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SUMMARY:  We are proposing to revise the Medicare hospital inpatient prospective payment 

systems (IPPS) for operating and capital-related costs of acute care hospitals to implement 

changes arising from our continuing experience with these systems for FY 2022 and to 

implement certain recent legislation.  In addition, we are proposing to rebase and revise the 

hospital market baskets for acute care hospitals, update the labor-related share, and provide the 

market basket update that would apply to the rate-of-increase limits for certain hospitals 

excluded from the IPPS that are paid on a reasonable cost basis, subject to these limits for 

FY 2022.  We are also proposing policies relating to Medicare graduate medical education 

(GME) for teaching hospitals to implement certain recent legislation.  The proposed rule would 

also update the payment policies and the annual payment rates for the Medicare prospective 

payment system (PPS) for inpatient hospital services provided by long-term care hospitals 

(LTCHs) for FY 2022.  In this FY 2022 IPPS/LTCH PPS proposed rule, we are proposing to 
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3.  Summary of Costs and Benefits

The following table provides a summary of the costs, savings, benefits associated with the major provisions described in 

section I.A.3. of the preamble of this proposed rule.

Provision Description Description of Costs, Transfers, Savings, and Benefits
Proposed Adjustment for MS-DRG 
Documentation and Coding 
Changes  

Section 414 of the MACRA replaced the single positive adjustment we intended to make in FY 2018 once the recoupment 
required by section 631 of the ATRA was complete with a 0.5 percentage point positive adjustment to the standardized amount 
of Medicare payments to acute care hospitals for FYs 2018 through 2023.  (The FY 2018 adjustment was subsequently adjusted 
to 0.4588 percentage point by section 15005 of the 21st Century Cures Act.)  For FY 2022, we are proposing to make an 
adjustment of +0.5 percentage point to the standardized amount consistent with the MACRA.

Proposed Changes to the New 
COVID-19 Treatments Add-on 
Payment

In response to the COVID-19 PHE, CMS established the New COVID-19 Treatments Add-on Payment (NCTAP) under the 
IPPS for COVID-19 cases that meet certain criteria (85 FR 71155). 

We anticipate inpatient cases of COVID-19 beyond the end of the PHE for which payment based on the assigned MS-DRG may 
not adequately reflect the additional cost of new COVID-19 treatments.  In order to continue to mitigate potential financial 
disincentives for hospitals to provide these new treatments, and to minimize any potential payment disruption immediately 
following the end of the PHE, we believe that the NCTAP should remain available for cases involving eligible treatments for the 
remainder of the fiscal year in which the PHE ends (for example, until September 30, 2022).  At the same time, we also believe 
that any new technology add-on payments that may be approved for a COVID-19 treatment would also serve to mitigate any 
potential financial disincentives for hospitals to provide that new COVID-19 treatment, such that the NCTAP would no longer 
be needed for that same product.

Therefore, we are proposing to extend the NCTAP for eligible products that are not approved for new technology add-on 
payments through the end of the fiscal year in which the PHE ends (for example, until September 30, 2022).  We also are 
proposing to discontinue the NCTAP for discharges on or after October 1, 2021 for a product that is approved for new 
technology add-on payments beginning FY 2022. 

On one extreme, if all of the new COVID–19 treatments decrease the net cost of hospitalizations (for example, due to shortened 
lengths of stay), including the cost of the new treatment, below the Medicare payment for discharges after the end of the PHE 
and through the end of the fiscal year in which the PHE ends, then there would be no NCTAP made and no additional cost to the 
Medicare program as a result of this proposed extension. On the other extreme, if all of the new COVID–19 treatments result in 
the net cost of hospitalizations that exceed the outlier threshold (for example, due to the cost of the new treatment) for 
discharges after the end of the PHE and through the end of the fiscal year in which the PHE ends, the cost to the Medicare 
program would be the sum over all such NCTAP cases of 0.65 times the outlier threshold for each case.  Given it is unknown 
what the cost and utilization of inpatient stays using these new treatments will be, this proposal is a cost but is not estimable. 
Therefore, it is not possible to quantify the impact of the proposed extension of the NCTAP.

Proposed Implementation of Section 
9831 of the American Rescue Plan 
Act of 2021 (Pub. L. 117–2) 
Imputed Floor Wage Index Policy 
for All-Urban States 

As discussed in section III.G.2. of the preamble of this proposed rule, we are proposing to implement section 9831 of the 
American Rescue Plan Act of 2021 (Pub. L. 117–2) which reinstates the imputed floor wage index policy for all-urban states 
effective for discharges on or after October 1, 2021 (FY 2022) with no expiration date using the methodology described in 42 
CFR 412.64(h)(4)(vi) as in effect for FY 2018. Furthermore, section 1886(d)(3)(E)(iv)(III) of the Act (as added by section 
9831(a)(2) of the American Rescue Plan Act of 2021) provides that the imputed floor wage index shall not be applied in a 
budget neutral manner.  We estimate that our proposed implementation of section 9831 of the American Rescue Plan Act of 
2021 would result in an estimated cost of approximately $0.2 billion for FY 2022.



wage data of hospitals that have reclassified as rural under § 412.103.  We are not proposing any 

changes to the rural floor policy for FY 2022.  Also, for the purposes of applying the provisions 

of section 1886(d)(8)(C)(iii) of the Act, effective beginning in FY 2020, we remove the data of 

hospitals reclassified from urban to rural under section 1886(d)(8)(E) of the Act (as implemented 

in the regulations at § 412.103) from the calculation of ‘‘the wage index for rural areas in the 

State in which the county is located’’ as referred to in section 1886(d)(8)(C)(iii) of the Act.  We 

are not proposing any changes to this policy for FY 2022.

Based on the FY 2022 wage index associated with this proposed rule (which is available 

via the Internet on the CMS website) and based on the calculation of the rural floor without the 

wage data of hospitals that have reclassified as rural under § 412.103, we estimate that 287 

hospitals would receive an increase in their FY 2022 proposed wage index due to the application 

of the rural floor.

2.  Imputed Floor

In the FY 2005 IPPS final rule (69 FR 49109 through 49111), we adopted the imputed 

floor policy as a temporary 3-year regulatory measure to address concerns from hospitals in 

all-urban States that have argued that they are disadvantaged by the absence of rural hospitals to 

set a wage index floor for those States.  We extended the imputed floor policy eight times since 

its initial implementation, the last of which was adopted in the FY 2018 IPPS/LTCH PPS final 

rule and expired on September 30, 2018.  (We refer readers to further discussions of the imputed 

floor in the IPPS/LTCH PPS final rules from FYs 2014 through 2019 (78 FR 50589 through 

50590, 79 FR 49969 through 49971, 80 FR 49497 through 49498, 81 FR 56921 through 56922, 

82 FR 38138 through 38142, and 83 FR 41376 through 41380, respectively) and to the 

regulations at 42 CFR 412.64(h)(4).)  For FYs 2019, 2020, and 2021, hospitals in all-urban states 

received a wage index that was calculated without applying an imputed floor, and we no longer 

included the imputed floor as a factor in the national budget neutrality adjustment. 



In computing the imputed floor for an all-urban State under the original methodology 

established beginning in FY 2005, we calculated the ratio of the lowest-to-highest CBSA wage 

index for each all-urban State as well as the average of the ratios of lowest-to-highest CBSA 

wage indexes of those all-urban States.  We then compared the State’s own ratio to the average 

ratio for all-urban States and whichever was higher was multiplied by the highest CBSA wage 

index value in the State—the product of which established the imputed floor for the State. 

We adopted a second, alternative methodology beginning in FY 2013 (77 FR 53368 

through 53369) to address the concern that the original imputed floor methodology guaranteed a 

benefit for one all-urban State with multiple wage indexes (New Jersey) but could not benefit 

another all-urban State, Rhode Island, which had only one CBSA.  Under the alternative 

methodology, we first determined the average percentage difference between the post-

reclassified, pre-floor area wage index and the post-reclassified, rural floor wage index (without 

rural floor budget neutrality applied) for all CBSAs receiving the rural floor. The lowest post-

reclassified wage index assigned to a hospital in an all-urban State having a range of such values 

then was increased by this factor, the result of which established the State’s alternative imputed 

floor.  Under the updated OMB labor market area delineations adopted by CMS beginning in FY 

2015, Delaware became an all-urban State, along with New Jersey and Rhode Island, and was 

subject to an imputed floor as well.  In addition, we adopted a policy, as reflected at § 

412.64(h)(4)(vi), that, for discharges on or after October 1, 2012, and before October 1, 2018, the 

minimum wage index value for a State is the higher of the value determined under the original 

methodology or the value determined under the alternative methodology.  The regulations 

implementing the imputed floor wage index, both the original methodology and the alternative 

methodology, were set forth at § 412.64(h)(4).

Section 9831 of the American Rescue Plan Act of 2021 (Pub. L. 117–2) enacted on 

March 11, 2021 amended section 1886(d)(3)(E)(i) of the Act (42 U.S.C. 1395ww(d)(3)(E)(i)) 

and added section 1886(d)(3)(E)(iv) of the Act to establish a minimum area wage index for 



hospitals in all-urban States for discharges occurring on or after October 1, 2021.  Specifically, 

section 1886(d)(3)(E)(iv)(I) and (II) of the Act provides that for discharges occurring on or after 

October 1, 2021, the area wage index applicable to any hospital in an all-urban State may not be 

less than the minimum area wage index for the fiscal year for hospitals in that State established 

using the methodology described in § 412.64(h)(4)(vi) as in effect for FY 2018.  Thus, effective 

beginning October 1, 2021 (FY 2022), section 1886(d)(3)(E)(iv) of the Act reinstates the 

imputed floor wage index policy for all-urban States, with no expiration date, using the 

methodology described in 42 CFR 412.64(h)(4)(vi) as in effect for FY 2018.  As discussed 

previously, under §412.64(h)(4)(vi), the minimum wage index value for hospitals in an all-urban 

State is the higher of the value determined using the original methodology (as set forth at § 

412.64(h)(4)(i) through (v)) or the value determined using alternative methodology (as set forth 

at § 412.64(h)(4)(vi)(A) and (B)) for calculating an imputed floor.  Therefore, as provided in § 

412.64(h)(vi), we would apply the higher of the value determined under original or alternative 

methodology for calculating a minimum wage index, or imputed floor, for all-urban States 

effective beginning with FY 2022.  We note that the rural floor values used in the alternative 

methodology at § 412.64(h)(4)(vi)(A) and (B) would not include the wage data of hospitals 

reclassified under § 412.103, because we currently calculate the rural floor without the wage data 

of such hospitals. 

Unlike the imputed floor that was in effect from FYs 2005 through 2018, section 

1886(d)(3)(E)(iv)(III) of the Act provides that the imputed floor wage index shall not be applied 

in a budget neutral manner.  Specifically, section 9831(b) of Pub. L. 117-2 amends section 

1886(d)(3)(E)(i) of the Act to exclude the imputed floor from the budget neutrality requirement 

under section 1886(d)(3)(E)(i) of the Act.  In other words, the budget neutrality requirement 

under section 1886(d)(3)(E)(i) of the Act, as amended, must be applied without taking into 

account the imputed floor adjustment under section 1886(d)(3)(E)(iv) of the Act.  When the 

imputed floor was in effect from FY 2005 through FY 2018, to budget neutralize the increase in 



payments resulting from application of the imputed floor, we calculated the increase in payments 

resulting from the imputed floor together with the increase in payments resulting from the rural 

floor and applied an adjustment to reduce the wage index.  By contrast, for FY 2022 and 

subsequent years, we are proposing to apply the imputed floor after the application of the rural 

floor and to apply no reductions to the standardized amount or to the wage index to fund the 

increase in payments to hospitals in all-urban States resulting from the application of the imputed 

floor required under section 1886(d)(3)(E)(iv) of the Act.  

We note, given the recent enactment of section 9831 of Pub. L. 117-2 on March 11, 2021, 

there was not sufficient time available to incorporate the changes required by this statutory 

provision (which provides for the application of the imputed floor adjustment in a non-budget 

neutral manner beginning in FY 2022) into the calculation of the provider wage index for this 

proposed rule. We will include the imputed floor adjustment in the calculation of the provider 

wage index in the FY 2022 final rule. We note that CMS has posted, concurrent with the 

issuance of this proposed rule, estimated imputed floor values by state in a separate data file on 

the FY 2022 IPPS Proposed Rule web page on the CMS website at 

https://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/AcuteInpatientPPS/index, 

and an aggregate payment impact for the imputed floor in the Appendix to this proposed rule.

The imputed floor under section 1886(d)(3)(E)(iv) of the Act applies to all-urban States, 

as defined in new subclause (IV). Section 1886(d)(3)(E)(iv)(IV) provides that, for purposes of 

the imputed floor wage index under clause (iv), the term all-urban State means a State in which 

there are no rural areas (as defined in section 1886(d)(2)(D) of the Act) or a State in which there 

are no hospitals classified as rural under section 1886 of the Act.  Under this definition, given 

that it applies for purposes of the imputed floor wage index, we believe it would be appropriate 

to consider a hospital to be classified as rural under section 1886 of the Act if it is assigned the 

State’s rural area wage index value. Therefore, under the definition at section 

1886(d)(3)(E)(iv)(IV) of the Act, “a State in which there are no hospitals classified as rural under 



this section” would include a State that has a rural area but no hospitals that receive the rural area 

wage index under section 1886(d) of the Act.  For purposes of this definition, hospitals 

redesignated as rural under section 1886(d)(8)(E) of the Act (412.103 rural reclassifications) 

would be considered classified as rural if they receive the rural wage index; however, hospitals 

that are deemed urban under section 1886(d)(8)(B) of the Act (in Lugar counties), or are 

reclassified to an urban area under section 1886(d)(10) of the Act (MGCRB reclassifications) 

would not be considered classified as rural because they do not receive the rural wage index.    In 

contrast, we note that in the imputed floor policy in effect from FY 2005 through FY 2018, we 

did not consider a State to qualify for “all urban status” if there were one or more hospitals 

geographically located in the rural area of the State, even if all such hospitals subsequently 

reclassified to receive an urban area wage index.   There is currently one State, Connecticut, that 

would be eligible for the imputed floor under this qualification in this proposed rule because 

there are currently no hospitals in Connecticut that are classified as rural under section 1886(d) 

for purposes of the wage index – in other words, there are no hospitals that receive the rural 

wage index value. There is one rural county in Connecticut. All hospitals in this county are either 

deemed urban under section 1886(d)(8)(B) of the Act or receive an MGCRB reclassification 

under section 1886(d)(10) of the Act. While several Connecticut hospitals were approved for 

rural reclassification under section 1886(d)(8)(E) of the Act, at this point in time, all have 

received a subsequent urban reclassification under section 1886(d)(10) of the Act. 

Additionally, under section 1861(x) of the Act, the term State has the meaning given to it 

in section 210(h) of the Act.  Because section 210(h) of the Act defines the word State to also 

include the District of Columbia and the Commonwealth of Puerto Rico, Washington, D.C. and 

Puerto Rico may also qualify as all-urban States for purposes of the imputed floor if the 

requirements of section 1886(d)(3)(E)(iv)(IV) of the Act are met.  Based on data available for 

this proposed rule, the following States would be all-urban States as defined in section 

1886(d)(3)(E)(iv)(IV) of the Act, and thus hospitals in such States would be eligible to receive an 



increase in their wage index due to application of the imputed floor for FY 2022: New Jersey, 

Rhode Island, Delaware, Connecticut, and Washington, D.C.

We are proposing to revise the regulations at § 412.64(e)(1) and (4) and (h)(4) and (5) to 

implement the imputed floor required by section 1886(d)(3)(E)(iv) of the Act for discharges 

occurring on or after October 1, 2021.  First, we propose to make the following revisions to the 

regulation text to specify that the imputed floor required under section 1886(d)(3)(E)(iv) of the 

Act would not be applied in a budget neutral manner:

●  We are proposing to revise the introductory language at § 412.64(e)(4) to state that the 

budget neutrality adjustment for the imputed floor under paragraph (h)(4) applies only to 

discharges on or after October 1, 2004 and before October 1, 2018. 

●  We are proposing a conforming revision to § 412.64(e)(1)(ii) to refer to 

§ 412.64(h)(4)(vii) (proposed in this proposed rule) in the introductory phrase that excepts 

certain provisions from the budget neutrality requirement specified in paragraph (e)(1)(ii). 

●  We are proposing to revise § 412.64(h)(4) to add a new clause (vii) stating that, for 

discharges on or after October 1, 2021, the minimum wage index computed under this paragraph 

may not be applied in a budget neutral manner.

In addition, we are proposing to revise the introductory language at § 412.64(h)(4) to 

specify that the minimum wage index and methodology described in that paragraph also apply 

for discharges on or after October 1, 2021.  Further, we are proposing to revise § 

412.64(h)(4)(vi) to specify that this clause also applies to discharges on or after October 1, 2021.  

Finally, we are proposing to make the following revisions to § 412.64(h)(5).  First, we are 

proposing to redesignate the current language at § 412.64(h)(5) as § 412.64(h)(5)(i) and to revise 

this language to reflect that it applies for purposes of applying the imputed floor for discharges 

on or after October 1, 2004 and before October 1, 2018.  Second, we are proposing to add a new 

clause (ii) to § 412.64(h)(5) to reflect the proposed definition of all-urban State for purposes of 

applying the imputed floor for discharges on or after October 1, 2021, as previously discussed.  



Specifically, we are proposing at § 412.64(h)(5)(ii) that, for purposes of applying the imputed 

floor for discharges on or after October 1, 2021, an all-urban State is a State with no rural areas, 

as defined in § 412.64, or a State in which there are no hospitals classified as rural under section 

1886 of the Act.  We are further proposing at § 412.64(h)(5)(ii) that a hospital would be 

considered classified as rural under section 1886 of the Act if it is assigned the State’s rural area 

wage index value. 

3. State Frontier Floor for FY 2022 

Section 10324 of Pub. L. 111–148 requires that hospitals in frontier States cannot be 

assigned a wage index of less than 1.0000.  (We refer readers to the regulations at 42 CFR 

412.64(m) and to a discussion of the implementation of this provision in the FY 2011 

IPPS/LTCH PPS final rule (75 FR 50160 through 50161).)  In this FY 2022 IPPS/LTCH PPS 

proposed rule, we are not proposing any changes to the frontier floor policy for FY 2022.  In this 

proposed rule, 44 hospitals would receive the frontier floor value of 1.0000 for their FY 2022 

proposed wage index.  These hospitals are located in Montana, North Dakota, South Dakota, and 

Wyoming. We note that while Nevada meets the criteria of a frontier State, all hospitals within 

the State currently receive a wage index value greater than 1.0000.

The areas affected by the rural and frontier floor policies for the proposed FY 2022 wage 

index are identified in Table 2 associated with this proposed rule, which is available via the 

Internet on the CMS website

4. Continuation of the Low Wage Index Hospital Policy; Proposed Budget Neutrality 

Adjustment

To help mitigate wage index disparities, including those resulting from the inclusion of 

hospitals with rural reclassifications under 42 CFR 412.103 in the rural floor, in the FY 2020 

IPPS/LTCH PPS final rule (84 FR 42325 through 42339), we finalized policies to reduce the 

disparity between high and low wage index hospitals by increasing the wage index values for 

certain hospitals with low wage index values and doing so in a budget neutral manner through an 
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