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for IPPS teaching hospitals that start
new teaching programs as specified in
§413.79 (1) for new teaching IPFS and
for teaching IPFs that start new
programs. We note that under
§412.105(f)(1)(vi) concerning IME
payments under the IPPS, hospitals that
have shared residency rotational
relationships may elect to apply their
respective IME resident caps on an
aggregate basis via a Medicare GME
affiliation agreement. Our intent is not
to affect affiliation agreements and
rotational arrangements for hospitals
that have residents that train in more
than one hospital. We are not
implementing a provision concerning
affiliation agreements specifically
pertaining to the FTE caps used in the
teaching adjustment under the IPF PPS
at this time. This is an area we expect
to closely monitor, and we will consider
allowing IPFs to aggregate and adjust
their FTE caps through affiliation
agreements in the future.

We believe these policies fairly
balance our responsibilities under the
statute to assure appropriate
enforcement of the BBA and the overall
limits on payment adjustments for
teaching hospitals with the greater
precision that can be achieved by
adjusting payments for teaching IPFs.
We also believe that we have designed
a cap that balances the need for limits
with the unique conditions of teaching
programs in freestanding psychiatric
hospitals and in distinct part psychiatric
units. We will, however, monitor the
impact of these policies closely and
consider changes in the future when
appropriate.

Comment: Several commenters
indicated that a cap amounts to an
absolute freeze on the number of
residents that Medicare will recognize
for payment purposes. In addition, the
commenters stated that a cap allows
only decreases and no increases in
established resident counts at any time.

Response: We acknowledge that the
number of FTE residents will be frozen
under the IPF PPS. As discussed above,
we are adopting a cap on the number of
FTE residents that may be counted
under the IPF PPS teaching adjustment.
This policy is to exercise our statutory
responsibility under the BBA to prevent
any erosion of the resident caps
established under the IPPS that could
result from the perverse incentives
created by the facility adjustment for
teaching hospitals under the IPF PPS. In
addition, we wish to avoid creating
incentives to artificially expand
residency training in IPFs, and ensure
that the resident base used to determine
payments is related to the care needs in
IPF institutions. Again, we will monitor

the impact of these policies closely and
consider changes in the future when
appropriate.

Comment: Several commenters were
concerned that the administrative
burden in reviewing resident counts
back to 1996 cost reports would be
excessive and recommended not
imposing an FTE resident cap for the
IPF PPS teaching adjustment for this
reason.

Response: The resident cap under the
IPPS is based on the hospital’s 1996 cost
report. However, the resident cap we are
establishing under the IPF PPS relies on
the number of residents training in the
IPF for the most recently filed cost
report before November 15, 2004. In
addition, establishing the IPF PPS
resident cap does not require the
hospitals to submit information not
currently included in their cost reports.
As a result, we do not believe there is
a significant burden associated with
establishing the IPF PPS resident cap.

Comment: Several commenters asked
if the teaching adjustment would be
limited to those hospitals with a
dedicated psychiatric teaching program.
In addition, the commenters asked if the
adjustment would also apply to
hospitals that schedule rotations to the
psychiatric unit from a non-psychiatric
teaching program.

Response: Under the IPPS, Medicare
makes IME payments only for costs
associated with residents in approved
graduate medical education (GME)
programs as defined in §412.105(f)(1)(i)
that are approved by one of the
organizations listed in § 415.152, not
residents in other types of teaching
programs. Thus, IPFs that have residents
in approved GME programs will receive
the IME adjustment. The GME program
could be a psychiatric teaching program
or scheduled rotations to the IPF unit
from a non-psychiatric teaching
program.

Comment: One commenter urged
CMS to consider applying any cap on
the number of interns and residents in
a manner that is less sensitive to rapid
declines in patient census. The
commenter believes the use of the ratio
of residents to ADC will negatively
affect government-operated IPFs.

Response: Although we are unsure of
the commenter’s point, the commenter
seems to be implying that the teaching
adjustment would decline if there were
a reduction in the IPF’s ADC. However,
a decrease in the ADC would result in
an increase in the teaching adjustment.

Comment: One commenter requested
that CMS provide an example to show
how the calculation of the teaching
adjustment would be computed. The
commenter requested that the example

use a hypothetical resident count and
ADC and the final teaching adjustment
factor.

Response: We were not able to present
a single proportional factor that
represents the payment adjustment for
teaching as we did for most of the other
payment variables (for example, age and
rural location). The reason is because
the teaching adjustment varies among
teaching hospitals depending on the
degree of their teaching intensity as
measured by the ratio of interns and
residents to the ADC.

The following example shows a step-
by-step calculation of the teaching
adjustment for 2 teaching hospitals.
Hospital A has an interns and residents
to ADC ratio of 0.10. Hospital B has an
interns and residents to ADC ratio of
0.20.

Step 1: Add 1.0 to the interns and
residents to ADC ratio:

Hospital A: 1.0 + 0.1 =1.1
Hospital B: 1.0 + 0.2 = 1.2

Step 2: Raise the factors in Step 1 to
the power given by the regression
coefficient for the teaching variable
(.5150).

Hospital A: 1.1 x exp (.5150) = 1.050
Hospital B: 1.2 x exp (.5150) = 1.098

The Step 2 results indicate that
Hospital A’s payment will be 5.1
percent higher than the comparable
payment for a non-teaching hospital and
the Hospital B’s payment will be 9.9
percent higher than the comparable
payment for a non-teaching hospital.

Step 3: Multiply the factors obtained
in Step 2 by the appropriate per diem
payment adjusted by all other relevant
payment factors. For purpose of this
example, the per diem payment is
assumed to be $625 for both Hospital A
and Hospital B.

Hospital A: $625 x 1.050 = $656.25
Hospital B: $625 x 1.098 = $686.25

The step 3 results indicate that
Hospital A’s per diem payment would
be $656.25 compared to $686.25 for
Hospital B.

Comment: A commenter questioned
why CMS used the ratio of interns and
residents to the ADC, rather than the
ratio of interns and residents to the
number of beds.

Response: Using the ADC rather than
the number of beds as the denominator
of the teaching variable has two main
advantages: Whereas there are many
different and frequently imprecise ways
of counting beds (licensed beds,
available beds, staffed beds), the ADC is
a single standard measure that hospitals
know how to calculate. It is just the total
number of patients days of care divided
by 365, the number of days in the year.
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Average daily census, which reflects
the number of occupied beds in a year,
is a readily available, more consistent
measure than the number of beds
because patient days are more
accurately measured than are beds.
Because it is directly measured by
patient days, ADC is also less subject to
understatement in an effort to increase
the value of the teaching variable and in
turn, teaching payments.

4. Other Facility-Level Adjustments

In the proposed rule, we indicated
that we considered facility-level
adjustments for IPFs located in Alaska
and Hawaii and an IPF’s
disproportionate share intensity. Other
adjustment factors discussed in this
section were requested in public
comments.

a. Adjustment for Psychiatric Units

In the proposed rule, we did not
propose an adjustment for psychiatric
units. We received a significant number
of public comments expressing concern
that the proposed IPF PPS is biased
towards psychiatric hospitals and
detrimental to psychiatric units.
Therefore, the commenters requested
that we provide an adjustment
specifically for psychiatric units. We are
not adopting an adjustment for
psychiatric units in this final rule.

Comment: Several commenters stated
that the data analysis indicated that the
average per diem cost in psychiatric
units ($615) was 37 percent higher than
the average per diem cost in psychiatric
hospitals ($444). Although the proposed
patient and facility adjustments account
for 19 percent of the difference in
average per diem costs, the commenters
expressed concern that the proposed
rule did not propose a specific
adjustment for psychiatric units to
account for the remaining 18 percent
difference in average per diem costs.

Many commenters attribute the
difference in average per diem cost to
the types of patients admitted to
psychiatric units and psychiatric
hospitals. The commenters stated that
patients admitted to psychiatric units
generally present with multiple medical
conditions in addition to severe or
multiple psychiatric symptoms. In
addition, EDs in acute care hospitals
with psychiatric units serve as the
portal for almost all psychiatric
emergency patients, who usually are
admitted to the psychiatric unit. As a
result, psychiatric units have different
patterns of care and staffing in order to
treat patients with emergency
psychiatric needs as well as comorbid
medical conditions.

The commenters stated that
freestanding psychiatric hospitals are
not equipped or staffed to treat patients
with complex comorbid medical
conditions and generally do not admit
patients who require treatment of
chronic physical illnesses or who are
not medically stable. As a result,
freestanding psychiatric hospitals have
lower average per diem costs than
psychiatric units.

Many commenters recommended that
we provide a Medicare-dependent IPF
designation that would be applied to
any IPF with at least an 80 percent
Medicare share of admissions. An
organization representing small, rural
IPFs provided information describing
rural psychiatric units and the patients
generally treated in these units. The
commenter indicated that rural
psychiatric units usually have 12 or
fewer beds and treat a high proportion
(at least 80 percent of total patient days)
of Medicare beneficiaries. The material
furnished by the organization indicated
that approximately 54 percent of these
hospitals are located in areas not
adjacent to a metropolitan area and 15
percent are in “completely rural” areas.

The organization indicated that these
small rural Medicare-dependent units
generally have average costs per day
that are 27 percent higher than the
national average due to the acuity of the
patients they serve. In addition, an
analysis conducted by the organization
indicates an 11.9 percent negative
impact between current TEFRA
payments and estimated payments
under the proposed IPF PPS.

Commenters also indicated that many
of the psychiatric units are small,
Medicare-dependent, and located in
underserved rural and urban areas
where they are the sole mental health
provider. These commenters were
concerned that inadequate Medicare
payment would cause hospitals to close
these units, resulting in diminished
access to mental health services. The
commenters stated that the proposed
adjustments were insufficient and
requested a specific adjustment for
psychiatric units or, as an alternative, a
temporary adjustment until we are able
to refine the IPF PPS and account for
more of the difference in average per
diem cost.

Response: As we discussed in the
November 2003 proposed rule, we do
not believe it is appropriate to pay an
adjustment to all psychiatric units for
all cases, regardless of the unit’s cost,
efficiency, or case-mix.

With respect to providing an
adjustment for psychiatric units, as
explained previously in this final rule,
the payment model we are adopting for

IPFs explains approximately 33 percent
of the variation in per diem cost among
IPFs. As a result, we believe the IPF PPS
will generate payments that are
reasonably related to the per diem cost
in psychiatric units. In addition, IPFs
located in rural areas will receive an
adjustment to account for higher per
diem costs.

Commenters stated that IPFs have
many patients with longer stays or
multiple co-morbidities. The IPF PPS
provides a base payment amount and
adjustments for each day of the stay and
multiple co-morbidity categories as well
as a variety of other adjustments, we
believe IPF PPS payments to psychiatric
units will adequate meet their costs.

In addition, we are providing a stop-
loss provision during the 3-year
transition period during which a stop-
loss policy will be in place to ensure
that small rural, Medicare-dependent,
and urban psychiatric units get an IPF
PPS payment amount that is no less
than 70 percent of what they would
have otherwise been paid under TEFRA
had the IPF PPS not been implemented.
This “‘safety net”” will prevent an IPF
from sustaining a significant financial
“loss” by converting to the IPF PPS.
Simultaneously, these providers will
learn how to adjust their business
structures efficiently under the IPF PPS
framework. See section V.C. of this final
rule.

b. Cost of Living Adjustment
i. IPFs Located in Alaska and Hawaii

As indicated in the proposed rule, we
did not propose a cost-of-living
adjustment (COLA) for IPFs located in
Alaska and Hawaii. Based on the FY
1999 data, there were two psychiatric
hospitals and no psychiatric units in
Alaska and one psychiatric hospital and
one psychiatric unit in Hawaii. Our
analysis indicated that some IPFs in
Alaska and Hawaii would “profit” from
the proposed IPF PPS and other IPFs
would experience a “‘loss.” Based on the
limited number of cases in the analysis,
we determined that the results were
inconclusive and therefore we did not
propose a COLA for IPFs located in
Alaska and Hawaii.

We received several comments
requesting a COLA for IPFs located in
Alaska and Hawaii. In response to the
public comments, we analyzed the FY
2002 data. The FY 2002 data, unlike the
FY 1999 data, demonstrated that IPFs in
Alaska and Hawaii had costs
disproportionately higher than IPFs
across the nation. In the absence of a
COLA, IPFs located in Alaska and
Hawaii would receive payments under
the IPF PPS that were far below their
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cost. Thus, the results of our analysis
conclusively demonstrate that a COLA
for IPFs located in Alaska and Hawaii
would improve payment equity for
these facilities. As a result of this
analysis, we are providing a COLA
adjustment in this final IPF PPS based
on the higher costs found in Alaska and
Hawaii IPFs.

Comment: A few commenters
recommended that CMS provide a
facility-specific adjustment to the per
diem payment amount to reflect the
higher cost-of-living in Alaska.

One commenter recommended using
the 25 percent Alaska COLA used under
hospital IPPS for non-labor costs as a
proxy adjustment for IPFs located in
Alaska. The commenter stated that,
despite the lack of IPF cases to study,

CMS recognizes the need for a COLA
adjustment for hospitals in Alaska

under the hospital IPPS. The commenter

indicated that MedPAC recently
recommended that CMS provide an
adjustment to the non-labor costs of
skilled SNFs located in Alaska and
Hawaii.

Response: As indicated above, we
analyzed the cases in the FY 2002 data
and found that there are two IPFs in
Alaska and four in Hawaii. Based on our
analysis of the FY 2002 stays for these
IPFs, we find that a COLA adjustment
is warranted. However, the small
number of cases from each IPF would
make development of a facility-specific
adjustment erroneous because, with few
cases, a small number of extremely

high-cost or low-cost cases could easily
overstate or understate the IPF’s per
diem cost. In general, the COLA would
account for the higher costs in the IPF
and will eliminate the projected loss
that IPFs in Alaska and Hawaii would
experience absent the COLA. We will
make a COLA adjustment for IPFs
located in Alaska and Hawaii by
multiplying the non-labor share of the
Federal per diem base rate by the
applicable COLA factor based on the
county in which the IPF is located. The
COLA factors were obtained from the
U.S. Office of Personnel Management
and used in other PPS system. For the
convenience of the reader, Table 8
below lists the specific COLA for Alaska
and Hawaii IPFs.

TABLE 9—COLA Factors for Alaska and Hawaii IPFS

Location COLA
Alaska All areas 125
Hawaii Honolulu County 125
Hawaii County 1.165
Kauai County 12325
Maui County 1.2375
Kalawao County 1.2375

ii. IPFs located in California

Although we did not propose a cost-
of-living adjustment for a specific State,
we received a comment requesting that
we provide an adjustment for California.
We are not making a COLA to IPFs
located in California as detailed below.

Comment: One comment
recommended that CMS establish a
facility-specific adjustment for
psychiatric units located in California to
reflect the higher resource costs
associated with mandatory staffing
ratios.

Response: Although recently imposed
State staffing ratios would not be
evident in the FY 2002 data, we
analyzed the FY 2002 MedPAR data to
assess whether IPFs located in
California have higher per diem cost
than IPFs located in other States. We
determined that after adjustment for
facility mix, IPF per diem costs in
California are slightly higher (1.6
percent). While we did not assess the
variation for each State, we
acknowledge that every State will have
some variation from the average cost per
day under the IPF PPS. We do not
believe the slightly higher per diem cost
in California warrants a special
adjustment. There may be laws in other
States that could create a cost difference
greater or lower than California and it is

not practical to account for all of the
cost differences in every State resulting
from State and local laws.

c. Disproportionate Share Intensity

As indicated in the proposed rule, we
did not propose an adjustment for
disproportionate share hospital (DSH)
status because the proposed regression
analysis did not support an increase in
payments. If we had proposed a
payment adjustment for DSH facilities
based on our empirical analysis, we
would have proposed a reduction to the
Federal per diem base rate paid to DSH
facilities. Based on our analysis, we
found a statistically significant negative
relationship between per diem cost and
DSH status. We did not believe that
negative payment adjustment would be
consistent with the intent of a DSH
adjustment, which is intended to
provide additional payments to
providers to account for the costs of
treating low-income patients. Therefore,
we proposed no DSH adjustment.

We received numerous comments
regarding the DSH adjustments. Most of
the commenters disagreed with the
proposed rule and stated that our reason
for not providing a DSH adjustment was
inadequate. A significant number of
comments recommended that we re-
examine the regression analysis and
include a favorable DSH adjustment in

the IPF PPS final rule. Based on the
analysis discussed below, we are not
providing a DSH adjustment in this final
rule.

Comment: Several commenters stated
that hospitals providing large amounts
of care to low-income individuals often
serve as key access points for low-
income Medicare beneficiaries and
other low-income patients requiring
psychiatric care.

Response: In the proposed rule, we
indicated that we would continue to
monitor whether we could find
empirical evidence to indicate a
relationship between disproportionate
patient percentages and higher per diem
costs to support the establishment of a
DSH adjustments. We re-examined our
regression analysis, as commenters
requested, but did not find any
relationship between DSH intensity and
higher per diem costs. Our analysis of
the FY 2002 data yielded the same
results as our analysis of the FY 1999.
Therefore in this final rule we are not
making a DSH adjustment.

Comment: One commenter stated that
since CMS provided for a DSH
adjustment in both the hospital IPPS
and IRF PPS, IPFs should also receive
this additional payment.

Another commenter indicated that the
reluctance to allow psychiatric hospitals
to participate in DSH payments is
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related to the belief that the DSH
hospitals are low cost providers.

Response: Consistent with the
approach we have taken in the proposed
rule and in this final rule, we believe
that any IPF PPS DSH payment
adjustment should be supported by data
showing that DSH facilities experience
higher per diem costs than other IPFs.
Our data failed to demonstrate that the
IPFs who serve a disproportionate
number of low income patients have
higher per diem costs. Therefore, we do
not see a justification to make a DSH
adjustment in the IPF PPS. Unlike IPFs,
the IPPS and IRF PPS had data
supporting the need for a DSH
adjustment. IPPS and IRF PPS data
showed that serving a disproportionate
share of low income patients has a
direct connection to higher facility
costs.

Comment: A commenter suggested
that if government-operated hospitals
bias the result, the analysis should be
redone excluding those hospitals.

Response: We believe the commenter
misunderstood our statements in the
proposed rule about the impact of
government-operated hospitals in our
analysis. Our intention was not that the
government-operated hospitals might be
responsible for the finding of a negative
relationship between per diem cost and
the DSH variable. Instead, we were
emphasizing that many observers might
think that the limitations of measuring
DSH for government-operated hospitals
(too low a value for their DSH variable)
might explain why we found higher
DSH intensity associated with lower
cost. However, our finding was not
attributable to the government-operated
hospitals because we found the same
negative relationship when we excluded
them from the regression.

Comment: Some commenters
indicated that because Medicaid does
not pay for services to certain
individuals in an institution for mental
diseases (IMD), low-income
beneficiaries in psychiatric hospitals
cannot be identified as Medicaid
beneficiaries. In addition, the
commenters believe that the Medicaid
proportion will be biased downwards
smaller than it should be.

Response: In the proposed rule and in
this rule, the basis for the decision not
to provide a DSH adjustment is our
inability to find a correlation between
available measures of low-income
patient percentages and higher per diem
costs. As previously indicated, potential
measurement error in the Medicaid
proportion did not explain the lack of a
positive correlation between per diem
cost and DSH status. We recognize that
inpatients in institutions for mental

diseases may still be eligible for
Medicaid for purposes of the calculation
of the DSH percentage (although there
might be little incentive for facilities to
establish a patient’s Medicaid eligibility
when there is no Medicaid payment
available). The fact remains that, with
currently available data, we found no
basis for a DSH adjustment.

Comment: Several commenters asked
how section 402 of the MMA would
impact payments under the IPF PPS.

One commenter recommended that
CMS wait until after December 8, 2004,
to develop the IPF DSH factors (when
the MMA is implemented and CMS
begins to furnish DSH data to all
hospitals). The commenter indicated
that they expect the data to be a viable
source of information that could be used
to establish an appropriate DSH
adjustment factor for the IPF PPS.

Response: Section 402 of the MMA
has no effect on the IPF PPS as it only
applies to DSH under the IPPS. The
commenter is apparently referring to
section 951 of the MMA, which requires
that the Secretary arrange to furnish
subsection (d) hospitals (those hospitals
subject to the hospital IPPS) with the
data necessary to compute the number
of patient days used in computing the
disproportionate patient percentage. We
acknowledge that it is possible for this
requirement to improve the accuracy of
the disproportionate patient percentages
for hospitals at some future point in
time. However, we are making our
decision not to include a DSH
adjustment based on the best available
data. If better data becomes available
that indicates a need for a DSH
adjustment, and an appropriate
methodology for such an adjustment,
the issue can be addressed in a future
rulemaking.

d. IPFs With Full-Service Emergency
Departments (EDs)

We did not propose an adjustment for
IPFs with a qualifying ED. However, we
received many comments requesting a
facility adjustment for hospitals that
maintain an ED and provide crisis
management services. Several
commenters recommended that IPFs
with an ED should receive a facility-
level adjustment empirically
determined through the regression
model. One commenter recommended a
20 percent adjustment factor for IPFs in
hospitals with an ED.

In this final rule, we are providing an
adjustment to the Federal per diem base
rate to account for the costs associated
with maintaining a full-service ED. We
conducted an analysis, as described
below, to develop an appropriate
payment adjustment to account for ED

costs and to define the subset of IPFs
that have, or are part of acute care
hospitals that have, a full-service ED.

The overhead costs associated with
maintaining an ED are included in each
IPF’s routine cost amount, but since
routine costs are reported as a average,
we are unable to determine the portion
of the routine cost directly attributable
to ED costs. As an alternative, we
analyzed cases admitted through the ED
using FY 2002 claims data. ED cases
were identified by the presence of ED or
ambulance charges on the MedPAR
record. We found that about one-third of
all cases were admitted through the ED,
and that 98 percent of the cases were
treated in psychiatric units. Among the
psychiatric hospitals and units with at
least one admission from an ED, the ED
admissions comprise about 43 percent
of all admissions.

In analyzing the relative cost of ED
and other admissions, we limited the
comparison to IPFs with ED admissions
to avoid attributing cost differences to
ED admissions that are due to other
unrelated factors. On a per case basis,
ED admissions are actually slightly less
expensive than other admissions
($7,672 versus $8,036). Most of the
difference results from the fact that ED
stays are about one day shorter than
other psychiatric stays (10.6 days versus
11.5 days). The ED costs average about
$198 per case, and the mean difference
in ancillary costs per case (which
includes ED costs) is about $196. Thus,
the ED costs effectively account for all
of the difference in ancillary costs per
case between the ED and other
admissions. On average, admissions
through the ED do not appear to require
any more ancillary services than other
admissions except for the ED costs
themselves.

Although this analysis indicated that
patients admitted through the ED were
more costly on a per diem basis than
cases without an ED admission, we are
not including an adjustment for patients
admitted through the ED. As explained
previously, we are concerned about
creating an incentive for psychiatric
units in acute care hospitals with EDs to
inappropriately admit all psychiatric
patients through the ED of the acute care
hospital in which it is located in order
to receive a patient-level ED adjustment.
An ED adjustment at the patient level
would be approximately $200. To the
extent a psychiatric unit ensured that all
of its patients were admitted for
inpatient psychiatric care through the
ED of the acute care hospital in which
it is located, even though admission
through the ED was unnecessary and
inappropriate, Medicare would be
substantially overpaying for these cases.
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As an alternative, we have decided to
provide a facility-level adjustment for
IPFs, for both psychiatric hospitals and
acute care hospitals with a distinct part
psychiatric unit, that maintain a
qualifying ED. We are providing the
adjustment to psychiatric units in acute
care hospitals because the costs of the
ED are allocated to all hospital
departments, including the psychiatric
units. We intend that the adjustment
only be provided to hospitals with EDs
that are staffed and equipped to furnish
a comprehensive array of emergency
services and that meet the definition of
a “dedicated emergency department” in
§489.24 and the definition of “provider-
based entity” in §413.65. We are
defining a full-service ED in order to
avoid providing an ED adjustment to an
intake unit that is not comparable to a
full-service ED with respect to the array
of emergency services available or cost.

However, where a psychiatric unit
would otherwise qualify for the ED
adjustment, but an individual patient is
discharged from that acute care hospital,
we would not apply the ED adjustment.
The reason we would not give an ED
adjustment in this case is that the costs
associated with maintaining the ED
would have already been paid through
the DRG payment paid to the acute care
hospital. Thus, if we provided an ED
adjustment in this case, the hospital
would be paid twice for the overhead
costs of the ED.

The ED adjustment will be
incorporated into the variable per diem
adjustment for the first day of each stay.
That is, IPFs with qualifying EDs, will
receive a higher variable per diem
adjustment for the first day of each stay
than will other IPFs.

Three steps were involved in the
calculation of the ED adjustment factor.
First, we estimated of the proportion by
which the ED costs of a case would
increase the cost of the first day of the
stay. Using the IPFs with ED admissions
in 2002, we divided their average ED
cost per stay admitted through the ED
($198) by their average cost per day
($715), which equals 0.28. Second, we
adjusted the factor estimated in step 1
to account for the fact that we will pay
the higher first day adjustment for all
cases in the qualifying IPFs, not just the
cases admitted through the ED. Since on
average, 44 percent of the cases in IPFs
with ED admissions are admitted
through the ED, we multiplied 0.28 by
0.44, which equals 0.12. Third, we
added the adjusted factor calculated in
the previous 2 steps to the variable per
diem adjustment derived from the
regression equation that we used to
derive our other payment adjustment
factors. The first day payment factor

from this regression is 1.19. Adding the
0.12, we obtained a first day variable per
diem adjustment for IPFs with a
qualifying ED equal to 1.31.

D. Other Proposed Adjustments and
Policy Changes

1. Outlier Policy

We proposed a 2 percent outlier
policy to promote access to IPFs for
those patients who require expensive
care and to limit the financial risk of
IPF's treating unusually costly cases. As
explained in the proposed rule, we
believe that it is appropriate to include
an outlier policy in order to ensure that
IPF's treating unusually costly cases do
not incur substantial “losses” and
promote access to care for patients
requiring expensive care. Providing
these additional payments to IPFs for
costs that are beyond the IPF’s control
will also improve the accuracy of the
payment system. Similar to the
proposed rule, our payment simulations
continue to support establishment of the
outlier policy at 2 percent of total
payments because it affords protection
for vulnerable IPFs (and patients) while
providing appropriate levels of payment
for all other cases that are not outlier
cases. The 2 percent target continues to
provide an appropriate balance between
patient access, IPF financial risk, and
the payment rate reduction required for
all cases to offset the cost of the policy.

We proposed to make outlier
payments on a per case basis rather than
on a per diem basis because it is the
overall financial “gain” or “loss” of the
case, and not of individual days, that
determines an IPF’s financial risk and,
as a result, access for unusually costly
cases. In addition, because patient level
charges (from which costs are estimated)
are typically aggregated for the entire
IPF stay, they are not reported in a
manner that would permit accurate
accounting on a daily basis.

Thus, we proposed to make outlier
payment for discharges in which
estimated costs exceed an adjusted
threshold amount ($4,200 multiplied by
the IPF’s facility adjustments, that is,
wage area, rural location, teaching, and
cost of living adjustment for IPFs
located in Alaska and Hawaii) plus the
total IPF adjusted payment amount for
the stay. Where the case qualifies for an
outlier payment, we proposed to pay 80
percent of the difference between the
estimated IPF’s cost for the case and the
adjusted threshold amount for days 1
through 8 of the stay, and 60 percent of
the difference for day 9 and thereafter.
We established 80 percent and 60
percent to lost sharing ratios because we
were concerned that a single ratio

established at 80 percent (like other
Medicare hospital prospective payment
systems) might provide an incentive
under the IPF per diem system to
increase length of stay in order to
receive additional payments. After
establishing the ratios, we determined
the threshold amount of $4,200 through
payment simulations designed to
compute a dollar loss beyond which
payments are estimated to meet the 2
percent outlier spending target. In this
final rule, we adopted this proposed
outlier policy methodology, with an
adjusted threshold amount of $5700.
The revised amount is based on updated
simulations using more recent data
(from FY 2002) and the modified policy
for the loss sharing ratios (see below).

In this final rule, we modified
application of the loss-sharing provision
of the outlier policy to pay 80 percent
of the difference between the IPF’s
estimated cost for the case and the
adjusted threshold amount for days 1
through 9 of the stay (including median
length of stay instead of days 1 through
8 up to the median length of stay) and
60 percent thereafter. As we explain
above, we decided to reduce the 80
percent loss-sharing ratio by an
additional 20 percent, resulting in a 60
percent loss sharing ratio for day 10 and
thereafter. With this modification, we
will pay 80 percent of the costs eligible
for outlier payments for all cases whose
length of stay is no greater than the
median length of stay (9 days) of all
Medicare inpatient psychiatric cases.

In the proposed rule, we proposed a
number of policies to ensure the
accuracy and integrity of our outlier
payments. We are adopting these
policies in this final rule, as decribed
below.

Referring back to the payment
calculation example in Section VI.B.2 of
this final rule, the total estimated
payment for the case is $7267.75. The
adjusted threshold amount is calculated
below:

Step 1: Multiply threshold by labor
share and the wage area.
$5700 x 0.72528 (labor share) x 0.7743

(area wage index) = $3201.03

Step 2: Add this number to the non-
labor share threshold amount.
$5700 x 0.27472 (non-labor share) =

$1565.90
$1565.90 + $3201.03 = $4766.93

Step 3: Apply the other facility-level
adjustments.
$4766.96 x 1.17 (rural adjustment) x 1.0

(teaching adjustment) = $5577.31

Step 4: Calculate the adjusted
threshold amount by adding the
estimated payment amount to the
amount above.
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$5577.31 + $7267.75 = $12,845.06

If estimated costs exceed the adjusted
threshold amount ($12,845.06), then the
case will qualify for an outlier payment.
If the IPF in the example reports charges
of $21,000 and they have a cost-to-
charge ratio of 0.8, then the estimated
cost of the case would be $16,800. The
outlier amount is calculated below:

Step 1: Calculate the difference
between the estimated cost and the
adjusted threshold amount.
$16,800—$12.845.06 = $3954.94

Step 2: Divide by the length of stay (in
our example, 10 days).
$3594.94 / 10 = $395.49

Step 3: For days 1 through 9 of the
stay, the IPF receives 80% of this
difference.

$395.49 x 0.80 = $316.40

$316.40 x 9 days = $2847.60
Step 4: For days 10 and beyond, the

IPF receives 60% of the difference.

395 x 0.60 = $237.30 (in the example,
the patient stays for 10 days, so the
IPF receives the above amount for day
10 only).

Therefore, the IPF in the example
would receive a total outlier payment of
$3084.90.

($2847.60 + $237.30).

a. Statistical Accuracy of Cost-to-Charge
Ratios

We believe that there is a need to
ensure that the cost-to-charge ratio used
to compute an IPF’s estimated costs
should be subject to a statistical
measure of accuracy. Removing aberrant
data from the calculation of outlier
payments will allow us to enhance the
extent to which outlier payments are
equitably distributed and continue to
reduce incentives for IPFs to under
serve patients who require more costly
care. Further, using a statistical measure
of accuracy to address aberrant cost-to-
charge ratios would also allow us to be
consistent with the outlier policy under
the hospital inpatient prospective
payment system. Therefore, we are
making the following two proposals:

e We will calculate two national
ceilings, one for IPFs located in rural
areas and one for facilities located in
urban areas. We will compute the
ceiling by first calculating the national
average and the standard deviation of
the cost-to-charge ratios for both urban
and rural IPFs.

To determine the rural and urban
ceilings, we will multiply each of the
standard deviations by 3 and add the
result to the appropriate national cost-
to-charge ratio average (either rural or
urban). We believe that the method
explained above results in statistically

valid ceilings. If an IPF’s cost-to-charge
ratio is above the applicable ceiling, the
ratio is considered to be statistically
inaccurate. Therefore, we will assign the
national (either rural or urban) median
cost-to-charge ratio to the IPF. Due to
the small number of IPFs compared to
the number of acute care hospitals, we
believe that statewide averages used in
the hospital inpatient prospective
payment system, would not be
statistically valid in the IPF context.

In addition, the distribution of cost-to-
charge ratios for IPFs is not normally
distributed and there is no limit to the
upper ceiling of the ratio. For these
reasons, the average value tends to be
overstated due to the higher values on
the upper tail of the distribution of cost-
to-charge ratios. Therefore, we will use
the national median by urban and rural
type as the substitution value when the
facility’s actual cost-to-charge ratio is
outside the trim values. Cost-to-charge
ratios above this ceiling are probably
due to faulty data reporting or entry,
and, therefore, should not be used to
identify and make payments for outlier
cases because these data are clearly
erroneous and should not be relied
upon. In addition, we will update and
announce the ceiling and averages using
this methodology every year.

e We will not apply the applicable
national median cost-to-charge ratio
when an IPF’s cost-to-charge ratio falls
below a floor. We are adopting this
policy because we believe IPFs could
arbitrarily increase their charges in
order to maximize outlier payments.

Even though this arbitrary increase in
charges should result in a lower cost-to-
charge ratio in the future (due to the lag
time in cost report settlement), if we
propose a floor on cost-to-charge ratios,
we will apply the applicable national
median for the IPFs actual cost-to-
charge ratio. Using the national median
cost-to-charge ratio in place of the
provider’s actual cost-to-charge ratio
would estimate the IPF’s costs higher
than they actually are and may allow
the IPF to inappropriately qualify for
outlier payments.

Accordingly, we will apply the IPF’s
actual cost-to-charge ratio to determine
the cost of the case rather than creating
and applying a floor. In such cases as
described above, applying an IPF’s
actual cost-to-charge ratio to charges in
the future to determine the cost of the
case will result in more appropriate
outlier payments.

Consistent with the policy change
under the hospital inpatient prospective
payment system, IPFs will receive their
actual cost-to-charge ratios no matter
how low their ratios fall. We are still
assessing the procedural changes that

would be necessary to implement this
change. For this final rule, we are
finalizing the above described policies.

b. Adjustment of IPF Outlier Payments

As discussed in the hospital inpatient
prospective payment system final rule
for outliers, we have implemented
changes to the IPPS outlier policy used
to determine cost-to-charge ratios for
acute care hospitals, because we became
aware that payment vulnerabilities exist
in the current outlier policy. Because we
believe the IPF outlier payment
methodology is likewise susceptible to
the same payment vulnerabilities, we
are adopting the following changes:

e Include in §412.424(c)(2)(v) a cross-
reference to §412.84(i) that was
included in the final rule published in
the Federal Register on June 9, 2003 (68
FR 34515). Through this cross-reference,
FIs will use more recent data when
determining an IPF’s cost-to-charge
ratio. Specifically, as provided in
§412.84(i), FIs will use either the most
recent settled IPF cost report or the most
recent tentatively settled IPF cost report,
whichever is later to obtain the
applicable IPF cost-to-charge ratio. In
addition, as provided under § 412.84(i),
any reconciliation of outlier payments
will be based on a ratio of costs to
charges computed from the relevant cost
report and charge data determined at the
time the cost report coinciding with the
discharge is settled.

Include in proposed § 412.424(c)(2)(v)
a cross reference to §412.84(m) (that
was included in the final rule published
in the Federal Register on June 9, 2003
(68 FR 34415) to revise the outlier
policy under the hospital inpatient
prospective payment system). Through
this cross-reference, IPF outlier
payments may be adjusted to account
for the time value of money during the
time period it was inappropriately held
by the IPF as an “‘overpayment.” We
also may adjust outlier payments for the
time value of money for cases that are
“underpaid” to the IPF. In these cases,
the adjustment will result in additional
payments to the IPF. Any adjustment
will be based upon a widely available
index to be established in advance by
the Secretary, and will be applied from
the midpoint of the cost reporting
period to the date of reconciliation.

We received several comments on the
proposed outlier policy. Most of the
comments expressed support for the
proposed outlier policy.

Comment: Many commenters
indicated that the outlier level is too
low and that there should be a
mechanism to appeal an outlier
payment. The commenters
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recommended establishing the outlier
policy at 5 percent of the total IPF PPS.

Response: We are maintaining a 2
percent outlier policy in the final IPF
PPS. The 2 percent outlier target
percentage is lower than the target
outlier percentage of other prospective
payment systems that contain outlier
polices, which range from 3 percent in
the inpatient rehabilitation PPS to 8
percent in the LTCH PPS. The target
outlier percentage in IPPS is about 5
percent. However, these other systems
are per case or per episode payment
systems in which Medicare’s payment
does not automatically account for the
higher costs associated with longer
lengths of stay. In a per diem system,
such as the IPF PPS, there is less of a
need for outlier payments because it
automatically adjusts payments for
length of stay. Therefore, we believe that
2 percent of total IPF PPS payment is
appropriate. We estimate that
approximately 5 percent of IPF cases
would meet the fixed dollar loss
threshold amount and qualify for an
average outlier payment of $3,248.

If the provider is dissatisfied with the
amount of payment, they can invoke
existing appeal rights.

Comment: Several commenters
recommended modifying the outlier
calculation so that the proposed risk
sharing percentage of 60 percent for the
ninth and subsequent days is increased
to 80 percent.

Response: We proposed to reduce the
risk sharing percentage from 80 percent
to 60 percent after the 8th day of the
stay. The choice of the 8th day was
based on the fact that a single variable
per diem adjustment was proposed for
days 5 through 8, and we thought it
appropriate to make the change in the
risk sharing percentage change coincide
with the change in the variable per diem
adjustment factor. After analyzing new
data and based on public comments, we
have revised the variable per diem
adjustment factors so that they vary
continuously over the first 22 days of
the stay. As a result, there is no longer
any reason to make the change in the
risk sharing percentage coincide with
the variable per diem adjustment
factors. In this final rule, we are
changing the risk sharing percentage
from 80 percent to 60 percent after the
9th day of the stay. We chose to include
the 9th day in the 80 percent risk
sharing category because 9 days is the
median length of stay. The median
implies that one-half of the cases have
a length of stay greater than 9 days, and
the other half have a length of stay less
than 9 days, which also can be
interpreted as implying that the
“typical” case has a length of stay of 9

days. We will pay the 80 percent risk
sharing percentage for all cases whose
length of stay is less than or equal to the
length of stay of the typical case. We are
reducing the risk sharing percentage for
cases whose length of stay exceeds that
of the typical case, because as we noted
in the proposed rule (68 FR 66934), we
are concerned that a single risk sharing
percentage at 80 percent might provide
an incentive to increase length of stay in
order to received additional outlier
payments. Reducing the amount
Medicare shares in the loss of high cost
cases provides an incentive for an IPF
to contain costs once a case qualifies for
outlier payments. The reduction from 80
percent to 60 percent is adequate to
provide such an incentive, while
maintaining a significant degree of risk
sharing.

Comment: Many commenters
requested that CMS provide additional
information to the sample calculation
presented in the proposed rule. The
commenters also recommended that
CMS explain the circumstances under
which an outlier would be paid (interim
billing or at the time of discharge).

Response: Since outlier payments will
be made on a per-case basis, a
determination as to whether a case
qualifies for an outlier payment cannot
be made until discharge. We are
concerned about the potential for
overpayments associated with IPF stays
that may appear to qualify for outlier
payments early in the stay, but do not
meet the fixed dollar loss threshold
once all costs and IPF PPS payments are
considered. To avoid this situation, we
proposed in §412.432(d), that
additional payments for outliers are not
made on an interim basis. Rather,
outlier payments are made based on the
submission of a discharge bill. We are
adopting this provision in this final
rule.

Comment: Several commenters
recommended clarification on the
methodology for determining the cost-
to-charge ratio, a clear definition of the
numerator and denominator in the ratio,
identifying the applicable worksheet
location for data on costs and charges,
as well as the appeal or comments that
might be available when the national
cost-to-charge ratios are published.

Response: We intend to follow similar
procedures as outlined in the IPPS final
rule published in the Federal Register
on June 9, 2003 (68 FR 34498). IPF PPS
outlier methodology requires the FI to
calculate the provider’s overall
Medicare cost-to-charge ratio using the
facility’s latest settled cost report or
tentatively settled cost report
(whichever is from the later period), and
associated data. Cost-to-charge ratios

will be updated each time a subsequent
cost report is settled or tentatively
settled. Total Medicare charges will
consist of the sum of inpatient routine
charges and the sum of inpatient
ancillary charges including capital.
Total Medicare costs will consist of the
sum of inpatient routine costs (net of
private room differential and swing bed
cost) plus the sum of ancillary costs
plus capital-related pass-through cost
only. Based on current Medicare cost
reports and worksheet, specific FI
instructions are described below.

For freestanding IPFs, Medicare
charges will be obtained from
Worksheet D—4, column 2, lines 25
through 30, plus line 103 from the cost
report. For freestanding IPFS, total
Medicare costs will be obtained from
worksheet D—1, Part I, line 49 minus
(Worksheet D, Part III, column 8, lines
25 through 30, plus Worksheet D, Part
1V, column 7, line 101). Divide the
Medicare costs by the Medicare charges
to compute the cost-to-charge ratio.

For IPFs that are distinct part
psychiatric units, total Medicare
inpatient routine charges will be
estimated by dividing Medicare routine
costs on Worksheet D—1, Part II, line 41,
by the result of Worksheet C, Part I, line
31, column 3 divided by line 31,
column 6. Add this amount to Medicare
ancillary charges on Worksheet D—4,
column 2, line 103 to arrive at total
Medicare charges. To calculate the total
Medicare costs for distinct part units,
data will be obtained from Worksheet
D—1, Part I, line 49 minus (Worksheet
D, part III, column 8, line 31 plus
Worksheet D, Part IV, column 7, line
101). All references to Worksheet and
specific line numbers should
correspond with the subprovider
identified as the IPF unit, that is the
letter ““S” is the third position of the
Medicare provider number. Divide the
total Medicare costs by the total
Medicare charges to compute the cost-
to-charge ratio.

If the provider is dissatisfied with the
FI's cost-to-charge ratio determination,
they can invoke their applicable appeal
rights.

2. Interrupted Stays

In the proposed rule, we proposed an
interrupted stay policy based on our
concern that IPFs could maximize
inappropriate Medicare payment by
prematurely discharging patients after
they receive the higher variable per
diem adjustments and then readmitting
the same patient. Under the proposed
policy, if a patient is discharged from an
IPF and returns to the same IPF before
midnight on the fifth consecutive day
following discharge, the case is
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considered to be continuous for
applying the variable per diem
adjustments and determining whether
the case qualifies for outlier payments.
Therefore, we would not apply the
variable per diem adjustments for the
second admission and would combine
the costs of both admissions for the
purpose of outlier payments. We
proposed this policy in order to lower
the incentive for a hospital to move
patients among Medicare-covered sites
in order to maximize Medicare
payments. We received many public
comments regarding the proposed
interrupted stay policy. Most of the
commenters requested that we delete
the interrupted stay policy, provide an
exception for discharges to an acute care
hospital in order to receive medical or
surgical services, for readmissions due
to psychiatric decompensation, or
shorten the duration of the interrupted
stay policy. In this final rule, we are
retaining the interrupted stay policy, but
we are shortening the duration to 3
days.

Therefore, if a patient is discharged
from an IPF and admitted to any IPF
within 3 consecutive days of the
discharge from the original IPF stay, the
stay would be treated as continuous for
purposes of the variable per diem
adjustment and any applicable outlier
payment.

For example a patient is discharged
from an IPF on March 10 after an initial
stay of 7 days and is admitted to another
IPF on March 12 (before midnight of the
3rd consecutive day). The
“readmission” is considered a
continuation of the initial stay.
Therefore day 1 of the readmission will
be considered day 8 of the combined
stay for purposes of the variable per
diem stay and any applicable outlier
payment.

Comment: A few commenters stated
that after a 5-day interruption, the
patient would need a full workup
similar to the admission process on the
first day. One commenter stated that the
proposed 5-day interrupted stay policy
financially penalizes IPFs for ensuring
that their patients receive necessary
emergency medical care.

Most commenters requested that we
shorten the duration of the interrupted
stay policy. Other commenters stated
that a 5-day interrupted stay policy
would require IPFs to hold claims and
not bill Medicare until after the fifth day
of discharge and that a 5-day
interrupted stay policy could cause IPFs
to delay readmissions to avoid the
policy.

Several commenters recommended
that we reduce the duration of the
interrupted stay policy to 3 days to

coincide with the 72-hour rule for
bundling of outpatient charges under
IPPS. Other commenters suggested a 3-
day interrupted stay policy in order to
be consistent with the interrupted stay
policy in the IRF prospective payment
system. However, a few commenters
suggested that we extend the
interrupted stay policy to readmissions
to the IPF within 15 or 30 days of the
patients discharge that would prompt a
readmission review by the hospital’s
Quality Improvement Organization.

Response: In the proposed rule, we
indicated that an absence from the IPF
of less than 5 days would not
necessitate repeating many of the
admission-related services such as
psychiatric evaluations and the patient’s
medical history. After receiving public
comments we reanalyzed the duration
of the interrupted stay policy. We now
agree that after a 5-day absence from the
IPF there are psychiatric and laboratory
tests that would need to be repeated. As
a result, we have revised the duration of
the interrupted stay policy in this final
rule from 5 days to 3 days.

Comment: Several commenters did
not believe an interrupted stay policy
was necessary to avoid inappropriate
transfers and readmissions to the IPF.
One commenter stated that adequate
safeguards already exist, such as the
physician certification and
recertification requirements, significant
medical malpractice risk of premature
discharge, periodic review of practice
patterns by local licensing and national
accreditation bodies, and FI audits.

Response: Despite the safeguards
identified by the commenters,
inappropriate transfers and
readmissions of psychiatric patients
continue to occur. For this reason, we
continue to believe an interrupted stay
policy is necessary to discourage
inappropriate discharges and
readmissions to IPFs.

Comment: The majority of
commenters requested that we provide
an exception to the interrupted stay
policy when a patient is discharged to
an acute care hospital for medical care.
The commenters maintain that the
resources required to treat the patient at
the time of readmission are of similar
intensity to those required at the point
of first admission. All assessments
(including history and physical and
psychiatric assessment) as well as the
comprehensive treatment plan need to
be reviewed and revised. In addition,
the medical condition that required
treatment must be addressed and
incorporated into the ongoing treatment.
One commenter suggested that
discharges and subsequent readmissions
to the IPF due to psychiatric

decompensation should not be subject
to the interrupted stay policy as well.

Response: Although we agree that
some additional resources will be
expended by IPFs when a patient is
readmitted, we believe the resources
required to reassess a patient upon
readmission would be greatly reduced
after a 3-day interrupted stay compared
to the proposed 5-day interrupted stay
policy. In addition, since almost three
fourths of IPFs are distinct part
psychiatric units in acute care hospitals,
we remain concerned about hospitals
inappropriately shifting patients
between the psychiatric unit and the
medical unit, thus receiving both the
full DRG payment for the admission to
the acute care hospital, and IPF
payment for the admission to the
excluded psychiatric unit.

Comment: One commenter asked if
the interrupted stay policy applies if a
patient is discharged to receive acute
care and is readmitted to a different IPF
than the IPF that originally discharged
and transferred the patient. The
commenter indicated that the shuffling
of psychiatric patients from hospital to
hospital is an abusive practice that the
interrupted stay policy should address.

Response: We share the commenter’s
concern about the “shuffling” of
psychiatric patients from hospital to
hospital. We believe adopting an
interrupted stay policy will address this
concern from the viewpoint of the IPF
PPS.

One example is when a patient is
discharged from a psychiatric unit to
receive acute care and discharged at the
completion of the hospital IPPS stay,
then transferred to a freestanding
psychiatric hospital rather than
returning to the psychiatric unit. Under
the interrupted stay policy, if the
readmission to the psychiatric hospital
occurs within the 3-day interrupted stay
timeframe, of the initial psychiatric unit
stay, we would not pay the psychiatric
hospital the variable per diem
adjustments for the initial days of the
original psychiatric unit stay otherwise
applicable to the stay. The transferring
hospital would send the psychiatric
hospital the patient’s medical record
that will include information regarding
the prior psychiatric stay in accordance
with the hospital condition of
participation for discharge planning
(§482.43).

As a result, we have revised
§412.424(d) to clarify that if a patient is
discharged from an IPF and is
readmitted to the same or another IPF
before midnight on the third
consecutive day following the discharge
from the original IPF stay, the case is
considered to be continuous for
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applying the variable per diem
adjustments and determining whether
the case qualifies for outlier payments.

Comment: Several commenters asked
if the interrupted stay policy would
apply if a patient is transferred from a
distinct part psychiatric unit to the
hospital’s medical unit and is
readmitted to the IPF within the 5-day
interrupted stay timeframe, but with a
different principal diagnosis.

Response: In the situation described
by the commenter, the interrupted stay
policy would apply. A psychiatric
patient whose illness is severe enough
to require inpatient psychiatric
treatment, should be receiving care for
all of their psychiatric conditions.
Therefore, if this psychiatric patient was
discharged for acute medical care, and
upon discharge from the acute medical
hospital the patient still required
inpatient psychiatric treatment, that
treatment should be considered a
continuation of the original stay. Thus,
the principal diagnosis upon
readmission is not relevant to the
interrupted stay policy.

Comment: One commenter asked if
the interrupted stay policy would apply
when a patient is discharged to a partial
hospitalization program, decompensates
while in that program, necessitating a
readmission to the IPF within 5 days of
the discharge from the IPF.

Response: Under this final rule, ifa
patient was in an IPF and was
discharged to a partial hospitalization
program but then required readmission
to an IPF within the 3-day timeframe,
the stay is considered an interrupted
stay. The interrupted stay policy applies
to all discharges and subsequent
readmissions to an IPF within 3
consecutive days.

3. Stop-Loss Provision

Many commenters who believed that
they would be disadvantaged by
implementation of the IPF PPS,
requested that we provide additional
payments through a risk sharing
arrangement. We considered
alternatives that would reduce financial
risk to facilities expected to experience
substantial reductions in Medicare
payments during the period of transition
to the IPF PPS.

Specifically, we considered stop-loss
policies that would guarantee each
facility, total IPF PPS payments no less
than a minimum percent of its TEFRA
payments, had the IPF PPS not been
implemented. The two values for the
minimum percent of TEFRA payments
we examined were 70 percent and 80
percent. The 80 percent option was
considered because 80 percent is a
commonly used rate of risk-sharing in

Medicare programs. We pay 80 percent
of the estimated costs of outlier cases
beyond the outlier threshold, and 80
percent is similarly used in other
Medicare PPS’s, as well as in many
other insurance arrangements. The 70
percent option was assessed as an
alternative, because it more narrowly
targets stop-loss payments to facilities
with greater financial risk.

Each of these policies was applied to
the IPF PPS portion of Medicare
payments during the transition. Hence,
during year 1, three-quarters of the
payment would be based on TEFRA and
one-quarter on the IPF PPS. In year 2,
one-half of the payment would be based
on TEFRA and one-half on the IPF PPS.
In year 3, one-quarter of the payment
would be based on TEFRA and three-
quarters on the IPF PPS. In year 4 of the
IPF PPS, Medicare payments are based
100 percent on the IPF PPS.

The combined effects of the transition
and the stop-loss policies would be to
ensure that the total estimated IPF PPS
payments would be no less than 92.5 or
95 percent in year 1, 85 or 90 percent
in year 2, and 77.5 or 85 percent in year
3, depending upon whether the 70
percent or the 80 percent stop-loss
option were implemented. Under the 70
percent policy, 75 percent of total
payment would be TEFRA payments,
and the 25 percent would be IPF PPS
payments, which would be guaranteed
to be at least 70 percent of the TEFRA
payments. The resulting 92.5 percent of
TEFRA payments is the sum of 75
percent and 25 percent times 70 percent
(which equals 17.5 percent).

The 70 percent of TEFRA payment
stop-loss policy would require a
reduction in the Federal per diem and
ECT base rates of 0.39 percent in order
to make the stop-loss payments budget
neutral. We estimate that about 10
percent of IPFs would receive stop-loss
payments under the 70 percent policy.

The 80 percent of TEFRA stop-loss
policy would require a reduction in the
Federal per diem rate of almost 2
percent in order to make the stop-loss
policy budget neutral. We estimate that
almost 27 percent of all facilities would
receive additional payments under the
80 percent stop-loss policy.

We also considered a risk-sharing
policy modeled on the same principles
as the case-level outlier policy, but
applied at the facility level. Under this
approach, we considered the case in
which an IPF would have to incur a 12
percent loss in IPF PPS payments
relative to TEFRA and then we would
pay 80 percent of additional losses. This
approach was estimated to require a
reduction in the Federal per diem and
ECT base rates of about 12 percent.

In order to target the stop-loss policy
to the IPFs that may experience the
greatest impact relative to current
payments and to limit the size of the
reductions to the Federal per diem and
ECT base rates required to maintain
budget neutrality, we are adopting the
70 percent stop-loss provision. We have
added a new paragraph (d) to §412.426
to include the 70 percent stop-loss
provision as part of the 3-year transition
to the IPF PPS. We will monitor
expenditures under this policy to
evaluate its effectiveness in targeting
stop-loss payments to IPFs facing the
greatest financial risk.

4. Physician Recertification
Requirements

In the proposed rule, we proposed to
modify the timing of the first physician
recertification after admission to the
IPF. We proposed to revise §424.14(d)
to require that a physician recertify a
patient’s continued need for inpatient
psychiatric care on the tenth day
following admission to the IPF rather
than the 18th day following admission
to the IPF.

Also, we proposed to amend §424.14
by adding a new paragraph (c)(3) to
require that, in recertifying a patient’s
need for continued inpatient care, a
physician must indicate that the patient
continues to need, on a daily basis,
inpatient psychiatric care (furnished
directly by or requiring the supervision
of IPF personnel) or other professional
services that, as a practical matter, can
be provided only on an inpatient basis.
We received a few comments supporting
the proposed change. However, most of
the commenters did not support the
proposed changes and indicated
inconsistencies in the timeframes
currently required for IPFs that warrant
additional analysis. As a result, we are
not including the proposed physician
re-certification requirements in this
final rule. We will continue to require
that a physician recertify a patient’s
continued need for inpatient psychiatric
care on the 18th day following
admission to the IPF.

VII. Implementation of the IPF PPS
A. Transition Period

1. Existing Providers

We proposed a 3-year transition
period during which IPFs would receive
a blended payment of the Federal per
diem payment amount and the facility-
specific payment amount the IPF would
receive under the TEFRA payment
methodology. We proposed that the first
year of the transition would be 15
months. Thus the first year of transition
is for cost reporting periods beginning
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on or after April 1, 2004 and before July
1, 2005. The proposed total payment for
this period would consist of 75 percent
based on the TEFRA payment system
and 25 percent based on the proposed
IPF prospective payment amount.

We also proposed that for cost
reporting periods beginning on or after
July 1, 2005 and before July 1, 2006, the
total payment would consist of 50
percent based on the TEFRA payment
system, and 50 percent based on the
proposed IPF prospective payment
amount. In addition, we also proposed
that for cost reporting periods beginning
on or after July 1, 2006 and before July
1, 2007, the total payment would consist
of 25 percent based on the TEFRA
payment system and 75 percent based
on the proposed IPF prospective
payment amount. Thus, we proposed
that payments to IPFs would be at 100
percent of the proposed IPF prospective
payment amount for cost reporting
periods beginning on or after July 1,
2007.

We proposed this transition period so
existing IPFs would have time to adjust
their cost structures and integrate the
effects of changing to the IPF PPS
payment system. We specified that we
would not allow IPFs the option to be
paid at 100 percent of the IPF PPS
payment amount in the first year of the
transition, but would require all IPFs to
receive the blended IPF payments
during the 3-year transition period.

However, new IPFs would be paid the
full Federal per diem payment amount
rather than a blended payment amount.
This is because the transition period is
intended to provide currently existing
IPFs time to adjust to payment under
the new system. A new IPF would not
have received payment under TEFRA
for delivery of IPF services before the
effective date of the IPF PPS. Therefore,
we believe new IPFs do not need a
transition to adjust their operating or
capital financing that IPFs that have
been paid under the TEFRA payment
methodology would need.

In the proposed rule (68 FR 66920),
we defined new IPFs as those IPFs that,
under current or previous ownership or
both, have their first cost reporting
period as an IPF beginning on or after
April 1, 2004. In this final rule, we
define a new provider as those IPFs that,
under current or previous ownership or
both, have their first cost reporting
period as an IPF beginning on or after
January 1, 2005 to coincide with the
effective date of the final IPF PPS.

Comment: The majority of
commenters requested that we provide
an option for IPFs to forego the
transition and be paid at 100 percent of
the IPF PPS payment amount in the first

year of the transition. The commenters
stated that other PPSs, specifically IRF
PPS and LTCH PPS, included that
option.

The commenters also stated that a
mandatory transition period causes IPFs
to continue to be paid under the
outdated TEFRA payment system. The
commenters requested that IPFs that are
substantially underpaid under TEFRA
or those that would be last to begin the
transition to the IPF PPS because of the
timing of their cost reporting year
should be permitted to receive 100
percent of the Federal per diem
payment amount.

One commenter stated that failure to
provide for a 100 percent IPF PPS
payment option disadvantages efficient
providers. The commenter indicated
IPFs that choose this option would
strive to become more cost efficient
more quickly. In addition, the blended
payment methodology during the
transition period could lead to
payments that are less than current cost-
based payments and would penalize
IPFs that have a low TEFRA rate.
Several commenters indicated that a 100
percent IPF PPS payment option would
avoid the complications and financial
burden of a blended payment process
due to accounting difficulties caused by
being paid under two payment systems.

One commenter indicated that the
protection offered by the transition is
short-lived and that psychiatric units
suffering the greatest losses will
experience significant financial
hardship until the IPF PPS is refined to
account for more of the variation in the
per diem costs of psychiatric units and
psychiatric hospitals.

Another commenter indicated that
hospitals would be unable to offset
Medicare “losses” under the IPF PPS
with gains in other services. The
commenter indicated that it would be
very difficult for many of these hospitals
to support “losses” in their psychiatric
units for the long term and that some
hospitals may decide to close their
psychiatric units, which would result in
diminished access for beneficiaries.

However, several commenters
specifically requested that CMS retain
the proposed 3-year transition period.
The commenters stated that the IPF PPS
could have unexpected financial
consequences for IPFs and the full
transition period is needed to enable
IPFs to adapt to the new payment
system. The commenters are concerned
that allowing immediate
implementation of the IPF PPS would
dilute the Federal per diem base rate
and exacerbate the redistributive effect
of the new payment system. Several
commenters indicated that the

availability of new funding, a 100
percent of the Federal per diem
payment amount option would result in
further reductions to the Federal per
diem base rate. As a result, these
commenters would support a 100
percent option, but only if there is new
funding available.

Other commenters requested that
CMS phase-in the new IPF PPS more
slowly, to allow corrections to any
serious errors in the IPF PPS before full
implementaion. Commenters
recommended that CMS lengthen the
transition to 5 or 6 years and perhaps for
as long as 10 years to enable CMS to
refine the IPF PPS before the full
implementation.

Response: We have retained the
transition period in the final IPF PPS.
We believe this approach strikes an
appropriate balance between IPFs that
are prepared immediately to move to
full implementation of the IPF PPS and
those IPFs that need time to make the
changes before the full implementation
of the new PPS.

Section 305(b)(10)(c) of BIPA allowed
IRF's to elect to be paid 100 percent of
the adjusted facility Federal prospective
payment for each cost reporting period
to which the blended payment
methodology would other wise have
been applied. In implementing LTCHs
5-year transition period of the PPS, one
of the goals was to transition hospitals
to full prospective payments as soon as
appropriate. Due to the longer length of
the transition period, under the LTCH
PPS, we allowed LTCHs to elect
payment based on 100 percent of the
Federal rate at the start of any of its cost
reporting periods during the 5-year
transition period. Once the election to
be paid 100 percent of the Federal per
diem base rate was made, the LTCH was
not able to revert to the transition blend.

The IPF statute does not mandate that
IPFs be given the option to elect to be
paid 100 percent of IPF PPS payment
amount immediately Federal rate. The
shorter timeframe of a 3-year transition
period was to provide all IPFs adequate
time to make the most prudent
adjustments to their operations and
capital financing to secure the
maximum benefits of the new PPS.

Absent the availability of additional
funds, the reallocation of existing funds
in budget neutral payment systems
cause shifts in facility payments. The
aim of having an IPF PPS payment
amount that is a blend of an ever-
decreasing TEFRA portion and ever
increasing IPF PPS portion is to mitigate
dramatic negative effects of converting
too quickly to a new payment system.
Every budget neutral payment system
will impact different provider groups
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MSA

Urban Area

(Constituent Counties or County Equivalents)

Wage Index

1740

Columbia MO
Boone, MO

0.8396

1760

Columbia, SC
Lexington, SC
Richland, SC

0.9450

1800

Columbus, GA-AL
Russell, AL
Chattanoochee, GA
Harris, GA
Muscogee, GA

0.8690

1840

Columbus, OH
Delaware, OH
Fairfield, OH
Franklin, OH
Licking, OH
Madison, OH
Pickaway, OH

0.9753

1880

Corpus Christi, TX
Nueces, TX
San Patricio, TX

0.8647

1890

Corvallis, OR
Benton, OR

1.0545

1900

Cumberland, MD-WV
Allegany MD
Mineral WV

0.8662

1920

Dallas, TX
Collin, TX
Dallas, TX
Denton, TX
Ellis, TX
Henderson, TX
Hunt, TX
Kaufman, TX
Rockwall, TX

1.0054

1950

Danville, VA
Danville City, VA
Pittsylvania, VA

0.8643

1960

Davenport-Moline-Rock Island, IA-IL
Scott, 1A
Henry, IL
Rock Island, IL

0.8773

2000

Dayton-Springfield, OH
Clark, OH
Greene, OH
Miami, OH
Montgomery, OH

0.9231
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(Constituent Counties or County Equivalents)

Wage Index

2020

Daytona Beach, FL
Flagler, FL
Volusia, FL

0.8900

2030

Decatur, AL
Lawrence, AL
Morgan, AL

0.8894

2040

Decatur, IL
Macon, IL

0.8122

2080

Denver, CO
Adams, CO
Arapahoe, CO
Broomfield, CO
Denver, CO
Douglas, CO
Jefferson, CO

1.0904

2120

Des Moines, 1A
Dallas, 1A
Polk, 1A
Warren, |A

0.9266

2160

Detroit, Ml
Lapeer, Ml
Macomb, Mi
Monroe, Ml
Oakland, Mi
St. Clair, Ml
Wayne, Mi

1.0227

2180

Dothan, AL
Dale, AL
Houston, AL

0.7596

2190

Dover, DE
Kent, DE

0.9825

2200

Dubuque, 1A
Dubuque, 1A

0.8748

2240

Duluth-Superior, MN-WI
St. Louis, MN
Douglas, WI

1.0356

2281

Dutchess County, NY
Dutchess, NY

1.1657

2290

Eau Claire, WI
Chippewa, WI
Eau Claire, WI

0.9139

2320

El Paso, TX
El Paso, TX

0.9181

2330

Elkhart-Goshen, IN
Elkhart, IN

0.9278
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Urban Area
(Constituent Counties or County Equivalents)

Wage Index

2335

Elmira, NY
Chemung, NY

0.8445

2340

Enid, OK
Garfield, OK

0.9001

2360

Erie, PA
Erie, PA

0.8699

2400

Eugene-Springfield, OR
Lane, OR

1.0940

2440

Evansville-Henderson, IN-KY
Posey, IN
Vanderburgh, IN
Warrick, IN
Henderson, KY

0.8395

2520

Fargo-Moorhead, ND-MN
Clay, MN
Cass, ND

0.9114

2560

Fayetteville, NC
Cumberland, NC

0.9363

2580

Fayetteville-Springdale-Rogers, AR
Benton, AR
Washington, AR

0.8636

2620

Flagstaff, AZ-UT
Coconino, AZ
Kane, UT

1.0611

2640

Flint, Ml
Genesee, Ml

1.1178

2650

Florence, AL
Colbert, AL
Lauderdale, AL

0.7883

2655

Florence, SC
Fiorence, SC

0.8960

2670

Fort Collins-Loveland, CO
Larimer, CO

1.0218

2680

Ft. Lauderdale, FL
Broward, FL

1.0165

2700

Fort Myers-Cape Coral, FL
Lee, FL

0.9371

2710

Fort Pierce-Port St. Lucie, FL
Martin, FL
St. Lucie, FL

1.0046

2720

Fort Smith, AR-OK
Crawford, AR
Sebastian, AR
Sequoyah, OK

0.8303

2750

Fort Walton Beach, FL
Okaloosa, FL

0.8786
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2760

Fort Wayne, IN
Adams, IN
Allen, IN
De Kalb, IN
Huntington, IN
Wells, IN
Whitley, IN

0.9737

2800

Forth Worth-Arlington, TX
Hood, TX
Johnson, TX
Parker, TX
Tarrant, TX

0.9520

2840

Fresno, CA
Fresno, CA
Madera, CA

1.0407

2880

Gadsden, AL
Etowah, AL

0.8049

2900

Gainesville, FL
Alachua, FL

0.9459

2920

Galveston-Texas City, TX
Galveston, TX

0.9403

2960

Gary, IN
Lake, IN
Porter, IN

0.9342

2975

Glens Falls, NY
Warren, NY
Washington, NY

0.8467

2980

Goldsboro, NC
Wayne, NC

0.8778

2985

Grand Forks, ND-MN
Polk, MN
Grand Forks, ND

0.9091

2995

Grand Junction, CO
Mesa, CO

0.9900

3000

Grand Rapids-Muskegon-Holland, Mi
Allegan, MI
Kent, Ml
Muskegon, MI
Ottawa, Ml

0.9519

3040

Great Falls, MT
Cascade, MT

0.8810

3060

Greeley, CO
Weld, CO

0.9444

3080

Green Bay, WI
Brown, WI

0.9586
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Urban Area

(Constituent Counties or County Equivalents)

Wage Index

3120

Greensboro-Winston-Salem-High Point, NC

Alamance, NC
Davidson, NC
Davie, NC
Forsyth, NC
Guilford, NC
Randolph, NC
Stokes, NC
Yadkin, NC

0.9312

3150

Greenville, NC
Pitt, NC

0.9183

3160

Greenville-Spartanburg-Anderson, SC
Anderson, SC
Cherokee, SC
Greenville, SC
Pickens, SC
Spartanburg, SC

0.9400

3180

Hagerstown, MD
Washington, MD

0.9940

3200

Hamilton-Middletown, OH
Butler, OH

0.9066

3240

Harrisburg-Lebanon-Carlisle, PA
Cumberland, PA
Dauphin, PA
Lebanon, PA
Perry, PA

0.9286

3283

Hartford, CT
Hartford, CT
Litchfield, CT
Middlesex, CT
Tolland, CT

1.1054

3285

Hattiesburg, MS
Forrest, MS
Lamar, MS

0.7362

3290

Hickory-Morganton-Lenoir, NC
Alexander, NC
Burke, NC
Caldwell, NC
Catawba, NC

0.9502

3320

Honolulu, HI
Honolulu, HI

1.1013

3350

Houma, LA
Lafourche, LA
Terrebonne, LA

0.7721
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3360

Houston, TX
Chambers, TX
Fort Bend, TX
Harris, TX
Liberty, TX
Montgomery, TX
Waller, TX

1.0117

3400

Huntington-Ashland, WV-KY-OH
Boyd, KY
Carter, KY
Greenup, KY
Lawrence, OH
Cabell, WV
Wayne, WV

0.9564

3440

Huntsville, AL
Limestone, AL
Madison, AL

0.8851

3480

Indianapolis, IN
Boone, IN
Hamilton, IN
Hancock, IN
Hendricks, IN
Johnson, IN
Madison, IN
Marion, IN
Morgan, IN
Shelby, IN

1.0039

3500

lowa City, IA
Johnson, |IA

0.9654

3520

Jackson, Ml
Jackson, Mi

0.9146

3560

Jackson, MS
Hinds, MS
Madison, MS
Rankin, MS

0.8406

3580

Jackson, TN
Chester, TN
Madison, TN

0.8900

3600

Jacksonville, FL
Clay, FL
Duval, FL
Nassau, FL
St. Johns, FL

0.9548

3605

Jacksonville, NC
Onslow, NC

0.8401
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Urban Area
(Constituent Counties or County Equivalents)

Wage Index

3610

Jamestown, NY
Chautaqua, NY

0.7589

3620

Janesville-Beloit, WI
Rock, WI

0.9583

3640

Jersey City, NJ
Hudson, NJ

1.0923

3660

Johnson City-Kingsport-Bristol, TN-VA
Carter, TN
Hawkins, TN
Sullivan, TN
Unicoi, TN
Washington, TN
Bristol City, VA
Scott, VA
Washington, VA

0.8202

3680

Johnstown, PA
Cambria, PA
Somerset, PA

0.7980

3700

Jonesboro, AR
Craighead, AR

0.8144

3710

Joplin, MO
Jasper, MO
Newton, MO

0.8721

3720

Kalamazoo-Battlecreek, Ml
Calhoun, MI
Kalamazoo, Ml
Van Buren, Ml

1.0350

3740

Kankakee, IL
Kankakee, IL

1.0603

3760

Kansas City, KS-MO
Johnson, KS
Leavenworth, KS
Miami, KS
Wyandotte, KS
Cass, MO
Clay, MO
Clinton, MO
Jackson, MO
Lafayette, MO
Platte, MO
Ray, MO

0.9641

3800

Kenosha, WI
Kenosha, Wi

0.9772

3810

Killeen-Temple, TX
Bell, TX
Coryell, TX

0.9242
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3840

Knoxville, TN
Anderson, TN
Blount, TN
Knox, TN
Loudon, TN
Sevier, TN
Union, TN

0.8508

3850

Kokomo, IN
Howard, IN
Tipton, IN

0.8986

3870

La Crosse, WI-MN
Houston, MN
La Crosse, W1

0.9289

3880

Lafayette, LA
Acadia, LA
Lafayette, LA
St. Landry, LA
St. Martin, LA

0.8105

3920

Lafayette, IN
Clinton, IN
Tippecanoe, IN

0.9067

3960

Lake Charles, LA
Calcasieu, LA

0.7972

3980

Lakeland-Winter Haven, FL
Polk, FL

0.8930

4000

Lancaster, PA
Lancaster, PA

0.9883

4040

Lansing-East Lansing, Ml
Clinton, Ml
Eaton, MI
Ingham, Ml

0.9658

4080

Laredo, TX
Webb, TX

0.8747

4100

Las Cruces, NM
Dona Ana, NM

0.8784

4120

Las Vegas, NV-AZ
Mohave, AZ
Clark, NV
Nye, NV

1.1121

4150

Lawrence, KS
Douglas, KS

0.8644

4200

Lawton, OK
Comanche, OK

0.8212

4243

Lewiston-Auburn, ME
Androscoggin, ME

0.9562
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4280

Lexington, KY
Bourbon, KY
Clark, KY
Fayette, KY
Jessamine, KY
Madison, KY
Scott, KY
Woodford, KY

0.9219

4320

Lima, OH
Allen, OH
Auglaize, OH

0.9258

4360

Lincoln, NE
Lancaster, NE

1.0208

4400

Little Rock-North Little, AR
Faulkner, AR
Lonoke, AR
Pulaski, AR
Saline, AR

0.8826

4420

Longview-Marshall, TX
Gregg, TX
Harrison, TX
Upshur, TX

0.8739

4480

Los Angeles-Long Beach, CA
Los Angeles, CA

1.1732

4520

Louisville, KY-IN
Clark, IN
Floyd, IN
Harrison, IN
Scott, IN
Bullitt, KY
Jefferson, KY
Oldham, KY

0.9162

4600

Lubbock, TX
Lubbock, TX

0.8777

4640

Lynchburg, VA
Amherst, VA
Bedford City, VA
Bedford, VA
Campbell, VA
Lynchburg City, VA

0.9017

4680

Macon, GA
Bibb, GA
Houston, GA
Jones, GA
Peach, GA
Twiggs, GA

0.9596
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4720

Madison, WI
Dane, WI

1.0395

4800

Mansfield, OH
Crawford, OH
Richland, OH

0.9105

4840

Mayaguez, PR
Anasco, PR
Cabo Rojo, PR
Hormigueros, PR
Mayaguez, PR
Sabana Grande, PR
San German, PR

0.4769

4880

McAllen-Edinburg-Mission, TX
Hidalgo, TX

0.8602

4890

Medford-Ashland, OR
Jackson, OR

1.0534

4900

Melbourne-Titusville-Palm Bay, FL
Brevard, FL

0.9633

4920

Memphis, TN-AR-MS
Crittenden, AR
De Soto, MS
Fayette, TN
Shelby, TN
Tipton, TN

0.9234

4940

Merced, CA
Merced, CA

1.0575

5000

Miami, FL
Dade, FL

0.9870

5015

Middlesex-Somerset-Hunterdon, NJ
Hunterdon, NJ
Middlesex, NJ
Somerset, NJ

1.1360

5080

Milwaukee-Waukesha, WI
Milwaukee, WI
Ozaukee, WI
Washington, WI
Waukesha, WI

1.0076
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5120

Minneapolis-St. Paul, MN-WI

Anoka, MN
Carver, MN
Chisago, MN
Dakota, MN
Hennepin, MN
Isanti, MN
Ramsey, MN
Scott, MN
Sherburne, MN
Washington, MN
Wright, MN
Pierce, WI

St. Croix, WI

1.1066

5140

Missoula, MT
Missoula, MT

0.9618

5160

Mobile, AL
Baldwin, AL
Mobile, AL

0.7932

5170

Modesto, CA
Stanislaus, CA

1.1966

5190

Monmouth-Ocean, NJ
Monmouth, NJ
Ocean, NJ

1.0888

5200

Monroe, LA
Quachita, LA

0.7913

5240

Montgomery, AL
Autauga, AL
Elmore, AL
Montgomery, AL

0.8300

5280

Muncie, IN
Delaware, IN

0.8580

5330

Myrtle Beach, SC
Horry, SC

0.9022

5345

Naples, FL
Collier, FL

1.0558

5360

Nashville, TN
Cheatham, TN
Davidson, TN
Dickson, TN
Robertson, TN
Rutherford, TN
Sumner, TN
Williamson, TN
Wilson, TN

1.0108
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5380

Nassau-Suffolk, NY
Nassau, NY
Suffolk, NY

1.2907

5483

New Haven-Bridgeport-Stamford-Waterbury-Danbury, CT
Fairfield, CT
New Haven, CT

1.2254

5523

New London-Norwich, CT
New London, CT

1.1596

5560

New Orleans, LA
Jefferson, LA
Orleans, LA
Plaguemines, LA
St. Bernard, LA
St. Charles, LA
St. James, LA
St. John The Baptist, LA
St. Tammany, LA

0.9103

5600

New York, NY
Bronx, NY
Kings, NY
New York, NY
Putnam, NY
Queens, NY
Richmond, NY
Rockland, NY
Westchester, NY

1.3586

5640

Newark, NJ
Essex, NJ
Morris, NJ
Sussex, NJ
Union, NJ
Warren, NJ

1.1625

5660

Newburgh, NY-PA
Orange, NY
Pike, PA

1.1170
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5720

Norfolk-Virginia Beach-Newport News, VA-NC
Currituck, NC
Chesapeake City, VA
Gloucester, VA
Hampton City, VA
Isle of Wight, VA
James City, VA
Mathews, VA
Newport News City, VA
Norfolk City, VA
Poquoson City, VA
Portsmouth City, VA
Suffolk City, VA
Virginia Beach City, VA
Williamsburg City, VA
York, VA

0.8894

5775

Oakland, CA
Alameda, CA

1.5220

5790

Contra Costa, CA
Ocala, FL '
Marion, FL

0.9153

5800

Odessa-Midland, TX
Ector, TX
Midland, TX

0.9632

5880

Oklahoma City, OK
Canadian, OK
Cleveland, OK
Logan, OK
McClain, OK
Oklahoma, OK
Pottawatomie, OK

0.8966

5910

Olympia, WA
Thurston, WA

1.1006

5920

Omaha, NE-IA
Pottawattamie, IA
Cass, NE
Douglas, NE
Sarpy, NE
Washington, NE

0.9754

5045

Orange County, CA
Orange, CA

1.1611

5960

Orlando, FL
Lake, FL
Orange, FL
Osceola, FL
Seminole, FL

0.9742
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5990

Owensboro, KY
Daviess, KY

0.8434

6015

Panama City, FL
Bay, FL

0.8124

6020

Parkersburg-Marietta, WV-OH

Washington, OH
Wood, WV

0.8288

6080

Pensacola, FL
Escambia, FL
Santa Rosa, FL

0.8306

6120

Peoria-Pekin, 1L
Peoria, IL
Tazewell, IL
Woodford, IL

0.8886

6160

Philadelphia, PA-NJ
Burlington, NJ
Camden, NJ
Gloucester, NJ
Salem, NJ
Bucks, PA
Chester, PA
Delaware, PA
Montgomery, PA
Philadelphia, PA

1.0824

6200

Phoenix-Mesa, AZ
Maricopa, AZ
Pinal, AZ

0.9982

6240

Pine Bluff, AR
Jefferson, AR

0.8673

6280

Pittsburgh, PA
Allegheny, PA
Beaver, PA
Butler, PA
Fayette, PA
Washington, PA
Westmoreland, PA

0.8756

6323

Pittsfield, MA
Berkshire, MA

1.0439

6340

Pocatello, ID
Bannock, ID

0.9601
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6360

Ponce, PR
Guayanilla, PR
Juana Diaz, PR
Penuelas, PR
Ponce, PR
Villalba, PR
Yauco, PR

0.4954

6403

Portland, ME
Cumberland, ME
Sagadahoc, ME
York, ME

1.0112

6440

Portland-Vancouver, OR-WA
Clackamas, OR
Columbia, OR
Multnomah, OR
Washington, OR
Yamhill, OR
Clark, WA

1.1403

6483

Providence-Warwick-Pawtucket, RI
Bristol, Rl
Kent, RI
Newport, Rl
Providence, RI
Washington, RI

1.1061

6520

Provo-Orem, UT
Utah, UT

0.9613

6560

Pueblo, CO
Pueblo, CO

0.8752

6580

Punta Gorda, FL
Charlotte, FL

0.9441

6600

Racine, WI
Racine, WI

0.9045

6640

Raleigh-Durham-Chapel Hill, NC
Chatham, NC
Durham, NC
Franklin, NC
Johnston, NC
Orange, NC
Wake, NC

1.0258

6660

Rapid City, SD
Pennington, SD

0.8912

6680

Reading, PA
Berks, PA

0.9215

6690

Redding, CA
Shasta, CA

1.1835
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MSA

Urban Area
(Constituent Counties or County Equivalents)

Wage Index

6720

Reno, NV
Washoe, NV

1.0456

6740

Richland-Kennewick-Pasco, WA
Benton, WA
Franklin, WA

1.0520

6760

Richmond-Petersburg, VA
Charles City County, VA
Chesterfield, VA
Colonial Heights City, VA
Dinwiddie, VA
Goochland, VA
Hanover, VA
Henrico, VA
Hopewell City, VA
New Kent, VA
Petersburg City, VA
Powhatan, VA
Prince George, VA
Richmond City, VA

0.9397

6780

Riverside-San Bernardino, CA
Riverside, CA
San Bernardino, CA

1.0970

6800

Roanoke, VA
Botetourt, VA
Roanoke, VA
Roanoke City, VA
Salem City, VA

0.8428

6820

Rochester, MN
Olmsted, MN

1.1504

6840

Rochester, NY
Genesee, NY
Livingston, NY
Monroe, NY
Ontario, NY
Orleans, NY
Wayne, NY

0.9196

6880

Rockford, IL
Boone, IL
Ogle, IL
Winnebago, IL

0.9626

6895

Rocky Mount, NC
Edgecombe, NC
Nash, NC

0.8998
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MSA

Urban Area
(Constituent Counties or County Equivalents)

Wage Index

6920

Sacramento, CA
El Dorado, CA
Placer, CA
Sacramento, CA

1.1848

6960

Saginaw-Bay City-Midland, Ml

Bay, Ml
Midland, Mi
Saginaw, Ml

0.9696

6980

St. Cloud, MN
Benton, MN
Stearns, MN

1.0215

7000

St. Joseph, MO
Andrews, MO
Buchanan, MO

1.0013

7040

St. Louis, MO-IL
Clinton, IL
Jersey, IL
Madison, IL
Monroe, IL
St. Clair, IL
Franklin, MO
Jefferson, MO
Lincoln, MO
St. Charles, MO
St. Louis, MO
St. Louis City, MO
Warren, MO
Sullivan City, MO

0.9081

7080

Salem, OR
Marion, OR
Polk, OR

1.0556

7120

Salinas, CA
Monterey, CA

1.3823

7160

Salt Lake City-Ogden, UT
Davis, UT
Salt Lake, UT
Weber, UT

0.9487

7200

San Angelo, TX
Tom Green, TX

0.8167

7240

San Antonio, TX
Bexar, TX
Comal, TX
Guadalupe, TX
Wilson, TX

0.9023

7320

San Diego, CA
San Diego, CA

1.1267
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MSA

Urban Area

(Constituent Counties or County Equivalents)

Wage Index

7360

San Francisco, CA
Marin, CA
San Francisco, CA
San Mateo, CA

1.4712

7400

San Jose, CA
Santa Clara, CA

1.4744

7440

San Juan-Bayamon, PR
Aguas Buenas, PR
Barceloneta, PR
Bayamon, PR
Canovanas, PR
Carolina, PR
Catano, PR
Ceiba, PR
Comerio, PR
Corozal, PR
Dorado, PR
Fajardo, PR
Florida, PR
Guaynabo, PR
Humacao, PR
Juncos, PR
Los Piedras, PR
Loiza, PR
Luguillo, PR
Manati, PR
Morovis, PR
Naguabo, PR
Naranjito, PR
Rio Grande, PR
San Juan, PR
Toa Alta, PR
Toa Baja, PR
Trujillo Alto, PR
Vega Alta, PR
Vega Baja, PR
Yabucoa, PR

0.4802

7460

San Luis Obispo-Atascadero-Paso Robles, CA
San Luis Obispo, CA

1.1118

7480

Santa Barbara-Santa Maria-Lompoc, CA
Santa Barbara, CA

1.0771

7485

Santa Cruz-Watsonville, CA
Santa Cruz, CA

1.4779

7490

Santa Fe, NM
Los Alamos, NM
Santa Fe, NM

1.0590
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MSA

Urban Area
(Constituent Counties or County Equivalents)

Wage Index

7500

Santa Rosa, CA
Sonoma, CA

1.2961

7510

Sarasota-Bradenton, FL
Manatee, FL
Sarasota, FL

0.9629

7520

Savannah, GA
Bryan, GA
Chatham, GA
Effingham, GA

0.9460

7560

Scranton--Wilkes-Barre--Hazleton, PA
Columbia, PA

- Lackawanna, PA
Luzerne, PA
Wyoming, PA

0.8522

7600

Seattle-Bellevue-Everett, WA
Island, WA
King, WA
Snohomish, WA

1.1479

7610

Sharon, PA
Mercer, PA

0.7881

7620

Sheboygan, Wi
Sheboygan, WI

0.8948

7640

Sherman-Denison, TX
Grayson, TX

0.9617

7680

Shreveport-Bossier City, LA
Bossier, LA
Caddo, LA
Webster, LA

0.9111

7720

Sioux City, IA-NE
Woodbury, 1A
Dakota, NE

0.9094

7760

Sioux Falls, SD
Lincoln, SD
Minnehaha, SD

0.9441

7800

South Bend, IN
St. Joseph, IN

0.9447

7840

Spokane, WA
Spokane, WA

1.0660

7880

Springdfield, IL
Menard, IL
Sangamon, IL

0.8738

7920

Springfield, MO
Christian, MO
Greene, MO
Webster, MO

0.8597
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MSA

Urban Area

(Constituent Counties or County Equivalents)

Wage Index

8003

Springfield, MA
Hampden, MA
Hampshire, MA

1.0173

8050

State College, PA
Centre, PA

0.8461

8080

Steubenville-Weirton, OH-WV
Jefferson, OH
Brooke, WV
Hancock, WV

0.8280

8120

Stockton-Lodi, CA
San Joaquin, CA

1.0564

8140

Sumter, SC
Sumter, SC

0.8520

8160

Syracuse, NY
Cayuga, NY
Madison, NY
Onondaga, NY
Oswego, NY

0.9394

8200

Tacoma, WA
Pierce, WA

1.1078

8240

Tallahassee, FL
Gadsden, FL
Leon, FL

0.8655

8280

Tampa-St. Petersburg-Clearwater, FL
Hernando, FL
Hillsborough, FL
Pasco, FL
Pinellas, FL

0.9024

8320

Terre Haute, IN
Clay, IN
Vermillion, IN
Vigo, IN

0.8582

8360

Texarkana, AR-Texarkana, TX
Miller, AR
Bowie, TX

0.8413

8400

Toledo, OH
Fulton, OH
Lucas, OH
Wood, OH

0.9524

8440

Topeka, KS
Shawnee, KS

0.8904

8480

Trenton, NJ
Mercer, NJ

1.0276

8520

Tucson, AZ
Pima, AZ

0.8926
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8560 Tulsa, OK 0.8729
Creek, OK
Osage, OK
Rogers, OK
Tulsa, OK
Wagoner, OK

8600 Tuscaloosa, AL 0.8440
Tuscaloosa, AL

8640 Tyler, TX 0.9502

Smith, TX

8680 Utica-Rome, NY 0.8295
Herkimer, NY
Oneida, NY

8720 Vallejo-Fairfield-Napa, CA 1.3517
Napa, CA
Solano, CA

8735 Ventura, CA 1.1105
Ventura, CA

8750 Victoria, TX 0.8469
Victoria, TX

8760 Vineland-Millville-Bridgeton, NJ 1.0573
Cumberland, NJ

8780 Visalia-Tulare-Porterville, CA 0.9975
Tulare, CA

8800 Waco, TX 0.8146

McLennan, TX
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MSA

Urban Area
(Constituent Counties or County Equivalents)

Wage Index

8840

Washington, DC-MD-VA-WV
District of Columbia, DC
Calvert, MD
Charles, MD
Frederick, MD
Montgomery, MD
Prince Georges, MD
Alexandria City, VA
Arlington, VA
Clarke, VA
Culpepper, VA
Fairfax, VA
Fairfax City, VA
Falls Church City, VA
Fauquier, VA
Fredericksburg City, VA
King George, VA
Loudoun, VA
Manassas City, VA
Manassas Park City, VA
Prince William, VA
Spotsylvania, VA
Stafford, VA
Warren, VA
Berkeley, WV
Jefferson, WV

1.0971

8920

Waterloo-Cedar Falls, IA
Black Hawk, IA

0.8633

8940

Wausau, WI
Marathon, WI

0.9570

8960

West Palm Beach-Boca Raton, FL
Palm Beach, FL

1.0362

9000

Wheeling, OH-WV
Belmont, OH
Marshall, WV
Ohio, WV

0.7449

9040

Wichita, KS
Butler, KS
Harvey, KS
Sedgwick, KS

0.9468

9080

Wichita Falls, TX
Archer, TX
Wichita, TX

0.8395

9140

Williamsport, PA
Lycoming, PA

0.8485
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9160 Wilmington-Newark, DE-MD 1.1121
New Castle, DE
Cecil, MD

9200 Wilmington, NC 0.9237
New Hanover, NC
Brunswick, NC

9260 Yakima, WA 1.0322
Yakima, WA

9270 Yolo, CA 0.9378
Yolo, CA

9280 York, PA 0.9150
York, PA

9320 Youngstown-Warren, OH 0.9517
Columbiana, OH
Mahoning, OH
Trumbull, OH

9340 Yuba City, CA 1.0363
Sutter, CA
Yuba, CA

9360 Yuma, AZ 0.8871
Yuma, AZ

ADDENDUM B2—WAGE INDEX FOR RURAL AREAS

Nonurban Area Wage Index
Alabama 0.7637
Alaska 1.1637
Arizona 0.9140
Arkansas 0.7703
California 1.0297
Colorado 0.9368
Connecticut 1.1917
Delaware 0.9503
Florida 0.8721
Georgia 0.8247
Guam 0.9611
Hawaii 1.0522
Idaho 0.8826
llinois 0.8340
Indiana 0.8736
lowa 0.8550
Kansas 0.8087
Kentucky 0.7844
Louisiana 0.7290
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Nonurban Area Wage Index
Maine 0.9039
Maryland 0.9179
Massachusetts 1.0216
Michigan 0.8740
Minnesota 0.9339
Mississippi 0.7583
Missouri 0.7829
Montana 0.8701
Nebraska 0.9035
Nevada 0.9832
New Hampshire 0.9940
New Jersey? | = ame
New Mexico 0.8529
New York 0.8403
North Carolina 0.8500
North Dakota 0.7743
Ohio 0.8759
Oklahoma 0.7537
Oregon 1.0049
Pennsylvania 0.8348
Puerto Rico 0.4047
Rhodelsland” | = -
South Carolina 0.8640
South Dakota 0.8393
Tennessee 0.7876
Texas 0.7910
Utah 0.8843
Vermont 0.9375
Virginia 0.8479

| Virgin Islands 0.7456
Washington 1.0072
West Virginia 0.8083
Wisconsin 0.9498
Wyoming 0.9182

" All counties within the State are classified urban.

ADDENDUM C--CODE FIRST

Code First Instruction as of 2005 (Effective October 1, 2004) ICD-9-CM Disease

Code Tabulary
290.0 Code First the Associated neurological condition

290.10 Code First the Associated neurological condition

290.11 Code First the Associated neurological condition
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Code First Instruction as of 2005 (Effective October 1, 2004) ICD-9-CM Disease

Code Tabularv

290.12 Code First the Associated neurological condition

290.13 Code First the Associated neurological condition

290.20 Code First the Associated neurological condition

290.21 Code First the Assaociated neurological condition

290.3 Code First the Associated neurological condition

290.40 Code First the Associated neurological condition

290.41 Code First the Associated neurological condition

290.42 Code First the Associated neurological condition

290.43 Code First the Associated neurological condition

290.8 Code First the Associated neurological condition

290.9 Code First the Associated neurological condition

293 Code First Associated physical or neurological condition

293.0 Code First Underlying Physical condition as: Dementia in: 331.0, 330.1, 331.82, 345.0
though 345.9, 331.19, 094.1, 275.1, 333.4, 046.1, 340, 331.1, 446.0, 094.1,

293.1, Code First Underlying Physical condition as: Dementia in: 331.0

293.81, Code First Underlying Physical condition as: Dementia in: 331.0

293.82 Code First Underlying Physical condition as: Dementia in. 331.0

293.83 Code First Underlying Physical condition as: Dementia in: 331.0

293.84 Code First Underlying Physical condition as: Dementia in: 331.0

293.89 Code First Underlying Physical condition as: Dementia in: 331.0

293.9 Code First Underlying Physical condition as: Dementia in. 331.0

294 .10 Code First Underlying Physical condition as: Dementia in: 331.0, 330.1, 331.82, 345.0
through 345.9, 331.19, 094.1, 275.1, 333.4, 046.1, 340, 331.1, 446.0, 094.1,

294 11 Code First Underlying Physical condition as: Dementia in: 331.0, 330.1, 331.82, 345.0
through 345.9, 331.19, 094.1, 275.1, 333.4, 046.1, 340, 331.1, 446.0, 094.1,

307.89 Code First Site of Pain

320.7 Code First Underlying disease as: 039.8, 027.0, 002.0, 033.0 through 033.9

[FR Doc. 04-24787 Filed 11-2—-04; 4:47 pm]
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