter.

(2) In addition to the Federal per
diem payment amounts, inpatient psy-
chiatric facilities receive payment for
bad debts of Medicare beneficiaries, as
specified in §413.80 of this chapter.

[69 FR 66977, Nov. 15, 2004; 70 FR 19728, Apr.
1, 2005]

§412.424 Methodology for calculating
the Federal per diem payment
amount.

(a) Data sources. (1) To calculate the
Federal per diem base rate (as specified
in paragraph (b) of this section for in-
patient psychiatric facilities, as speci-
fied in paragraph (b) of this section,
CMS uses the following data sources:

(2) The best Medicare data available
to estimate the average inpatient oper-
ating and capital-related costs per day
made as specified in part 413 of this
chapter.

(i) Patient and facility cost report
data capturing routine and ancillary
costs.

(ii) An appropriate wage index to ad-
just for wage differences.

(iii) An increase factor to adjust for
the most recent estimate of increases
in the prices of an appropriate market
basket of goods and services provided
by inpatient psychiatric facilities.
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(b) Determining the average per diem
cost of inpatient psychiatric facilities for
FY 2002. CMS determines the average
inpatient operating, ancillary, and cap-
ital-related per diem cost for which
payment is made to each inpatient psy-
chiatric facility, using the available
data described in paragraph (a) of this
section.

(c) Determining the Federal per diem
base rate for cost reporting periods begin-
ning on or after January 1, 2005 through
June 30, 2006—(1) General. Payment
under the inpatient psychiatric facility
prospective payment system is based
on a standardized per diem payment re-
ferred to as the Federal per diem base
rate. The Federal per diem base rate is
the adjusted cost for 1 day of inpatient
hospital services in an inpatient psy-
chiatric facility in a base year as de-
scribed in paragraph (b) of this section.
The adjusted cost per day is adjusted in
accordance with paragraphs (c)(2)
through (c)(5) of this section.

(2) Update of the average per diem cost.
CMS applies the increase factor de-
scribed in paragraph (a)(2)(iii) of this
section to the updated average per
diem cost to the midpoint of the Janu-
ary 1, 2005 through June 30, 2006, under
the update methodology described in
section 1886(b)(3)(B)(ii) of the Act.

(3) Budget neutrality. (i) CMS adjusts
the updated average per diem cost so
that the aggregate payments in the
first 18 months (for January 1, 2005
through June 30, 2006) under the inpa-
tient psychiatric facility prospective
payment system are estimated to equal
the amount that would have been made
to the inpatient psychiatric facilities
under part 413 of this chapter if the in-
patient psychiatric facility prospective
payment system described in this sub-
part were not implemented.

(ii) CMS evaluates the accuracy of
the budget-neutrality adjustment with-
in the first 5 years after implementa-
tion of the inpatient psychiatric facil-
ity prospective payment system. CMS
may make a one-time prospective ad-
justment to the Federal per diem base
rate to account for significant dif-
ferences between the historical data on
cost-based TEFRA payments (the basis
of the budget-neutrality adjustment at
the time of implementation) and esti-
mates of TEFRA payments based on

§412.424

actual data from the first year of the
prospective payment system.

(4) Outlier payments. CMS determines
a reduction factor equal to the esti-
mated proportion of outlier payments
described in paragraph (d)(3)(i) of this
section.

(5) Standardization. CMS determines a
reduction factor to reflect estimated
increases in the Federal per diem base
rate as defined in §412.402 resulting
from the facility-level and patient-
level adjustments described in para-
graph (d) of this section.

(6) Computation of the Federal per diem
base rate. The Federal per diem base
rate is computed as follows:

(i) For cost reporting periods begin-
ning on or after January 1, 2005 and on
or before June 30, 2006, the Federal per
diem base rate is computed in accord-
ance with paragraph (c) of this section.

(ii) For inpatient psychiatric facili-
ties beginning on or after July 1, 2006,
the Federal per diem base rate will be
the Federal per diem base rate for the
previous year, updated by an increase
factor described in paragraph (a)(2)(iii)
of this section.

(d) Determining the Federal per diem
payment amount. The Federal per diem
payment amount is the product of the
Federal per diem base rate established
under paragraph (c) of this section, the
facility-level adjustments applicable to
the inpatient psychiatric facility, pa-
tient-level adjustments and other pol-
icy adjustments applicable to the case.

(1) Facility-level adjustments. (i) Ad-
justment for wages. CMS adjusts the
labor portion of the Federal per diem
base rate to account for geographic dif-
ferences in the area wage levels using
an appropriate wage index. The appli-
cation of the wage index is made on the
basis of the location of the inpatient
psychiatric facility in an urban or
rural area as defined in §412.402.

(ii) Rural location. CMS adjusts the
Federal per diem base rate for inpa-
tient psychiatric facilities located in a
rural area as defined in §412.402.

(iii) Teaching adjustment. CMS adjusts
the Federal per diem base rate by a fac-
tor to account for indirect teaching
costs.

(A) An inpatient psychiatric facili-
ty’s teaching adjustment is based on
the ratio of the number of full-time
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equivalent residents training in the in-
patient psychiatric facility divided by
the facility’s average daily census.

(B) Residents with less than full-time
status and residents rotating through
the inpatient psychiatric facility for
less than a full year will be counted in
proportion to the time they spend in
the inpatient psychiatric facility.

(C) Except as described in paragraph
(d)(Q)(Eii)(D) of this section, the actual
number of current year full-time equiv-
alent residents used in calculating the
teaching adjustment is limited to the
number of full-time equivalent resi-
dents in the inpatient psychiatric fa-
cility’s most recently filed cost report
filed with its fiscal intermediary before
November 15, 2004 (base year).

(D) If the inpatient psychiatric facil-
ity first begins training residents in a
new approved graduate medical edu-
cation program after November 15,
2004, the number of full-time equiva-
lent residents determined under para-
graph (d)(1)(iii)(C) of this section may
be adjusted using the method described
in §413.79(e)(1)(i) and (ii) of this chap-
ter.

(E) The teaching adjustment is made
on a claim basis as an interim pay-
ment, and the final payment in full for
the claim is made during the final set-
tlement of the cost report.

(iv) Inpatient psychiatric facilities lo-
cated in Alaska and Hawaii. CMS ad-
justs the non-labor portion of the Fed-
eral per diem base rate to reflect the
higher cost of living of inpatient psy-
chiatric facilities located in Alaska
and Hawaii.

(v) Adjustment for IPF with qualifying
emergency departments. (A) CMS adjusts
the Federal per diem base rate to ac-
count for the costs associated with
maintaining a qualifying emergency
department. A qualifying emergency
department is staffed and equipped to
furnish a comprehensive array of emer-
gency services (medical and psy-
chiatric) and meets the requirements
of §489.24(b) and §413.65 of this chapter.

(B) Where the inpatient psychiatric
facility is part of an acute care hos-
pital that has a qualifying emergency
department as described in paragraph
(A)(@)(V)(A) of this section and an indi-
vidual patient is discharged to the in-
patient psychiatric facility from that
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acute care hospital, CMS would not
apply the emergency adjustment.

(2) Patient-level adjustments. The inpa-
tient psychiatric facility must identify
a principal psychiatric diagnosis as
specified in §412.27(a) for each patient.
CMS adjusts the Federal per diem base
rate by a factor to account for the di-
agnosis-related group assignment asso-
ciated with the principal diagnosis, as
specified by CMS.

(i) Age. CMS adjusts the Federal per
diem base rate to account for patient
age based on age groupings specified by
CMS.

(i1) Diagnosis-related group assignment.
The inpatient psychiatric facility must
identify a principal diagnosis as speci-
fied in §412.27(a) for each patient. CMS
adjusts the Federal per diem base rate
by a factor to account for the CMS in-
patient psychiatric facility prospective
payment system recognized diagnosis-
related group assignment associated
with each patient’s principal diagnosis.

(iii) [Reserved]

(iv) Comorbidities. CMS adjusts the
Federal per diem base rate by a factor
to account for certain comorbidities as
specified by CMS.

(v) Variable per diem adjustments. CMS
adjusts the Federal per diem base rate
by factors as specified by CMS to ac-
count for the cost of each day of inpa-
tient psychiatric care relative to the
cost of the median length of stay.

(3) Other adjustments. (i) Outlier pay-
ments. CMS provides an outlier pay-
ment if an inpatient psychiatric facili-
ty’s estimated total cost for a case ex-
ceeds a fixed dollar loss threshold
amount for an inpatient psychiatric fa-
cility as defined in §412.402 plus the
Federal payment amount for the case.

(A) The fixed dollar loss threshold
amount is adjusted for the inpatient
psychiatric facility’s adjustments for
wage area, teaching, rural locations,
and cost of living adjustment for facili-
ties located in Alaska and Hawaii.

(B) The outlier payment equals a per-
centage of the difference between the
IPF’s estimated cost for the case and
the adjusted threshold amount speci-
fied by CMS for each day of the inpa-
tient stay.

(C) For discharges occurring in cost
reporting periods beginning on or after
January 1, 2005, outlier payments are
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subject to the adjustments specified at
§412.84(i) and §412.84(m) of this part, ex-
cept that national urban and rural me-
dian cost-to-charge ratios would be
used instead of statewide average cost-
to-charge ratios.

(ii) Stop-loss payments. CMS will pro-
vide additional payments during the
transition period, specified in
§412.426(a)(1) through (3), to an inpa-
tient psychiatric facility to ensure
that aggregate payments under the
prospective payment system are at
least 70 percent of the amount the in-
patient psychiatric facility would have
received under reasonable cost reim-
bursement had the prospective pay-
ment system not been implemented.

(iii) Special payment provision for in-
terrupted stays. If a patient is dis-
charged from an inpatient psychiatric
facility and is admitted to the same or
another inpatient psychiatric facility
within 3 consecutive calendar days fol-
lowing the discharge, the case is con-
sidered to be continuous for the pur-
poses listed below. The 3 consecutive
calendar days begins with the day of
discharge from the inpatient psy-
chiatric facility and ends on midnight
of day 3.

(A) Determining the appropriate
variable per diem adjustment, as speci-
fied in paragraph (d)(2)(v) of this sec-
tion, applicable to the case.

(B) Determining whether the total
cost for a case meets the criteria for
outlier payments, as specified in para-
graph (d)(3)(1)(C) of this section.

(iv) Payment for electroconvulsive
therapy treatments. CMS provides an
additional payment to reflect the cost
of electroconvulsive therapy treat-
ments received by a patient during an
inpatient psychiatric facility stay in a
manner specified by CMS.

[69 FR 66977, Nov. 15, 2004; 70 FR 16729, Apr.
1, 2005, as amended at 71 FR 27086, May 9,
2006]

§412.426 Transition period.

(a) Duration of transition period and
composition of the blended transition pay-
ment. Except as provided in paragraph
(d) of this section, for cost reporting
periods beginning on or after January
1, 2005 through January 1, 2008, an inpa-
tient psychiatric facility receives a
payment comprised of a blend of the es-
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timated Federal per diem payment
amount, as specified in §412.424(d) and
a facility-specific payment as specified
under paragraph (b).

(1) For cost reporting periods begin-
ning on or after January 1, 2005 and on
or before January 1, 2006, payment is
based on 75 percent of the facility-spe-
cific payment and 25 percent is based
on the Federal per diem payment
amount.

(2) For cost reporting periods begin-
ning on or after January 1, 2006 and on
or before January 1, 2007, payment is
based on 50 percent of the facility-spe-
cific payment and 50 percent is based
on the Federal per diem payment
amount.

(3) For cost reporting periods begin-
ning on or after January 1, 2007 and on
or before January 1, 2008, payment is
based on 25 percent of the facility-spe-
cific payment and 75 percent is based
on the Federal per diem payment
amount.

(4) For cost reporting periods begin-
ning on or after July 1, 2008, payment
is based entirely on the Federal per
diem payment amount.

(b) Calculation of the facility-specific
payment. The facility-specific payment
is equal to the estimated payment for
each cost reporting period in the tran-
sition period that would have been
made without regard to this subpart.
The facility’s Medicare fiscal inter-
mediary calculates the facility-specific
payment for inpatient operating costs
and capital costs in accordance with
part 413 of this chapter.

(c) Treatment of new inpatient psy-
chiatric facilities. New inpatient psy-
chiatric facilities, are facilities that
under present or previous ownership or
both have their first cost reporting pe-
riod as an IPF beginning on or after
January 1, 2005. New IPFs are paid
based on 100 percent of the Federal per
diem payment amount.

[69 FR 66977, Nov. 15, 2004; 70 FR 16729, Apr.

1, 2005, as amended at 71 FR 27087, May 9,
2006]
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