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MLN Matters® Number: MM9912 Related Change Request (CR) #: CR 9912 

Related CR Release Date: February 3, 2017 Effective Date: January 1, 2017 

Related CR Transmittal #: R1791OTN Implementation Date: July 3, 2017 

Change to Beneficiary Liability and Cost Report Days for Subclause (II) Long 
Term Care Hospitals (LTCHs) 

Provider Types Affected 

This MLN Matters® Article is intended for subclause (II) Long Term Care Hospitals (LTCHs) 
submitting claims to Medicare Administrative Contractors (MACs) for services provided to 
Medicare beneficiaries. 

Provider Action Needed 

Change request (CR) 9912 announces that, effective with cost reporting periods beginning 
on or after October 1, 2016, for a subclause (II) LTCH, the Medicare payment would only 
apply to the LTCH’s costs incurred for the days used to calculate the Medicare payment 
(that is, days for which the patient has a benefit day available). Make sure that your billing 
staffs are aware of these changes. 

Background 

In the Fiscal Year (FY) 2015 Inpatient Prospective Payment System (IPPS)/Long-Term 
Care Hospital Prospective Payment System (LTCH PPS) Final Rule, CMS-1607-F, the 
Centers for Medicare & Medicaid Services (CMS) established a payment adjustment under 
the LTCH PPS for hospitals “classified under subclause (II) of subsection (d)(1)(B)(iv)” of 
the Social Security Act (the Act) (referred to as “subclause (II) LTCHs), effective for cost 
reporting periods beginning in FY 2015 and beyond.  
Under this payment adjustment, payments to subclause (II) LTCHs are adjusted so that their 
LTCH PPS payments are generally equivalent to an amount determined under the 
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reasonable cost-based reimbursement rules for both operating and capital-related costs under 
42 CFR Part 413. In the FY 2017 IPPS/LTCH PPS Final Rule, CMS revised the policy 
concerning beneficiary liability, which results in corresponding changes relating to cost 
report days, for subclause (II) LTCHs (see §412.507).  
Section 15008 of the 21st Century Cures Act, enacted December 13, 2016, reclassifies 
hospitals which had previously been classified as “subclause (II) LTCHs” as their own 
category of IPPS-excluded hospitals (at section 1886(d)(1)(B)(vi) of the Act). Also, this 
provision codifies, effective January 1, 2015, the reasonable cost-based payment adjustment 
CMS implemented in 42 CFR 412.526, and requires Medicare claims be processed as paid 
on a reasonable cost basis for discharge occurring on or after January 1, 2017. 
Under the current policy, for a subclause (II) LTCH, the Medicare payment applies to the 
LTCH’s costs incurred for all days in the “inlier” period regardless of whether the 
beneficiary has a benefit day available. This policy, which was implemented in CR9401, 
will continue to apply for utilization days in cost reporting periods beginning before October 
1, 2016, that is, through December 31, 2016, for a subclause (II) LTCH with a calendar year 
cost reporting period. 
Under the revisions in the FY 2017 final rule and consistent with Section 15008 of the 21st 
Century Cures Act, effective with cost reporting periods beginning on or after October 1, 
2016, for a subclause (II) LTCH, the Medicare payment would only apply to the LTCH’s 
costs incurred for the days used to calculate the Medicare payment (that is, days for which 
the patient has a benefit day available). For a subclause (II) LTCH with a calendar year cost 
reporting period, the revised policy will become effective for utilization days beginning 
January 1, 2017.  
Note: Under this revised policy, whether the LTCH discharge would qualify for a high-cost 
outlier payment will no longer effect beneficiary liability. 

Additional Information 

The official instruction, CR9912, issued to your MAC regarding this change is available at 
https://www.cms.gov/Regulations-and-
Guidance/Guidance/Transmittals/2017Downloads/R1791OTN.pdf. 
CR9401 is available at https://www.cms.gov/Regulations-and-
Guidance/Guidance/Transmittals/Downloads/R3394CP.pdf. 
If you have any questions, please contact your MAC at their toll-free number. That number 
is available at https://www.cms.gov/Research-Statistics-Data-and-Systems/Monitoring-
Programs/Medicare-FFS-Compliance-Programs/Review-Contractor-Directory-
Interactive-Map/. 
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