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consideration of the matters on less than 
seven days’ notice to the public; that no 
earlier notice of the meeting was 
practicable; that the public interest did 
not require consideration of the matters. 
in a meeting open to public observation; 
and that the matters could be 
considered in a closed meeting by 
authority of subsections (c)(8), (c)(9)(A), 
and (c)(9)(B) of the “Government in the 
Sunshine Act” (5 U.S.C. 552b (c)(8), 
(c)(9)(A), and (c)(9)(B)).

The meeting was held in the Board 
Room of the Federal Deposit Insurance 
Corporation Building located at 55017th 
Street, NW., Washington, DC.

Dated: August 29,1990.
Resolution Trust Corporation.
William J. Tricarico,
Assistant Executive Secretary.
[FR Doc. 90-20769 Filed 8-29-90; 5:08 pmj
BILLING CODE 6714-01-M
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This section of the FED ERA L R EG ISTER  
contains editorial corrections of previously 
published Presidential, Rule, Proposed 
Rule, and Notice documents. These 
corrections are prepared by the Office of 
the Federal Register. Agency prepared 
corrections are issued as signed 
documents and appear in the appropriate 
document categories elsewhere in the 
issue.

FEDERAL MARITIME COMMISSION

46 Part 540

[Docket No. 90-01]

Security for the Protection of the 
Public, Maximum Required 
Performance Amount

Correction

In rule document 90-19824 beginning 
on page 34564 in the issue of Thursday, 
August 23,1990, make the following 
correction:

On page 34564, in the first column, the 
“e f f e c t iv e  d a t e ” is corrected to read 
“February 19,1991.”
BILLING CODE 1505-01-D

DEPARTMENT OF TH E INTERIOR

Bureau of Land Management

[Docket No. CA-065-09-3110-10-DTNA#- 
00160]

Realty Action-Exchange; California

Correction

In notice document 90-15015 beginning 
on page 26515 in the issue of Thursday, 
June 28,1990, make the following 
correction:

On page 26515 in the third column, in 
the third line, the land description 
should read “Sec. 5, N W ttSW ViSEtt, 
NW%SW%SWV4”.
BILUNG CODE 15C5-01-D

DEPARTMENT OF TH E INTERIOR 

Bureau of Land Management

[CO-932-00-4214-10; C-43908]

Proposed Withdrawal; Opportunity for 
Public Meeting; Colorado

Correction

In notice document 90-19574 
appearing on page 34089 in the issue of 
Tuesday, August, 211990, make the 
following correction:

On page 34089 in the second column 
under the Sixth Principal Meridian 
heading, in section 27, the land 
description should read “SVfeNEVi and 
SV2;”.
BILLING CODE 1505-01-D

DEPARTMENT OF TH E INTERIOR

Bureau of Land Management

[WY-930-00-4214-10; WYW 120797]

Proposed Withdrawal and Opportunity 
for Public Meeting; Wyoming

Correction

In notice document 90-19495 
appearing on page 33964 in the issue of 
Monday, August 20 1990, make the 
following corrections:

In the second column, under the land 
description for “Medicine Bow National 
Forest”:

a. At section 17 remove the comma 
after “WMi”.

b. At section 12, replace the final 
semicolon with a comma and add 
“SEViSEVi;”.

c. At section 13, in the first line, 
remove the final “NEVi” and add 
“NW%”.

d. At section 13 in the second line, the 
first “NWVi” should read "NEVi”.

e. At section 25, in the first line, 
“NWVi” should read “NWVi”.

f. At section 33, in the last line, “SEVfe” 
should read “SEV*”.
BILLING CODE 1505-01-D

DEPARTMENT OF TRANSPORTATION 

Coast Guard

33 CFR Parts 127 and 154

46 CFR Parts 25,32,34,50,52,53,54, 
55, 56, 57, 58, 59,71,76,91,92,95,107, 
108,150,153,162,163,169,170,174, 
182,189,190, and 193

[CGD 88-032]
RIN2115AD05

Incorporation and Adoption of 
Industry Standards

Correction

In proposed rule document 90-19235 
beginning on page 33824 in the issue of 
Firday, August 17,1990, make the 
following correction:

On page 33825, in the second column, 
under "DISCUSSION OF REGULATIONS 
PROPOSED FOR TITLE 46, CFR”, in the 
second paragraph, in the thirteenth line, 
“SAE J-1923” should read “SAE J-1928”.
BILLING CODE 1505-01-D
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DEPARTMENT OF TRANSPORTATION 

Coast Guard

33 CFR Parts 151,155, and 158

46 CFR Part 25

[CGD 88-002]

RIN 2115-AC89

Regulations Implementing the 
Pollution-Prevention Requirements of 
Annex V of MARPOL 73/78

a g e n c y : Coast Guard, DOT. 
a c t io n : Final rule.

SUMMARY: This final rule implements the 
Act to Prevent Pollution from Ships (the 
Act), as amended by the Marine Plastic 
Pollution Research and Control Act of 
1987 (MPPRCA) and by Public Law 101- 
225, having taken account of comments 
received on the interim rule published 
on April 28,1989 [54 F R 18384]. This 
final rule ultimately implements Annex 
V of the International Convention for 
the Prevention of Pollution from Ships, 
1973, as modified by the Protocol of 1978 
(MARPOL 73/78). The Coast Guard 
expects that this rule will reduce the 
amount of plastics, including synthetic 
fishing nets, and other ship-generated 
garbage intentionally discharged into 
the marine environment.
EFFECTIVE DATE: September 4,1990.

ADDRESSES: 1. A final Regulatory 
Evaluation, a final Environmental 
Assessment, and copies of the 
comments received on the Advance 
Notice of Proposed Rulemaking 
(ANPRM), the Notice of Proposed 
Rulemaking (NPRM), and the interim 
rule are available for inspection and 
copying at the office of the Marine 
Safety Council, U.S. Coast Guard, Room 
3314, 2100 Second Street SW., 
Washington, DC 20593-0001. Office 
hours are between 8:00 a.m. and 3:00 
p.m., Monday through Friday, except 
Federal holidays.

2. Persons wanting to submit 
comments on the information-collection 
requirement in this final rule should 
submit them to the Office of Information 
and Regulatory Affairs, Office of 
Management and Budget, 725 17th Street 
NW., Washington, DC 20503, Attention: 
Desk Officer, Coast Guard.

FOR FURTHER INFORMATION CONTACT: 
Lieutenant Commander David W. Jones, 
Project Manager, Office of Marine 
Safety, Security, and Environmental 
Protection (G-MPS-3), (202) 267-0491, 
between 7 a.m. and 3:30 p.m., Monday 
through Friday, except Federal holidays.

SUPPLEMENTARY INFORMATION:
Drafting Information

The principal persons involved in 
drafting this final rule are Lieutenant 
Commander David W. Jones, Project 
Manager, Office of Marine Safety, 
Security, and Environmental Protection, 
and Mr. Patrick J. Murray, Project 
Counsel, Office of Chief Counsel.

Background

The Coast Guard published an 
ANPRM in the Federal Register on June 
24,1988 (53 FR 23884), and an NPRM in 
the Federal Register on October 27,1988 
(53 FR 43622). Further, it published two 
minor correctional notices in the Federal 
Register, on November 4,1988 (53 FR 
44617), and November 21,1988 (53 FR 
46977).

The Coast Guard held three public 
hearings to give interested persons an 
opportunity to express their views on 
the NPRM. These hearings took place in 
Washington, DC (November 10,1988), 
Houston, Texas (November 14,1988), 
and Seattle, Washington (November 15, 
1988).

The Coast Guard published an interim 
rule, with a request for comments, in the 
Federal Register on April 28,1989 (54 FR 
18384). That interim rule is the basis for 
this final rule. The comment period for 
the interim rule closed on December 31,
1989.

Discussion of Comments and Changes

The Coast Guard published an interim 
rule (in a separate rulemaking, CGD 89- 
014), which implements the Shore 
Protection Act of 1988, in the Federal 
Register on May 24,1989 (54 FR 22546). 
That rule, among other things, 
reorganizes 33 CFR part 151, but it 
makes no substantive changes to the 
interim rule that is the basis of this final 
rule.

The latter interim rule, which 
implements the Act, published on April
28,1989, reserves 33 CFR 151.55,151.57, 
and 151.59, which regard, respectively, 
recordkeeping requirements, waste- 
management plans, and placards, and 
which all regard pollution by garbage. 
The Coast Guard published an NPRM on 
these topics (in yet another separate 
rulemaking, CGD 88-002A) in the 
Federal Register on September 6,1989 
(54 FR 37084), and it published an 
interim final rule and a request for 
comments on these topics (also in CGD 
88-002A) in the Federal Register on May
2,1990 (55 FR 18578). That rule, among 
other things, makes formal, 
administrative changes to the interim 
rule that is the basis of this final rule, to 
bring it into conformity with the 
reorganization of part 151.

33 CFR Part 151—Vessels Carrying Oil, 
Noxious Liquid Substances, Garbage, 
and Municipal or Commercial Waste

33 CFR  151.04 Penalties fo r Violations

1. One comment suggested that the 
civil penalties for violation of the 
regulations are too high and are 
disproportionate to the environmental 
harm caused by such violation.

The penalties listed in the regulations 
merely repeat the penalties established 
by the Act; these penalties are ceilings. 
Final penalties are determined by 
Hearing Officers of the Coast Guard 
after consideration,of relevant factors.

33 CFR 151.05 Definitions

2. One comment suggested that the 
definition of “Plastic” proposed at
§ 151.05 was too broad and could be 
construed to include material not 
intended by the Coast Guard. The 
comment pointed out that paper could 
come within the definition of plastic and 
that so could plastics derived from 
natural sources, such as crabshells and 
other plastic-like material that appear 
normally in the marine environment.

The Coast Guard agrees that the 
definition, by itself, does seem to 
include naturally produced plastics 
discharged during the catching or 
processing of fish. The intent of the 
Coast Guard, to exclude this material, 
was clear enough in the preamble to the 
NPRM. There the Coast Guard stated, at 
54 FR 18387:

Some plastic materials are produced 
naturally in the marine environment by living 
organisms. For example, chitin is a primary 
component of the shells of crabs, shrimp and 
lobsters, among others. The Coast Guard’s 
broad definition of plastic is intended to 
regulate synthetically produced plastics, 
including chitin-derived and other plastics 
which have been harvested and adopted for 
use by man. Several European nations are 
now manufacturing packaging materials for 
personal hygiene products which are 
primarily chitin-derived. While this rule is 
intended to prohibit the discharge from ships 
of synthetically produced plastics, it is not 
intended to regulate the discharge of 
naturally produced plastics during fishery 
activities, such as crabshells and others 
which appear in the marine environment.

Even so, the Coast Guard has amended 
its definition of plastic to square 
definition with intent. Likewise, it has 
amended the note following the 
definition to clarify the status of 
“naturally produced plastics”.

The Coast Guard still does not agree 
that either the old or the new definition 
of plastic fairly includes material such 
as paper. Both Annex V of MARPOL 
and the interim rule, as did the NPRM,
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employ distinct categories for plastic 
and paper.

3. One comment suggested expanding 
the definition of “Plastic” to include 
glass, paints, varnishes, and waxes.

Discharges and releases of these 
substances are the concern of other 
statutes, such as the Clean Water Act 
(33 U.S.C. 1251 et seq.) and the 
Comprehensive Environmental 
Response, Compensation, and Liability 
Act (42 U.S.C. 9601 et seq.).

4. One comment suggested expanding 
the definition of “Port” to cover 
transfers from ship to ship offshore. The 
author was worried that, if fish­
processing ships refused to accept 
garbage from the catcher vessels 
supplying them with fish, the catcher 
vessels would be unable to retain their 
garbage on board. The comment 
recommended that the definition 
classify these processing ships and 
similar operations as ports, so they 
would have to provide reception 
facilities for the catcher vessels (or other 
ships they were doing business with).

The Coast Guard has investigated this 
issue and has not uncovered any reports 
of difficulty in compliance offshore with 
the discharge requirements of Annex V. 
The Coast Guard conducts routine 
boardings of ships in fisheries offshore 
and will continue to monitor compliance 
there with Annex V. If, in the future, 
these boardings indicate a failure of 
such compliance, the Coast Guard will 
undertake appropriate enforcement or 
regulation.

33 CFR 151.08 D enial of E n try

5. One comment expressed confusion 
over the applicability of this section.

Section 151.08 applies to all three 
Annexes in force, I, II, and V. Paragraph
(a) of § 151.08 authorizes denial of entry 
to ships under Annexes I and II. 
Paragraph (b) of § 151.08 authorizes 
denial, by the Captain of the Port, of 
entry to ships at ports or terminals not 
in compliance with Annex V.

33 CFR 151.63 Shipboard Control of 
Garbage

6. One comment suggested that ships 
be required to furnish both equipment 
for treating garbage and spaces for 
handling it.

The approach used by the Coast 
Guard in developing these regulations 
was to establish performance standards 
but to let the affected industry and the 
public choose the methods they would 
use to meet those standards. The Coast 
Guard believes that this approach lets 
the United States meet the 
environmental standards of Annex V 
and yet provides the flexibility for those 
regulated to meet the performance

standards in the most economical 
manner.

7. One comment recommended further 
study of shipboard use of incinerators.

The Coast Guard presided over a 
working group of the American Society 
for Testing and Materials (ASTM), 
which developed a proposed standard 
for small shipboard incinerators. The 
standard is now going through the 
approval process of ASTM.

8. One comment recommended 
subjecting ships to State and local 
requirements for the separation of 
waste-stream components.

The Coast Guard has published an 
interim final rule that addresses these 
topics, among others, in a separate 
rulemaking, CGD 88-002A [55 FR 18578]. 
In that rule, the Coast Guard requires 
that placards listing the garbage- 
discharge restrictions of Annex V be 
displayed by certain ships. The placards 
must include a notice that regional,
State, and local restrictions on garbage 
discharges may also apply.

33 CFR 151.69 Operating 
Requirements: Discharge o f Garbage 
Outside Special Areas

9. One comment suggested that a 
policy of "zero tolerance” would be 
appropriate for the disposal of garbage 
at sea, and two suggested that the rules 
prohibiting the discharge of unground 
victual wastes within three nautical 
miles from the nearest land are too 
severe and pose a hardship.

Like the NPRM and the interim rule, 
this final rule tracks the standards 
established by Annex V of MARPOL 
and adopted by Congress in the Act.
The discharge of refuse within three 
nautical miles from the nearest land has 
long been prohibited by the Refuse Act 
(33 U.S.C. 407).

33 CFR 151.73 Operating 
Requirements: Discharge of Garbage 
From  Fixed or Floating Platforms

10. Two comments stated that the 
more restrictive rules for the discharge 
of victual waste from fixed or floating 
platforms lack basis in biological 
science and create an unreasonable 
burden for the offshore exploration, 
exploitation, and processing of minerals.

Congress adopted the provisions of 
Annex V as domestic law in approving 
the Act, and the Coast Guard has merely 
restated these provisions in 
promulgating this final rule. Because of 
the specificity of Regulation 4 of Annex 
V, the Coast Guard cannot alter the 
requirements for discharges of garbage 
from fixed or floating platforms.

33 CFR 151.77 Exceptions for 
Emergencies

11. One comment recommended literal 
conformity between the text of 
paragraph 151.77(c) and that of Annex 
V.

The Coast Guard finds no substantive 
difference between the language of 
paragraph 151.77(c) and that of Annex 
V.

12. One comment asked that the Coast 
Guard either identify text in the 
MPPRCA that restricts it from 
undertaking programs to recover lost 
fishing gear or else undertake such 
programs.

Title IV of MPPRCA addresses 
monitoring, assessing, and controlling 
the impact of driftnets on the marine 
environment. Title IV falls under the 
responsibility of the Department of 
Commerce. It requires the Secretary of 
Commerce to conduct several 
evaluations including both (a) studies of 
the feasibility of establishing systems of 
marking, registering, and identifying 
driftnets and (b) paying bounties for 
retrieved driftnets. Neither these 
evaluations nor any resultant legislative 
or regulatory action falls under the 
responsibility of the Coast Guard.

33 CFR Part 158—Reception Facilities 
for Oil, Noxious Liquid Substances, and 
Garbage

33 CFR 158.160 Purpose

13. One comment recommended 
adding language to require inspections 
of reception facilities after the issuance 
of their Certificates of Adequacy 
(COAs).

The Coast Guard believes adding such 
language is unnecessary. It already 
conducts annual surveys and 
inspections of waterfront facilities and 
already visits other facilities in the 
course of routine business. The Act does 
not require it to inspect reception 
facilities under Annex V, and another 
mandatory inspection would place an 
economic burden on the regulated 
industry and an administrative one on 
the Coast Guard—which will, 
nonetheless, promptly investigate 
reports of inadequate reception 
facilities.

33 CFR 158.165 Certificate of 
Adequacy: Change of Information

14. The Coast Guard has made an 
editorial correction to subparagraph
(b)(3) of § 158.165. The interim rule 
improperly listed the sections of Form C 
as: A l, B l, B2, or C4. This final rule 
properly lists them as: A l, B l, B2, or D4.
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33 CFR 158.410 Reception Facilities: 
General

15. One comment recommended that 
the Coast Guard require the posting of 
signs to locate and identify each 
reception facility.

Responding to comments on the 
NPRM, the Coast Guard has earlier 
amended this subpart to require that 
reception facilities be accessible to 
mariners: easy for mariners unfamiliar 
with the port to find, and convenient for 
them to use. The Coast Guard has not 
received any comments stating that 
reception facilities were hard to find or 
awkward to use. Therefore, the Coast 
Guard does not believe it necessary to 
require the posting of such signs.
Regulatory Evaluation

The Coast Guard considers this final 
rule not to be major under Executive 
Order 12291 though to be significant 
under DOT regulatory policies and 
procedures published on February 26, 
1979 [44 F R 11034]. This final rule 
clarifies, but does not otherwise alter, 
the interim rule published on April 28, 
1989 [54 FR 18384]. The annual projected 
costs remain around $41.8 million; the 
annual projected benefits, while harder 
to quantify, should exceed these. A final 
Regulatory Evaluation is in the 
rulemaking docket The Evaluation is 
available for inspection and copying at 
the address indicated in the first 
paragraph of ADDRESSES above.
Regulatory Flexibility Act

The Coast Guard has analyzed 
regulatory flexibility to evaluate the 
impact of this final rule on small 
entities. It has made its analysis part of 
the final Regulatory Evaluation in 
accordance with the Regulatory 
Flexibility Act. Again, this final rule 
clarifies, but does not otherwise alter, 
the interim rule published on April 28, 
1989 [54 FR 18384]. Like the interim rule, 
this final rule will affect around 17,600 
small vessels and around 4,400 ports 
and terminals; but small entities may 
choose their modes of compliance, and 
need satisfy only minimal requirements 
on recordkeeping and reporting. 
Therefore, the Coast Guard certifies that 
this final rule will not have a significant 
economic impact or a substantial 
number of small entities.
Paperwork Reduction Act

The interim rule changed the 
information-collection requirement at 
§ § 151.65 and 158.140. This final rule 
changes it no further. The Coast Guard, 
however, did submit to the Office of

Management and Budget (OMB) 
revisions to OMB’s previous paperwork 
approvals. These revisions, now 
accepted, respectively bear control 
numbers 2115-0544 and 2115-0543, 
issued by the Regulatory Information 
Service Center (RISC) of OMB. Those 
sections respectively require (a) each 
master to give a port 24 hours’ notice of 
the need for the APHIS-approved 
reception facility and (b) each port and 
terminal that satisfies the criteria of 
§ 158.140 to seek from the Coast Guard a 
COA for garbage.

Federalism
The Coast Guard has analyzed this 

final rule in accordance with the 
principles and criteria in Executive 
Order 12612. It has determined that the 
substance of this rule does not implicate 
federalism enough to warrant its 
preparation of a Federalism 
Assessment.

Environmental Impact
A final Environmental Assessment 

with a Finding of No Significant Impact 
is available from the Coast Guard at the 
address in the first paragraph of 
ADDRESSES above.

List of Subjects

33 CFR  Part 151

Oil pollution, Reporting and 
recordkeeping requirements, Water 
pollution control.

33 CFR Part 155

Oil pollution, Reporting and 
recordkeeping requirements.
33 CFR Part 158

Administrative practice and 
procedure, Harbors, Oil pollution, 
Penalties, Reporting and recordkeeping 
requirements, Water pollution control.

46 CFR Part 25

Fire prevention, Marine safety.
For the reasons discussed above, the 

interim rule amending 33 CFR parts 151, 
155, and 158, and 46 CFR part 25, which 
was published on April 28,1989 [54 FR 
18384], is adopted as a final rule with 
the following changes:
TITL E  33

PART 151—-VESSELS CARRYING OIL, 
NOXIOUS LIQUID SUBSTANCES, 
GARBAGE, AND MUNICIPAL OR 
COMMERCIAL W ASTE

1. The citation of authority for part 151 
continues to read as follows:

Authority: 33 U.S.C. 1321{j)(l)(C) and 
1903(b), E .0 .11735, 3 CFR, 1971-1975 COMP , 
p. 793. 49 CFR 1.46.

2. Section 151.05 is amended by 
adding the following definition:

§151.05 Definitions.
*  *  *  *  *

Plastic means any garbage that is 
solid material, that contains as an 
essential ingredient one or more 
synthetic organic high polymers, and 
that is formed or shaped either during 
the manufacture of the polymer or 
polymers or during fabrication into a 
finished product by heat or pressure or 
both. "Degradable” plastics, which are 
composed of combinations of 
degradable starches and are either (a) 
synthetically produced or (b) naturally 
produced but harvested and adapted for 
use, are plastics under this part 
Naturally produced plastics such as 
crabshells and other types of shells, 
which appear normally in the marine 
environment are not plastics under this 
part

Note: Plastics possess material properties 
ranging from hard and brittle to soft and 
elastic. Plastics are used for a variety of 
marine applications including, but not limited 
to: food wrappings, products for personal 
hygiene, packaging (vaporproof barriers, 
bottles, containers, and liners), ship 
construction (fiberglass and laminated 
structures, siding, piping insulation, flooring, 
carpets, fabrics, adhesives, and electrical and 
electronic components), disposable eating- 
utensils and cups (including styrene 
products), bags, sheeting, floats, synthetic 
fishing nets, monofilament fishing line, 
strapping bands, hardhats, and synthetic 
ropes and lines.
*  ★  *  *  *

PART 158— RECEPTION FACILITIES 
FOR OIL, NOXIOUS LIQUID 
SUBSTANCES, AND GARBAGE

3. The citation of authority for part 158 
continues to read as follows:

Authority: 33 U.S.C. 1903(b); 49 CFR 1.46.

4. Section 158.165(b)(3) is revised to 
read as follows:

§ 158.165 Certificate of adequacy: change 
of information.
*  *  *  *  *

(b) * * *
(3) Form C, sections A l, B l, B2, or D4. 

* * * * *
Dated: June 26,1990.

J. W . Kime,
Admiral, U.S. Coast Guard Commandant 
[FR Doc. 90-20663 Filed 6-31-90; 8:45 am] 
BILLING CODE 4910-14-M
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DEPARTMENT OF HEALTH AND 
HUMAN SERVICES

Health Care Financing Administration 

42 CFR Parts 412 and 413 

[BPD-673-F]

RIN G938-AE56

Medicare Program; Changes to the 
Inpatient Hospital Prospective 
Payment System and Fiscal Year 1991 
Rates

AGENCY: Health Care Financing 
Administration (HCFA), HHS.
ACTION: Final rule.

SUMMARY: We are revising the Medicare 
inpatient hospital prospective payment 
system to implement necessary changes 
arising from legislation and our 
continuing experience with the system. 
In addition, in the Addendum to this 
final rule, we are describing changes in 
the amounts and factors necessary to 
determine prospective payment rates for 
Medicare inpatient hospital services. In 
general, these changes are applicable to 
discharges occurring on or after October
1,1990. We also set forth rate-of- 
increase limits for hospitals and hospital 
units excluded from the prospective 
payment system.

This final rule also responds to 
comments received concerning changes 
to hospital payments made in an April
20,1990 final rule with comment. These 
changes include mid-year changés to the 
inpatient hospital prospective payment 
system that implemented provisions of 
the Omnibus Budget Reconciliation Act 
of 1989; and adjustments applicable to 
prospective payment hospitals and to 
the target amounts of hospitals and units 
excluded from the prospective payment 
system due to the elimination of the day 
limitation on covered inpatient hospital 
days made by the Medicare 
Catastrophic Coverage Act of 1988 and 
later repealed by provisions in the 
Medicare Catastrophic Repeal Act of 
1989. The April 20,1990 final rule with 
comment also incorporated changes to 
these provisions made by the Family 
Support Act of 1988, which clarified the 
criteria for adjusting the target amounts 
and implementation date.

In addition, this final rule clarifies the 
documentation requirements necessary 
to support the cost allocation of teaching 
physicians and the allowability of costs 
for rotating residents in determining 
payment for the direct costs of an 
approved graduate medical education 
program. This clarification is being 
made as a result of a September 29,1989 
final rule that made changes in

Medicare policy concerning payment for 
the direct graduate medical education 
costs of providers associated with 
approved residency programs in 
medicine, osteopathy, dentistry, and 
podiatry.
EFFECTIVE DATE: The provisions of this 
final rule are effective on October 1, 
1990, except for the changes concerning 
§ 412.118, the count of full-time 
equivalent residents for purposes of the 
indirect medical education adjustment, 
which apply to cost reporting periods 
beginning on or after July 1,1991.
FOR FURTHER INFORMATION CONTACT: 
Barbara Wynn, (301) 966-4529. 
ADDRESSES: To obtain individual copies 
of this document, contact the following: 
Superintendent of Documents, U.S. 
Government Printing Office,
Washington, DC 20402, (202) 783-3238. 
The charge for individual copies is $1.50 
for each issue or for each group of pages 
as actually bound, payable by check or 
money order to the Superintendent of 
Documents.
SUPPLEMENTARY INFORMATION:

I. Background
A . Summary

Under section 1886(d) of the Social 
Security Act (the Act), a system of 
payment for acute inpatient hospital 
stays under Medicare Part A (Hospital 
Insurance) based on prospectively-set 
rates was established effective with 
hospital cost reporting periods beginning 
on or after October 1,1983. Under this 
system, Medicare payment is made at a 
predetermined, specific rate for each 
hospital discharge. All discharges are 
classified according to a list of 
diagnosis-related groups (DRGs). The 
regulations governing the inpatient 
hospital prospective payment system 
are located in 42 CFR Part 412.

B. Sum m ary of December 29,1989 
Notice

On September 1,1989, we published a 
final rule (54 FR 36452) to implement the 
seventh year of the prospective payment 
system. However, on December 19,1989, 
the Omnibus Budget Reconciliation Act 
of 1989 (Pub. L. 101-239) was enacted. 
The portions of sections 6001, 6002, 6003, 
6004, 6021, 6110, and 6205 of Public Law 
101-239 that affected Medicare 
payments to hospitals in Federal fiscal 
year (FY) 1990 and that were self- 
implementing, were announced in a 
Federal Register notice published on 
December 29,1989 (54 FR 53754). These 
statutory changes provided for the 
following:

• For discharges occurring on or after 
January 1, 1990 and before October 1, 

1990, the applicable percentage increase

used to update the standardized 
amounts for prospective payment 
system hospitals is—
—9.72 percent for hospitals located in rural

areas;
—5.62 percent for hospitals located in large

urban areas; and
— 4.97 percent for hospitals located in other

urban areas.

(The increase in the target amount for 
excluded hospitals and units was not 
changed and, therefore, continues to be 
5.5 percent.)

• Effective for portions of cost 
reporting periods or discharges 
occurring during the period beginning 
January 1,1990 and ending September
30,1990, payments for capital-related 
costs of inpatient services of hospitals 
under the prospective payment system 
are reduced by 15 percent.

• For cost reporting periods beginning 
on or after October 1,1989, the hospital- 
specific rate of sole community hospitals 
is updated by the percentage increase 
applicable to the geographic area in 
which the hospital is located. This 
increase is applicable to discharges 
occurring on or after January 1,1990.

• Hospitals that were classified as 
rural referral centers as of September 30, 
1989 continue to be classified as rural 
referral centers for cost reporting 
periods beginning on or after October 1, 
1989 and before October 1,1992.

• Hospitals classified as cancer 
hospitals are excluded from the 
prospective payment system effective 
with cost reporting periods beginning on 
or after October 1,1989. The reduction 
for payment of capital costs is 
eliminated for hospitals classified as 
cancer hospitals as of December 19,1989 
efffective for portions of cost reporting 
periods or discharges occurring on or 
after October 1,1986. For hospitals 
classified after December 19,1989, the 
reduction for payment of capital costs is 
eliminated for cost reporting periods 
beginning on or after the date of 
classification. Special provisions were 
also made for hospitals that qualify for 
cancer status before December 31,1990 
(or before December 31,1991 for 
hospitals located in States operating a 
demonstration project under section 
1814(b) of the Act as of December 19, 
1989). Effective January 18,1990, a 
cancer hospital is eligible to receive 
periodic interim payments if it meets the 
criteria for receiving these payments.
For cost reporting periods beginning on 
or after April 1,1989, the base year for 
determining target amounts for cancer 
hospitals is to be the hospital’s cost 
reporting period beginning during FY 
1987 unless the use of its initial base
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year and intervening updates creates a 
higher target amount.

• Effective for discharges occurring 
on or after January 18,1990, a hospital 
created by the merger or consolidation 
of two or more hospitals or hospital 
campuses eligible to receive interim 
periodic payments is also eligible to 
receive periodic interim payments.

C. Summary of A p ril 20,1990 Fin a l Rule 
W ith Comment

On April 20,1990, we published a final 
rule with comment (55 F R 15150) to 
implement those portions of sections 
6003, 6011, 6015, and 6205 of Public Law 
101-239 that affect Medicare payments 
to hospitals and that were, in general, 
effective April 1,1990. These changes 
provided for the following:

• For discharges occurring on or after 
April 1,1990, hospitals located in rural 
areas with more than 100 beds, or those 
that are classified as sole community 
hospitals, can now qualify for a 
disproportionate share adjustment if the 
hospital has a disproportionate patient 
percentage of at least 30 percent. In 
addition, the disproportionate share 
payment adjustments for qualifying 
hospitals are increased.

• For cost reporting periods beginning 
on or after April 1,1990, the payment 
methodology for sole community 
hospitals is revised. In addition, the 
change made in the September 1,1989 
prospective payment system final rule 
(54 FR 36480) that went into effect on 
October 1,1989 to allow any rural 
hospital to qualify as a sole community 
hospital if it is more than 35 miles from 
another hospital is ratified.

• For cost reporting periods beginning 
on or after April 1,1990 and ending on 
or before March 31,1993, a special 
payment method under the prospective 
payment system for Medicare- 
dependent small rural hospitals is 
established.

• For discharges occurring on or after 
April 1,1990, the wage index applicable 
to rural counties whose hospitals are 
deemed urban is revised.

• For dicharges occurring on or after 
June 19,1990 and before December 19, 
1991, prospective payment hospitals 
receive an additional payment for the 
cost of administering blood clotting 
factors to hemophiliacs who are hospital 
inpatients.

• For cost reporting periods beginning 
on or after April 1,1990, excluded 
hospitals and units may be assigned a 
new base period for purposes of the 
rate-of-increase limits if it would be 
more representative of the reasonable 
and necessary costs of inpatient 
services.

• For cost reporting periods beginning 
on or after December 19,1989 and 
before the later of October 1,1990 or the 
date the Secretary issues new 
regulations concerning payment for 
nursing and allied health education, the 
costs incurred by hospitals that meet 
certain criteria for training nursing 
students enrolled in a hospital-based 
nursing school are to be paid on the 
basis of reasonable cost.

In addition, in the April 20,1990 final 
rule with comment, we responded to 
comments received on the September 30, 
1988 prospective payment system final 
rule with comment (53 FR 38476) with 
respect to the implementation of two 
provisions of the Medicare Catastrophic 
Coverage Act of 1988 (Pub. L  100-360) 
concerning adjustments to the rates, 
weights, and outlier thresholds 
applicable to prospective payment 
hospitals and the target amounts 
applicable to hospitals and units 
excluded from the prospective payment 
system due to the elimination of the day 
limitation on covered inpatient hospital 
days. We also discussed changes in law 
made by the Family Support Act of 1988 
(Pub. L. 100-485), which clarified the 
criteria for adjusting target amounts and 
changed the date for implementing that 
provision, as well as the termination of 
these catastrophic provisions effective 
January 1,1990 because of the 
enactment of the Medicare Catastrophic 
Coverage Repeal Act of 1989 (Pub. L. 
101-234). The comment period for the 
April 20,1990 final rule with comment 
period ended on June 19,1990. In section 
II of the preamble of this final rule, we 
are responding to the comments 
received concerning the April 20,1990 
final rule.

D. Sum m ary o f the Provisions of the 
M a y 9,1990 Proposed Rule

On May 9,1990, we published a 
proposed rule in the Federal Register (55 ■ 
FR 19426) to further amend the 
prospective payment system as follows:

• We proposed changes for F Y 1991 
DRG classifications and weighting 
factors as required by section 
1886(d)(4)(C) of the A ct We must adjust 
the DRG classifications and weighting 
factors at least annually.

• We proposed to update the wage 
index by basing it entirely on 1988 wage 
data.

• We proposed to recompute the 
hospital market basket, which reflects 
hospital changes in the purchase of 
goods and services used to furnish care, 
using data from a more recent base year 
(that is, “rebasing” or “reweighting” the 
market basket) and to revise the market 
basket to reflect the use of certain newly 
available price proxies for monitoring

the rate of inflation in the market 
basket. We also proposed to establish a 
separate market basket for hospitals 
and units excluded from the prospective 
payment system.

• We discussed several current 
provisions of the regulations in 42 CFR 
part 412 and set forth certain proposed 
changes concerning—
—Elimination of the regional floor;
—Sole community hospital criteria;
—Cancer hospitals;
—Rural referral center criteria;
—Indirect medical education costs; and 
—Offset for physician assistant services.

• In the Addendum to the proposed 
rule, we set forth changes to the 
amounts and factors for determining the 
FY 1991 prospective payment rates. We 
also proposed new target rate 
percentages for determining the rate-of- 
increase limits for cost reporting periods 
beginning in FY 1991 for hospitals and 
hospital units excluded from the 
prospective payment system.

• In appendix A of the proposed rule, 
we set forth an analysis of the impact 
that the proposed changes described in 
the rule would have on affected entities.

• In appendix B of the proposed rule, 
we provided a technical discussion of 
the data sources used to estimate the 
market basket relative weights and the 
choice of price proxies.

• In appendix C of the proposed rule 
we included our initial estimate of an 
update factor for FY 1991 for both 
prospective payment hospitals and 
hospitals excluded from the prospective 
payment system, as required by section 
1886(e)(3)(B) of the Act.

• Appendix D of the proposed rule 
provided our recommendation of the 
appropriate percentage change for FY 
1991, as required by sections 1886 (e)(4) 
and (e)(5) of the Act, in the—

• Large urban, other urban, and rural 
average standardized amounts for inpatient 
hospital services paid for under the 
prospective payment system; and

• Target rate-of-increase limits to the 
allowable operating costs of inpatient 
hospital services furnished by hospitals and 
hospital units excluded from the prospective 
payment system.

In addition, the proposed rule 
discussed in detail the March 1,1990 
recommendations made by the 
Prospective Payment Assessment 
Commission (ProPAC). ProPAC is 
directed by section 1886(d)(4)(D) of the 
Act to make recommendations to the 
Secretary with respect to adjustments to 
the DRG classifications and weighting 
factors and to report to Congress with 
respect to its evaluation of any 
adjustments made by the Secretary.
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ProPAC is also directed, by the 
provisions of sections 1886(e)(2) and
(e)(3) of the Act, to make 
recommendations to the Secretary on 
the appropriate percentage change 
factor to be used in updating the 
average standardized amounts 
beginning with F Y 1986 and thereafter.

We printed ProPAC’s report, which 
includes its recommendations, as 
Appendix E to the proposed rule (55 FR 
19426).

Set forth below in sections III through 
VI and VIII of this preamble, the 
Addendum to this final rule, and 
appendixes A and C are detailed 
discussions of the contents of the May 9, 
1990 proposed rule, the public comments 
received in response to that proposal, 
and responses to those comments as 
well as any changes we will be making.

Also, in section VII of the preamble of 
this final rule we clarify the 
documentation requirements necessary 
to support the cost allocation of teaching 
physicians and the allowability of costs 
for rotating residents in determining 
payment for the direct costs of approved 
graduate medical education programs. 
This clarification is being made as a 
result of the September 29,1989 final 
rule that made changes in Medicare 
policy concerning payment for the direct 
graduate medical education costs of 
providers associated with approved 
residency programs in medicine, 
osteopathy, dentistry, and podiatry. 
These changes implemented section 
1886(h) of the Act, which was added by 
section 9202 of the Consolidated 
Omnibus Budget Reconciliation Act of 
1985 (Pub. L. 99-272) and amended by 
section 9314 of the Omnibus Budget 
Reconciliation Act of 1986 (Pub. L. 99- 
509).

E. Num ber and Types of Public 
Comments

A total of 315 items of correspondence 
containing comments on the May 9,1990 
proposed rule were received timely. The 
main areas of concern addressed by 
commenters were the following:

• The changes in DRG classification 
and weighting factors and lack of any 
proposal to increase payment for 
cochlear implants or inflatable penile 
implants.

• The proposal to base the wage 
index on 1988 data only and to mitigate 
the effects of a large change in a wage 
index value.

• The changes in the market basket 
index.

• The revision in the interns and 
residents counting methodology for 
determining the indirect medical 
education adjustment.

• The proposal to offset the charges 
for services of physician assistants from 
hospital DRG payments.

II. Discussion of Public Comments 
Concerning the April 20,1990 Final Rule 
With Comment

A number of letters were received 
timely containing comments on the 
provisions in Public Law 101-239 
included in the April 20,1990 final rule 
with comments.

A majority of the commenters raised 
issues concerning the conditions under 
which we would approve the 
assignment of a new base period. 
Several other commenters raised issues 
concerning recognition and payment for 
hospital-based nursing school costs 
under Medicare. Four commenters had 
concerns relating to the initial 
determinations for Medicare payments 
made to sole community hospitals and 
Medicare dependent, small rural 
hospitals. Four comments were received 
that raised issues concerning 
disproportionate share adjustments and 
two commenters questioned the pricing 
of blood clotting factors for hemophilia. 
However, in general, most of the 
commenters believe the regulatory 
changes contained in the rule were 
straightforward and reflected the 
statutory language and Congressional 
intent.

A . Disproportionate Share Adjustm ent 
(§412.102)

Section 1886(d)(5)(F) of the Act 
provides for additional payments to 
prospective payment hospitals that 
serve a disproportionate share of low- 
income patients. Under section 
1886(d)(5)(F) (v) of the Act, and under 
§ 412.106(b) of the regulations for 
discharges occurring prior to April 1, 
1990, a hospital qualifies for a 
disproportionate share adjustment if 
during the hospital’s cost reporting 
period, the hospital has a 
disproportionate patient percentage that 
is at least equal to—

• 15 percent for an urban hospital 
with 100 or more beds or a rural hospital 
with 500 or more beds;

• 40 percent for an urban hospital 
with fewer than 100 beds;

• 45 percent for a rural hospital with 
fewer than 500 beds.

In addition, a hospital can qualify for 
a disproportionate share adjustment as 
defined under § 412.106(c)(2) if the 
hospital has 100 or more beds, is located 
in an urban area, and receives more 
than 30 percent of net inpatient revenues 
from State and local government sources 
for the care of indigent patients not 
eligible for Medicare or Medicaid.

Section 6003(c)(2) of Public Law 101- 
239 added an additional qualifying 
methodology under section 
1886(d)(F)(5)(v) of the Act for certain 
rural hospitals beginning with 
discharges occurring on or after April 1,
1990. That is, if a hospital located in a 
rural area has more than 100 beds, or is 
classified as a sole community hospital 
(SCH), and has a disproportionate 
patient percentage of at least 30 percent 
during its cost reporting period, the 
hospital will qualify for a 
disproportionate share adjustment.

Sections 1886(d)(5)(F) (iii) and (iv) of 
the Act define the allowable 
disproportionate share adjustments that 
are added to the Federal portion of 
Medicare prospective payments for 
those hospitals described in sections 
1886(d)(5)(F) (i) and (v) of the Act that 
meet the disproportionate share 
qualifications. For discharges occurring 
prior to April 1,1990, those adjustments 
are—

• 2.5 percent plus one-half of the 
difference between the hospital’s 
disproportionate patient percentage and 
15 percent for urban hospitals with 100 
or more beds and rural hospitals with 
500 or more beds;

• 5 percent for urban hospitals with 
fewer than 100 beds;

• 4 percent for rural hospitals with 
fewer than 500 beds; and

• 25 percent for urban hospitals with 
100 or more beds receiving more than 30 
percent of net inpatient revenues from 
State and local government sources for 
the care of indigent patients.

In addition, sections 6003(c) (2) and (3) 
of Public Law 101-239 amended section 
1886(d)(5)(F) of the Act, which concerns 
the payment methodology for 
determining disproportionate share 
payment adjustments effective with 
discharges occurring on or after April 1, 
1990. These changes provided for the 
following:

• The disproportionate share payment 
adjustment factor was increased from 25 
to 30 percent for a hospital that qualifies 
for a disproportionate share adjustment 
under § 412.106(c)(2), that is, the hospital 
has 100 or more beds, is located in an 
urban area, and receives more than 30 
percent of net inpatient revenues from 
State and local government sources for 
the care of indigent patients not eligible 
for Medicare or Medicaid.

• A hospital located in an urban area 
and having 100 or more beds, or a 
hospital located in a rural area and 
having 500 or more beds, with a 
disproportionate patient percentage of 
greater than 20.2 percent receives a 
disproportionate share adjustment that 
will increase the DRG revenue by 5.62
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percent plus 65 percent of the difference 
between its disproportionate patient 
percentage and 20.2 percent. If the 
hospital’s disproportionate patient 
percentage is less than 20.2 percent, the 
hospital’s DRG revenue is increased by 
2.5 percent plus 60 percent of the 
difference between its disproportionate 
patient percentage and 15 percent.

• A hospital located in a rural area 
that is classified as both a rural referral 
center and an SCH receives a 
disproportionate share adjustment that 
increases the Federal portion of the 
hospital’s DRG revenue by the greater of 
10 percent, or 4 percent plus 60 percent 
of the difference between the hospital’s 
disproportionate patient percentage and 
30 percent.

• A hospital located in a rural area 
and classified as a rural referral center 
receives a disproportionate share 
adjustment that increases the hospitial’s 
DRG revenue by 4 percent plus 60 
percent of the difference between its 
disproportionate patient percentage and 
30 percent.

• A hospital located in a rural area 
and classified as an SCH receives a 
disproportionate share adjustment that 
increases the Federal portion of the 
hospital’s DRG revenue by 10 percent.

For a hospital with fewer than 100 
beds located in an urban area, the 
disproportionate share adjustment 
continues to be 5 percent. For a hospital 
with fewer than 500 beds located in a 
rural area, which is not classified as a 
rural referral center or an SCH, the 
disproportionate share adjustment 
continues to be 4 percent.

Comment: One commenter stated that 
Congressional intent was not adhered to 
concerning the disproportionate share 
adjustment for hospitals that are 
designated either as SCHs or as SCHs 
and rural referral centers. The April 20, 
1990 final rule with comment stated that 
the corresponding disproportionate 
share payment percentage would be 
applied to “the Federal portion of the 
hospital’s DRG revenue.” This 
commenter asserted that the statutory 
language does not restrict the applicable 
payment to the Federal portion of the 
DRG payment and that it should also 
apply to the hospital-specific portion of 
an SCH’s payment rate.

Response: We do not agree with the 
commenter’s interpretation of the 
statute. Section 1886(d)(5)(F)(ii) of the 
Act provides that the amount of any 
additional payment is determined by 
multiplying the total amount payable 
based on the Federal rate provided for 
in section 1886(d)(l)(A)(iii) of the Act by 
the disproportionate share adjustment 
percentage. There is no provision for

paying the disproportionate share 
adjustment on the hospital-specific rate.

For cost reporting periods beginning 
before April 1,1990, SCHs are paid a 
blended rate based on 75 percent of the 
hospital-specific rate and 25 percent of 
the Federal regional rate. For cost 
reporting periods beginning on or after 
April 1,1990, as provided in section 
1886(d)(5)(D)(i) of the Act, an SCH is 
paid based on whichever of the 
following three rates yields the greatest 
aggregate payment for the cost reporting 
period:

• The Federal national rate applicable 
to the hospital.

•' The updated hospital-specific rate 
based on F Y 1982 cost per discharge.

• The updated hospital-specific rate 
based on FY 1987 cost per discharge.

The disproportionate share 
adjustment only applies to the Federal 
rate because it is recognized that a 
federally-based payment may not take 
the additional costs associated with 
treating a disproportionate share of low 
income patients into consideration, 
since it is based on a national 
standardized amount. On the other 
hand, a hospital’s hospital-specific rate 
(HSR) is based on the historical costs of 
the individual hospital and, therefore, 
already reflects the additional costs 
incurred by the hospital for treating a 
disproportionate share of low income 
patients. Accordingly, it is appropriate 
that the disproportionate share 
adjustment be applied only to the 
Federal portion of the hospital’s DRG 
revenue. Therefore, SCHs that are still 
receiving payment based on the blended 
rate will receive a disproportionate 
share adjustment only on the 25 percent 
Federal portion. If an SCH is receiving 
payment based on the revised payment 
methodology, the disproportionate share 
adjustment will be applied only to the 
Federal national rate in determining 
which of the three rates yields the 
highest aggregate payment amount.

Comment: We received one comment 
from a fiscal intermediary concerning 
the impact that the revised 
disproportionate share payment formula 
would have on some hospitals. The 
intermediary noted that five of the 
hospitals it services would receive 
disproportionate share payments of 
between 50 and 63 percent of its DRB- 
based payments.

This commenter felt that HCFA 
should explain the rationale for such 
high disproportionate share adjustments 
since it appears that qualifying criteria 
and payment adjustments under this 
provision were arrived a t in an arbitrary 
fashion.

Response: Under section 9105(a) of 
the Consolidated Omnibus Budget

Reconciliation Act of 1985 (Pub. L. 99- 
272), Congress added an explicit 
adjustment for hospitals with a 
disproportionate share of low-income 
patients, effective for discharges on or 
after May 1,1986. The qualifying criteria 
were also delineated by Congress. This 
provision was based, in part, on the 
analyses conducted by the 
Congressional Budget Office (CBO) that 
indicated that urban hospitals with 100 
or more beds and disproportionate 
patient share percentages of 15 percent 
or higher incurred higher Medicare costs 
per case than other hospitals. CBO did 
not, however, find evidence to support a 
disproportionate share adjustment for 
urban hospitals with fewer than 100 
beds or for rural hospitals. Nevertheless, 
Congress did provide an adjustment for 
those groups of hospitals using 
significantly higher qualifying criteria 
than for urban hospitals with 100 beds 
or more. In addition, section 6003(c)(2) 
of Pub. L. 101-239 expanded the 
qualifying criteria and increased the 
payment adjustments for some aspects 
of the disproportionate share adjustment 
effective with discharges occurring on or 
after April 1,1990.

Comment: One commenter stated that 
the disproportionate share adjustment 
under Medicare should be expanded to 
include qualifying methodologies for 
psychiatric hospitals, which are 
excluded from the prospective payment 
system.

Response: Section 1886(d)(5)(F) of the 
Act explicitly provides for the 
disproportionate share adjustment to 
payments made to hospitals under the 
prospective payment system. There is no 
provision for a disproportionate share 
adjustment to payments made to 
hospitals that are excluded from the 
prospective payment system nor do we 
believe that such an adjustment would 
be appropriate. Subject to the rate of 
increase limit, hospitals that are 
excluded from the prospective payment 
system are paid for the reasonable costs 
that they incur in furnishing services to 
Medicare beneficiaries. To the extent 
that they incur generally higher costs for 
treating a disproportionate share of low 
income patients, these higher costs are 
reflected in the reasonable cost 
determination. An explicit 
disproportionate share adjustment 
would result in program payments in 
excess of the reasonable costs incurred 
for Medicare beneficiaries. We believe 
that this would violate the basic 
principle set forth in section 
1861(v)(l)(A) of the Act that the costs of 
non-Medicare patients should not be 
borne by the Medicare program.
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Comment: One commenter believes 
that the disproportionate share 
adjustment calculation should be 
expanded to include days that Medicare 
patients utilize health maintenance 
organizations (HMOs) since these 
beneficiaries are entitled to Part A 
benefits.

Response: Based on the language of 
section 1886(d) (5)(F)(vi} of the Act, 
which states that the disproportionate 
share adjustment computation should 
include “patients who were entitled to 
benefits under Part A”, we believe it is 
appropriate to include the days 
associated with Medicare patients who 
receive care at a qualified HMO. Prior to 
December 1,1987, we were not able to 
isolate the days of care associated with 
Medicare patients in HMOs and, 
therefore, were unable to fold this 
number into the calculation. However, 
as of December 1,1987, a field was 
included on the Medicare Provider 
Analysis and Review (MEDPAR) file 
that allows us to isolate those HMO 
days that are associated with Medicare 
patients. Therefore, since that time, we 
have been including HMO days in SSI/ 
Medicare percentage.

B. Payments to Sole Com m unity 
Hospitals and Medicare-Dependent, 
Sm all R ural Hospitals (§§412.92 and 
412.J08)

Under the prospective payment 
system, special payment protections are 
provided to SCHs. An SCH is a hospital 
that, by reason of factors such as 
isolated location, weather conditions, 
travel conditions, or absence of other 
hospitals, is the sole source of inpatient 
hospital services reasonably available 
to Medicare beneficiaries. The 
regulations that set forth the criteria that 
a hospital must meet to be classified as 
an SCH and the special payment 
adjustments available to those hospitals 
are at § 412.92.

Prior to enactment of Public Law 101- 
239, section 1888(d)(5)(C)(ii) of the Act 
provided that SCHs be paid a blended 
rate based on 75 percent of the hospital- 
specific rate and 25 percent of the 
Federal regional rate. In addition, for 
cost reporting periods beginning before 
October 1,1990, an SCH is eligible for a 
payment adjustment if, for reasons 
beyond its control, it experiences a 
decline in volume of greater than 5 
percent compared to its preceding cost 
reporting period. (This adjustment is 
also available to a hospital that could 
qualify as an SCH but chooses not to be 
paid as an SCH.)

Section 6003(e) (1) and (2) of Public 
Law 101—239, which amended section 
1886(d)(5) of the Act, revised both the 
qualifying criteria and payment

methodology for SCHs. However, 
section 6003(e)(3) of Public Law 101-239 
specifically states that any hospital 
classified as an SCH on December 19,
1989 will continue to be so classified 
regardless of whether it meets the 
revised criteria resulting from changes 
made in implementing section 6003(e)(1) 
of Public Law 101-239.

Section 1886(d)(5){D)(iii)(I) of the Act 
incorporates the mileage standard that 
was established by regulation effective 
October 1,1989 (54 FR 36480; September 
1,1989). Thus, Congress has ratified our 
policy that a hospital can qualify for 
SCH status if it is more than 35 road 
miles from another hospital. Since this 
policy had already been incorporated 
into the regulations at § 412.92(a)(1), we 
made no further change in the April 20,
1990 final rule with comment

Section 6003(e) of Public Law 101-239
also revised the payment methodology 
for hospitals classified as SCHs 
effective with cost reporting periods 
beginning on or after April 1,1990. As of 
that date, as provided in section 
1886(d)(5)(D)(i) of the Act, SCHs will be 
paid based on whichever of the 
following rates yields the greatest 
aggregate payment for the cost reporting 
period: the Federal national rate 
applicable to the hospital, the updated 
hospital-specific rate based on F Y 1982 
cost per discharge, or the updated 
hospital-specific rate based on FY 1987 
cost per discharge.

In the April 20,1990 final rule with 
comment, we stated that the SCH’s 
fiscal intermediary will determine for 
each cost reporting period which of the 
payment options will yield the highest 
payment rate. Payments will 
automatically be made at the highest 
rate based on the best data available at 
the time of the intermediary’s 
determination. However, it may not be 
possible for the fiscal intermediary to 
determine in advance precisely which of 
the rates will yield the highest aggregate 
payment for the year. This is because, in 
many instances, the hospital’s  FY 1987 
cost report had not yet been audited 
and, in all instances, it was not possible 
to forecast the October 1,1990 update 
factor for the Federal rates, outlier 
payments, the amount of the 
disproportionate share adjustment, or 
the indirect medical education 
adjustment, all of which are applicable 
only to payment based on the Federal 
rate. Therefore, the intermediary will 
make its determination based on what 
appears to yield the highest payment 
amount.

We provided that a final adjustment 
be made at the close of the hospital’s 
cost reporting period to determine 
precisely which of the three payment

rates yielded the highest payment to the 
hospital. The settlement will take into 
account all of the adjustments described 
above. If a hospital disagrees with the 
intennediary’s determination regarding 
the final amount of program payment to 
which it is entitled under this provision, 
it has the right to appeal the 
intermediary's decision in accordance 
with the criteria in subpart R of part 405 
of the regulations, which concern 
provider payment determinations and 
appeals.

The April 20,1990 document 
described the methodology we will use 
to calculate the hospital-specific rate 
based on an FY 1987 cost reporting 
period. We stated that FY 1987 cost 
reporting periods are those 12-month or 
longer cost reporting periods ending on 
or after September 30,1987 and before 
September 30,1988. If the hospital’s last 
cost reporting period ending before 
September 30,1988 is for a period of less 
than 12 months, we use the hospital’s 
most recent 12-month or longer cost 
reporting period ending before the short 
period report.

The final rule with comment provided 
that if a  hospital has no cost reporting 
period beginning in FY 1987, it will not 
have a hospital-specific rate based on 
FY 1987. The hospital will not be 
allowed to substitute any other base 
period for the FY 1987 base period.

We stated that for each SCH, the 
intermediary will calculate an FY 1987 
hospital-specific rate as follows:

• Determine the hospital’s total 
allowable Medicare inpatient operating 
cost, as stated on the FY 1987 cost 
report.

• Divide the total Medicare inpatient 
operating cost by the number of 
Medicare discharges in the cost 
reporting period to determine the FY 
1987 base-period cost per case.

• Divide the base-period cost per case 
by the hospital’s case-mix index 
applicable to the FY 1987 cost reporting 
period.

Each SCH will be informed of its FY 
1987 hospital-specific rate within 180 
days of the start of its cost reporting 
period beginning on or after April 1,1990 
(the first cost reporting period to which 
the new payment methodology applies). 
We also provided that, based on the 
decision of the U.S. Court of Appeals for 
the District of Columbia circuit in 
Georgetown University Hospital v. 
Bowen, 862 F. 2d 323 (D.C. Cir., 1988), 
any adjustments made to a hospital’s FY 
1987 hospital-specific rate due to a 
favorable appeal would be made 
retroactively to the time of the 
intermediary’s initial determination. W e 
added a new § 412,75 to describe
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calculating the hospital-specific rate 
based on a F Y 1987 base period.

In addition to the changes described 
above, a new section 1886(d)(5)(D) of the 
Act deleted the sunset date on the 5 
percent volume decline adjustment, thus 
allowing SCHs to receive the adjustment 
indefinitely. We amended § 412.92(e) 
and (f) to reflect this change.

Section 6003(f) of Public Law 101-239, 
which added a new section 
1886(d)(5)(G) of the Act, created a new 
category of hospitals eligible for a 
special payment adjustment under the 
prospective payment system. The 
adjustment is limited to Medicare- 
dependent, small rural hospitals (MDHs) 
and is effective for cost reporting 
periods beginning on or after April 1,
1990 and ending on or before March 31, 
1993. Section 1886(d)(5)(G)(iii) of the Act 
defines an MDH as any hospital that 
meets all of the following criteria:

• The hospital is located in a rural 
area.

• The hospital has 100 or fewer beds.
• The hospital is not classified as an 

SCH (as defined at § 412.92) at the same 
time that it is receiving payment under 
this provision.

• In the hospital’s cost reporting 
period that began during FY 1987, not 
less than 60 percent of its inpatient days 
or discharges were attributable to 
inpatients entitled to Medicare Part A 
benefits.

For purposes of determining a 
hospital’s bed size, we are using the 
same definition that is currently used for 
determining number of beds to calculate 
the indirect medical education 
adjustment, the disproportionate share 
adjustment, and to detemine rural 
referral center eligibility. This definition, 
which is set forth at § 412.118(b), states 
that the number of beds in a hospital is 
determined by counting the number of 
available bed days during the hospital’s 
cost reporting period, not including beds 
assigned to newborns, custodial care, 
and excluded distinct part units, and 
dividing that number by the number of 
days in the cost reporting period.

For determining whether at least 60 
percent of the hospital's inpatient days 
or discharges were attributable to 
Medicare Part A beneficiaries, we 
provided that days and discharges are 
counted from the hospital’s 12-month or 
longer cost reporting period that ended 
on or after September 30,1987 and 
before September 30,1988. Only days 
and discharges from acute care inpatient 
hospital stays in the area of the hospital 
subject to the prospective payment 
system are included.

If the hospital’s last cost reporting 
period ending before September 30,1988 
is for a period that is less than 12

months, we provided that days and 
discharges are to be counted for the 
hospital’s most recent 12-month or 
longer cost reporting period ending 
before the short period report. We also 
provided that days and discharges from 
swing beds are counted if the discharges 
were for acute care inpatient hospital 
stays. The Medicare count of days and 
discharges include only those days and 
inpatient stays for which benefits were 
payable under part A.

To not disadvantage hospitals that 
receive payment from a health 
maintenance organization (HMO) or a 
competitive medical plan (CMP) for 
inpatient care provided to Medicare part 
A beneficiaries enrolled with the HMO 
or CMP, we provided that the days and 
discharges for those stays are counted. 
These days and discharges do not 
appear on the hospital’s cost report as 
Medicare days and discharges. Thus, the 
hospital should notify its intermediary 
and provide documentary evidence to 
support the number of days and 
discharges attributable to Medicare 
HMO or CMP enrollees that should be 
included in the intermediary’s 
determination of the hospital’s Medicare 
utilization.

As set forth in section 1886(d) (5) (G)(i) 
of the Act, hospitals meeting the above 
criteria are paid using the same 
methodology applicable to SCHs, that is, 
based on whichever of the following 
rates yields the greatest aggregate 
payment for the cost reporting period:

• The national Federal rate applicable 
to the hospital;

• The updated hospital-specific rate 
using FY 1982 cost per discharge; or

• The updated hospital-specific rate 
using FY 1987 cost per discharge.

We explained that hospitals do not 
need to take any action to qualify for 
this adjustment because the fiscal 
intermediary will determine for each 
cost reporting period which hospitals 
meet the criteria to qualify as MDHs 
prior to the start of the hospital’s first 
cost reporting period beginning on or 
after April 1,1990. In addition, the 
intermediary determines for each cost 
reporting period which of the payment 
options yields the highest rate of 
payment to a hospital that qualifies as 
an MDH in the same manner as 
described above for SCHS.

At the time the year-end settlement is 
made for purposes of determining which 
of the three payment rates yielded the 
highest payment to the hospital, an 
MDH’8 cost report is also reviewed to 
ensure that it meets all the qualifying 
criteria, that is, that it is located in a 
rural area, that its bed count for the cost 
reporting period was 100 or fewer beds, 
and that it did not qualify as an SCH at

the same time that it was receiving 
payments as an MDH.

For purposes of counting beds, the 
most recently submitted cost report is 
used by the fiscal intermediary to 
determine whether a hospital meets this 
criterion provisionally. A final 
determination is made each year based 
on its average number of beds during 
the cost reporting period. If a hospital’s 
number of beds has changed since its 
most recent cost report was submitted 
and it believes it meets the criteria to 
qualify for this adjustment, the hospital 
must notify its intermediary and submit 
documentary evidence that its bed count 
is not above 100 beds.

As discussed above, we provided that 
the intermediary uses the hospital’s FY 
1987 cost report to determine if it meets 
the 60 percent Medicare dependency 
requirement on the basis of either days 
or discharges. If a hospital believes that 
the data in its cost report does not 
accurately reflect its Medicare 
utilization, it must notify its 
intermediary and submit verifiable 
documentation to prove that it meets the 
60 percent Medicare-patient utilization 
requirement.

Whether the intermediary determines 
a hospital’s classification as an MDH 
based on its own data or after a 
hospital’s request, the classification is 
effective with the start of the cost 
reporting period in which the hospital 
first meets all the qualifying criteria 
effective with the first cost reporting 
period that begins on or after April 1, 
1990.

Each MDH will be informed of its FY 
1987-based hospital-specific rate within 
180 days after it qualifies as an MDH. 
That is, any hospital that the 
intermediary identifies as qualifying for 
MDH status will be notified of its 
hospital-specific rate within 180 days 
after the start of its cost reporting period 
beginning on or after April 1,1990. 
However, any hospital that is identified 
as an MDH by the intermediary after the 
start of its cost reporting period will be 
notified of its hospital-specific rate 
within 180 days after the intermediary 
determines that it meets the qualifying 
criteria.

Since we implemented the provisions 
of sections 1886(d)(5) (D) and (G) 
concerning the special payment 
provisions for SCHs and MDHs, we 
have discovered a special circumstance 
that should be taken into account in 
calculating the FY 1987 hospital-specific 
rate for these hospitals. Effective with 
cost reporting periods beginning on or 
after October 1,1987, distinct part 
alcohol/drug units were no longer 
excluded from the prospective payment
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system. Therefore, the costs associated 
with such a unit would not be included 
in an SCH's or MDH’s inpatient 
operating costs for its FY 1987 cost 
reporting period, but would be included 
in those costs for all succeeding cost 
reporting periods.

So that an SCH or MDH that had an 
excluded alcohol/drug unit during its FY 
1987 cost reporting period will not be 
disadvantaged, we will allow such a 
hospital to receive an adjustment to its 
FY 1987 hospital-specific rate to account 
for the operating costs associated with 
that distinct part unit when it was made 
subject to the prospective payment 
system as part of the SCH or MDH. 
Hospitals that believe they should 
receive this adjustment should contact 
their fiscal intermediary.

Comment: We received many 
comments regarding how swing bed 
days should be counted in d etermining 
whether a hospital was at least 60 
percent Medicare-dependent during its 
cost reporting period that began during 
FY 1987. Several commenters noted that 
although the preamble to the April 20, 
1990 final rule with comment period 
stated that days and discharges from 
swing beds will be counted if the 
discharges were for acute care inpatient 
hospital stays, the regulations text at 
§ 412.108(a)(2) stated that for purpose of 
determining a hospital’s status, “only 
days and discharges from acute care 
impatient stays are counted, including 
days and discharges from swing beds." 
Some commenters concluded that the 
language of the regulation implied that 
days and discharge from a skilled 
nursing facility (SNF) level of care could 
be counted in determining Medicare 
dependency.

Response: The word “hospital” was 
inadvertently omitted in preparing the 
regulations text. Under Medicare, there 
are two types of covered care that can 
be provided in a swing bed: acute 
inpatient hospital care and SNF care. 
Only days and discharges for acute 
inpatient hospital care are to be counted 
in determining whether a hospital was 
at least 60 percent Medicare-dependent 
during its cost reporting period 
beginning during FY 1987. SNF days and 
discharges are not to be included in the 
count. Hie MDH provision applies to 
hospital services only and we do not 
believe it would be equitable to include 
other than acute inpatient hospital 
services in determining whether a 
hospital qualifies for the provision. We 
have revised § 412.108(a)(2) to clarify 
our policy.

Comment: Several commenters asked 
whether days and discharges for 
Medicare beneficiaries could be 
included in determining Medicare-

dependency where the care would have 
been covered by Medicare, except that 
Medicare was the secondary payor and 
the primary payor paid for die entire 
stay. W e were asked specifically about 
how to treat veterans benefits and 
automobile accident policy payments. In 
addition, we were asked if part A 
benefits had been exhausted, could part 
B-only stays be counted, and whether 
patient transfers could be counted as 
discharges.

Response: Section
1886(d)(5)(G)(iii)(IV) of the Act states 
that Medicare-dependency is measured 
by whether “not less than 60 percent of 
its inpatient days or discharges during 
the cost reporting period beginning in 
fiscal year 1987 were attributable to 
inpatients entitled to benefits under part
A.” The scope of benefits to which an 
individual is entitled to payment under 
part A set forth in section 1812 of the 
Act with respect to inpatient hospital 
services, are limited to 90 days during 
each benefit period. An additional 
lifetime reserve of 60 days may be 
drawn upon when an individual exceeds 
90 days in a benefit period. Entitlement 
to payment under part A ceases after 
the beneficiary has used 90 days in a 
benefit period and has either exhausted 
the lifetime reserve days or elected not 
to use available lifetime reserve days.

The secondary payment provisions 
under section 1862(b) of the Act do not 
affect an individual’s entitlement to part 
A benefits but rather the amount of 
payment that will be made by Medicare 
for services furnished to a beneficiary. 
The Medicare payment amount can 
range all the way from zero up to the full 
DRG amount, depending upon the 
primary payer’s payment. However, 
while Medicare’s payment (and the days 
of utilization counted for benefit period 
purposes) may be proportionately less 
than they would be if Medicare were the 
primary payer, the beneficiary is still 
entitled to Medicare benefits, and the 
services furnished to him or her, which 
are covered under section 1812 of the 
Act. Therefore, we believe the days and 
discharges from such a stay should be 
included in determining a hospital’s 
Medicare dependency for 1987.

We do not believe days and 
discharges for part B—only stays should 
be counted. Again, for the MDH 
provision, section 1886(d)(5)(G)(iii)(IV) 
of the Act states that Medicare 
dependency is limited to consideration 
of those inpatients entitled to part A 
benefits. Since patients who have 
exhausted their part A benefits are no 
longer entitled to payment under part A, 
we do not believe such stays should be 
counted. Of course, if the patient was a 
hospital inpatient at a prospective

payment hospital at the time part A 
benefits were exhausted, that stay is 
covered and will count as one discharge. 
If the benefits are exhausted prior to the 
stay going into outlier status, all the 
days of the stay are covered and 
counted. If the benefits are exhausted 
during the outlier portion of the stay, 
only those days prior to exhaustion of 
the part A benefit are counted.

Under § 412.4, a transfer to another 
acute care hospital is not considered a 
discharge for DRG payment purposes. 
However, for other purposes, a 
discharge is defined as the formal 
release of a patient, including death, but 
excluding newborns and patients who 
are dead on arrival. For purposes of 
determining whether a hospital was at 
least 60 percent Medicare-dependent, 
we believe a patient transfer should be 
counted as a discharge regardless of 
whether the patient was transferred to 
another acute care hospital, to an area 
of the hospital not covered under the 
prospective payment system, or to a less 
intense level of care. Hie days for the 
acute care inpatient hospital portion of 
the stay should also, of course, be 
counted in calculating a hospital’s 
Medicare-dependency based on days. 
The definition of discharges for 
purposes of the 60-percent Medicare- 
dependency test is consistent with our 
definition of discharges for cost 
reporting purposes and for purposes of 
determining the hospital-specific rate.
We note that the April 20,1990 final rule 
with comment period did not explicitly 
discuss how transfers will be counted in 
determining the FY 1987 base period 
cost per discharge. As was the case with 
the determination of the FY 1982 base 
period cost per discharge, all transfers 
will count as discharges in calculating 
the hospital’s FY 1987 Medicare 
allowable cost per discharge. We are 
clarifying § 412.75(b) to indicate that a 
transfer will count as a discharge in 
calculating the hospital’s base period 
cost per discharge. A similar change has 
been made in § 412.108(a)(2) for 
purposes of determining whether the 
hospital meets the 60-percent Medicare 
dependency test.

Com m ent One commenter suggested 
that a fiscal intermediary can more 
easily identify HMO and CMP enrollees 
than can a hospital and the commenter 
recommended that for purposes of 
identifying days and discharges for 
these beneficiaries for MDH purposes, 
the intermediary should be responsible 
for automatically including days and 
discharges in its calculations.

Response: We do not agree that 
identification of HMO and CMP 
enrollees should be the responsibility of
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the fiscal intermediary. Prior to 
December 1,1987, hospitals were not 
required to submit bills for inpatient 
services furnished to Medicare 
beneficiaries who were enrolled in an 
HMO, therefore, no data are available 
on the days and discharges attributable 
to such beneficiaries for portions of FY 
1987 cost reporting periods occurring 
before December 1,1987. Although 
hospitals have submitted no-pay bills 
for Medicare beneficiaries who are 
HMO enrollees since December 1,1987, 
information on these beneficiaries is not 
retained separatefy in intermediary 
records from other no-pay bills. The 
intermediary would need die 
beneficiary’s  health insurance claim 
number in order to be able to identify an 
HMO enrollee. Consequently, the 
hospital is generally in a better position 
to identify HMO and CMP enrollees 
than die intermediary. However, if  a 
particular hospital is experiencing 
difficulty in identifying the appropriate 
cases and believes the identification of 
such enrollees would have an effect on 
its MDH status, it may contact its 
intermediary to determine if  the 
intermediary can provide assistance to 
die hospital.

Comment: Section
1886(d)(5){G)(iii)(IV) of the Act defined 
an MDH as a  hospital that among other 
criteria was at least 60 percent 
Medicare-dependent, by days or 
discharges, “* * * during the cost 
reporting period beginning In  fisca l year 
1987 * * *” [Emphasis added.) The 
regulation at § 412.108[a)(iii) stated that 
the 80 percent Medicare-dependency 
must have been for the “* * * hospital’s 
12 month or longer cost reporting period 
ending on or after September 30,1987 
and before September 30, T988 * * A 
commenter asked whether a  hospital 
that had a shorter or a longer cost 
reporting period that began during FY 
1987 but that did not end after 
September 30,1987 and before 
September 30,1988 could be considered 
eligible for die MDH provision. The 
commenter also asked whether the same 
shorter or longer period cost report 
could be used to calculate die FY 1987 
hospital-specific amount

Response:  We recognize that the 
definition given in the regulation could 
cause some difficulty for hospitals that 
may have changed the end of their fiscal 
year or may have closed and reopened 
during die period in question. For this 
reason, we are expanding our definition 
somewhat. If a hospital does not have a 
12-month cost reporting period ending 
on or a f t»  September 30,1987 and 
before September 30,1988, then the 
fiscal intermediary should determine if

the hospital had a  cost reporting period 
that began during FY 1987. This revision 
in the definition may permit a hospital 
to qualify for MDH status that would 
have been denied under our prior 
definition.

If  the cost reporting period beginning 
in FY 1987 is for less than 12 months, the 
intermediary must “back up” to the most 
recent 12-month period ending prior to 
the short cost reporting period to 
determine both Medicare-dependency 
and the bare period for calculating the 
hospital specific amount If  the cost 
reporting period beginning in FY 1987 is 
for more than 12 months, this period 
should be used to determine whether the 
hospital meets the Medicare- 
dependency criterion and in calculating 
the highest of the three possible 
payment amounts. This policy will also 
be applied to calculating the FY 1987 
hospital-specific rate for an SCH.

Comment: One commenter suggested 
that we revise § 412.75(f) to clarify die 
appeals process for determinations of 
the hospital-specific rate based on die 
FY 1987 base period. The commenter 
also took issue with the provision that a 
hospital’s FY 1987 hospital-specific rate 
would be modified if  certain revisions 
were made to the hospital’s “base- 
period notice of amount of program 
reimbursement (NPR).'” The commenter 
believes that the reference to die NPR is 
inappropriate since, for FY 1987, SCHs 
and MDHs were not paid for inpatient 
operating costs on a  reasonable cost 
basis and their base-period costs will 
not be based on an NPR determination.

Response: We agree that dm process 
for appealing intermediary 
determinations of the hospital-specific 
rate needs to be clarified, and we are 
amending the regulations to provide 
specific authorization for such appeals 
in § 412.75. This regulation now provides 
that a determination of a  hospital's 
hospital-specific rate will be treated as a 
final intermediary determination of the 
amount of program reimbursement for 
purposes of the administrative and 
judicial review provisions set forth in 
subpart R of part 405.

We disagree, however, that the 
regulations need not also take into 
account changes to die base-period 
notice of amount of program 
reimbursement that result from 
administrative and judicial review. The 
commenter correctly noted that the FY 
1987 notice of amount of program 
reimbursement for SCHs and MDHs did 
not determine allowable inpatient 
operating costs on a  reasonable cost 
basis. However, this does not mean that 
revisions to or appeals o f the base- 
period notice of program reimbursement

will have no impact on the 
determination of base-period inpatient 
operating exists. For example, the 
determination of base-period inpatient 
operating costs could be affected by the 
same circumstances that cause a 
revision in the intermediary’s 
determination of allowable outpatient 
costs. For this reason, we are providing 
in § 412.75(g) that a hospital’s  hospital- 
specific rate for FY 1987 will be revised 
to reflect not only any modifications 
resulting from administrative and 
judicial review of the hospital-specific 
rate determination, but also increases or 
decreases in costs recognized as 
allowable for the hospital’s base period 
as a result of administrative or judicial 
review of the base-period notice of 
amount of program reimbursement.

Comment: One commenter requested 
certain protections to avoid the 
possibility of error in a fiscal 
intermediary’s initial determination of 
which of the three payment rates yields 
the highest aggregate payment for an 
SCH or MDH. The commenter was 
concerned that if an intermediary used 
an inappropriate estimating method or 
made a calculation error in determining 
the most advantageous rate, the hospital 
would have to wait a  substantial period 
of time, and perhaps incur serious cash 
flow problems, before any final 
settlement or réévaluation of the 
aggregate rate determinations would be 
made. Accordingly, the commenter 
suggested the fiscal intermediaries be 
required to furnish each SCH and MDH 
a copy of the calculations used to make 
the initial determination of the highest 
aggregate payment amount, as well as a 
copy of the calculations used to 
determine the final payment amount 
The commenter also suggested that the 
intermediary be required to take into 
account any additional information the 
hospital may provide and to consider an 
interim adjustment prior to the end of 
the cost reporting period if additional 
data result in more favorable payment 
for the hospital.

Response: We believe current 
program practices already meet the 
commenter’« concern. For interim 
payment purposes, it is not necessary to 
estimate aggregate payments over the 
cost reporting period. Payments will 
continue to be made on an individual 
bill basis; therefore, it is necessary only 
to determine which of the three rates 
(that is. the 1982 hospital-specific rate, 
the 1987 hospital-specific rate, or the 
Federal rate) is likely to result in the 
highest payment. This determination is 
made by the PRICER program used to 
pay Medicare bills. All bills will be 
priced based on the Federal rate. In
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addition, if PRICER determines that the 
hospital-specific rate would yield, on 
average, a higher payment, an add-on 
payment will be made for each 
discharge based on the estimated 
difference between the higher hospital- 
specific rate and the average Federal 
payment for that DRG.

Determining which of the two 
hospital-specific rates yields the higher 
aggregate payment amount is fairly 
straightforward. If a hospital is 
dissatisfied with the intermediary’s 
determination of the F Y 1987 hospital- 
specific rate, it may appeal that 
determination upon receipt of the notice 
of the rate, as discussed in the response 
to the immediately preceding comment.

The more difficult comparison is 
between the higher hospital-specific rate 
and the Federal rate. The difficulty is 
that aggregate Federal payments are 
affected by a number of factors that 
cannot be determined precisely in 
advance, such as the amount of outlier 
payments, the disproportionate share 
adjustment, and the indirect medical 
education adjustment. However, as 
explained in the April 20,1990 final rule 
with comment period, interim payment 
will automatically be made at the 
highest rate using the best data 
available. As with all interim payments, 
the hospital will be permitted to submit 
any additional data that it believes 
might affect the estimate of its Federal 
rate. These data could include updated 
information for purposes of estimating 
the indirect teaching or disproportionate 
share factors. PRICER uses the rural 
national average outlier experience to 
estimate average outlier payments, 
which we believe is an adequate 
estimate for interim payment purposes. 
Final settlement will take into account 
actual outlier payments.

A hospital has the necessary 
information to estimate its average 
Federal rate. The formula for doing so is 
as follows:

1. Multiply the labor-related portion of 
the standardized amount by the 
applicable wage index and add the 
product to the nonlabor-related portion 
of the standardized amount.

2. Multiply the amount determined in 
Step 1 by the sum of 1 plus the 
applicable indirect teaching adjustment 
factor and the disproportionate share 
adjustment factor.

3. For discharges occurring on or after 
October 1,1990, multiply the amount 
determined in Step 2 by 1.02315 to 
determine the estimated average 
Federal rate including outlier payments. 
(For discharges occurring before 
October 1,1990, the factor is 1.02197).

4. If the hospital-specific rate is higher 
than the estimated average Federal rate

determined in Step 3, determine the 
difference. To determine the add-on for 
a specific case, multiply the difference 
by the DRG weight for the case.

We do not believe it is necessary to 
require an intermediary to issue these 
calculations routinely to each hospital. 
Finally, if, based on the submission of 
additional information or the 
identification of a calculation error, the 
determination of the highest aggregate 
payment is determined to be incorrect, 
the intermediary should adjust 
payments as soon as possible without 
waiting until final settlement of the 
hospital’s cost report. This is consistent 
with our general policy for adjusting 
interim payments.

C. Recognition of Nursing School Costs 
(§§ 412.113(b) and 413.85)

1. Background
Medicare has historically paid a share 

of the net cost of approved medical 
education activities. Regulations 
concerning Medicare payment for 
nursing and allied health educational 
costs are located at § § 412.113(b) and 
413.85. Section 413.85(b) defines 
approved educational activities as 
formally organized or planned programs 
of study usually engaged in by providers 
in order to enhance the quality of 
patient care in an institution. Under 
§ 413.85(e), approved medical education 
activities include training programs for 
nurses.

Section 413.85(a) specifies that the 
allowable cost of approved educational 
activities is the net cost, which is 
determined by deducting tuition 
revenues from total costs. The net costs 
incurred for classroom and clinical 
training in an approved nursing 
education program operated by the 
provider are included within the 
definition of allowable medical 
education costs. Under sections 1886
(a)(4) and (d)(1)(A) of the Act and 
§ 412.113(b) of the regulations, the costs 
of approved medical education activities 
are excluded from the definition of 
operating costs and, in the case of 
approved nursing education programs 
operated by the provider, are paid on a 
reasonable cost basis.

Section 413.85 excludes costs incurred 
for nonprovider-operated programs from 
the definition of the approved medical 
education activities. The costs incurred 
by a hospital to support a nonprovider- 
operated nursing education program, to 
the extent they are allowable, are 
considered normal operating costs and 
are included in the DRG payment for 
inpatient services and are paid on a 
reasonable cost basis for outpatient 
services.

The allowable costs of nonprovider- 
operated nursing education programs 
are defined in chapter 4 of the Provider 
Reimbursement Manual (HCFA Pub. 15- 
1). Under our current policy, costs 
incurred by the hospital for clinical 
training at the hospital that relate to 
care of the hospital’s patients are 
allowable. In cases in which classroom 
training occurs at the hospital, costs 
incurred by the hospital are allowable 
if—

• The hospital’s support does not 
constitute a redistribution of 
nonprovider costs to the hospital;

• The hospital is receiving a benefit 
for the support it furnishes; and

• The hospital’s support is less than 
the cost the hospital would be expected 
to incur with a program of its own.

2. Section 6205 of Public Law 101-239

Section 6205(a) of Public Law 101-239 
created a new temporary category of 
“hospital-based nursing schools” in 
addition to those recognized under 
§§ 412.113(b) and 413.85. Gosts incurred 
by hospitals for training nursing 
students enrolled in these schools are to 
be paid on the basis of reasonable cost 
as though the hospital met the criteria at 
§ 413.85. As specified in section 
6205(a)(1)(A) of Public Law 101-239, 
costs incurred by a “hospital-based 
nursing school” will qualify under this 
provision—

"* * * if, before June 15,1989, and 
thereafter, the hospital demonstrates that for 
each year, it incurs at least 50 percent of the 
costs of training nursing students at such 
school, the nursing school and the hospital 
share some common board members, and all 
instruction is. provided at the hospital or, if in 
another building, a building on the immediate 
grounds of the hospital.”

We provided that to meet the first 
criterion, the hospital must incur at least 
50 percent of the total costs, that is, the 
costs before deduction of tuition 
revenues, incurred for classroom and 
clinical training provided to students 
enrolled in an approved nursing 
education program at the hospital-based 
nursing school. This includes programs 
in both professional and practical 
nursing that are approved by the 
appropriate approving body under 
§ 413.85(e). We note that approved 
allied health education programs are not 
included in this provision. Moreover, we 
provided that a hospital would not be 
considered to be incurring costs through 
payments to an educational institution 
for training of students.

Neither section 6205 of Public Law 
101-239 nor the Committee Report (H.R. 
Rep. No. 386,101st Cong., 1st Sess.
(1989)) that accompanied Public Law
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101-239 elaborates on the second 
criterion, that the nursing school and the 
hospital share some common board 
members. We provided that we consider 
this requirement to be met if at least 50 
percent o f the board with fewer 
members (either the hospital or the 
nursing school] are also members of the 
board of the other entity, regardless of 
the number of members of the larger 
board.

The third criterion, that all instruction 
be provided at, or on the immediate 
grounds of, the hospital is clarified in 
the Conference Committee Report (H.R. 
Rep. No. 386, 101st Cong., 1st Sess. 669 
(1969]]. The report states that a  program 
complies with this requirement 
“* * * only if  this instruction occurs on 
the hospital campus, not on the campus 
of an institution with which the hospital 
is affiliated1" (Emphasis added.] In 
instances where the hospital is 
contiguous to, or within, the campus of 
an educational institution, this criterion 
will be considered to be met only if the 
instruction is provided at the hospital.

Section 6205(b)(2)(A) of Public Law 
101-239 requires that the Secretary issue 
proposed regulations before July 1,1990 
that specify—

• The relationship required between 
an approved nursing education or allied 
health education program and a  hospital 
for the program's costs to be attributed 
to the hospital;

• The types o f costs related to nursing 
or allied health education programs1;

• The distinction between costs of 
approved educational activities paid on 
the basis of reasonable cost ami 
educational costs treated as operating 
costs of inpatient hospital services; and

• The treatment of other funding 
sources for the program.

Section 6205(b)(2)(B) of Public Law 
101-239 provides that the final rule w ill, 
not be effective before October 1,1990, 
or 30 days after publication of the final 
rule in the Federal Register, whichever 
is later.

In addition, section 6205(b)(2)(A) of 
Public Law 101-239 provides that during 
the period after December 18,1989 and 
before October L 1990, there is to be no 
recoupment of overpayments 
attributable to nursing and allied health 
costs that have been reported as 
allowable medical education costs 
payable on a reasonable cost basis and 
later have been determined to not meet 
the definition of these costs. W e have 
issued program instructions to our 
intermediaries to implement this 
provision.

Section 6205(a)(2) Public Law 101-239 
states that the new "hospital-based 
nursing school’’ provision applies to cost 
reporting periods beginning on and after

enactment and “*  * * on or before the 
date on which the Secretary issues 
regulations pursuant to subsection
(b)(2)(A) (section 6205(b)(2)(A) of Public 
Law 101-239).” in citing section 6205 
(b)(2)(A), section 6205(a)(2) of Public 
Law 101-239 presents us with a logical 
inconsistency.
Subparagraphs (A) and (B) of section 
6205(b)(2), taken together, make it dear 
that the regulations referred to in 
section 8205(b)(2)(A) are proposed 
regulations, to be issued before July 1, 
1990, and to be followed by a  80-day 
comment period. Hie final regulations 
(to which, it is assumed, the term 
‘‘regulations’’ in section 6205(a)(2) of 
Public Law 101-239 refers) are to be 
effective no earlier than October 1,1990. 
In light of the common understanding of 
the term ‘‘regulations", we provided that 
the temporary category of 'hospital- 
based nursing schools” will expire with 
a hospital's first cost reporting period 
beginning on or after the date of the 
final regulations required by section 
6205(b)(2)(B)(iii) of Public Law 101-239 
are issued.

Given the temporary and hnuted 
applicability of section 6205(a) of Public 
Law 101-239, we did not amend the 
codified regulations to reflect the 
implementation of the policies explained 
above.

3. Comments and Responses
Two commenters are concerned with 

our interpretation of section 6205(a) of 
Public Law 101-239 concerning the 
recognition of costs of approved nursing 
education and allied health education 
programs not operated directly by a 
hospital to die extent that these policies 
will be incorporated into the regulations 
required under section 6205(b)(2)(B) of 
Public Law 101—239. As noted above, 
section 6205(b)(2)(B) o f Public Law 101- 
239 requires the Secretary to publish 
final regulations to be effective no 
earlier than October 1,1990 that address 
the types of nursing and allied health 
education costs that should be 
considered allowable and which of 
these allowable costs should be treated 
as operating costs and which should be 
treated as pass-through costs and paid 
on a  reasonable cost basis.

We will be publishing the regulations 
required by section 6205(b)(2XA) of 
Public Law 101—239 as a separate 
proposed rule with a 60-day comment 
period. The proposed rule will be 
separate from and not contingent upon 
any of the provisions in this final rule 
concerning hospital-based nursing 
schools. We have addressed the specific 
concerns of those who commented on 
section 6205(b) of Public Law 101-239 as 
well as the other comments we received

on our implementation of the provisions 
of section 6205(a) in the April 20,1990 
final rule with comment.

Com m ent A commenter believes that 
there is no basis in section 6205(a) of 
Public Law 101-239 or its legislative 
history for a requirement that at least 50 
percent of the board with fewer 
members (either the hospital or the 
nursing school) be members of the board 
of the other entity. The commenter 
noted that the law provides that the 
hospital and nursing school share 
“some" common board members. The 
commenter died Webster’s dictionary, 
in which “some” is defined as “being at 
least one * * which the commenter 
believes should be the minimum 
requirement for overlapping board 
membership. Another commenter’s 
experience is that the 50 percent 
requirement is much too onerous. The 
commenter believes that it is unrealistic 
to expect that the governing bodies of 
two large organizations will have such a 
substantial overlap. Other commenters 
suggested that at least two members or 
30 percent of the «nailer board be the 
minimum requirement.

Response: When writing a rule to 
implement a statutory provision, we first 
look to the legislative history for 
clarification of provisions in the statute. 
In this case, the Conference Committee 
Report that accompanied Public La w 
101—239 is silent on the issue of what the 
Congress meant by “some." The 
definition of “some" cited by one of the 
commenters is one of three definitions of 
the word "some", as an amount or 
quantity, m Webster’s dictionary. 
However, the other two definitions have 
in common a definition of “some” as an 
unspecified number or amount. We 
believe that common usage tends much 
more toward this definition, rather than 
that cited by the commenter. Therefore, 
we have not accepted the comment that 
“some” should be defined as "at least 
one".

In the absence of any specific 
explanation of Congressional intent, we 
look to the overall language of a 
statutory provision for a  common-sense 
explanation of a specific requirement. In 
this case, the other two criteria for a 
hospital-based nursing school are that 
all instruction be provided at the 
hospital and that the hospital incur at 
least 50 percent of the school’s co st In 
using the word “some” for the board 
overlap requirement, we concluded that 
the Congress intended that there be an 
appreciable overlap between board 
members. In most situations, we believe 
that our policy that at least SO percent of 
the board with fewer members must
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also be members of the other board is a 
reasonable standard.

For example, if a nursing school has 
an 8-member board and a hospital has a 
30-member board, this criterion would 
be met if 4 members of the nursing 
school’s board were also members of 
the hospital’s board. Thus, less than 14 
percent of the larger board would 
consist of members of the smaller board.

At the same time, we recognize that if 
both boards are large, there may be 
situations where the 50 percent standard 
would not be reasonable in determining 
whether the board membership criterion 
are met. Therefore, we are modifying 
our policy to provide that the lesser of 4 
board members or 50 percent of the 
members of the smaller board must be 
common board members.

Comment: One commenter stated that, 
in determining whether a hospital-based 
nursing school meets the common board 
membership criterion, HCFA should 
recognize overlapping board 
membership between a nursing school 
and a corporate parent organization of 
the hospital, since this organization 
owns or controls the hospital.

Response: We do not believe that we 
should revise the policy as proposed by 
the commenter. Section 6205(a)(1)(A) of 
Pub. L. 101-239 clearly requires that the 
hospital share some common board 
members with the nursing school. 
Moreover, our policy is consistent with 
other aspects of the Medicare program. 
For example, in determining whether a 
nursing education program is provider- 
operated, we look to whether the 
hospital actually operates the program.
If the program is operated by a parent 
corporation rather than the hospital, we 
do not consider the program to be 
provider-operated.

Comment: Two commenters stated 
that it is unreasonable to require that 
the hospital incur 50 percent or more of 
the total costs of the nursing program; 
that is, the costs before deduction of 
tuition revenues. The commenters also 
suggested that support payments made 
by the hospital to the nursing school 
should be recognized in applying the 50 
percent test. The commenters believe 
that the requirement that the hospital 
directly incur 50 percent of the total cost 
unnecessarily interferes with the 
administration of the nursing school by 
requiring that, for example, more faculty 
be salaried by the hospital than by the 
school, or that more of the facility costs 
be paid by the hospital than by the 
school so the costs are directly incurred 
by the hospital. Thus, this policy also 
interferes with the school’s ability to 
demonstrate that it operates as a 
separate corporation under its own 
governing authority as required by

certain accrediting organizations. The 
commenters suggest that a payment by 
the hospital equal to at least 50 percent 
of the net cost of the program should be 
sufficient to satisfy the support 
requirement.

Response: We agree with the 
commenter that the requirement should 
be 50 percent of the net costs rather than 
total costs and that payments to the 
nursing school should be recognized in 
applying the criterion. Program policy 
has been to recognize the net cost of 
educational activities for Medicare 
payment purposes. Net cost is defined 
as total cost less tuition revenues.

There are probably few situations 
where the use of net cost rather than 
total costs would make any difference. 
This is because the tuition offset should 
ordinarily be proportional to the costs 
incurred by each entity. We recognize, 
however, that there may be situations in 
which a proportional offset would not 
be appropriate. For example, a nursing 
education program’s established policy 
could be that students pay tuition while 
in the classroom education portion of 
the program at a college. When the 
students move to the clinical education 
portion of the program at the hospital, 
they may pay no tuition or a reduced 
tuition amount or are paid a stipend, or 
both. In such situations, a proportional 
offset of tuition income would not be 
appropriate.

To accommodate these situations, we 
are revising our policy to provide that 
the hospital must incur 50 percent of the 
net cost of the nursing education 
program. If the hospital supports the 
nursing education program in cash 
rather than in kind, the payments to the 
nursing school are allowable costs if the 
hospital’s support does not constitute a 
redistribution of the nonprovider’s costs 
to the hospital, and the support is less 
than the provider would incur in running 
its own program. If the costs are 
allowable, they are included in the 
hospital’s costs for purposes of the 50 
percent test. The hospital must furnish 
auditable documentation that the 
hospital incurs, either in cash or in kind, 
50 percent of the net cost of the nursing 
education program. A full costing 
methodology, such as that provided for 
in the latest version of A Cost 
Accounting Handbook for College and 
Universities published by the National 
Association of College and University 
Business Officers or in OMB Circular A - 
21, Cost Principles for Educational 
Institutions, should be used to determine 
the cost to the college for the nursing 
school.

Comment: One commenter was 
concerned that a nursing school's use of 
a building on the hospital’s grounds that

the nursing school leases from the 
hospital could lead to a determination 
that instruction is not taking place at the 
hospital because the leased building is 
not part of the licensed hospital facility.

Response: If the leased building were 
on the hospital grounds, the requirement 
that all instruction is provided at, or on 
the immediate grounds of, the hospital 
would be met. To clarify the point for 
this commenter, if a nursing school 
leases a building on the hospital grounds 
to be used for classroom instruction of 
nursing students, we would consider the 
instruction to be taking place on the 
immediate grounds of the hospital. The 
hospital’s capital-related and operating 
costs associated with the leased 
building are reduced by the amount of 
lease income.

In summary, for hospital cost 
reporting periods beginning on and after 
December 19,1989, a hospital may claim 
as pass-through costs the costs incurred 
in training students from a nursing 
school that meet all of the following four 
criteria:

(i) The hospital incurs at least 50 
percent of the net costs, that is, the costs 
after a deduction of tuition revenues 
incurred for classroom and clinical 
training provided to students enrolled in 
an approved nursing education program 
at the hospital-based nursing school.
This would include programs in both 
professional and practical nursing that 
are approved by die appropriate 
approving body under § 413.85(e).

(ii) At least 50 percent of the board of 
directors with fewer members (either the 
hospital or the nursing school) or 4 
members, whichever results in a smaller 
number, are also members of the board 
of the other entity, regardless of the 
number of members of the larger board.

(iii) All instruction is provided at, or 
on the immediate grounds of, the 
hospital. In instances where the hospital 
campus is contiguous to, or within, the 
campus of an educational institution, 
this criterion will be considered to be 
met only if the instruction is provided at 
the hospital.

(iv) The preceding three criteria were 
met on June 15,1989, and have been met 
continuously since that date.

D. Payments for Hem ophilia Inpatients 
(§412.115)

Hemophilia, a blood disorder 
characterized by prolonged coagulation 
time, is caused by an inherited 
deficiency of a factor in plasma 
necessary for blood to clot. Hemophilia 
is considered to encompass the 
following conditions: Factor VIII 
deficiency (classical hemophilia); Factor 
IX deficiency (also termed plasma
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thromboplastin component (PTC) or 
Christmas factor deficiency); and Von 
Willebrand’s disease. The most common 
factors required by hemophiliacs to 
increase coagulation are Factor VIII and 
Factor IX; a small number of 
hemophiliacs have developed inhibitors 
to these factors and require special 
treatment.

In late 1989, ProPAC completed a 
study entitled “The Adequacy of 
Prospective Payment for Medicare 
Beneficiaries with Hemophilia.” ProPAC 
determined that hemophilia patients 
were distributed across several DRGs 
and that patients with hemophilia had 
higher inpatient operating costs than 
other patients. However, while 
payments under the prospective 
payment system for these cases were 
slightly higher, the relative payment to 
cost ratios were lower. On October 2, 
1989, ProPAC recommended to Congress 
implementation of a prospectively 
determined add-on payment for patients 
requiring the clotting factor, and that 
this payment should be determined on a 
per unit basis, based on a weighted 
average of the types of clotting factor 
available.

In response to ProPAC’s 
recommendations and growing concern 
about increasing hospital costs for 
treating hemophiliacs, Congress enacted 
section 6011 of Public Law 101-239. That 
section amended section 1886(a)(4) of 
the Act to provide that prospective 
payment hospitals receive an additional 
payment for the costs of administering 
blood clotting factor to hemophiliacs 
who are hospital inpatients. The 
payment is to be based on a 
predetermined price per unit of the 
clotting factor multiplied by the number 
of units provided. Under section 
1886(a)(4) of the Act, this add-on 
payment is effective for blood clotting 
factor furnished on or after June 19,1990 
and before December 19,1991. In 
addition, section 6011 of Public Law 
101-239, requires HCFA and ProPAC to 
develop and submit to Congress 
recommendations on how to pay for 
blood clotting factor. These 
recommendations are due not later than 
June 19,1991.

We established a price per unit of 
clotting factor based on the latest (1990) 
price listing available from the Drug 
Topics Red Book, the publication of 
pharmaceutical average wholesale 
prices. We set three separate add-on 
amounts, one for each of the three basic 
types of clotting factor because a 
comparison of the wholesale prices for 
the different types of clotting factor (that 
is, Factor VIII, Factor IX, and the other 
factors which are given to those patients

with inhibitors to Factors VIII and IX 
(designated as Anti-inhibitors in this 
document)) reveals great variations 
among the three types. The Factor IX 
products are priced much lower than the 
Factor VIII products, and the special 
Anti-inhibitor factors are priced higher 
than both of the other factors. Therefore, 
we determined that it is more equitable 
to set an add-on payment amount for 
each type of blood clotting factor.

The add-on payment amount for each 
of the three types of factor was based on 
the median average wholesale price of 
the several products available in that 
category of factor. However, since we 
are aware that hospitals are generally 
able to negotiate direct selling prices 
with the various drug companies that 
are lower than the wholesale prices 
listed in the Drug Topics Red Book, we 
discounted the average wholesale prices 
by 15 percent before calculating the 
median price. This 15 percent discount 
was based on the results of a study 
conducted by the Department’s Office of 
Inspector General (OIG) entitled “Use of 
Average Wholesale Prices in 
Reimbursing Pharmacies Participating in 
Medicaid and the Medicare Prescription 
Drug Program” (Report No. A -06-89- 
00037, October 3,1989). The OIG 
determined that the average wholesale 
price of a drug is heavily discounted in 
direct sales and that current data show 
that this discount averages 15.5 percent. 
In addition, the OIG report states that 
the average wholesale price is not a 
meaningful payment level, and it should 
not be used for making payment for 
drugs under Medicare.

Based on information from industry 
representatives, we believe that the 
doting factors are generally available to 
hospitals at or below the add-on 
payment amounts that we established 
for the three types of blood clotting 
factors, which are as follows:
Factor VIII—$.64 per unit
Factor IX—$.26 per unit
Other Hemophilia Clotting Factors (for

example, Anti-inhibitors)— $1.00 per unit

We recognize that the products 
available, and their costs, are changing 
rapidly, with new products entering the 
market and existing products being 
discontinued. Since the market share of 
various products can shift dramatically 
within a short period of time, we believe 
the median price is preferable to a 
weighted average. In the April 20,1990 
final rule with comment, we stated that 
we recognize that changes in the clotting 
factor market may require re-evaluation 
of the add-on payment amount before 
the final rule setting forth the F Y 1991 
prospective payment rates is issued.

We have developed specific codes to 
identify the three types of factor. These 
codes must be included in the bill 
submitted by the hospital in-order to 
receive the add-on payment.
Instructions were issued to Medicare 
intermediaries explaining the codes and 
how to use them (Transmittal No. 1486, 
August 1990). These codes serve to 
identify the causes requiring payment 
for the clotting factor and also permit 
the accumulation of data over time. The 
data will be evaluated in determining 
future payment alternatives.

Comment: A manufacturer of blood 
clotting factors for hemophilia patients 
wrote to inform us about a newly 
developed purified Factor IX. This 
product is currently in the process of 
being approved by the Food and Drug 
Administration (FDA). The 
manufacturer recommended that 
purified Factor IX concentrates be 
classified with blood clotting factor 
products categorized as “Other” and 
reimbursed at $1.00 per unit, as this 
amount more closely approximates their 
production cost than the $.26 per unit 
allowed for other Factor IX products.

Response: At this time, the purified 
factor IX referred to by the commenter 
is still in the process of being approved 
by the FDA. Until approval is final, the 
product will not be licensed and no 
price will be assigned to it. As noted 
above, we stated in the April 20,1990 
final rule with comment period that if 
any new products were approved before 
publication of the FY 1991 prospective 
payment system final rule we would 
recalculate the add-on payment amount 
for blood clotting factors administered 
to hemophilia patients. However, since 
the approval process for this new Factor 
IX product is still in process, no unit 
price has been assigned and we will not 
be able to include it in any category at 
this time, nor will we revise any of the 
add-on amounts.

When this factor does receive final 
approval by the FDA, it will be assigned 
to the appropriate category for payment 
as will any other new FDA-approved 
blood clotting product. We will reassess 
the prices per unit for each of the blood 
clotting factors and any other 
appropriate issues as part of the 
proposed rule for FY 1992 prospective 
payment system changes.

Comment: One commenter objected to 
the application of a 15 percent discount 
to the price per unit for blood clotting 
factors administered to Medicare 
hemophilia inpatients. The commenter 
stated that this JMedicare reduction was 
for the purpose of taking into account 
either incentive discounts or volume 
discounts granted by manufacturers to
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the hospitals. However, because of the 
small volume of blood clotting factor 
purchased by any one hospital, 
manufacturers’ incentive discounts and 
volume discounts do not apply. 
Therefore, the commenter asserts that 
hospitals cannot be expected to 
negotiate discounts for these blood 
clotting factors as they could for other 
types of drugs and that in setting the 
add-on payment amount per unit of 
blood clotting factor, the 15 percent 
discount should be eliminated.

Response: Although the volume of 
hemophiliacs who are hospital 
inpatients is not of the magnitude of a 
variety of other hosptial inpatient 
conditions requiring pharmaceutical 
drugs, utilization of blood clotting 
factors is concentrated in certain 
hospitals. Comprehensive hemophilia 
treatment centers administer the 
majority of these factors. Since we 
believe that the intention of Congress in 
including this special blood clotting 
factor payment provision in section 6011 
of Public Law 101-239 was to protect 
from large losses those hospitals that 
specialize in treating hemophilia 
patients and purchased substantial 
amounts of clotting factor, we conclude 
that it is not inappropriate to 
incorporate a 15 percent discount in 
setting the price of clotting factor.

We also note that, prior to deciding on 
the per unit payment to be added on for 
blood clotting factors administered to 
hemophilia inpatients, we conducted 
extensive consultation with experts in 
the field, including information on price 
availability. Based on the results of 
these consultations, we are confident 
that the payment rates established are 
adequate and equitable.

E. Ceiling on Rate of Hospital Cost 
Increases

Section 101 of the Tax Equity and 
Fiscal Responsibility Act of 1982 (Pub. L. 
97-248) added section 1986 to the Act to 
establish a ceiling on the allowable rate 
of the increase for hospital inpatient 
operating costs. This ceiling still applies 
to hospitals and units excluded from the 
prospective payment system. Excluded 
hospital and hospital units under section 
1886(d)(1)(B) of the Act include 
psychiatric, rehabilitation, children’s, 
cancer, and long-term hospitals, and 
psychiatric and rehabilitation distinct- 
part units of acute care hospitals. (Prior 
to F Y 1988, alcohol/drug hospitals and 
distinct-part units were also excluded 
from the prospective payment system, 
but are now under the prospective 
payment system.)

These excluded hospitals and units 
receive payment for the inpatient 
nospital services they furnish on the

basis of reasonable cost up to a ceiling. 
Under the rate of increase limits, an 
annual target amount (stated as 
inpatient operating cost per discharge) is 
set for each hospital, based on the 
hospital's own cost experience in its 
base year. This target amount is applied 
as a ceiling on the allowable costs per 
discharge for the hospital’s next cost 
reporting period.

A hospital that has inpatient operating 
costs per discharge in excess of its 
target amount would be paid no more 
than that amount. However, á hospital 
that has inpatient operating costs less 
than its target amount would be paid its 
costs plus the lower of:

(1) 50 percent of the difference 
between the inpatient operating cost per 
discharge and the target amount; or

(2) 5 percent of the target amount
Each hospital’s target amount is

adjusted annually, before the beginning 
of its cost reporting period, by an 
applicable taiget rate percentage for the 
12-month period. The rate of increase 
limit is based on an assumption that a 
provider’s year-to-year inpatient 
operating costs should remain 
comparable to its base year, except for 
inflation. Section 1886(b)(4)(A) of the 
Act gives the Secretary the authority to 
grant an exemption from, or an 
adjustment or exception to, the rate of 
increase limit where events beyond the 
hospital’s control or extraordinary 
circumstances create a distortion in the 
increase in costs.

Section 0015 of the Omnibus Budget 
Reconciliation Act of 1989 (Pub. L. 101- 
239) amended the adjustment authority 
contained in section 1986(b)(4)(A) of the 
Act to provide that a hospital or 
excluded unit may be assigned a new 
base year in lieu of adjustments to the 
existing target amount. Thus, the 
assignment of a new base period is 
another mechanism HCFA may use, 
when appropriate, in determining the 
payment amount to an excluded hospital 
that has exceeded its ceiling in a cost 
reporting period. Section 6015 of Public 
Law 101-239 requires the Secretary to 
publish instructions that set forth the 
application process under which 
hospitals may request target rate 
exemptions and adjustments.
1. Base Period

Section 1886(b)(3) of the Act provides 
for the use of a particular 12-month cost 
reporting period as the base period that 
serves as the basis for future periods’ 
target amount after updating by the 
applicable percentage increase. The 
base period is the first cost reporting 
period of the excluded hospital or unit 
beginning before the period for which 
section 1886(b) of the Act applies.

Section 1886(b)(5) of the Act gives the 
Secretary the authority to determine the 
applicable 12-month period to use as the 
base period for excluded hospitals or 
hospital units that have a cost reporting 
period that is other than 12 months in 
duration. This policy is set forth in 
regulations at § 413.40(b)

A hospital’s fiscal intermediary 
calculates the target amount by dividing 
the Medicare allowable inpatient 
operating costs, as defined under section 
1886(a)(4) of the Act, by the number of 
Medicare discharges in the base year 
cost reporting period. A hospital could 
incur costs that exceed its ceiling due to 
extraordinary circumstances such as 
flood, fire, earthquake or similar unusual 
occurrences, or some other factor that 
has caused a distortion in the 
comparison of the base year and the 
applicable cost reporting period. Under 
section 1886(b)(4)(A) of the Act, the 
Secretary can provide for a exception or 
adjustment to the hospital’s ceiling in 
such circumstances. Section 413.40(f) of 
the regulations implement section 
1886(b)(4) of the Act regarding 
exemptions, adjustments and exceptions 
to the target rate of increse limit. Tire 
regulations provide that HCFA may 
adjust a hospital’s operating costs 
considered in establishing cost per case, 
including both periods subject to the 
limit and the hospital’s base periods, to 
take into account—

• Unusual costs due to extraordinary 
circumstances beyond the provider’s 
control;

• Distortions in costs caused by a 
change in case mix as a result of the 
addition or discontinuation of services; 
or

• Factors such as a change in the 
inpatient hospital services that a 
hospital provides that could result in a 
significant distortion in the operating 
costs of inpatient hospital services.
The adjustment may be made only if the 
hospital exceeds its limit for the cost 
reporting period and only to the extent 
the hospital’s costs are reasonable, 
attributable to circumstances specified 
above, and verified by the intermediary.

The exceptions or adjustments we 
make to a hospital’s target amount are 
most commonly for a particular problem 
in one cost reporting period, such as a 
hospital experiencing an increase in its 
Medicare average length of stay relative 
to its base year. This increase could 
cause a distortion in the comparison to 
its base year since the limit is calculated 
on a per discharge basis. If a hospital 
whose costs exceed the limit 
demonstrates that its increased costs 
are attributable to an average length of 
stay increase and that its costs are
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reasonable, we adjust the limit to 
recognize the increase in average length 
of stay over the base period.

In some situations, a permanent 
adjustment is made to a hospital’s target 
amount, such as when a hospital adds a 
new and substantially different service. 
Such an addition would create the need 
for additional staff and also could result 
in treating a different kind of patient. 
However, only those costs associated 
with the addition of a new service 
would be included in the permanent 
adjustment made to the provider’s rate- 
of-increase limit.

2. Assignment of a New Base Period
Section 6015(a) of Public Law 101-239 

amended section 1886(b)(4)(A) of the 
Act to give the Secretary authority to 
assign a new base period to a hospital if 
it is more representative of the 
reasonable and necessary costs of its 
inpatient services. In the April 20,1990 
final rule with comment period (at 55 FR 
15157), we provided that we would 
authorize the assignment of a new base 
period only under limited circumstances 
and only when an adjustment cannot be 
accomplished through other provisions 
as discussed above. In order to justify 
the assignment of a new base period, a 
hospital must have a permanent, 
substantial, and significant change in 
the nature of services provided that 
results in costs exceeding its rate-of- 
increase limit. An example of such a 
change would be a psychiatric 
institution that previously had only 
provided limited care to its patient 
population and then had changed the 
entire focus of its work to providing a 
comprehensive range of psychiatric 
services to its patients.

However, should a hospital 
experience a significant change in 
patient care services and its costs 
exceed the rate-of-increase limit, the 
remedy will not automatically be the 
assignment of a new base period. A 
general increase in costs beyond the 
limit is not grounds for rebasing. As 
discussed above, if a hospital adds a 
new service that results in increased 
costs, a permanent adjustment may be 
made to the hospital’s limit to alleviate 
the distortion created by the new 
service and total rebasing would not be 
warranted.

Another situation that could occur is 
that the hospital may have significantly 
changed its patient care services but all 
the costs incurred above the ceiling may 
not be reasonable and necessary. One 
area we give particular attention to in 
this respect is indirect costs (for 
example, administrative and general 
costs, and operation of plant.) The 
increases in indirect costs are often the

result of factors that are not directly 
related to patient services; therefore, 
any excessive increases are not 
included in any adjustments and would 
not be included if the assignment of a 
new base period were approved. Rather, 
we expect cases of this nature to result 
in a rebasing of direct patient care costs 
only.

Comment: We received a number of 
comments from national associations 
representing hospitals that are subject to 
the rate-of-increase limits, State hospital 
associations, and a State Department of 
Human Services that believe that the 
April 20,1990 final rule with comment 
period is too restrictive in setting forth 
the conditions under which we would 
approve the assignment of a new base 
period. Most of the commenters believe 
that our interpretation of the rebasing 
provision is inconsistent with 
Congressional intent. They construed 
the provision as broadening our 
authority to permit rebasing whenever a 
hospital demonstrates that its costs in a 
new base year are reasonable and 
necessary and more representative of 
current services than those in the 
original base year. They generally 
recommended that we authorize 
rebasing for a much wider variety of 
circumstances. One commenter believes 
that Congress provided the new 
authority because the current 
adjustment policy is too narrow and that 
rebasing should be used to .mitigate the 
financial harm to hospitals that are paid 
under a system that was considered 
temporary when enacted 8 years ago. 
Other commenters asserted that 
rebasing should be allowed when the 
annual update factor has proved 
inadequate to cover the actual increase 
in a hospital’s costs for the cost 
components that it is designed to cover.

Response: We agree that the rule is 
restrictive in setting out the 
circumstances under which rebasing 
would be allowed. We do not agree, 
however, that our interpretation is 
contrary to Congressional intent. First, 
nothing in the statute or legislative 
history suggests that Congress intended 
us to implement this provision with 
broad and general criteria that would 
permit the widespread assignment of 
new base periods. In addition, we find 
significant the minimal cost attached to 
the rebasing provision by the 
Congressional Budget Office at the time 
of enactment. If general rebasing had 
been intended, the cost estimate would 
have been significantly higher. Finally, 
we believe it is more consistent with the 
policies underlying the rate-of-increase 
limits to view the rebasing provision as 
being simply an enhancement to the 
current exception and adjustment

process that can be resorted to when the 
existing process proves inadequate to 
address a distortion in a hospital’s base 
period or rate of increase.

The broad interpretation of section 
1886(b)(4)(A) of the Act advocated by 
the commenters would have the effect of 
substantially revamping the payment 
methodology for excluded hospitals. It is 
evident that the commenters see the 
rebasing option as a means of 
alleviating difficulties caused by the 
inability of many hospitals to remain 
within their target limits. However, the 
commenters’ view of the provision 
would put it at odds with the basic 
premise of the rate-of-increase 
limitation, which is to hold hospitals to 
the annual rate of increase except when 
events beyond a hospital’s control or 
extraordinary circumstances warrant an 
adjustment. It would be unlikely for 
Congress to make a major change in the 
rate-of-increase methodology without 
providing a clear statement of that 
intent. Moreover, Congress has 
requested a report on alternative 
payment methodologies for excluded 
hospitals, due October 1,1990. It Would 
be incongruous to believe Congress 
intended that we authorize a general 
rebasing, which would be tantamount to 
a major revision in payment 
methodology, while simultaneously 
requesting recommendations on 
alternative payment methodologies.

Therefore, this provision will remain 
unchanged in granting the assignment of 
a new base year in those limited 
circumstances in which a hospital 
demonstrates that there has been a 
permanent, significant, and substantial 
change in the nature of services 
provided that results in costs exceeding 
its target amount. Typically, the 
rebasing provision will apply in 
situations in which there has been a 
significant change in patient services 
such as that associated with a major 
expansion or change in the type of 
programs provided by an excluded 
hospital or unit, a change of ownership, 
or where significant post increases have 
incurred in order to meet certification or 
accreditation needs. These are 
situations involving broad, substantial 
changes that cannot be adequately 
accounted for under the more targeted 
exceptions and adjustments process.

Comment: In arguing for a broader 
interpretation of the rebasing provision, 
commenters mentioned numerous 
factors that they believe were not 
addressed by the annual update factor. 
It was their contention that since the 
update factor did not adequately reflect 
the costs incurred by hospitals in 
various circumstances, Congress
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authorized rebasing as a means of 
compensating for these costs. The 
factors mentioned were: new 
technology, union contracts, employee 
benefit costs, food service, competition 
for competent personnel, case-mix 
changes, service intensity increases, and 
a lower base year average length of stay 
than in subsequent years.

Response: The current exception and 
adjustment process accommodates 
changes from the base year in average 
length of stay and service intensity. As 
far as the other factors are concerned, 
they are accommodated by the annual 
update factor. We do not believe that 
Congress authorized rebasing under the 
exceptions and adjustments authority 
under section 1886(b)(4)(A) of the Act as 
a means of subsidizing hospitals that 
have been confronted with some of the 
factors listed by the commenters and 
were unable to address them w ithin  
their target limitation. One of the 
assumptions behind limiting costs to a 
predetermined ceiling is that if a 
hospital needed to increase cost in one 
area beyond the average amount 
provided by the update factor, cost 
containment measures would be 
exercised in other areas.

Comment. One commenter claimed 
that the conditions set forth for rebasing 
further cloud the confusing set of 
existing criteria for exceptions and 
adjustments. The commenter indicated 
that the distinctions among the three 
mechanisms are difficult for hospitals to 
understand and that the documentation 
required for each of them is not clear.
The commenter suggested that we set 
out which circumstances warrant which 
kind of relief and that the application 
process provide that if rebasing was not 
justified, the same application could 
then be used for considering a more 
limited adjustment to the target rate of 
increase. The commenter also objected 
that hospitals are required to apply year 
after year for relief when the same 
circumstances persist indefinitely.

Response: The regulations 
implementing the provision are found at 
§ 413.40. The bases for relief under 
§ 413.40 are as follows:

• New Provider Exemption (§ 413.40(f))
A new hospital may receive an 

exemption from the rate-of-increase 
limits until the end of the first cost 
reporting period beginning at least 2 
years after the hospital accepts its first 
patient.

• Exceptions and Adjustments 
(§ 413.40(g) and § 413.40(h))

An exception or adjustment may be 
granted only for a cost reporting period 
in which the target amount is exceeded

and only when the costs in excess of the 
target amount are reasonable and 
justified. The adjusted target amount 
may not exceed the hospital’s actual 
cost per discharge for that cost reporting 
period. Under § 413.40(g), an exception 
may be granted for extraordinary 
circumstances or a change in case mix. 
Extraordinary circumstances are events 
such as earthquake, fire, flood, strike, or 
other unusual circumstances beyond a 
hospital’s control that cause the hospital 
to incur excessive costs. The exception 
for case mix was originally established 
when acute care hospitals were also 
subject to the rate-of-increase limit 
Since there is no good measurement of 
case mix for most types of hospitals that 
are excluded from the prospective 
payment system, any increases in costs 
resulting from a change in the mix of 
patients must be documented; evidence 
of a change in patient mix without 
supporting documentation as to how the 
change affected specific costs is not 
sufficient to support an adjustment 
under § 413.40(g).

The most common adjustment to the 
target amount is to correct for cost 
distortions between the base year and 
the year the target amount is applied 
under § 413.40(h). The premise of the 
rate-of-increase limit is that a hospital’s 
year-to-year costs should remain 
comparable to the base year unless 
significant changes occur in services or 
patient population. If there are 
significant changes during the course of 
a cost reporting period that create a cost 
distortion in comparison to the base 
year, an adjustment will be made to 
remove the effects of the distortion.
There are a variety of factors that could 
create distortions and result in the 
noncomparability of cost reporting 
periods; however, in order for HCFA to 
approve an adjustment, these factors 
must be linked to direct patient care 
services and their impact on operating 
costs per case must be explicitly 
documented. W e approve an adjustment 
for only a particular cost reporting 
period if the circumstances creating the 
cost distortion are temporary or prone to 
fluctuation from year to year, such as a 
change in average length of stay. If the 
change is permanent, such as the 
addition or deletion of a service, a 
permanent adjustment is made to the 
target amount.

• Assignment of a New Base Period 
(§ 413.40(j)).

Effective with cost reporting period 
beginning on or after April 1,1990, a 
new base period will be assigned to 
address substantial and permanent 
changes in patient care services that are 
so broad in nature that the resulting cost

distortion cannot be adequately 
addressed through the more targeted 
excepted and adjustments available 
under 413.40(g) and 413.40(h). As is the 
case with an exception or adjustment, 
rebasing will be authorized only if the 
hospital’s operating costs per discharge 
are in excess of its target amount.

• Medicare Catastrophic Coverage Act 
of 1988 (§ 413.40(i)).

As explained in greater detail in 
section II.F of the preamble of this 
document, below, the intermediary is 
authorized to revise the target amount to 
take into account the effects of 
«expanded inpatient hospital benefits 
under catastrophic coverage. Unlike 
other adjustments to the target amount, 
the adjustment is not contingent on 
whether the hospital’s operating costs 
per discharge exceed its target amount. 
An adjustment under § 413.40(i) does 
not preclude an additional adjustment 
under 413.40(h) for an increase in 
average length of stay.

A hospital’s request for an exemption 
or revision in its target amount must be 
made to its fiscal intermediary no later 
than 180 days from the date on the 
intermediary’s notice of p rogram  
reimbursement. The hospital’s request 
must indicate the type of relief being 
requested, provide justification and 
documentation supporting the request, 
and, in the case of requests for an 
exception, adjustment or rebasing, 
explain any significant cost increases 
since the base period. The intermediary 
has the authority to revise the target 
amount under § 413.40(i) for the effects 
of the Medicare Catastrophic Coverage 
Act of 1988. On all other requests, the 
intermediary makes a recommendation 
to HCFA, which makes the decision.

We will soon be issuing instructions 
to be included in the Provider 
Reimbursement Manual (HIM-15-1) that 
provide more detailed guidelines for 
making applications for exemptions, 
exceptions, and adjustments. These 
instructions will elaborate on the 
circumstances applicable to the various 
bases for relief available under § 413.40 
and the application process. As 
suggested by the commenter, the 
instructions will indicate that the same 
application may be used to request relief 
under more than one provision.

Comment: One commenter found the 
April 20 final rule with comment 
inconsistent with current practice that 
gives the Medicare fiscal intermediary 
authority to calculate target rates and 
target rate adjustments. The commenter 
asserted that the authority to assign new 
base periods should remain with the 
fiscal intermediaries due to their
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familiarity with the hospitals* 
circumstances and because it would 
result in more timely and possibly less 
biased decisions if our budgetary 
restraints were removed from the 
decision process.

/Response: Section 1886(b)(4)(A) of the 
Act gives the Secretary authority to 
assign a new base year under his 
general exception and adjustment 
authority that applies to the target rate 
of increase provision. The fiscal 
intermediaries make recommendations 
on requests for exceptions and 
adjustments under § § 413.40(g) and 
413.40(h) and will do so on new base 
year requests under § 413.40(j). The final 
authority for approval of these requests 
is with HCFA, acting for the Secretary.

The commenter appears to have 
confused §§ 413.40(g) and 413.40(h) with 
§ 413.40(i). Under § 413.40(i), the fiscal 
intermediary does have the authority to 
make target rate calculations and 
adjustments for the provisions of Public 
Law 100-360. This authority, however, 
pertains only to § 413.40(i) and is 
specific to the circumstances set forth 
under Public Law 100-360.

Comment The majority of the 
commenters on the rebasing provision 
were critical of what they thought was 
our position in the April 20,1990 final 
rule with comment period not to 
recognize indirect costs in the rebasing 
calculation. Several of these 
commenters objected to what they 
thought was our characterization of 
indirect costs as unnecessary and 
unreasonable. The commenters strongly 
urged that we should include the same 
kinds of costs in the rebasing calculation 
as were recognized in the original base 
year target rate calculation, including 
reasonable and necessary indirect costs.

Response: In the preamble discussion 
on the rebasing provision, wexindicated 
that increases in indirect costs often 
result from factors that are not directly 
related to patient care and, therefore, 
would not be included in any 
adjustment if the assignment of a new 
base period were approved. Our 
intention was to emphasize that any 
adjustment for indirect costs increases 
above the target rate of increase 
limitation would be limited to those 
increases that resulted from significant 
changes in patient care services. We did 
not intend to imply that no increases in 
indirect costs would be recognized. We 
would recognize without additional 
justification increases in allowable 
indirect costs equivalent to the 
percentage increase in the target rate. 
However, if the allowable indirect costs 
increase at a higher rate than the target 
rate percentage increase, we would not 
include the additional indirect costs in

the target rate adjustment unless thé 
hospital documents that they are 
directly related to a significant change 
in the patient care services.

F. Medicare Catastrophic Coverage 
Repeal A c t of 1989

1. Medicare Catastrophic Coverage Act 
of 1988

After publication of a May 27,1988 
proposed rule concerning changes to the 
inpatient hospital prospective payment 
system and F Y 1989 rates, on July 1,
1988, Public Law 100-360 was enacted. 
Under section 101(2) of 100-360, 
essentially unlimited inpatient hospital 
days were made available for Medicare 
beneficiaries (except for the inpatient 
psychiatric day limitation) effective for 
services furnished on or after January 1,
1989. Before enactment of Public Law 
100-360, a beneficiary was entitled to 90 
days of inpatient hospital services 
during each spell of illness. In addition, 
a beneficiary could draw from a lifetime 
reserve of 60 days if that beneficiary’s 
inpatient hospital days exceeded 90 
days in a spell of illness. Under that 
system, a hospital could bill the 
beneficiary or the beneficiary’s third 
party insurer for inpatient hospital 
services furnished to a beneficiary 
whose inpatient hospital benefits were 
exhausted.

Hospitals and hospital associations 
expressed concern to Congress that they 
would be financially disadvantaged by 
not being permitted to bill beneficiaries 
or their third party insurers for inpatient 
hospital services that, before enactment 
of Public Law 100-360, were not covered 
because beneficiaries had exhausted 
their inpatient hospital benefits. 
Therefore, Public Law 100-360 required 
the Secretary to take into consideration 
reductions in payments by Medicare 
beneficiaries to prospective payment 
hospitals due to the elimination of a day 
limitation on inpatient hospital services 
caused by the provisions of section 101 
of Public Law 100-360 when establishing 
the prospective payment rates, outlier 
thresholds, and diagnosis related group 
(DRG) weighting factors for FY 1989. In 
addition, section 104(c)(2) of Public Law 
100-360 required the Secretary, when 
increasing the target amounts for 
hospitals excluded from the prospective 
payment system, to take into 
consideration on a hospital-specific 
basis, the same reduction in payments to 
excluded hospitals for cost reporting 
periods beginning on or after October 1, 
1988.

2. The September 30,1988 Final Rule
On September 30,1988, we published 

the final rule (53 FR 38476) on changes to

the inpatient hospital prospective 
payment system and FY 1989 rates. In 
that rule, we implemented the provisions 
of Public Law 100-360, pertaining to the 
adjustment in the prospective payment 
system and in the rate-of-increase limit 
to take into account the impact of 
catastrophic coverage. We requested 
public comment on those changes.

We determined that the prospective 
payment system would automatically 
adjust to the expansion of inpatient 
hospital benefits as increased payments 
would occur automatically as DRG 
payments were made for entire stays, 
including outlier portion thereof, that 
previously would not have been 
covered. Therefore, we concluded no 
explicit adjustments were necessary.

With respect to the adjustment in the 
rate-of-increase limit, we provided in the 
September 30,1988 final rule that 
hospitals and hospital units excluded 
from the prospective payment system 
may apply for increases to their target 
rates to correct any distortion due to 
higher costs caused by the expansion of 
inpatient hospital benefits due to the 
provisions of section 101 of Public Law 
100-36Ó. We provided for the adjustment 
under section 104(c)(2) of Public Law 
100-360 to be available to any hospital 
that experiences a distortion due to 
increased costs caused by elimination of 
the inpatient coverage limitation, 
whether or not the hospital actually 
exceeds its target rate. This is because 
any distortion would be due to the effect 
of section 101 of Public Law 100-360 and 
would be essentially unrelated to the 
actions of any individual hospital—it is 
a circumstance that could potentially 
affect all hospitals to some degree. We 
provided that a hospital may request a 
target amount adjustment directly from 
its intermediary. The target amount 
would be adjusted for the impact of any 
reduction in Medicare payments that the 
hospital experienced because of the 
previous inpatient day benefit 
limitation. The adjustment would be 
based on the estimated incremental 
costs of care historically furnished to 
Medicaré beneficiaries after they had 
exhausted benefits during an inpatient 
stay.

We provided that a hospital may 
request an adjustment from its 
intermediary after the effective date of 
the September 30,1988 final rule (that is, 
October 1,1988) but no later than 180 
days after the closing date of the 
hospital’s first cost reporting period 
beginning on or after October 1,1988. In 
order for its request to be considered, 
we provided that a hospital must submit 
a written request for an adjustment to 
its target amount under authority of this
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provision along with the following 
supporting documentation:

• A statement from the hospital 
stating whether the adjustment is to be 
based on its historical experience in its 
base period or its last cost reporting 
period beginning before October 1,1988. 
(If this period is not of at least 12 
months in duration, multiple consecutive 
cost reporting periods comprising at 
least 12 months must be used.)

• Billing data for the period that 
serves as the basis for the adjustment 
documenting the following:
— The number of hospital inpatient days 

furnished to Medicare beneficiaries for 
which no payment w as made because the 
beneficiary had exhausted Part A hospital 
benefits. (Excluded from the count are days 
for stays that were not covered in their 
entirety, since such stays will be paid as 
discharges after January 1,1989.)

— The ancillary charges for services 
furnished on the days after the beneficiary 
had exhausted Part A hospital benefits, as 
counted above.

Upon receipt of a request for an 
adjustment by a hospital that includes 
the required information, the 
intermediary will verify the data. 
submitted by the hospital regarding 
beneficiary status and exhaustion of 
inpatient hospital entitlement. (Medical 
necessity of acute care for inpatient 
days following exhaustion of 
entitlement would be assumed.)

In order to adjust the target amount, 
the intermediary will—

• Estimate the total inpatient 
operating costs for services furnished to 
Medicare beneficiaries, including the 
costs of services furnished after a 
beneficiary had exhausted benefits;

• Take the ratio of the above- 
determined costs to the Medicare 
allowable inpatient operating costs for 
the period from which the hospital’s 
data are derived; and

• Apply this ratio to the otherwise 
applicable target amount for cost 
reporting periods beginning on or after 
October 1,1988.

We indicated that the intermediary 
will determine the amount of any 
appropriate adjustment and notify the 
hospital of its determination within 90 
days of the date of receipt of the 
request.

3. The Family Support Act of 1988

Subsequent to the publication of the 
September 30,1988 final rule, the Family 
Support Act of 1988 (Pub. L. 100-485) 
was enacted on October 13,1988.
Section 608(d) of Public Law 100-485 
made several technical corrections to 
Public Law 100-360, including the 
following changes concerning provisions

of Public Law 100-360 implemented in 
the September 30,1988 final rule:

• Section 608(d)(3)(D) of Public Law 
100-485 revised section 104(c)(2) of 
Public Law 100-360 to change the date 
for implementing the target rate 
adjustments from cost reporting periods 
that begin on or after October 1,1988 to 
portions of cost reporting periods 
occurring on or after January 1,1989.

• Section 608(d)(3)(E) of Public Law 
100-485 revised section 104(c)(2) of 
Public Law 100-360 to specifically 
provide that an adjustment for any 
distortion due to higher costs caused by 
the expansion of inpatient hospital 
benefits is to be made whether or not a 
hospital or unit actually exceeded its 
target rate.

4. The Medicare Catastrophic Coverage 
Repeal Act of 1989 and the April 20,1990 
Final Rule With Comment

The Medicare Catastrophic Coverage 
Repeal Act (Pub. L. 101-234) was 
enacted on December 13,1989. Under 
section 101(c) of Public Law 101-234, 
any adjustment in payments to hospitals 
under the prospective payment system 
as provided for in section 104(c)(1) of 
Public Law 100-360 ended effective with 
discharges occurring on or after January
1,1990. Under section 101(c)(2)(A)(i) of 
Public Law 101-234, the adjustment to 
the target rates for hospitals excluded 
from the prospective payment system, 
as provided for in section 104(c)(2) of 
Public Law 100-360, was eliminated 
effective with portions of cost reporting 
periods occurring on or after January 1,
1990. In addition, section 101(c)(2)(A)(ii) 
of Public Law 101-234 added 
clarification that in making any 
adjustment under section 104(c)(2) of 
Public Law 100-360, the adjustments to 
hospital target rates must be made 
disregarding whether a beneficiary had 
exhausted his or her Medicare benefits 
prior to January 1,1989.

In the April 20,1990 final rule with 
comment that also implemented several 
provisions of Public Law 101-239 
concerning mid-year changes to the 
prospective payment system, we took 
into account the provisions of section 
104(c)(2) of Public Law 100-360 as 
amended by section 608(d) of Public 
Law 100-485 and by sections 101 (c) and
(d) of Public Law 101-234 concerning the 
temporary elimination of the day 
limitation on inpatient hospital services.

In addition, we requested comment on 
the transition provisions of Public Law 
101-234 that went into effect on January
1,1990 and that were included in the 
April 20,1990 final rule with comment.

We received no comments concerning 
the adjustments to prospective 
payments under Public Law 101-234. We

have received 16 items of 
correspondence containing comments 
concerning the application of the 
transition provisions for target rate 
adjustments under Public Law 100-360.

Comment: A commenter suggested 
that an extension of the 180-day period 
for hospitals to file for an adjustment to 
their target rate under § 413.40(i) is 
needed since the information hospitals 
must provide with their application has 
been changed slightly by the April 20 
final rule with comment.

Response: We do not believe that 
hospitals require an additional 180 days 
to secure the minor changes in data 
required by the April 20,1990 final rule. 
Moreover, once a hospital has filed for 
an adjustment under § 413.40(i), the 
hospital still has an opportunity to 
furnish additional information. 
Adjudication by the Medicare fiscal 
intermediary would not take place until 
the hospital has adequate time to secure 
any additional data. This has been the 
case with all exception requests since 
the hospital cost limits were originally 
imposed.

Comment: Due to cash flow problems, 
several commenters suggested that if a 
cost report is filed by a hospital 
requesting a target amount adjustment 
(particularly if the hospital is seeking 
relief under § 413.40(i)j, repayment of 
any amount owed by the hospital for the 
cost reporting period should be deferred 
until the adjustment request is 
adjudicated.

Response: Delaying repayment of 
amounts owed by providers at the time 
of cost report filing would be 
inappropriate in light of requirements 
imposed by the Federal Claims 
Collection Act and the appeals process 
under section 1878 of the Act and 
§ 405.1803 of the regulations. Neither 
would it be an appropriate practice to 
allow automatic delay of cost report 
filing requirements beyond the 90 days 
already allowed after the close of the 
cost reporting period under 
§ 413.24(f)(2). Due to the unique nature 
of Public Law 101-234, we provided 
special time-limited procedures to allow 
immediate interim payment rate 
adjustments and delays in filing cost 
reports for the periods affected by 
catastrophic coverage. We believe our 
temporary procedural changes 
adequately addressed this one-time 
problem. No ongoing changes to the 
process for target rate revisions under 
§ 413.40 is called for based on current 
program experience since a hospital can 
request an adjustment in its target 
amount and interim rate before the cost 
report is due as long as the hospital
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provides adequate cost data and 
analysis for the affected period.

Comment: A commenter suggested 
that some long-term care hospitals 
experience an annual crisis due to the 
current regulatory requirements to 
determine non-catastrophic adjustment 
requests on an annual basis, to base 
approval of such requests on whether 
costs exceed the target rate, and to 
process those requests separately from 
catastrophic adjustment requests.

Response: Unless the circumstances 
giving rise to the exception or 
adjustment are permanent, we grant 
only a one year adjustment to the target 
amount. As we have advised in 
responding to comments on previous 
changes in adjustment and exceptions 
policies, we do not believe that it is the 
intent of the statute to create incentive 
payment situations in determining the 
amount of an adjustment to which a 
hospital may be eligible. We have found 
that the circumstances that cause 
hospitals to exceed their target amount 
vary significantly from year-to-year. As 
a result, an adjustment granted in one 
year are often not applicable in 
subsequent cost reporting periods. If we 
were to revise permanently the target 
amount for temporary cost distortions or 
circumstances that result in fluctuating 
costs from year-to-year, we would 
create the potential for inappropriate 
incentive payments. However, we 
frequently direct intermediaries to make 
interim payment and subsequent year 
adjustments to the target amount 
without further HCFA involvement as 
long as the circumstances occurring in 
the subsequent period are comparable to 
those giving rise to the initial 
adjustment.

We note that the conditions 
established by statute for an adjustment 
for the effects of Medicare catastrophic 
coverage changes are not comparable to 
the conditions under which other 
exceptions to the target amounts are 
granted. The catastrophic adjustment is 
granted without regard to whether the 
hospital exceeds its target amount. 
Recognizing the impact of the 
catastrophic coverage provision on long­
term care hospitals and other hospitals 
with long stay cases, we have taken 
many procedural steps to alleviate their 
cash flow difficulties. We issued 
instructions to Medicare fiscal 
intermediaries that initiated parallel 
processing of catastrophic and other 
exception adjustment requests. We 
temporarily extended cost reporting 
submission dates. We provided 
instructions to allow submission of 
preliminary data to make interim 
adjustment determinations in order to
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reduce or eliminate provider repayments 
on tentative settlement of cost reports.

We do not believe that the process for 
exceptions and adjustments need further 
revision. In addition, with repeal of 
Public Law 100-360 these commenters 
concerns will be substantively resolved 
in the future.

Comment: One commenter objected to 
an implied requirement to count 
discharges for patients who had 
exhausted Part A benefits in a cost 
reporting period other than the one used 
for adjustment under § 413.40(i).

Response: Depending on the year 
involved, we have found that hospitals 
may have recorded discharges for 
Medicare purposes either at the time of 
Part A exhaustion or at actual physical 
discharge from the hospital. This 
inconsistency occurred due to the fact 
that billing instructions for Part A 
discharges from acute care hospitals 
were revised in 1984 to conform to 
prospective payment system 
requirements. However, the policy 
applicable at all times to excluded 
hospitals and units is to record the 
discharge at the time the patient 
physically leaves the facility. For 
purposes of determining discharges in 
the year used to determine the 
catastrophic adjustment, a discharge 
should be recorded only at the time a 
beneficiary was physically discharged 
from the facility. For patients who 
exhausted Part A benefits in a cost 
reporting period other than the one used 
for the catastrophic adjustment, a 
discharge will be counted if the patient 
was physically discharged during the 
adjustment cost reporting period. If the 
discharge was properly recorded for that 
year, a second discharge would not be 
counted in determining the adjustment.

Comment' One commenter alleged 
that we were applying an unwritten 
policy of requiring beneficiaries to use 
all lifetime reserve days for purposes of 
determining the point at which days 
after exhaustion of benefits could be 
counted for use in making the 
adjustment under § 413.40(i).

Response: The Medicare program has 
had longstanding rules at § 409.65 
regarding the use of lifetime reserve 
days when a beneficiary has exhausted 
the 90 regular benefit days of inpatient 
hospital service. Those rules require that 
beneficiaries or their legal 
representatives file a statement of 
election not to use such days. Only in 
the case in which a hospital’s average 
daily charge is equal to or less than the 
applicable coinsurance amount can an 
election not to use the lifetime reserve 
days available be considered automatic,

or deemed, without the filing of an 
election statement.

Medicare fiscal intermediaries have 
found that some hospitals requesting an 
adjustment under § 413.40(i) have not 
been able to document for the benefits 
exhausted cases used to determine the 
amount of the adjustment either that the 
beneficiary elected not to use his or her 
lifetime reserve days or that the average 
daily charge was less than the 
coinsurance amount. As a result, a 
determination must be made regarding 
whether the available lifetime reserve 
days should have been utilized in these 
cases. The adjustment must include only 
those costs for which Medicare 
additional days of care would be paid 
for under catastrophic coverage rules 
that would not have been payable in the 
absence of catastrophic coverage. We 
have not applied an unwritten policy in 
determining the days after exhaustion of 
benefits in making the catastrophic 
adjustment to the target rates. However, 
we are holding in abeyance adjustments 
for days that potentially could have 
been lifetime reserve days pending the 
intermediary’s determination that the 
hospital properly ended Medicare 
coverage for beneficiaries when lifetime 
reserve days may have been available.

We are currently investigating 
whether these hospitals correctly 
applied the provisions of § 409.65 in not 
billing Medicare for inpatient days 
which could have been covered as 
lifetime reserve days. If the days should 
have been billed as lifetime reserve 
days, the number of inpatient days after 
exhaustion of Part A benefits that are 
used to determine the additional days of 
care that would be covered under the 
catastrophic provision would be 
reduced. We have asked the fiscal 
intermediaries to review each hospital's 
request for a catastrophic adjustment 
using the appropriate criteria in § 409.65 
to determine the appropriate treatment 
of potential lifetime reserve days.
Unless the beneficiary elected not to use 
these days or was properly deemed to 
have made such an election, these days 
would count as Medicare covered days 
under pre-catastrophic coverage rules. If 
the file documents that the beneficiary 
elected not to use available lifetime 
reserve days (or was properly deemed 
to make such an election), these days 
would count as additional days of care 
available under catastrophic coverage.

Comment: Commenters noted that the 
rules providing for implementation of 
the revised target amount under Public 
Law 100-360 did not include application 
of the transition provisions of section 
101(c)(2)(B) of Public Law 101-234. They 
asked that the final rule be revised to
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provide for consideration of this 
provision.

Response: We concur with the 
comments on the transition provisions of 
Public Law 101-234. In accordance with 
section 101(c)(2)(B) of Public Law 101- 
234, we are revising the regulations to 
require that the Public Law 100-360 
target rate revision will be applied to 
Medicare discharges occurring on or 
after January 1,1990, if those cases were 
admitted as inpatient Medicare 
beneficiaries before that date. We note 
that the full adjusted target rate (based 
on unlimited hospital days) will apply to 
these discharges even though the benefit 
period limitation will apply to the 
portion of the stay occurring in 1990.

Comment: Several commenters 
recommended that the days, costs, and 
discharges for Medicare patients be 
included in the target rate adjustment 
even when those individuals had 
exhausted their eligibility to Medicare 
Part A benefits prior to admission. The 
commenters cited the legislative history 
of Public Law 101-234 as support for 
their position that we should include the 
cost of these patients in the catastrophic 
adjustment. Several commenters 
presented data from selected hospitals 
indicating that individuals who had 
exhausted Medicare inpatient hospital 
benefits prior to admission may have 
longer length of stays than eligible 
Medicare beneficiaries who exhausted 
their inpatient hospital benefits after 
admission.

Response: Section 101(c)(2)(A)(ii) of 
Public Law 101-234 clarified that the 
adjustment to the target amount should 
be made without regard to whether a 
beneficiary had exhausted benefits prior 
to January 1,1989. Our policies do 
provide for including the days and cost 
for Medicare beneficiaries who 
exhausted inpatient hospital benefits 
after admission, but prior to January 1, 
1989. We are presuming that since at 
least a portion of the stay was covered 
by Medicare, the stay would have been 
covered in its entirety in the absence of 
the precatastrophic limitation on 
inpatient hospital days. If an individual 
was admitted after inpatient hospital 
benefits had been exhausted, however, 
that patient is not a Medicare 
beneficiary at admission. In such cases, 
there is no way for us to determine 
whether the patient received a hospital 
level care throughout the stay. Thus, 
although some evidence was submitted 
to indicate these patients may have a 
longer length of stay, no evidence was 
submitted that indicate that the longer 
stays would have been covered by 
Medicare and that the cost per 
discharge for the portions of stays that

would have been covered was higher 
than for beneficiaries who exhausted 
benefits after admission.

Although such individuals’ costs may 
not be included in the target rate 
adjustment under § 413.40(i), their costs 
would be paid for under the catastrophic 
provisions once Medicare coverage was 
reestablished after January 1,1989 if 
they remained an inpatient and required 
hospital-level care. Thus, hospitals 
would receive payments for the costs of 
such inpatients once Medicare 
beneficiary status was reestablished 
under Public Law 100-360. This policy is 
consistent with the amendment made by 
section 104(c)(2)(A)(ii) of Public Law 
101-234, which amended section 
104(c)(2) of Public Law 100-360 to 
require that the adjustment to the target 
rate for discharges occurring in portions 
of cost reporting periods beginning on or 
after January 1,1989 and before January
1,1990 be made without regard to 
whether such beneficiaries exhausted 
their benefits before January 1,1989. The 
adjusted target rate is also to apply to 
any discharge occurring on or after 
January 1,1990 if the admission 
occurred before January 1,1990. The 
adjusted target raters applicable to all 
Medicare discharges occurring within 
the specified timeframes, regardless of 
whether benefits were exhausted before 
January 1,1989 or before admission to 
the hospital. As a result of these factors, 
we do not find it appropriate to revise 
our rules regarding exclusion of costs for 
patients who had exhausted Medicare 
benefits prior to admission in revising 
the target rate for catastrophic purposes.

III. Changes to DRG Classifications and 
Weighting Factors
A . Background

Under the prospective payment 
system, we pay for inpatient hospital 
services on die basis of a rate per 
discharge that varies by the DRG to 
which a beneficiary’s stay is assigned. 
The formula used to calculate payment 
for a specific case takes an individual 
hospital’s payment rate per case and 
multiplies it by the weight of the DRG to 
which the case is assigned. Each DRG 
weight represents the average resources 
required to care for cases in that 
particular DRG relative to the average 
resources used to treat cases in other 
DRGs.

Congress recognized that it would be 
necessary to recalculate the DRG 
relative weights periodically to account 
for changes in resource consumption. 
Accordingly, section 1886(d)(4)(C) of the 
Act requires that the Secretary adjust, 
the DRG classifications and weighting 
factors annually beginning with

discharges occurring in F Y 1988. These 
adjustments are made to reflect changes 
in treatment patterns, technology, and 
any other factors that may change the 
relative use of hospital resources. The 
changes to the DRG classification 
system and the recalibration of the DRG 
weights for discharges occurring on or 
after October 1,1990 are discussed 
below.

B. D R G  Reclassification 

1. General

Cases are classified into DRGs for 
payment under the prospective payment 
system based on the principal diagnosis, 
up to four additional diagnoses, and up 
to three procedures performed during 
the stay, as well as age, sex, and 
discharge status of the patient. The 
diagnostic and procedure information is 
reported by theliospital using codes 
from the International Classification of 
Diseases, Ninth Edition, Clinical 
Modification (ICD-9-CM). The 
intermediary enters the information into 
its claims system and subjects it to a 
series of automated screens called the 
Medicare Code Editor (MCE). These 
screens are designed to identify cases 
that require further review before 
classification into a DRG can be 
accomplished.

After screening through the MCE and 
any further development of the claims, 
cases are classified by the GROUPER 
software program into the appropriate 
DRG. The GROUPER program was 
developed as a means of classifying 
each case into a DRG on the basis of the 
diagnosis and procedure codes and 
demographic information (that is, sex, 
age, and discharge status). It is used 
both to classify past cases in order to 
measure relative hospital resource 
consumption to establish the DRG 
weights and to classify current cases for 
purposes of determining payment.

Currently, there are 477 DRGs in 23 
major diagnostic categories (MDCs). 
Most MDCs are based on a particular 
organ system of the body (for example, 
MDC 6, Diseases and Disorders of the 
Digestive System); however, some 
MDCs are not constructed on this basis 
since they involve multiple organ 
systems (for example, MDC 22, Burns).

In general, principal diagnosis 
determines MDC assignment. Within 
most MDCs, cases are then divided into 
surgical DRGs (based on a surgical 
hierarchy that orders individual 
procedures or groups of procedures by 
resource intensity) and medical DRGs. 
Medical DRGs generally are 
differentiated on the basis of diagnosis 
and age. Some surgical and medical



Federai Resister /  Voi. 55, No. 171 /  Tuesday, Septem ber 4, 1990 /  Rules and Regulations 36009

DRGs are further differentiated based 
on the presence or absence of 
complications dr comorbidities 
(hereafter CC) only. Generally, 
GROUPER does not consider other 
procedures; that is, nonsurgical 
procedures or minor surgical procedures 
generally not done in an operating room 
are not listed as operating room (OR) 
procedures in the GROUPER decision 
tables. However, there are a few non- 
OR procedures that do affect DRG 
assignment for certain principal 
diagnoses, such as extracorporeal shock 
wave lithotripsy for patients with a 
principal diagnosis of urinary stones.

We proposed to make several changes 
to the DRG classification system. These 
proposed changes and the comments we 
received concerning them as well as our 
responses are set forth below. In 
addition to comments related to each of 
the specific proposed DRG classification 
changes, we received three general 
comments, as follows:

Comment: One commenter objected to 
the 2-month comment period as being 
unreasonable to assess the impact of 
proposed changes in DRGs. Because the 
GROUPER software will not be updated 
until the implementation of the final 
rule, this commenter had insufficient 
time to analyze the exact impact of the 
proposed DRG changes.

Response: Section 1886(e)(5) of the 
Act requires thè Secretary to publish, by 
the May 1 before each fiscal year, the 
Secretary's proposed recommendation 
on an update factor for that fiscal year, 
and a final recommendation by 
September 1 of that year. Section 
1886(d)(4)(C) of the Act also requires the 
Secretary to adjust the DRG 
classification and weighting factors 
annually. It has been our practice to 
combine these requirements and to 
publish a proposed rule by May 1 and a 
final rule by September 1 of each year 
that set forth our recommendations on 
the update factor, our changes to the 
DRGs, and any other changes to the 
prospective payment system we believe 
are necessary.

Publication of a proposed rule 
approximately May 1 does not allow for 
a comment period of more than 60 days, 
since we must have time to analyze and 
respond to public comment before 
publication of the final rule. In addition, 
we do not believe publication of a 
proposed rule before May 1, which 
would allow a longer comment period, is 
practical because it would not allow us 
time to accumulate sufficient data for 
statistical analysis, and, thus, our 
proposals could not be based on the 
most current data possible.

Comment• We received one letter 
commenting that: the proposed changes

in the length of stay for the orthopedic 
procedures, as set forth in the proposed 
rule, were not in the best interest of 
patient care and, in the long term, may 
add to the cost of caring for these 
patients by encouraging premature 
discharge. The commenter requested 
that we reconsider these lengths of stay.

Response: Length of stay figures are 
derived from the Medicare inpatient 
discharge claims data; the figures in 
Tables 5 and 7 (which report length of 
stay) were based on F Y 1989 data. Table 
5 presents the geometric mean length of 
stay, which is used only to establish the 
outlier threshold and determine 
payment for day outlier cases. Table 7 . 
presents the arithmetic mean length of 
stay, which is used solely for illustrative 
purposes. These length of stay figures 
are informational only and are not a 
requirements of the prospective 
payment system. Under the prospective 
payment system, payment is made on an 
established amount per discharge by 
DRG and is not based on the length of 
time patients remain in the hospital. The 
prospective payment system does not 
place a limit on a patient’s length of stay 
in a hospital. Further, the length of stay 
is not a factor in calculating the 
payment rate (other than in outlier 
cases) or in establishing the DRG 
weight.

Comment: One commenter offered 
suggestions for improving the integration 
of new technology into the prospective 
payment system. The commenter 
believes that when HCFA revises DRG 
classifications and weights, it relies on 
resource consumption and overlooks 
other significant changes, such as new 
technology and changes in treatment 
patterns. The commenter believes that it 
is inappropriate to assign new 
technology-specific procedures to 
existing DRGs merely because costs are 
similar. The commenter suggests that 
HCFA use "clinical coherence” as an 
indicator of appropriate procedure 
grouping within a DRG. The commenter 
also suggests that new DRGs be 
considered if a new technology or 
treatment pattern offers significant 
benefits not otherwise available.

The commenter also believes that the 
MEDPAR may be an inaccurate 
reflection of costs associated with new 
technology and treatment patterns. The 
commenter suggests that HGFA use a 
broader data base including non- 
Medicare cases and encourage the 
submission of data on treatment 
patterns and new medical products by 
hospitals, researchers, technology 
manufacturers, and medical 
practitioners.

Response: HCFA considers the effects 
of new technology and changes in

practice patterns on resource use when 
revising the DRG classification system 
and recalibrating the DRG relative 
weights. New technologies are 
incorporated into the prospective 
payment system based on the types of 
cases and procedures they are used in, 
using the procedure and diagnosis codes 
on the Medicare bill. Cases are assigned 
to a DRG that contains cases that are 
similarly clinically and in terms of 
resource use. One example of DRG 
classification changes made based on 
new technology and changes in 
treatment patterns is MDC 5, Diseases 
and Disorders of the Circulatory System. 
(See section II.B.3 of this preamble.)

The annual prospective payment 
system update factor is meant to 
recognize, among other factors, the 
impact of new technologies. In 
determining our recommended update 
factor, as required by section 1886(e)(4) 
of the Act, we include factors for 
changes in productivity and science and 
technology advancement as well as 
changes in practice patterns. (See 
appendix C of this final rule for our FY 
1991 recommended update factor.) Also, 
the DRG weighting factors are 
recalibrated each year based on the 
latest available charge data in order to 
ensure the distribution of Medicare 
payments across DRGs based on 
average resource costs. As charges for 
new technologies are incorporated into 
our data base, the DRG weight reflects 
the changes in the relative resource 
intensity of specific DRGs. We note that 
Medicare payment for capital-related 
technology costs are made as a pass­
through on a reasonable cost basis and, 
therefore, are not included in the DRG 
payment.

The MEDPAR file consists of 
Medicare bill information that is 
reported on the uniform bill form (UB- 
82) using a standard set of instructions. 
The diagnosis and procedure codes 
included on the bill are subject to a 
review for accuracy by the PROs. We do 
receive information on new technologies 
from hospitals, medical administrators 
and sta ff researchers, and 
manufacturers and consider these data 
in our ongoing analysis of DRG 
classification. While this information is 
useful in our consideration of DRG 
classification, it is not uniform in several 
respects such as the time period and 
patient population covered or the factors 
included in the figures reported and, 
therefore, would not be useful in 
recalibrating the DRG relative weights. 
Although there is a 2-year time lag in the 
MEDPAR data used to analyze and 
recalibrate the DRG weights, we believe 
there would be a time lag involved in
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collecting any set of comprehensive and 
accurate data. We believe that the 
MEDPAR is the best source available 
because it consists of data that are 
uniform across all cases and are specific 
to the Medicare population.

2. Creation of New DRGs
In order to improve payment equity, 

we proposed to revise the DRG 
classification system by adding 13 new 
DRGs. Two of these DRGs are 
associated with the restructuring of 
MDC 5 (Diseases and Disorders of the 
Circulatory System) and are discussed 
below in section 1II.B.3 of this preamble. 
The other 11 DRGs affect the assignment 
of the following types of cases: bone 
marrow transplants, liver transplants, 
tracheostomies, multiple significant 
trauma, and human immunodeficiency 
virus (HIV) infections. These are 
significant changes that we believe will 
increase the amount of variation in 
resource costs explained by DRGs by 
approximately 13 percent.

Many of the changes we proposed 
build on the method of case 
classification used in New York State, 
which established a prospective 
payment system for all payers (except 
Medicare and CHAMPUS) effective 
January 1,1988. The New York system is 
based on the Medicare prospective 
payment system; however, New York 
State, in conjunction with 3M/Health 
Information Systems (HIS) (formerly, 
Health Systems International (HSI)), 
modified the Medicare DRGs to address 
the needs of the New York non- 
Medicare population. We modeled our 
proposed DRG changes for 
tracheostomy, multiple significant 
trauma, and HIV cases on the New York 
system with modifications for the 
Medicare population. These DRG 
additions and the other DRGs we 
proposed to add (other than the MDC 5 
changes) are set forth below in this 
section.

Previously, Medicare discharges were 
generally assigned to MDCs based on 
principal diagnosis and then further 
assigned to the surgical or medical 
DRGs included in those MDCs.
However, we proposed to assign 
discharges to the proposed DRGs for 
liver transplants, bone marrow 
transplants, and tracheostomies based 
on the procedure codes rather than first 
assigning the discharges into one of the 
current MDCs based on principal 
diagnosis.

The detailed description of the new 
DRGs are set forth below.

a. Liver Transplants. Medicare 
coverage of liver transplants for children 
under the age o f 18 for certain specified 
conditions has been in effect since

February 9,1984. In a notice published 
in die Federal Register on March 8,1990 
(55 FR 8545), we proposed to expand 
coverage of liver transplants to adults 
with certain specified conditions. In that 
proposed notice, we stated that the 
effective date of coverage for these liver 
transplants would be March 8,1990 
under certain circumstances. Medicare 
payment will continue to be made for 
children’s liver transplants for biliary 
atresia (diagnosis code 751.61) and 
would be expanded to adult liver 
transplants performed in approved 
facilities for the following covered 
conditions. (The diagnosis code to which 
the condition is assigned is also noted.)

• Primary hemochromatosis (275.0)
• Wilson's disease (275.1)
• Alpha-1 antityrypsin deficiency 

disease (277.6)
• Alcoholic cirrhosis (571.2)
• Postnecrotic cirrhosis (Hepatitis B, 

antigen negative) (571.5) s
• Primary biliary cirrhosis (571.6)
• Primary sclerosing cholangitis 

(576.1)
These cases currently group to MDC 7 

and MDC 10. Within MDC 7, liver 
transplants are assigned to DRGs 191 
and 192) Pancreas, liver and Shunt 
Procedures) a. Liver transplant cases in 
MDC 10 group to DRG 468 if no surgical 
procedure related to the patient’s 
principal diagnosis is performed.

Since Medicare coverage of liver 
transplants has now been proposed for 
adults, we proposed to add a new DRG 
480 (Liver Transplant) exclusively for all 
liver transplants (whether adult or 
juvenile). W e proposed to assign 
Medicare discharges to DRG 480 only if 
either procedure code 50.51 (Auxiliary 
liver transplant) or 50.59 (Other 
transplant of liver) is performed at an 
approved liver transplant center and 
any one of the covered conditions (listed 
above) i£ eitheT a principal or secondary 
diagnosis. These conditions are reported 
under the following diagnosis codes:
275.0, 275.1, 277.6, 571.2, 571.5, 571.6,
576.1, or 751.61,

As is currently our policy for organ 
acquisition costs in kidney and heart 
transplant cases paid under Medicare, 
we proposed to pay for liver acquisition 
costs separately on a reasonable cost 
basis. We proposed to revise 
§1 412.2(d)(4) and 412.113(d), which 
describe payment for kidney acquisition 
costs as a pass-through, to include heart 
and liver acquisition costs, also. We 
received no comment on the proposed

1 A single tiile combined with two DRG numbers 
is used to signify pairs, the first DRG of which is 
cases with CC and the second of which is cases 
without CC. If a third number is included, it 
represents cases of patients whs are age 0-17.

changes in the regulations and have 
included them as final in this document. 
However, we did receive comments 
concerning the treatment of bone 
marrow acquisition charges, which are 
discussed in section IlI.B.2.b of this 
preamble. In addition, we received 
several comments on our proposed liver 
transplant DRG as follows:

Comment: One commenter was 
concerned with the treatment of liver 
transplant cases in non-Medicare- 
approved liver transplant centers. 
Specifically, the commenter is interested 
in how the GROUPER identifies whether 
a hospital is a Medicare-approved liver 
transplant center. If the hospital is not 
an approved center, the commenter 
wants to know if the patient would be 
assigned to DRG 480 (Liver Transplant) 
but not allowed payment, or if a portion 
of the hospital stay would be covered by 
Medicare.

Response: Once the expanded 
coverage for liver transplants is final, 
Medicare payment will be made to 
approved transplant centers for covered 
liver transplants assigned to DRG 480. 
The Medicare Code Editor (MCE), not 
the GROUPER, will first identify die 
liver transplant cases by the procedure 
code (50.51 or 50.59); then, the 
intermediary will check the provider 
number to determine If the hospital is a 
Medicare-approved liver transplant 
center and the effective date for 
approval. If the other Medicare criteria 
for coverage are met, payment wifi be 
made for those cases in which the 
hospital is an approved transplant 
center and the transplant is performed 
on or after the approval date. If the 
hospital is not approved, and the liver 
transplant is the sole purpose of the 
admission, the bill is returned to the 
provider, and a "no pay bill” is 
requested. Neither physician services 
nor inpatient services associated with 
the transplantation procedure would be 
covered in this case. A case such as this 
would be assigned to DRG 480, but no 
Medicare payment would be made. 
Where a patient is admitted to a 
nonapproved transplant center for 
treatment of a liver or other condition 
and a decision to perform a liver 
transplant is made at a date subsequent 
to the admission, the bill will be 
processed through the GROUPER and 
assigned to the appropriate DRG for the 
covered part of the hospital stay. 
Therefore, a portion of the hospital stay 
not related to the transplant could be 
covered by Medicare as long as the 
reason for admission was not to receive 
a liver transplant.

Comment: A commenter believes that 
the linkage between Medicare coverage
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policy and the DRG classification 
system is inappropriate and will cause a 
great deal of confusion among other 
users of the DRG classification system. 
The purpose of the DRG classification 
system is to classify patients, not to 
implement coverage policy. If a patient 
receives a liver transplant, the patient 
should be classified into the liver 
transplant category. If Medicare chooses 
not to cover the liver transplant or to 
cover the liver transplant for patients 
only with certain diagnoses, this should 
be a separate coverage decision.

Response: The GROUPER software 
program classifies all cases and is not 
limited by Medicare coverage policy.
The prospective payment system is 
based on reported diagnosis and 
procedure codes and is linked to 
Medicare coverage policy through the 
MCE for Medicare payment purposes.
The MCE will be used to screen liver 
transplant cases for Medicare coverage. 
In the absence of the MCE edit, the 
GROUPER would assign all liver 
transplant cases to the liver transplant 
DRG regardless of the diagnosis. Thus, 
the coverage decision and the 
classification issue are handled 
separately.

Comment: One commenter was 
concerned that 18 of the 24 cases used in 
determining the proposed weight did not 
have an acquisition charge listed and 
that this might indicate that these may 
not be liver transplant cases, but 
miscoded resections or shunt 
procedures. In the commenter’s 
experience, it is accepted practice to 
maintain organ acquisition charges as a 
separate line item when submitting bills 
for payment.

Response: Organ acquisition costs, 
except for bone marrow acquisition 
costs, are paid as a pass-through on a 
reasonable cost basis under Medicare; 
thus, the DRG payment is not designed 
to cover the acquisition cost. Our policy 
has always been to assume that every 
bill for a transplant procedure also has 
included charges for organ acquisition. If 
no acquisition charge is separately 
identified on the bill, we have assumed 
that it was included in total charges. 
Thus, if a bill clearly shows an 
acquisition charge for an organ, we have 
deducted that charge prior to setting the 
DRG weights. If a bill does not 
separately identify an acquisition 
charge, we have deducted an estimate of 
those charges from the bill.

Upon further investigation, we have 
concluded that some transplant bills 
may not include acquisition charges. 
Hospitals that procure the organ for 
transplantation in their own facility 
should show the organ acquisition 
charge on the transplant patient’s

Medicare bill. However, in cases where 
the organ is acquired from another 
facility through an organ procurement 
agency, the transplanting hospital may 
not include the organ acquisition charge 
as a line item dr in its total charges on 
the patient’s bill. Therefore, we are 
revising our methodology for adjusting 
the total charges for acquisition charges. 
We will no longer impute an organ 
acquisition charge for a bill that does 
not include a specific separate charge 
for organ acquisition. Only those cases 
showing an organ acquisition charge 
will have that charge subtracted from 
the total charges prior to using the 
charges in recalibrating the DRG weight.

As for the possibility that these cases 
are miscoded, we reviewed our data to 
determine if the beneficiaries were 
inpatients of transplant centers. We 
identified three cases involving 
hospitals that are not transplant centers 
whose bills included a liver transplant 
procedure code. We removed these 
cases from the data base since, once the 
expanded coverage for liver transplants . 
is final, payment will be made only to 
approved transplant centers.

Comment: One commenter, while 
agreeing that a separate DRG for liver 
transplants is appropriate, was not 
convinced that the category is 
sufficiently well-defined for case-level 
prospective payment. The commenter 
also questioned if HCFA had evaluated 
whether separate DRG categories are 
indicated for different age patients or for 
multiple transplant patients.

Response: We are required by 
provisions in section 1886(d) of the Act 
to pay for covered inpatient services 
furnished by an acute care hospital on a 
prospectively-determined amount per 
discharge that varies by the DRG to 
which the beneficiary’s case is assigned. 
As with DRG 302 (Kidney Transplant) 
and DRG 103 (Heart Transplant), the 
proposed DRG 480 (Liver Transplant) is 
well-defined clinically by the transplant 
procedure, which is unique from other 
surgical procedures. Also, the amount of 
resources used for liver transplants 
differentiates them from other types of 
cases in other DRGs. The alternative to 
a separate DRG for liver transplants 
would be to continue to classify them 
with less resource-intensive cases. 
Payment on a reasonable cost basis is 
not an option under the law.

We do not believe that it is 
appropriate at this time to propose a 
DRG for multiple transplant patients or 
for different age groups given our limited 
experience with Medicare liver 
transplant cases. The cases used to 
calculate the proposed DRG weight, as 
well as the final weight, included a

multiple transplant case and patients 
ranging from 23 to 69 years of age.

Comments: Several commenters 
expressed concern about the 34 percent 
reduction in the DRG weight of 21.0000 
for liver transplants announced in the 
Medicare proposal to cover adult liver 
transplants on March 8,1990 (55 FR 
8546) to the weight of 13.8965 as set forth 
in the May 9,1990 prospective payment 
system proposed rule (55 FR 19429). 
These commenters questioned the data 
used to determine these weights. Some 
commenters stated that their hospitals’ 
average cost per case is significantly 
higher than the payment that would be 
provided by the proposed DRG weight 
of 13.8965.

The commenters believe that the data, 
24 cases from 10 hospitals, used to 
determine the proposed DRG weight are 
too limited. They also questioned the 
availability of MEDPAR data on liver 
transplants, since liver transplants were 
not covered in FY 1989. One commenter 
suggested that we collect data from 
transplant centers, as we did to 
determine the heart transplant DRG 
weight when that procedure was first 
covered.

One commenter stated that 4 percent 
of the liver transplant patients in his 
hospital are over the age of 65, and that 
the hospital’s data indicate that this 
population is more severely ill and 
develops more postsurgical 
complications.

Another commenter believes that a 
minimum volume of 20 to 25 liver 
transplants per year is necessary in 
order to maintain the high surgical and 
nursing levels required to successfully 
treat these critically ill patients and, that 
if hospitals in our data base do not meet 
this minimum level, he questions 
whether their costs may be accurately 
representative of the cost incurred in 
liver transplants.

One commenter recommended that 
the. implementation of the proposed 
DRG weight of 13.8965 be delayed and 
the DRG weight of 21.0000 be retained 
pending further reconsideration of the 
data by HCFA. Another commenter 
recommended phasing-in the reduction 
with revisions based on more current 
data as Medicare claims are processed.

It was pointed out that it would be 
useful to centers applying for Medicare- 
approved liver transplant center status 
to have the data used for the proposed 
DRG weight in order to detennine if 
their costs are similar and to provide a 
clearer understanding as to why 
Medicare is proposing such a sharp 
decrease in the DRG weight. One 
commenter stated that the proposed rule 
did not include details of the data (that
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is, range of charges, length of stay, and 
diagnosis codes). Another commenter 
suggested that we release the MEDPAR 
data for centers to review and comment 
on before finalizing the DRG weight 

Response: The proposed liver 
transplant DRG weight of 13.8965 was 
based on more current data than the 
DRG weight of 21.0000 and is weighted 
relative to the other DRGs that currently 
exist. The DRG weight of 21.0000 
published in the March 8,1990 proposal 
for Medicare coverage of adult liver 
transplants was based on F Y 1984 
Medicare bill data and 1983 and 1984 
sample claims data. The proposed DRG 
weight of 13.8965 was based on FY 1989 
MEDPAR data for 24 liver transplant 
cases that meet the proposed Medicare 
criteria for coverage. We note that the 
Medicare DRG payment does not 
include payment for organ acquisition 
costs, payment for physicians, o t  
payment for capital or other pass­
through costs. Therefore, an accurate 
comparison cannot be made between a 
hospital’s gosI per liver transplant case 
and the DRG payment in order to 
determine the amount that the payment 
exceeded or fell short of the cost of 
treating that case.

We carefully reviewed the final FY 
1989 MEDPAR data foT liver transplant 
cases to ensure that they met the 
proposed coverage criteria and were 
performed by hospitals that have the 
potential for becoming Medicare- 
approved transplant centers. This 
review resulted in the loss of three cases 
from three hospitals that are not liver 
transplant centers. In addition, in 
calculating the proposed DRG weight for 
DRG liver transplants, we subtracted an 
estimate of liver acquisition charges 
from the total charges of liver transplant 
cases if no acquisition charge was 
shown on the bill. As explained above 
in response to another comment, we 
have not done this on the final 
recalibration. We subtracted only 
acquisition charges from those bills that 
actually showed such charges. All these 
steps have resulted in an increase in the 
weight for DRG 4«), The final DRG 480 
weight is 15.2645. This weight is based 
on 29 liver transplant cases in the FY 
1989 MEDPAR data.

We believe that 29 cases are adequate 
to establish a weight for liver 
transplants. The methodology to 
recalibrate the DRG weights (see section
III.C of this preamble) requires a 
minimum of 10 cases to compute a 
reasonable DRG weight. Since the FY 
1989 MEDPAR data included more than 
10 (that is, 29) liver transplant cases that 
meet the proposed Medicare criteria for 
coverage, these cases were used to

determine the liver transplant DRG 
weight In a  manner consistent with the 
other DRG weights. When Medicare 
proposed to cover heart transplants on 
October 17,1986 (51 FR 37164), there 
were fewer than 10 heart transplant 
cases in the FY 1984 Medicare bill data, 
Therefore, we established the initial 
heart transplant DRG weight based on 
the most recent Medicare and non- 
Medicare charge data accumulated 
under the National Heart Transplant 
Study for procedures performed in 1983, 
The 29 liver transplant cases used to 
determine the DRG weight of 15.2645 
include patients ranging in age from 23 
to 69 years of age with only 4 patients 
over the age of 65,

We have not accepted the suggestion 
to limit the data for the DRG weight 
determination to bills from hospitals 
with a minimum volume of 20 liver 
transplant bills per year, in part because 
we currently do not have available to us 
information on the number of liver 
transplants (Medicare and non- 
Medicare) performed per year by a 
given hospital. It is possible that the 29 
cases included in our analysis were, in 
fact, performed at transplant centers 
that would meet the suggested minimiiTn 
volume of 20 transplants per year. We 
note that the actual requirements for 
approval as a Medicare-approved liver 
transplantation center are still under 
consideration and have not yet been 
published as final. However, in keeping 
with the spirit of the suggestion, we 
have excluded bills from three hospitals 
that we determined are not liver 
transplant centers.

We disagree with the suggestion to 
delay or phase-in the reduction of the 
DRG weight as this weight is based on 
current data and is relative to the 
weights of the other DRGs,

The MEDPAR data include detailed 
information on approximately 10 million 
Medicare discharges that were used to 
calculate the liver transplant DRG 
weight and all other DRG weights.
These data are available to requestors 
at a cost of $2,870 for each fiscal year by 
submitting a written request to the 
following address: HGFA Office of 
Statistics and Data, Management,
Bureau of Data Management and 
Strategy, Room 3-A -12 Security Office 
Park Building, 6325 Security Boulevard, 
Baltimore, MD 21207,
(See the May 9,1990 proposed rule at 55 
FR 19461 for additional information 
concerning the MEDPAR data.) The 
conditions that will be covered and their 
corresponding diagnosis codes are 
included in the text of this section, and 
the length of stay information is 
included in Table 7B.

Comment: Two commenters objected 
to the statement that teaching hospitals 
performing liver transplants would 
receive additional Medicare payment for 
the indirect medical education (IME) 
costs. One commenter stated that the 
IME adjustment has never been used 
before as rationale for decreasing the 
relative weight of DRGs. The commenter 
also stated that the IME adjustment 
should be established to cover those 
particular costs and questioned how 
much of this payment should be 
considered as added payment for 
providing liver transplants to Medicare 
patients. The commenter does not 
believe that this policy is consistent 
with the establishment of otheT 
transplant procedures that have been 
approved by Medicare. The other 
commenter believes that the assertion 
that transplant facilities will probably 
receive IME and disproportionate share 
payments that will significantly increase 
the actual payments for covered liver 
transplants is inappropriate and too 
highly individualized for each hospital 
This commenter stated that the relative 
weights of DRGs should be calculated 
based on the average resources required 
to treat the patient and that additional 
payments received by the hospital are 
irrelevant in determining the appropriate 
DRG weight.

Response: It appears that our 
discussion of the proposed weight of 
13.8965 for DRG 480 has caused some 
confusion. It was never our intention to 
reduce the weight of this DRG. The 
proposed weight was based on more 
current data than the data that were 
used to estimate the weight in the earlier 
notice. Recognizing that this 
discrepancy in the weights would cause 
concern, we pointed out that the final 
payment to a hospital for a given case is 
not based solely on the DRG weight

H ie statement that facilities 
performing liver transplants tend to be 
larger teaching hospitals that receive 
IME and, in most cases, 
disproportionate share payment 
adjustments that will significantly 
increase the actual payments for 
covered liver transplants, was not 
intended to serve as rationale for a 
lower DRG weight, but to point out that 
in most cases the Medicare payment for 
liver transplant cases will be greater 
than that indicated by the DRG weight. 
The additional Medicare payments for 
IME and disproportionate share do not 
affect the DRG weights but are removed 
when the charges are standardized 
before the DRG weights are 
recalibrated. The weight foT the liver 
transplant DRG is calculated using the 
same methodology as the other DRGs.
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Comment: One commenter pointed out 
that liver transplants are much more 
complex and resource intensive than 
other organ transplants such as the 
heart transplant. According to this 
commenter, the liver transplant requires 
12 hours of surgery, 5 surgeons, 6 nurses, 
2 anesthetists, and 2 certified registered 
nurse anesthetists. The heart transplant 
requires 4 to 5 hours of surgery, 3 
surgeons, 3 nurses, 2 anesthetists, and 1 
certified registered nurse anesthetist.
The commenter is concerned that the 
proposed DRG weight of 13.8965 does 
not take into account the additional staff 
requirements and technical expertise.

Response: Medicare payment for the 
surgeons, anesthetists, and certified 
registered nurse anesthetists is not 
included in the DRG payment; thus, 
these charges are not included in the 
DRG weight determination. These 
services are paid separately under 
Medicare Part B. The DRG weight is 
calculated using the total charges on the 
bill for the hospital services payable 
under Part A. To the extent inpatient 
stays involving a liver transplant require 
more intensive hospital resources (and 
result in higher charges), this will be 
reflected in the DRG weight. In this 
regard, we note that the final weight for 
DRG 480 is 15.2645 compared to the 
weight of 12.9086 for DRG 103, Heart 
Transplant.

b. Bone marrow transplants. In the 
September 1,1989 final rule, we 
responded to a comment that requested 
that we establish a unique DRG for 
autologous bone marrow transplants.
We stated that since we had not 
included such a proposal in the May 8, 
1989 proposed rule, and coverage for 
autologous bone marrow transplants 
had begun only on April 28,1989, we 
would defer making such a change but 
that we would analyze the data that 
became available in the following year. 
We analyzed the data available in the 
F Y 1989 MEDPAR file on bone marrow 
transplants. The data show that these 
cases are much more resource intensive 
than the other cases in the DRGs to 
which they are currently being assigned 
and that our data base now includes a 
sufficient number of these cases to 
support the addition of a DRG.

Therefore, we proposed to add DRG 
481 (Bone Marrow Transplant). We 
proposed to assign both allogeneic and 
autologous bone marrow transplants to 
this DRG. Bone marrow transplants had 
been assigned to four DRGs depending 
on the patient’s principal diagnosis:
DRG 394 (Other OR Procedures of the 
Blood and Blood Forming Organs), DRG 
400 (Lymphoma and Leukemia with 
Major OR Procedure), and DRGs 406

and 407 (Myeloproliferative Disorder or 
Poorly Differentiated Neoplasms with 
Major OR Procedure).

We proposed that only those cases 
with a condition covered by Medicare 
for bone marrow transplantation would 
be paid under DRG 481. We stated that 
we would add a screen for these cases 
to the MCE. Each bone marrow 
transplant discharge would be identified 
by the screen and further reviewed by 
the intermediary before payment is 
made to ensure that all the coverage 
conditions are m et 

Allogeneic bone marrow 
transplantation is a procedure in which 
a portion of a healthy donor’s bone 
marrow is obtained and prepared for 
intravenous infusion to restore normal 
marrow function in recipients having an 
inherited or acquired marrow deficiency 
or defect. The use of allogeneic bone 
marrow transplantation can be covered 
under Medicare for the following 
conditions:

• Leukemia.
• Aplastic anemia.
• Severe combined immunodeficiency 

disease (SCID).
• Wiskott-Aldrich syndrome.
Autologous bone marrow 

transplantation is a technique for 
restoring bone marrow stem cells using 
the patient’s own previously stored 
marrow. Autologous bone marrow 
transplantation can be covered under 
Medicare for patients with the following 
conditions:

• Acute leukemia in remission for 
patients who have a high probability of 
relapse and who have no HLA-matched 
donor.

• Resistant non-Hodgkin’s 
lymphomas or those presenting with 
poor prognostic features following an 
initial response.

• Recurrent or refractory 
neuroblastoma.

• Advanced Hodgkin’s disease for 
patient’s who have failed to respond to 
conventional therapy and have no HLA- 
matched donor.

We proposed to assign discharges to 
DRG 481 as follows:

• Procedure code 41.01 (Autologous 
bone marrow transplant) is performed 
and any one of the following is either a 
principal or secondary diagnosis:
—Acute leukemia, in remission (V10.60, 

V10.61, V10.62, V10.63, and V10.69).
— Advanced Hodgkin's disease (201.00- 

201.08, 201.10-201.18, 201.20-201.23, 201.40- 
201.48, 201.50-201.58, 201.60-201.68, 201.70- 
201.78, 201.90-201.98).

—Resistant non-Hodgkin’s lymphomas 
(202.80-202.88).

—-Recurrent or refractory neuroblastoma 
(140.0-199.1).

• Either procedure code 41.02 
(Allogeneic bone marrow transplant 
with purging) or 41.03 (Allogeneic bone 
marrow transplant without purging) is 
performed and any one of the following 
is either a principal or secondary 
diagnosis:
—Lymphoid leukemia (204.0-204.9).
—Myeloid leukemia (205.0-205.9).
—Monocytic leukemia (206.0-206.9)
—Other specified leukemia (207.0-207.8).
—Leukemia of unspecified ceil type (208.0-

208.9).
—Wiskott-Aldrich syndrome (279.12).
—Severe combined immunodeficiency

disease (279.2).
—Aplastic anemia (284.0-284.9).
—Leukemia, in remission (Vl0.60-Vl0.69).

• In the proposed rule we stated that 
if procedure code 41.00 (Bone marrow 
transplant, not otherwise specified) is 
reported with one of any of the 
diagnoses set forth in the two preceding 
paragraphs, the case would be 
developed further and would be 
assigned to DRG 481 only after 
verification that a covered transplant 
was performed.

Unlike the other transplant DRGs 
(that is, kidney, heart* and liver), for 
which the cost of the organ acquisition 
is paid on a reasonable cost basis, the 
payment for the acquisition costs for 
bone marrow transplants is included in 
the DRG payment. Therefore, in 
calculating the DRG weight for bone 
marrow transplants under the 
methodology set forth below in section
III.C of this preamble, bone marrow 
acquisition charges were not subtracted 
from the total charges prior to 
computing the average charge for the 
DRG and, subsequently, its relative 
weight.

Comment: One commenter asked for 
clarification of the statement in the 
proposed rule that, prior to the payment 
of a claim containing a bone marrow 
transplant code, a case will be “further 
reviewed by the intermediary.’’ The 
commenter was interested in the criteria 
that will be used by the fiscal 
intermediary to allow or disallow 
payment and whether or not the 
intermediary will need the medical 
record to conduct its review. The 
commenter also requested information 
on the time lag hospitals can expect 
between billing, FI review, and payment.

Response: The "further review by the 
intermediary” refers to the verification 
process by which the intermediary will 
check the diagnosis codes on the bill of 
each bone marrow transplant case 
against the Medicare coverage criteria 
listed in the Medicare Coverage Issues 
Manual and described above in this 
section of the preamble. Those cases
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with at least one of the diagnosis codes 
of a condition that Medicare will cover 
coupled with the correct bone marrow 
transplant procedure code will be 
processed through the GROUPER 
assigned to the bone marrow transplant 
DRGi and paid as such. This review will 
be done through an automated interface 
on the MCE and will not increase the 
time required to process these bone 
marrow transplant bills. However, if 
procedure code 41.00 (Bone marrow 
transplant, NOS) is coded with one of 
the covered diagnoses, the bill will be 
returned to the hospital for a more 
specific procedure code. Since different 
conditions are covered for autologous 
and allogeneic bone marrow 
transplants, the bill must be coded 
specifically as either allogeneic or 
autologous to be paid as DRG 481. The 
FI will not review the medical records of 
the bone marrow transplant cases prior 
to payment. However, the PRO may 
review cases assigned to and paid under 
DRG 481, Bone Marrow Transplant, on a 
postpayment review basis. In this case, 
the medical records for the bone marrow 
transplant will be reviewed.

Comment: One commenter pointed out 
that the proposed rule stated that 
Medicare will pay for bone marrow 
transplants done to treat aplastic 
anemia; however, the codes that include 
this diagnosis were not listed (55 FR 
19430).

Response: Although aplastic anemia 
was mentioned in the proposed rule as a 
covered condition (55 FR 19430), the 
ICD-9-CM codes for aplastic anemia 
(284.8-284.9) were inadvertently left off 
the list of covered codes printed in the 
proposed rule. These codes will be 
included as covered diagnoses.

Comment: Two commenters objected 
to the Medicare coverage guidelines for 
autologous bone marrow transplants 
that lists codes V10.60 through V10.69 as 
the ICD-9-CM diagnosis codes for acute 
leukemia in remission. They stated that 
these codes do not indicate leukemia in 
remission. They pointed out that, 
according to current coding guidelines, 
the V10 series of codes are used to 
indicate the site of a previous cancer 
that has been excised or eradicated and 
no longer exists. They also pointed out 
that leukemia in remission is still an 
existing cancer and that there are no 
ICD-9-CM codes that specifically 
indicate leukemia in remission. They 
recommended that HCFA ask the ICD- 
9-CM Coordination and Maintenance 
Committee to revise the leukemia codes 
to designate specific codes for leukemia 
in remission. They also suggested that, 
in the meantime, the leukemia code 
series (diagnoses 204 tlirough 208) be

used instead of the V10 codes to identify 
acute leukemia and that the leukemia in 
remission be identified by a chart 
review, since HCFA already plans to 
screen each bone marrow transplant 
case to ensure that all coverage 
conditions are met.

Response: The ICD^-9-CM alphabetic 
index instructs coders to use the V10.6 
series for leukemia in remission. The 
ICD-9-CM-Coordination and 
Maintenance Committee is currently 
proposed to create diagnosis codes for 
leukemia in remission. The earliest date 
that approved changes would become 
effective is October % 1991. In the 
interim, the Medicare coverage 
requirements will remain the same, and 
coding guidelines will be published in 
the Coding Clinic for ICD-9-CM (Fourth 
quarter, 1990) to instruct hospitals to 
make an exception to coding advice 
published previously in the Coding 
Clinic for ICD-9-CM (May-June, 1985), 
which indicated that the V10 series not 
be used to indicate a cancer remission; 
The revised guidelines will instruct that 
the V10.6X codes (Personal history of 
leukemia in remission) are to be used 
when a patient is admitted with 
leukemia in remission for an autologous 
bone marrow transplant. We note that 
the intermediaries will screen each bone 
marrow transplant case for a diagnosis 
code of a covered condition but that this 
screen will not include a review of the 
medical record.

Comment: Two commenters disagreed 
with the payment methodology for bone 
marrow acquisition charges. One 
disagreed with the proposal to include 
organ recovery costs in the bone 
marrow transplant DRG payment and 
recommended that they be treated in a 
manner consistent with other transplant 
procedures (that is, paid as a pass­
through on a reasonable cost basis). The 
other commenter urged us to reconsider 
this policy and pay allogeneic bone 
marrow acquisition costs as a pass­
through, on a reasonable cost basis, as 
is done with kidney, heart, and liver 
acquisition costs.

Response: Under the prospective 
payment system, payment for bone 
marrow acquisition costs are and have 
always been included in the DRG 
payment for the bone marrow 
transplant. There are differences in both 
the acquisition and payment of bone 
marrow and organs such as the kidney, 
heart, and liver. With kidney, heart, and 
liver transplants, the donor and 
recipient may often be in different 
hospitals, and the procuring, 
preservation, and transportation of 
donated organs is coordinated through 
an organ procurement agency. The

Medicare payment for the acquisition of 
these organs is made on a pass-through 
basis, generally to the hospital that did 
the procuring. With an allogeneic bone 
marrow transplant, the donor and 
recipient are usually in the same 
hospital. In the case of an autologous 
bone marrow transplant, the patient is 
both the bone marrow donor and 
recipient. The charges for bone marrow 
acquisition in both allogeneic and 
autologous bone marrow transplant 
cases are included on the recipient’s 
Medicare bill, and the payment is 
included in the DRG payment for the 
recipient’s bone marrow transplant.

Comment: Two commenters, while 
supporting the creation of a separate 
DRG for bone marrow transplants, are 
concerned with the adequacy and 
appropriateness of the DRG weight. One 
commenter is especially concerned with 
the small case volume (45 cases in the 
proposed rule) used to set the proposed 
DRG weight and their high variability in 
resource use and length of stay. One 
commenter stated that a review of the 
cost data at the commenter’s hospital 
shows the proposed DRG weight to be 
“underweighted” by at least 50 percent. 
One commenter was not convinced that 
the DRG is sufficiently well-defined for 
case level prospective payment and also 
inquired if HCFA had evaluated 
whether separate DRGs are indicated 
for patients of different ages, allogeneic 
versus autologous bone marrow 
transplant patients, or multiple 
transplant patients. This commenter 
also reported that for pediatric patients 
receiving bone marrow transplants, 
those with a principal diagnosis in 
MDCs 10 and 16 have higher and more 
variable resource use on average than 
those pediatric patients with a principal 
diagnosis in M DC17. These commenters 
recommended that HCFA develop a 
broader analysis of costs and charges 
associated with bone marrow transplant 
procedures than suggested in the 
proposed rule and that the 
appropriateness of the DRG weight be 
monitored so that revisions be made 
upon review of more current “actual” 
data as Medicare claims are processed.

Response: The proposed bone marrow 
transplant DRG weight of 11.9901 was 
based on F Y 1989 MEDPAR data for 45 
bone marrow transplant cases that met 
Medicare’s criteria for coverage. The 
proposed DRG weight was among the 
highest of the DRG weights. As noted 
above for liver transplants, the Medicare 
DRG payment does not include capital, 
organ acquisition, or other pass-through 
costs, or physician and other part B 
services; Therefore, an accurate 
comparison cannot be made between a
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hospital’s cost per bone marrow 
transplant case and the DRG payment in 
order to determine the amount that the 
payment exceeded or fell short of the 
cost of treating that case.

The methodology to recalibrate the 
DRG weights (see section Ill.C of this 
preamble) requires a minimum of 10 
cases to compute a reasonable DRG 
weight. Since the F Y 1989 MEDPAR data 
used to set the final weights include 5^ 
bone marrow transplant cases that meet 
the Medicare criteria for coverage, these 
cases were used to determine the bone 
marrow transplant DRG weight in a 
manner consistent with the other DRG 
weights. The final weight for DRG 481 is 
12.4485.

We believe that the bone marrow 
transplant DRG is both appropriate and 
well-defined for case level prospective 
payment. DRG 481 (Bone Marrow 
Transplant) is well-defined clinically by 
the transplant procedure which is 
unique from other surgical procedures. 
Also, the amount of resources used for 
bone marrow transplants differentiates 
them from other types of cases in other 
DRGs. We do not feel that is appropriate 
at this time to split the bone marrow 
transplant DRG by type of bone marrow 
transplant or by patient age, or to create 
a separate DRG for multiple transplant 
patients. The bone marrow transplant 
cases in the MEDPAR file are fairly 
homogeneous both clinically and based 
on resource use. We will continue to 
evaluate the bone marrow transplant 
cases as part of our ongoing refinement 
to enhance clinical coherency and 
reduce variation in charges within each 
DRG.
c. Tracheostomy

Beginning with discharges occurring 
on or after October 1,1987, cases with a 
principal diagnosis in MDC 4 (Diseases 
and Disorders of the Respiratory 
System) and one of the tracheostomy 
procedure codes 31.1 (Temporary 
tracheostomy), 31.21 (Mediastinal 
tracheostomy), or 31.29 (Other 
permanent tracheostomy) were assigned 
to a new DRG 474 (Respiratory System 
Diagnosis with Tracheostomy). We also 
created a new DRG 475 (Respiratory 
System Diagnosis with Ventilator 
Support). Currently, cases group to DRG 
475 when a patient with a principal 
diagnosis in MDC 4 receives mechanical 
ventilation (procedure code 93.92) and 
no operating room procedure or 
tracheostomy is performed during the 
hospital stay.

We received many requests that we 
expand DRGs 474 and 475 to include 
patients with other than respiratory 
diagnoses. Our analysis of the FY 1988 
and F  ' 1989 MEDPAR data

demonstrated that tracheostomy cases 
in the other MDCs have significant 
differences in resource consumption, 
with consistently higher average charges 
than other cases in the same DRG. 
Additionally, the charges for these 
tracheostomy cases, with the exception 
of certain cases with a mouth, larynx, or 
pharynx disorder, were more similar to 
each other than to the other cases in the 
MDCs to which they are currently 
assigned. Tracheostomy patients with a 
mouth, larynx, or pharynx disorder 
incurred significantly lower charges 
than other tracheostomy patients; 
however, their charges were still higher 
than those of other cases in the same 
DRG. Cases with a principal diagnosis 
of a mouth, larynx, or pharynx disorder 
are more likely to require a 
tracheostomy as a therapeutic measure 
related to the principal diagnosis rather 
than in response to respiratory failure 
requiring long-term ventilation.

We proposed to create two 
tracheostomy DRGs: DRG 482 for 
patients with a disorder of the mouth, 
larynx, or pharynx who have one of the 
tracheostomy procedures performed 
(procedure codes 31.1,31.21, or 31.29), 
and DRG 483 for all other patients with 
at least one of the tracheostomy 
procedure codes. W e proposed to delete 
DRG 474 since all cases that currently 
group to DRG 474 would now be 
assigned to DRG 483.

We proposed to assign tracheostomy 
patients to DRG 482 or 483 prior to other 
DRG and MDC assignment but after 
patients have been classified to the 
Liver or Bone Marrow Transplant DRGs 
480 or 481. We proposed to group cases 
to the tracheostomy DRGs before the 
new DRGs for HTV infection or multiple 
significant trauma because, for the 
Medicare population, tracheostomy 
patiènts tend to incur higher charges 
than either HIV or trauma patients.

The response to our proposed 
tracheostomy DRGs was 
overwhelmingly favorable. However, 
some commenters wrote to suggest 
various revisions to these DRGs.

Comment: ProPAC is concerned about 
thè incentives to code tracheostomy 
procedures and whether these 
additional cases will be similar to the 
cases upon which we based the weights 
for DRGs 482 and 483. ProPAC further 
commented that the subset of 
tracheostomy cases classified in MDC 4 
indicate wide variation m length of stay 
and charges among cases. Also, many of 
these patients die in the hospital. The 
Commission findings suggest that further 
analysis to identify subgroups of 
tracheostomy cases may be warranted. 
Another commenter suggested that we 
conduct more research toward

introducing further subdivision of the 
tracheostomy cases, at least for certain 
MDCs (as in the Yale model) or for 
surgical versus medical cases.

Response: We share ProPAC’s 
concern that the volume of cases with 
tracheostomy procedures reported on 
the bill may increase. Heretofore, since 
payment was unaffected, hospitals had 
no financial incentive to report 
tracheostomies that were performed 
appropriately on patients with other 
than respiratory conditions (that is, 
those patients outside NDC 4). With the 
establishment of the higher-weighted 
DRGs for tracheostomy cases, hospitals 
will now have an incentive to report 
tracheostomies outside MDC 4. As 
ProPAC pointed out, we experienced a 
40 percent increase in the reporting of 
tracheostomy cases in MDC 4 when a 
separate DRG was created for 
tracheostomy cases in MDC 4 (DRG 474) 
in FY 1988. However, we have no basis 
for assuming that any increased volume 
of reported tracheostomies under the 
new DRGs would be for patients with 
different resource requirements than 
those in the data base used to establish 
the new DRGs.

W e plan to evaluate the impact and 
performance of the tracheostomy DRGs 
when FY 1991 Medicare discharge data 
become available. If these DRGs show 
increases in heterogeneity, that is, 
dissimilar cases with high charge 
variance, consideration will be given to 
appropriate modification of the 
tracheostomy DRGs.

We evaluated creating separate 
tracheostomy DRGs for surgical and 
medical cases as one component of our 
analysis prior to proposing the mouth, 
larynx, or pharynx disorder with 
tracheostomy and all other conditions 
with tracheostomy groups. While in 
most MDCs, surgical cases with a 
tracheostomy showed higher charges 
than the medical cases with a 
tracheostomy, wa concluded that this 
division would not significantly reduce 
the amount of variation in resource use 
within the tracheostomy DRGs. 
Therefore, the decision was made to 
propose DRGs based on all MDCs, with 
separate DRGs for mouth, larynx, or 
pharynx disorders and for all other 
patients. These two groups 
demonstrated the most substantial 
differences from each other.

Comment: One commenter brought to 
our attention two procedure codes that 
were not included in the list of 
tracheostomy procedure codes that 
would assign cases to DRG 482 or 483. ! 
These two codes are procedure codes
30.3 (Complete laryngectomy)—and 30.4 
(Radical laryngectomy). A laryngectomy
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is the removal of the voice box. Because 
a tracheostomy is virtually always 
performed as part of the procedure, 
coders are directed by the ICD-9-CM, 
volume 3, not to report the tracheostomy 
codes when codes 30.3 and 30.4 are 
reported. The commenter recommended 
that the procedure codes that group to 
the tracheostomy DRGs be expanded to 
include 30.3 and 30.4 so that discharges 
involving either of these procedures 
would also be assigned to DRG 482 
(Tracheostomy with Mouth, Larynx, or 
Pharynx Disorder).

Response: Currently, discharges with 
procedure codes 30.3 and 30.4 are 
assigned to DRG 49 (Major Head and 
Neck Procedure) and DRGs 70 and 77 
(Other Respiratory System Procedures). 
In the process of expanding the 
tracheostomy procedures from DRG 474, 
we overlooked the two laryngectomy 
(with tracheostomy) procedures. Our 
medical consultants verified that these 
two procedures do, in fact, include 
tracheostomy. Evaluation of MEDPAR 
data confirms that these cases have a 
distribution of charges similar to DRG 
482. Based on this finding, as well as the 
current classification of cases with these 
procedures primarily to DRG 49, we are 
providing that procedure codes 30.3 and
30.4, when performed with any 
diagnosis, will group to DRG 482. 
Therefore, the GROUPER will assign all 
cases to DRG 482 with a principal 
diagnosis of mouth, larynx, or pharynx 
disorder and procedure codes 31.1, 31.21, 
or 31.29; or cases with any principal 
diagnosis and procedure codes 30.3 or
30.4. Cases with other principal 
diagnoses and procedure codes 31.1, 
31.21, 31.29 will group to DRG 483. For 
the convenience of the reader, we have 
listed in table 6k of the Addendum to 
this final rule all the mouth,: larynx, and 
pharynx disorder diagnosis codes that 
will cause a tracheostomy case to be 
assigned to DRG 482.

Comment: Tw o  commenters observed 
that a problem may exist for 
tracheostomy patients who are 
transferred during the course of 
treatment. These commenters present a 
hypothetical case of a trauma viGtim 
who receives a tracheostomy upon 
admission, is stablized, and then 
transferred to a tertiary care center 
where the patient could remain for 2 
months or longer, with a significant 
portion of that time on mechanical 
ventilation. The commenters complain 
that once the patient is transferred, the 
discharge cannot be classified in a 
tracheostomy DRG.

Response: The secenario described by 
the commenter raises several issues. 
First, our policy is to consider only the.

procedures actually performed at the 
hospital in assigning cases to their 
respective DRGs. This is a fundamental 
principle of the DRG classification 
system that allows us to classify 
patients based on information that is 
presented on the bill. Any deviation 
from this principle, such as to recognize 
a tracheostomy that was performed 
elsewhere prior to admission, would not 
be appropriate and would be impractical 
to administer since it would require 
associating bills from different inpatient 
stays.

Secondly, effective with discharges 
occurring in F Y 1990, we modified DRG 
475 so that transfer cases with a prior 
tracheostomy would be assigned to this 
DRG if certain conditions were met. 
(Prior to FY 1990, such cases could not 
be assigned to DRG 475 because both 
intubation and mechanical ventilation 
were required for assignment and the 
intubation was usually performed 
elsewhere prior to the patient’s transfer.) 
The new tracheostomy DRGs will not 
affect the assignment of these cases.

A patient who receives a 
tracheostomy in one facility and is then 
transferred to another will be treated in 
the same manner as under the current 
system. Specifically, the stay in a 
second hospital will not be assigned to a 
tracheostomy DRG since the procedure 
Was not performed at the second 
hospital and cannot be coded on the 
hospital’s bill. When a patient with an 
established tracheostomy is transferred, 
the second hospital is paid under DRG 
475 only if the principal diagnosis is 
classified in MDC 4, the patient receives 
mechanical ventilation, and no 
operating room procedures were 
performed during the stay in the second 
hospital.

Although our current payment policy 
on transfer cases that had a 
tracheostomy performed prior to 
admission is an improvement over the 
policy in effect before FY 1990, we 
recognize that payment may still be 
inadequate for cases that do not meet 
the conditions for assignment to DRG 
475 and for those cases that involve 
prolonged mechanical ventilation. As 
indicated below in response to other 
commenters, we are continuing to 
review these situations in an effort to 
improve our payment policies for 
ventilator patients who consume more 
than average resources.

Comment: Several commenters 
expressed regret that although we were 
improving payment for tracheostomy 
cases, we failed to expand other 
mechanical ventilation cases beyond 
MDG 4 and DRG 475. These commenters 
encouraged us to institute a policy for

mechanical ventilation similar to the 
proposed classification for tracheostomy 
cases, addressing the unresolved issue 
of medical patients placed on 
mechanical ventilation who do not have 
a tracheostomy and who do not have a 
principal diagnosis in MDC 4. It was 
recommended that we give priority to 
completing research on possible 
additional mechanical ventilation 
categories for cases outside MDC 4.

Response: As stated in the proposed 
rule, cases with MDC 4 principal 
diagnoses and mechanical ventilation 
currently classify to DRG 475 if no 
surgical procedure or tracheostomy is 
performed. As stated at that time, we 
are continuing to analyze resource 
consumption for nontracheostomy, 
Ventilator-assisted patients in medical 
DRGs outside MDC 4. We did not 
propose any changes for mechanical 
ventilation as our analysis was not 
complete. We are continuing the 
analytic work on these cases to 
determine if it is appropriate to develop 
DRGs similar to those proposed for 
tracheostomy cases.

Comment: Other commenters 
expressed concern about the time spent 
on ventilation as a distinguishing factor 
in resource consumption. One 
commenter recommended that the basis 
for DRG assignment be the presence of 
both a diagnosis of severe respiratory 
compromise (diagnosis codes 518.81, 
518.82, 799.0, and 799.1) and mechanical 
ventilation (procedure code 93.92). The 
commenter states that this would 
capture patients who are experiencing a 
severe, life-threatening respiratory 
disorder and are also being 
mechanically ventilated. This would 
preclude the need to identify the time a 
patient was mechanically ventilated.

Response: We gave considerable 
thought to the recommendation to use 
time on mechanical ventilation as a 
proxy for resource consumption, and to 
use length of time to distinguish routine 
surgical mechanical assistance from the 
more extensive care associated with 
prolonged ventilation. As stated in the 
proposed rule, we have no way to 
identify the length of time spent on 
mechanical ventilation. Over the past 
year, the ICD-9-CM Coordination and 
Maintenance Committee reviewed 
whether it would be appropriate to 
change the ventilator procedure codes to 
reflect the length of ventilator time. A 
number of approaches were suggested. 
The committee decided against making 
any changes effective October 1,1990 
due to lack of empirical evidence 
supporting appropriate time intervals.

We are continuing to consider and 
research this issue of mechanical
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ventilation time in an effort to address 
the concerns of hospitals that ventilator- 
assisted patients consume above 
average resources..

We have analyzed data using 
respiratory failure diagnosis codes 
518.81, 518.82, 799.0, and 799.1 and 
mechanical ventilation code 93.92.
While this distinction served to identify 
a class of patients within MDC 4, 
respiratory failure was not coded with 
enough consistency in other MDCs to be 
reliable. However, we appreciate the 
suggestion and will examine this 
possibility as one component of our 
continuing analysis.

d. Multiple Significant Trauma. The 
DRG classification system has received 
considerable criticism because there are 
no DRGs designed for multiple trauma 
cases. There is an MDC for injuries, 
poisoning, and toxic effects of drugs 
(MDC 21) that contains several surgical 
DRGs for injuries and three medical 
DRGs for multiple trauma. However, 
most injury and trauma cases group to 
one of the other MDCs based on the 
body system affected by the principal 
diagnosis. Multiple trauma cases tend to 
be extremely resource intensive and to 
incur long lengths of stay. Because these 
cases are assigned to DRGs based on 
principal diagnosis, they are included in 
DRGs with other generally less 
expensive cases and, thus, tend to 
receive Medicare payments that are far 
less than the cost of treating the case.

We proposed to create a new MDC 24 
(Multiple Significant Trauma) with three 
surgical DRGs (DRG 484 through 486) 
and one medical DRG (DRG 487) to 
classify multiple significant trauma 
cases. We proposed to assign these 
cases to DRGs 484 through 487 after 
assignment of cases to bone marrow 
and liver transplant and tracheostomy 
DRGs and before cases are assigned to 
the current MDCs. Patients with a 
principal diagnosis of trauma (diagnosis 
codes 800.00-904.9; 910.0-929.9, and 
950 0-959.9) group to a multiple trauma 
MDC if at least two significant trauma 
diagnosis codes from two different body 
site categories are reported as either 
principal or secondary diagnoses. We 
proposed to recognize eight different 
body site categories; head, chest, 
abdomen, kidney, urinary, pelvis and 
spine, upper limb, and lower limb.

Based on HCFA data analysis, the 
following DRG groupings were proposed 
for multiple significant trauma:
DRG 484 Craniotomy for Multiple 

Significant Tauma 
DRG 485 Hip, Femur and Limb 

Reattachment Procedures for Multiple 
Significant Trauma

DRG 486 Other OR Precedures for Multiple 
Significant Trauma

DRG 487 Other Multiple Significant Trauma

As proposed, the OR procedures 
allowed for MDC 24 would be all of the 
OR procedures allowed for MDC 21 plus 
OR procedure codes 01.21, 01.42,01.51, 
01.6, and 02.14. If an OR procedure other 
than one of these is performed, the case 
will be assigned to DRG 468 (Extensive 
OR Procedure Unrelated to Principal 
Diagnosis), DRG 476 (Prostatic OR 
Procedure Unrelated to Principal 
Diagnosis), or DRG 477 (Non-Extensive 
OR Procedure Unrelated to Principal 
Diagnosis). We proposed that multiple 
significant trauma cases with no OR 
procedure would group to DRG 487.

For purposes of clarity and to lessen 
confusion concerning the DRGs to which 
multiple trauma cases group, we 
proposed to revise the titles of the 
current DRGs 444, 445, and 448 (Multiple 
Trauma) in MDC 21 to Traumatic Injury.

We received many comments 
supporting and approving our proposed 
multiple significant trauma DRGs. All of 
the comments received regarding 
multiple significant trauma included a 
favorable statement. We did, however, 
receive several suggestions on ways to 
improve these DRGs.

Comment: Commenters recommended 
that we consider creating a new DRG to 
describe multiple injuries within one 
anatomic area. These commenters 
observed that multiple injuries occur 
both within a single body area as well 
as in two or more body sites, and that 
these patients consume more resources 
than those with single organ injuries 
within the same anatomic area. As the 
proposed DRGs do not address multiple 
organ injury within one body system, an 
additional DRG indicating multiple 
significant injuries within one body site 
was recommended.

Response: Patients group to MDC 24 
with a principal diagnosis of trauma 
(diagnosis codes 800.00-904.9, 910.0- 
929.9, and 950.0-959.9) and at least two 
significant, trauma diagnosis codes 
(either as principal or secondary) from 
different body site categories. The eight 
different body site categories and 
diagnosis codes associated with each 
category are set forth in Table 6h of the 
addendum to this final rule. 
Operationally, this classification groups 
patients to MDC 24 if they have a 
principal diagnosis of significant trauma 
from one body site and a secondary 
significant trauma from another body 
site or a principal diagnosis of trauma 
that is not on one of the body site 
significant trauma lists and two 
secondary diagnoses of significant 
trauma from different body sites:

HCFA data analysis for these multiple 
trauma cases substantiated the New

York study results: These cases did in 
fact consume more resources than other 
cases in the DRGs to which they groups 
under current classification. Variation 
was reduced, as measured by the 
coefficient of variation (the standard 
deviation divided by the mean), thus 
increasing homogeneity. The creation of 
these DRGs reduces the variance both in 
the new DRGs and in the DRGs from 
which these cases were drawn. To date, 
the Medicare data have not supported 
the development of similar DRGs for 
multiple trauma to a single body site.
The reduction in variability in die cases 
remaining in the original DRG3 to which 
trauma cases have been previously 
grouped was significant enough to be 
considered sufficient improvement at 
this time.

We will be evaluating the 
performance of the multiple trauma 
DRGs. As one component of this 
analysis, we will examine the relative 
resources required for multiple trauma 
to a single body site.

Comment: Two comments were 
received concerning emergency room 
care and trauma payment. Both 
observed that trauma diagnoses and 
treatment are often buried in nontrauma 
DRGs where the emergency care 
component of trauma resource 
consumption is poorly recognized. These 
commenters indicated the emergency 
room component of trauma resource 
consumption merited recognition.

Response: DRG weights are calibrated 
based on charges submitted on 
Medicare claims. If a beneficiary 
receives emergency room services and is 
subsequently admitted as an inpatient 
before midnight of the following day, the 
emergency room services are covered 
under part A and the charges are 
included on the inpatient bill. To the 
extent that emergency room charges are 
entered on the inpatient bill, they are 
part of total charges and included in 
establishing the weight for the relevant 
DRGs. Given the traumatic nature of the 
cases that will be assigned to MDC 24, 
we would anticipate that most, if not all 
would be emergency admissions.

Comment: We received several 
comments with recommendations that 
related to specific proposed DRGs for 
multiple trauma. One commenter 
observed that the New York State 
multiple significant trauma DRGs have 
two medical DRGs as compared to the 
one medical DRG being proposed for 
Medicare.

Response: When we analyzed 
Medicare data using the New York 
model, we found that the two New Yoik 
medical DRGs for Head, Chest and 
Lower Limb Diagnoses of Multiple
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Significant Trauma and Other Diagnoses 
of Multiple Significant Trauma were 
similar in terms of length of stay and 
charges for the Medicare population. 
Clinically, there was no reason to 
maintain separate groups. Therefore, the 
decision was made to form only one 
medical DRG, DRG 487 (Other Multiple 
Significant Trauma).

Another difference between the 
HCFA Multiple Significant Trauma 
DRGs and the New York model is in the 
sequencing for patients with multiple 
significant trauma that require a 
tracheostomy. The New York Grouper 
assigns these cases to the Multiple 
Significant Trauma DRGs. Under the 
Medicare GROUPER, these cases will be 
assigned to the Tracheostomy DRGs 482 
and 483 rather than the Multiple 
Significant Trauma DRGs. The net effect 
of this difference is to reduce the range 
of variance in the charges and length of 
stay in the Medicare Significant Multiple 
Trauma cases, since the typical 
tracheostomy case requires greater 
resources than the typical multiple v 
trauma case.

Comment: HCFA should broaden DRG
484 (Craniotomy for Multiple Significant 
Trauma) to include "Multiple Significant 
Trauma with Significant Head Injury, 
with or without Craniotomy,” as only a 
fraction of multiple-injured patients with 
head injuries undergo a craniotomy.

Response: We will be cognizant of the 
classification concerns expressed by the 
commenter as we evaluate the 
performance of the multiple significant 
trauma DRGs. ForFY 1991, head injury 
cases without craniotomy will group to 
DRG 488 (Other OR Procedures for 
Multiple Significant Trauma), or to DRG 
487 (Other Multiple Significant Trauma) 
if no defined multiple trauma procedure 
is performed. If future data analysis 
reveals that these cases have charges 
and lengths of stay that more nearly 
pattern those of cases in DRG 484 
(Craniotomy for Multiple Significant 
Trauma) than the cases in the DRGs to 
which they are assigned, we will 
consider this recommendations. Initial 
analysis prior to proposing the new 
DRGs indicated that the New York 
model served to improve homogeneity 
fpr multiple trauma cases. The 
performance of these DRGs in the next 2 
years may indicate that further 
modifications are necessary.

Comment: One commenter suggested 
that DRG 485 (Hip, Femur, and Limb 
Reattachment Procedures for Multiple 
Significant Trauma) should be redefined 
to specify just hip replacement as this is 
t^e most common procedure and femur 
arid limb reattachment procedures are 
rare. Another commenter stated DRG
485 should be redefined into two

separate DRGs, "Hip and Femur 
Procedures for Multiple Significant 
Trauma”, and "Limb Reattachment 
Procedures for Multiple Significant 
Trauma”, limb reattachment procedures 
being rare and hip and femur procedures 
more common in the elderly.

Response: We are aware that limb 
reattachmenj procedures are rare. 
However, they resemble most closely 
other diagnoses within DRG 485 (Hip, 
Femur, and Limb Reattachment 
Procedures for Multiple Significant 
Trauma). Of the cases grouping to 
proposed DRG 485, 88 percent are for 
hip and femur except major joint 
procedures. Whenever possible, we 
prefer to group patients that are similar 
clinically and in terms of resource 
consumption, rather than create a 
number of separate DRGs containing 
relatively few cases. Our arialysis does 
not support a DRG to include only limb 
reattachment and femur procedures. In 
addition, our analysis indicates that 
these cases are similar in charges and 
length of stay to the hip procedure cases 
that group to DRG 485.

We do agree, however, that the title of 
DRG 485 lacks clarity. Therefore, we are 
changing the title to “Limb 
Reattachment, Hip and Femur 
Procedures for Multiple Significant 
Trauma.”

Comment: In the interest of clarity, 
one commenter suggested that the title 
of DRG 487 (Other Multiple Significant 
Trauma) be revised to read "Other 
Significant Trauma Not Requiring 
Operation”.

Response: DRGs, insofar as possible, 
are labelled succinctly and clearly. We 
attempt to convey as much information 
in the title as is necessary to understand 
the classification without including all 
the detailed information necessary to 
assign a case to that DRG. Sometimes it 
is necessary to distinguish between 
DRGs by including more detail. This is 
the case with, for example, DRG 51, 
Salivary Gland Procedures except 
Sialoadenectomy. The most common 
distinction between DRGs are age and 
presence of CCs. We do not feel it is 
necessary to define DRG 487 as Other 
Significant Trauma Not Requiring 
Operation since the original title (Other 
Significant Trauma) is adequate to 
describe the basis for what will be 
included in that classification.

Comment: One commenter believes 
that the diagnoses assigned to the 
various body sites for purposes of the 
multiple trauma DRGs should be 
revised. This commenter maintains a 
data base on multiple trauma cases that 
he has offered to share with us.

Response: The data we used in 
analyzing the revised DRGs are the FY

1989 MEDPAR data, which are the most 
recent complete data we have available. 
Hospitals and other interested parties 
collect data for a variety of purposes 
and subjects. HCFA makes use of many 
of these sources in the course of 
evaluation and analysis, and we intend 
to explore other analyses of trauma 
cases as part of our on-going effort to 
improve the DRG classification system. 
However, we note that, for policy 
decision-making, we use internal data 
sources based only on Medicare 
discharges. Thus, we ensure, and 
assume responsibility for, data 
consistency and accuracy and 
appropriateness of the DRGs and 
relative weights for the Medicare 
population.

Comment: Among the comments 
received regarding Multiple Significant 
Trauma were several references to the 
use of Medicare DRG grouping methods 
by other payers for non-Medicare 
patient populations. Commenters were 
concerned that Medicare DRGs serve as 
models for other payers and populations 
and that HCFA must be cognizant of this 
fact. One commenter recommended that 
we qualify or withdraw our statement 
that the proposed categories are 
"homogeneous” and “would improve 
payments under other insurance 
programs that have adopted the 
Medicare DRG classification system.”
(55 FR 19431.)

Response: HCFA is well aware that 
its DRG classification system serves as 
a model for other reimbursement groups 
and routinely cautions other payers that 
our DRG weights and groupings are 
based on Medicare patient data and 
may not be appropriate for other classes 
of patients. However, in the case of the 
Multiple Significant Trauma DRGs, 
these were modeled after New York 
Multiple Significant Trauma DRGs, 
which is an all-payer system. Therefore, 
this classification methodology has 
already demonstrated improvements 
under other insurance programs. Using 
MEDPAR data, we measured variance 
within and between the DRGs, both 
prior to mutiple trauma groupings and - 
after assigning cases based on the 
proposed DRGs. The classification 
system for multiple significant trauma 
served to reduce variance; therefore, 
establishing the DRGs for Multiple 
Significant Trauma results in more 
homogeneous grouping of Medicare 
patients.

Comment: One commenter stated that 
the averaging process used to create 
DRG weights poorly serves the bi-modal 
and tri-modal distribution of many 
trauma patient populations, and
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prejudices those trauma centers that 
treat the most severely injured patients.

Response: While it is true that the 
averaging system could potentially 
present difficulties for hospitals who 
systematically treat more severely ill 
patients and not an average mix of 
patients, there is no empirical evidence 
to document that this problem is more 
unique to the multiple significant trauma 
DRGs than other DRGs.

Comment: One commenter raised 
questions regarding the logic and 
consistency of the ¡procedures assigned 
to the three significant multiple trauma 
DRGs 484, 485 , and 486 . This commenter 
questioned why some craniqtomy 
procedures group to DRG 48 4  and some 
hip, femur, and limb procedures group to 
DRG 485  while other craniotomy 
procedures as well as other hip, limb, 
and femur procedures will be assigned 
to DRG 486. This commenter was 
concerned that DRG 48 6  consists of 
disparate procedures, resulting in a lack 
of statistical and clinical homogeneity 
within that DRG.

Response: As noted above, the 
multiple significant trauma DRGs 
proposed by HCFA are modeled on the 
New York State DRGs; we relied to an 
extent on the data analysis conducted 
by 3M/HIS for New York in forming our 
decision for assigning cases to multiple 
trauma DRGs. The New York 
classification of cases followed the 
guidelines provided by the Condensed 
Abbreviated Injury Scaling (CAIS) chart, 
which has proven valuable for 
prospective clinical injury scoring. Early 
prospective clinical injury scoring is a 
process whereby an objective measure 
of the severity of a patient’s injuries 
starts to be formulated soon after 
admission. As more information 
becomes available, a definitive injury 
severity score is calculated. Use of this 
scale permits grouping trauma cases by 
level of severity and by body site.

The assignment of certain craniotomy 
procedures to DRG 484, while others 
went to DRG 4 86 , was determined by 
the similarity of resource intensity and 
clinical severity judged by our medical 
consultants and the CAIS chart 
assignment by level of severity. The high 
cost, service-intense craniotomy 
procedures were assigned to DRG 4 84 , 
which has the highest weight of the 
multiple significant trauma DRGs. While 
we agree that the procedures assigned 
to DRG 48 6  are not anatomically s im ilar, 
they do resemble each other in terms of 
measures of resource consumption and 
in levels of severity. This is true, also, 
for the Hip, Femur and Limb 
Reattachment procedures that group to 
either DRG 48 5  or 486 . While most of the 
hip procedures are found in DRG 486,

this DRG has a higher weight than DRG 
435. The hip procedures assigned to 
DRG 485 were more similar in charges 
and level of severity to the other 
procedures found in that DRG.

We plan to evaluate the assignment of 
cases to the multiple significant trauma 
DRGs during the coming 2 years. We 
appreciate the comments and questions 
that have been raised in regard to these 
cases and will continue to examine them 
in our analysis.

e. Hum an Im m unodeficiency Virus 
(H IV ) Infections. We have been 
evaluating the impact on the Medicare 
population of the increasing number of 
cases with human immunodeficiency 
virus (HIV) infections to ensure that 
payment under the DRG classification 
system for these patients is appropriate.

HIV infections are identified by 
diagnosis codes 042.0—042.9 (HIV 
infection with specified conditions),
043.0—043.9 (HIV infection causing 
other specified conditions), and 044.0— 
044.9 (Other HIV infection). Currently, 
cases that have one of these codes as 
the principal diagnosis are assigned to 
DRGs 398 or 399 (Reticuloendothelial 
and Immunity Disorders) in MDC 16 
(Diseases and Disorders of the Blood 
and Blood Forming Organs and 
Immunological Disorders).

Our analysis of F Y 1987 and F Y 1988 
MEDPAR data showed that HIV- 
infected patients were distributed 
across a number of DRGs and that their 
costs were significantly higher than 
other patients within the same DRG. In 
addition, we found that surgical patients 
differed noticeably from medical 
patients in terms of resource 
consumption as measured by total 
charges.

Because of the substantial increase in 
IUV infection cases and our analysis of 
the charge data for these cases, we 
believe that it is now appropriate to 
establish separate DRGs for HIV cases. 
Based on our analysis of FY 1989 
MEDPAR data, we proposed to add a 
new MDC 25 (Human Immunodeficiency 
Virus Infections) with three DRG 
categories for HIV-infected patients. 
These classifications are as follows:
DRG 488 HIV with Extensive OR Procedure 
DRG 489 HIV with Major Related Condition 
DRG 490 HIV with or without Other Related

Condition

We proposed to limit the HIV-related 
conditions to those identified by thè 
Centers for Disease Control (CDC).
These conditions, which were'originally 
set forth in CDC’s Official Authorized 
Addendum to ICD—9-CM (Revision No.
1) effective January 1,1988, are listed in 
Volume 1 in the “Includes Only” notes

under diagnosis codes 042.0, 042.1,042.2,
043.1, 043.3, and 044.0.

We proposed to assign cases to MDC 
25 prior to the current MDC 
classifications, but after cases have 
been grouped to the liver and bone 
marrow transplant, tracheostomy, or 
multiple significant trauma DRGs.

We proposed that the OR procedures 
allowed for DRG 488 would be all OR 
procedures other than nonextensive OR 
procedures. Nonextensive procedures 
are those OR procedures that result in 
assignment to DRG 477 when the 
procedure is unrelated to the principal 
diagnosis. (See discussion below in 
section III.B.8 of this preamble regarding 
changes to DRG 477.) We proposed that 
surgical cases with only a nonextensive 
OR procedure and medical cases would 
be assigned to DRG 489 or 490 based on 
the HIV-related condition. If the HIV- 
related condition involves a disease or 
disorder of the central nervous system, a 
malignancy, an infection, or other major 
related condition, we proposed to assign 
the case to DRG 489. We proposed to 
assign the remaining cases, HIV 
infection with and without an HIV- 
related condition, to DRG 490.

Comment: We received several 
comments supporting our proposed 
DRGs for patients with HIV infection. 
While the majority of comments were 
overwhelmingly favorable, one 
commenter believes that we have not 
demonstrated that HIV patients could 
be grouped sufficiently well for payment 
purposes, that the number of groups is 
inadequate, and that there is no 
category for children with HIV. The 
commenter stated that the 
appropriateness of categories to all age 
patients should be identified, and if all 
age groups have not been studied, this 
should be acknowledged.

One other commenter referred to the 
inadequacy of three DRG groups to 
accommodate the variable diagnoses, 
treatments, and related services 
presented by HIV patients. This 
commenter referred to the fact that New 
York, whose classification methodology 
served as a model for many of our 
proposed modifications and DRGs, has 
12 HIV DRG categories. The limit of 
three is felt by this commenter to result 
in inequitable payments to hospitals due 
to the significant variance in the costs 
for the cases grouped together.

Response: Our evaluation of 3 years 
of data, using MEDPAR FY 1987, FY 
1988, and FY 1989 data, documented the 
need for and feasibility of DRGs specific 
to HIV infection. We used our standard 
method of analysis, basing decisions on 
statistical findings and clinical 
cohesiveness. To the extent possible, the
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HIV infection discharges were studied 
and determined to be manageable as an 
MDC. The issue of including a DRG for 
children with HIV infection is not 
relevant for the Medicare population. 
The majority of Medicare beneficiaries 
are 65 years of age or older. There is a 
Medicare benefit available on the basis 
of disability. This, however, is a small 
group with an even smaller number of 
children represented. While there are an 
increasing proportion of patients under 
65 years of age with HIV infections 
appearing in our MEDPAR data, the 
distribution of cases by age 
demonstrated there was only one 
patient in the data who would classify 
as “child” (16 years of age). To attempt 
age category designations would not be 
feasible on the basis of case frequency 
in the MEDPAR data. We note that 
although the current DRGs include some 
DRGs specific to children under age 17, 
these are generally low volume DRGs 
whose weights were established at the 
outset of the Medicare program based 
on non-Medicare data from Michigan 
and Maryland hospitals. We have not 
supplemented our MEDPAR data with 
updated non-Medicare data since the 
initial weights for these low volume 
DRGs were established nor have we 
established any additional low volume 
DRGs. Those commenters who are 
interested in HIV categories related to 
age might consider the New York State 
model.

New York State does indeed have 12 
HIV DRGs as pointed out by the 
commenter. The criteria determining the 
grouping, after principal and secondary 
diagnoses, are age and opioid use. We 
do not believe that either of these 
criteria are appropriate to the Medicare 
population. New York State developed 
their classification methodology to serve 
an all payer (except Medicare), system 
that encompasses all age groups. The 
first grouping under the New York 
method selects patients under 29 years 
of age, the second selection criterion is 
neonatal diagnosis, thus creating two 
DRGs for newborns. Children bom with 
HIV infections will go to one of these 
DRGs. The third selection is based on a 
principal diagnosis of HIV infection with 
a principal diagnosis of significant HIV 
related condition. These HIV cases are 
then further subdivided based on age (13 
years) and opioid use. The objective for 
New York was to be able to identify 
HIV infections related to intravenous 
drug use and patient age. The 
classification system determined to best 
fit the Medicare population was the one 
proposed, representing surgical cases, 
cases with major HIV-related 
conditions, and other HIV cases. We

recognize that the medical HTV DRGs 
are not as homogeneous as the surgical 
DRG; this pattern holds across DRGs in 
general. We will be monitoring the 
performance of the HTV DRGs, 
evaluating the variance within and 
between groups, and will consider 
modifications as they prove necessary 
based on empirical data and clinical 
judgment.

Comment- ProPAC agreed that the 
proposed HIV DRGs are an 
improvement and will both allow these 
cases to be clearly identified and 
provide a mechanism for 
accommodating future treatment 
changes. However, ProPAC referred to 
results of the Commission’s data 
analysis. Using F Y 1987 and F Y 1988 
MEDPAR data, ProPAC found that 
among cases with HIV as a secondary 
diagnosis, there did not appear to be 
significant payment problems, although 
cases with a principal diagnosis of HIV 
infection appeared to be more costly 
and underpaid relative to other cases in 
the DRGs to which HIV cases were 
assigned (DRGs 398 and 399).

Response: HCFA data analysis, 
preliminary to proposing the 
development of DRGs specific to HIV 
infections, was based on FY 1989 
MEDPAR data, as well as FYs 1987 and 
1988. Some of our findings were similar 
to ProPAC’s: Cases with a principal 
diagnosis of HIV infection incurred 
charges and lengths of stay that were, 
on average, higher than other cases in 
the same DRGs. However, we found that 
cases with a secondary diagnosis of HIV 
infection with a principal diagnosis from 
the CDC list of HIV-related conditions, 
on average, also incurred higher charges 
than other cases in the same DRG. 
Although this difference was not as 
significant when HTV was secondary, 
our DRG classification decisions are 
based on clinical as well as empirical 
data. Our medical experts evaluated the 
HIV infection cases both as principal 
and as secondary diagnoses and believe 
these cases would be best served by 
creating DRGs for all HTV cases 
regardless of the sequencing of the 
diagnoses. However, if HTV infection is 
reported as the secondary diagnosis, the 
case will be assigned to one of the HIV 
DRGs only if the principal diagnosis is 
on the CDC list of HIV-related 
conditions.

Comment: One commenter expressed 
concern that HIV cases might receive 
less payment in DRG 489 or 490 as 
opposed to the DRGs that recognize the 
extensive surgical procedures performed 
with many of these cases. Another 
commenter objected to the creation of a 
surgical split for HIV cases since most

major operating procedures performed 
for HIV cases are not related to the HIV 
illness and a principal diagnosis 
unrelated to HTV is usually indicated.

Response: MDC 25 cases with 
extensive surgery will not be assigned to 
DRG 489 or 490, but will be assigned to 
DRG 488, with a weight of 4.1296. An 
examination of the surgical DRGs to 
which these patients would be grouped 
in the absence of the new groupings 
shows that the volume of HIV surgical 
cases are from DRGs that are weighted 
significantly lower than DRG 488. 
Nonextensive procedures performed on 
HIV patients that would have grouped 
to DRG 477 will be assigned to DRG 489 
or 490, depending on the presence of a 
major HIV-related condition.

As for the case of surgical procedures 
for patients with a principal diagnosis 
unrelated to HIV infection, these cases 
will be classified on the basis of the 
principal diagnosis and will not be 
considered HIV infections or HIV- 
related diagnoses. Patients with a 
principal diagnosis of HIV infection, or a 
secondary diagnosis of HIV infection 
with a principal diagnosis of an HIV- 
related condition who underwent an 
extensive surgical procedure, although 
smaller in number, were found to have 
substantially higher charges than 
patients receiving medical treatment 
only.

Comment: We received a few 
comments that indicated confusion as to 
the grouping and sequencing of HTV 
infections and HIV-related conditions. 
ProPAC commented on the assignment 
of cases to MDC 25 that have an HIV- 
related diagnosis code on the “includes 
only” list of the reported HIV code, 
stating that cases should group to MDC 
25 with HIV infection diagnosis codes of 
042.9,043.9, 044.9 as well. Another 
commenter questioned whether for 
assignment of cases to DRGs 488,489, 
and 490, the HIV infection code (042.0 
through 044.9) should be sequenced in 
either principal or secondary diagnosis 
positions on the bill, and whether major 
or other related diagnoses could be 
either principal or secondary diagnoses. 
One commenter found it difficult to 
comment on the proposed HIV DRGs, as 
specific instructions on how the cases 
would be grouped were not available.

Response: In response to ProPAC’s 
concern about assigning cases to MDC 
25 without regard to whether it is on the 
“includes only” list of the reported HIV 
code and to also assign cases that have 
HIV codes of 042.9, 043.9 and 044.9 to 
MDC 25, we believe that clarification is 
necessary to understand the assignment 
of cases and the role of the "includes 
only” HIV-related conditions. The
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diagnoses codes that have been 
approved by CDC as HIV-related 
conditions are found in Volume One, 
International Classification of Diseases, 
under the diagnosis codes 042.0, 042.1,
042.2, 043.0, 043.1, 043.3, and 044.0. We 
did not intend, for DRG grouping 
purposes, that only these HTV codes 
(042.0, 042.1, 042.2, 043.0, 043.1, 043.3, 
and 044.0) would be considered. The 
HIV DRGs accept cases with a diagnosis 
code of 042 through 044, including all 
fourth digit categories, when one of 
these codes is principal diagnosis, or 
when one of these codes is secondary 
with an HIV-related condition (as 
approved by CDC) as principal 
diagnosis.

In answer to the questions concerning 
placement of the codes on the bill, the 
HIV infection code (042.0-044.9) may be 
sequenced in either the principal or 
secondary diagnosis positions. Coders 
should continue to follow existing 
coding guidelines, coding as principal 
the diagnosis that, after study, has been 
established as the condition that 
occasioned admission to the hospital. 
Secondary diagnoses associated with 
the current hospital stay are defined as 
those conditions that coexist at the time 
of admission, that develop subsequently, 
or that affect the treatment received or 
the length of stay, or both. Diagnoses 
that relate to an earlier episode that 
have no bearing on the current hospital 
stay are not to be included. For DRG 
grouping purposes, the HIV-related 
diagnosis may be either principal or 
secondary diagnoses, as appropriate by 
coding definition.

The grouping of cases with HIV 
infections is as follows:

DRG 488—Principal diagnosis of 042.0-
044.9 or secondary diagnosis of 042.0-044.9 
with a principal diagnosis of an HIV-related 
condition, and an extensive operating room 
procedure.

DRG 489—Principal diagnosis of 042.0-
044.9 and a secondary diagnosis of a major 
HIV-related condition or a principal 
diagnosis of a major HIV-related condition 
and a secondary diagnosis of 042.0-044.9.

DRG 490—Principal diagnosis of 042.0-
044.9 and either a secondary diagnosis of a 
nonmajor HIV-related condition or no HIV- 
related secondary diagnosis, or a secondary 
diagnosis of 042.0-044.9 and a principal 
diagnosis of a nonmajor HIV-related 
condition.

The HIV-related conditions and their 
designation as major or nonmajor are 
listed in table 6i of the Addendum of 
this final rule. We believe that this table 
coupled with the above description 
should be sufficient direction to allow 
grouping of these cases.

Comment: Several commenters 
recommended further consideration of 
CC conditions related to HIV infections.

One commenter recommended that 
HCFA continue research on HIV 
infection classification, giving particular 
consideration to a CC hierarchy. 
Another suggested the New York model 
using HIV cases with surgery as a major 
CC, while another suggested that DRG 
490 be split into two separate DRGs:
One for HIV infection with CC and one 
for HIV infection without CC.

Response: We are conducting a 
thorough evaluation of several methods 
of measuring severity of illness, 
including methods using CCs as proxy 
measures of severity. Among the 
measures under considerations are the 
Yale Refined DRG Study and the New 
York State methodology, both of which 
use CCs to form distinctions between 
DRGs. Yale formed DRG groups based 
on CCs that represent different levels of 
resource use; New York created major, 
catastrophic CCs that apply across all 
DRGs. W e are also evaluating our 
existing CC structure to determine what, 
if any, modifications would improve 
homogeneity within DRGs, serve as 
measures of severity, and enhance our 
ability to predict resource consumption.

One component of our continuing 
evaluation of DRG performance, will 
contain analysis of the necessity and 
feasibility of further breaks in the HIV 
DRGs, including DRG 490 with and 
without CCs.

Comment: We received two requests 
to expand the list of HIV-related 
conditions that would be considered for 
assignment to the proposed HIV DRGs 
as principal diagnosis when HIV 
infection.was secondary. These 
commenters suggested that there are 
other significant diagnoses, such as 
circulatory and cardiac conditions, 
gastrointestinal conditions, or other 
conditions that may co-exist with HIV, 
adding significantly to the cost of care. 
Another mentioned that New York 
recognized additional diagnoses not 
designated by CDC.

Response: In the proposed rule, we 
noted that CDC was reviewing its list of 
HIV-related conditions and might make 
some revisions. We also stated that, if 
time permitted, we would include any 
changes in the final GROUPER for FY
1991. At this time, the National Center 
for Health Statistics (NCHS), CDC is 
evaluating the current listing of HIV- 
related conditions, the New York list of 
HIV-related conditions, and other 
diagnoses that, in their experience, 
increase service intensity in association 
with HIV infection. Any HIV-related 
conditions that NCHS, CDC 
recommends for inclusion in Volume 
One and Volume Two, International 
Classification of Diseases, will be 
presented at the December 1990 meeting

of the ICD-9-CM Coordination and 
Maintenance Committee. Questions and 
comments concerning HIV-related 
conditions may be directed to:
Sue Meads, R.R.A., Co-Chairperson,

ICD-9-CM Coordination and
Maintenance Committee, National
Center for Health Statistics, room 

9-58, 6525 Belcrest Road, Hyattsville, 
Maryland 20782.

If additional conditions are authorized 
as HIV-related, the HCFA list will be 
expanded to include them in FY 1992. 
We are working closely with NCHS, 
CDC to ensure that our classification 
scheme is as current and inclusive as 
possible.
3. MDC 5: Diseases and Disorders of the 
Circulatory System

Noting the classification and 
sequencing problems that have 
developed in MDC 5, we proposed to 
revise the logic of MDC 5 to return to a 
clinical partitioning more like the 
original FY 1984 partitioning. The 
reporting of extracorporeal circulation 
or bypass pumps in open heart surgery 
was not required until we revised the 
DRGs in FY 1986, in part, to overcome 
our inability to distinguish open from 
closed angioplasty procedures, all of 
which were, at that time, reported under 
procedure code 36.0. That is, DRGs 103 
through 108 included by definition 
procedures that wqre generally 
performed with the pumps, and DRGs 
109 through 112 included those that were 
generally not performed with one. Now 
that there are distinct codes for open 
and closed angioplasty procedures, we 
proposed to eliminate the requirement to 
code the pump (code 39.61) in order to 
be assigned to DRG 108 and reassign the 
codes in that DRG that are generally not 
considered to require the pump. Where 
this distinction is not clear, we have 
made the classification based on clinical 
coherence and resource utilization. We 
also proposed to create a new DRG 112 
that includes percutaneous 
cardiovascular procedures (that is, 
percutaneous transluminal coronary 
angioplasty (PTCA) (codes 36.01, 36.02, 
and 36.05), cardiac electrophysiologic 
(EP) stimulation and recording studies 
(code 37.26), and cardiac mapping (code 
37.27)).

Based on consultation with our 
medical advisors, we proposed to 
reclassify the procedures currently 
assigned to DRGs 108 through 112 as 
follows:

• Cardiothoracic procedures.
• Major cardiovascular procedures.
• Other vascular procedures.
• Percutaneous cardiovascular 

procedures.
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Based on clinical and charge data 
review, we proposed that the major 
cardiovascular and other vascular 
procedure groups be split on the basis of 
CCs. We also considered whether a 
more clinically coherent group would be 
formed by splitting the cardiothoracic 
procedures on the basis of whether or 
not cardiac catheterization was 
performed in the same operation. 
However, no significant difference was 
found between the two categories. 
Therefore, we did not propose a split.

The resulting DRGs are quite similar 
to those in MDC 5 in the original 
GROUPER (FY 1984 and FY 1985) with 
the addition of the separate DRG for 
percutaneous procedures and 
classification changes based upon ICD- 
9-CM code categories introduced since 
FY 1986.

The proposed revision did not change 
the logic in DRGs 104 through 107 and 
DRGs 113 through 145, except in the 
surgical hierarchy for MDC 5, which is 
described below. We have removed 
mention of the pump from all DRG titles. 
We also proposed a code assignment 
correction for DRGs 115 and 121, as 
described in section III.B.5 of this 
pfeamble, below.

In order to accommodate the changes, 
we proposed to delete DRG 109 and add 
two new DRGs (478 and 479). In 
addition, we proposed to assign 
thoracoabdominal aortic aneurysm 
repair (TAAA) to DRG 108 when both of 
the following procedures are performed 
during the same operation.
38.44—  Resection of vessel with replacement, 

aorta, abdominal.
38.45—  Resection of vessel with replacement, 

thoracic vessel.

Cases involving a single resection 
procedure would be reassigned to 
proposed DRG 110 and 111. This 
procedure code category was revised 
effective October 1,1986 to add a “Code 
also” note to require both codes if the 
procedure involved the thoracic vessel 
and the abdominal aorta. The “Code 
also” ICD-9-CM convention in the 
Tabular List requires that all procedures 
be coded when they represent 
components of a procedure that are 
accomplished at the same time, and no 
common classification for the 
combination exists.

The revised DRGs and their titles are 
as follows:

DRG Description

104 Cardiac Valve Procedures with Cerdiac Cath­
eterization.

105 Cardiac Valve Procedures without Cardiac
Catheterization.

DRG Description

106

107

108
109
110 
111 
112
478
479

Coronary Bypass with Cardiac Catheteriza­
tion.

Coronary Bypass without Cardiac Catheteri­
zation.

Other Cardiothoracic Procedures.
No longer valid.
Major Cardiovascular Procedures with CC. 
Major Cardiovascular Procedures without CC. 
Percutaneous Cardiovascular Procedures. 
Other Vascular Procedures with CC.
Other Vascular Procedures without CC

Based on our proposed changes and 
preliminary recalibration of the DRGs, 
we proposed the following surgical 
hierarchy for MDC 5. (For a detailed 
discussion of surgical hierarchy, see 
section III.B.6 below.)

DRG Description

103 Heart Transplant
104 and 105 Cardiac Valve Procedures.

108 Other Cardiothoracic Procedures.
106 and 107 Coronary Bypass.
110 and 111 Major Cardiovascular Procedures.
115 and 116 Permanent Cardiac Pacemaker Im-

plant
113 Amputation for Circulatory System

Disorders Except Upper Limb and 
Toe.

478 and 479 Other Vascular Procedures.
112 Percutaneous Cardiovascular Proce-

dures.
117 and 118 Cardiac Pacemaker Revision.

114 Upper Limb and Toe Amputation for
Circulatory System Disorders.

119 Vein Ligation and Stripping.
120 Other Circulatory System OR Proce-

dures

Comment: The majority of comments 
that we received on the proposed 
revision of this MDC were favorable. 
ProPAC stated that it had not had the 
opportunity to evaluate the proposed 
changes, but they appeared to provide 
more accurate grouping and payment. 
Representatives of a major teaching 
hospital and a hospital association 
noted that the proposed reclassification 
of the thoracoabdominal aortic 
aneurysm repair (TAAA) to the new 
DRG 108 would substantially improve 
the treatment of TAAA repair under the 
prospective payment system. They 
recommended that we retain this change 
in the final rule.

A national organization representing 
children’s hosptials also approved of the 
logic but requested that we provide a 
more detailed presentation of the 
procedures that would be assigned to 
each new DRG. In addition, they 
suggested that HCFA consider whether 
a different set of names might be 
appropriate for DRGs 108,110, and 111.

Response: We regret the omission of 
complete listings of the reassigned 
procedure codes for MDC 5, since this 
made the review of the changes slightly

more time consuming than it needed to 
be. In this final rule, we have included a 
complete description of the procedure 
codes included in each of the revised 
DRGs. (See Table 6j in the addendum to 
this final rule.)

One code assignment was changed 
based upon information provided by the 
staff of American Hospital Association’s 
(AHA’s) Coding Clinic for ICD-9-CM. 
We had proposed assigning procedure 
code 36.09 (Other specified removal of 
coronary artery obstruction) to the 
revised DRG’s 110 and 111, Major 
Cardiovascular Procedures. The AHA 
staff, citing coding advice provided in 
the Coding Clinic for ICD-9-CM (Second 
quarter 1990), noted that, effective for 
discharges on or after April 1,1990, 
coders are to use 36.09 for coronary 
artery atherectomy, a percutaneous 
procedure. Thus, we are revising the 
assignment of this code to DRG 112, 
Percutaneous Cardiovascular 
Procedures. The ICD-9-CM 
Coordination and Maintenance 
Committee presented proposals for new 
procedure codes for coronary 
atherectomy and angioplasty with 
placement of stent at the April 23,1990 
meeting. Final recommendations on the 
codes with not be made until the 
meeting ip the Spring of 1991. In the 
interim, we believe that DRG 112 is the 
most appropriate DRG assignment for 
procedure code 36.09. Comments or 
requests for information about the 
proposed ICD-9-CM procedure codes 
should be directed to:
Ms. Patricia E. Brooks, Co-Chairperson,

ICD-9-CM Coordination and
Maintenance Committee, HCFA
Office of Coverage Policy, room 401
East High Rise Building, 6325 Security
Boulevard, Baltimore, Maryland 21207.
The commenter who requested a 

change in the names assigned to the 
revised DRGs 108,110, and 111 did not 
offer alternatives. We believe that each 
of the proposed titles is an accurate, 
clear, and concise description of the 
procedures assigned to that DRG. 
Therefore, absent any specific suggested 
changes, we intend to retain them as the 
final titles.

Comment: Representatives of two 
vascular surgery societies requested that 
the changes to the DRGs in MDC 5 not 
be implemented as proposed. They 
estimate that most patients undergoing 
nonaortic vascular operations require 
them for treatment of limb ischemia. 
Based on reviews of hospital data for 
these surgeries, these commenters have 
determined that between 53 and 96 
percent of the patients require these 
operations for treatment of limb
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threatening ischemia. The proposed 
reclassification of the nonaortic 
vascular procedures to DRGs 478 and 
479 (Other Vascular Procedures) will 
result in a 31 to 36 percent reduction in 
payment to hospitals. They believe that 
this reduction will virtually eliminate 
the payment improvement that these 
high cost cases had realized under the 
revised outlier policy that was effective 
November 1,1988. (See 53 FR 38502.)

The commenters also expressed 
concern that the ICD-9-CM codes for 
the procedures and operations required 
in vascular patients do not reflect 
current practices. For example, 
procedure code 39.29 (Other (peripheral) 
vascular shunt and bypass, NEC) is the 
only procedure code that can be used 
for the many and often complex major 
arterial reconstructions in the lower 
extremity that are performed for limb 
salvage. The commenters believe that it 
may be appropriate to include some of 
the simpler lower extremity arterial 
reconstructions, especially those 
performed for intermittent claudication 
(rest pain), in a new DRG with a lower 
relative weight. However, they believe 
that it is inappropriate to make such an 
assignment for those cases where the 
lower extremity arterial reconstruction 
is a complex one performed for limb 
threatening ischemia (that is, for 
gangrene, a nonhealing ischemic ulcer, 
or severe ischemic claudication). The 
commenters offered to participate in an 
evaluation of the ICD-9-CM codes to 
develop a clearer reflection of the 
diversity needed in diagnosis and 
procedure codes to describe these 
vascular patients.

Response: We regret that we cannot 
provide any immediate relief to the 
commenters who expressed concern 
over the new vascular DRGs. We have 
reviewed the clinical basis of the new 
DRG assignments with our medical staff 
and our conclusion is that the vascular 
procedures included in the new DRGs 
478 and 479 are clinically similar. In 
addition, the lower extremity arterial 
reconstruction cases, as a group, are 
more like the cases assigned to DRGs 
478 and 479 than the cases that remain 
in DRGs 110 and 111. The resulting 
groups have relatively low variation in 
charges based on the most recent data 
available.

The only distinction we can make 
between the more complex limb salvage 
surgery and simpler bypass operations 
using the current ICD-9-CM procedure 
codes is a breakdown based on the 
presence or absence of CCs. However, 
there are not enough of the complex 
limb salvage cases in the over 65,000 
cases classified in DRG 478 to maintain

the relative weight that these cases had 
when they were classified with the other 
cases in the existing DRGs 110 and 111.

We note that the ICD-9-CM 
Coordination and Maintenance 
Committee has undertaken a complete 
revision of chapter Seven of Volume 3 of 
the ICD-9-CM, Operations on the 
Cardiovascular System (35-39). Anyone 
who wishes to provide information to be 
used in this review or who has data or 
suggestions to provide should contact: 
Ms. Patricia E. Brooks (see address 
above).

Com m ent The manufacturer of the 
automatic implanted cardioverter 
defibrillator (AICD) system currently 
available recommended that AICD 
replacement cases should be moved 
from DRG 120 (Other Circulatory 
System OR Procedures) and be 
reassigned to their own DRG or to an 
existing DRG with a weight of at least 
3.5897. The commenters believe that this 
reassignment is necessary to 
appropriately pay hospitals for the cost 
of providing AICD replacements. Since 
DRG 109 was eliminated in the proposed 
revision of MDC 5, the commenter 
suggests that AICD cases can be 
assigned to that DRG.

The commenter has commissioned 
three separate contractor studies in the 
last 3 years that concluded that the 
average standardized charges for AICD 
replacement cases have been 
consistently understated in the 
MEDPAR file. In the latest study, the 
contractor identified all cases in DRG 
120 with procedure code 37.98 
(Replacement of automatic 
cardioverter/defibrillator pulse 
generator only). Based on a survey of 
physicians and hospitals that perform 
this procedure that analyzed the 485 
AICD replacement cases in the FY 1988 
MEDPAR file, the contractor found 
that—
• 58 percent of the cases were from 

hospitals that had never purchased an 
AICD device, which implies that the 
ICD-9-CM coding shown on the claim 
is not correct; and

• 33 percent of the cases were from 
hospitals that undercharged or never 
charged for the device.
We also received a large number of 

other comments from physicians who 
cited the AICD study and agreed with 
its recommendations.

Response: In the September 1,1989 
final rule (54 FR 36466), in response to 
this same commenter, we added the 
following procedure code pairs to DRG 
104 and 105:
• 37.95 (Implantation of automatic 

cardioverter/defibrillator lead(s) only) 
and

• 37.96 (Implantation of automatic 
cardioverter/defibrillator pulse 
generator only).

• 37.97 (Replacement of automatic 
cardioverter/defibrillator leads(s) 
only) and

• 37.98 (Replacement of automatic 
cardioverter/defibrillator pulse 
generator only).

However, we also stated that, based 
on our analysis of FY 1988 MEDPAR 
data, we believe that the classification 
of cases with replacement or insertion of 
AICD leads or pulse generator alone to 

,DRG 120 is appropriate. Our analysis of 
FY 1989 MEDPAR data continues to 
support this decision. The FY 1989 
standardized charge for the DRG is 
$14,857 compared to the $15,000 
minimum cost estimated in the 
contractor’s study for an AICD 
replacement case in FY 1988 (based on 
the cost of the device and a 2-day 
hospital stay). Even allowing for 
inflation, the estimated cost for the 
replacement cases is well within the 
variation in charges for DRG 120.

The commenter’s recommendation to 
reassign the AICD replacement cases to 
a DRG with an average weight of 3.5897 
is based on an imputed weight for the 
AICD replacement cases based on the 
cases in the study with average charges 
in excess of $15,000 and imputed 
charges for those cases in which the 
hospital implanted the device but 
undercharged or did not charge for the 
device. The inputed charges were based 
on the cost of the device plus a 14 
percent markup. We do not believe it is 
appropriate to make DRG classification 
changes using imputed charges in this 
manner. We can only assume that what 
the hospital submits as its charges on 
each bill are in fact the actual total 
charges. A hospital is not under any 
obligation to show charges equal to or 
greater than its costs for services.

Finally, we share the commenter’s 
concern that the procedure codes for 
AICD replacement should be proper ly 
used. In the September 1,1989 final rule, 
we stated that we would furnish the 
information provided by the commenter 
about potential improper coding to the 
PROs for their review. We are currently 
reviewing the PRO claims review 
history to determine if the PROs have 
identified incorrect DRG assignment 
based on these procedure codes.

Comment: A commenter stated that he 
believes that proper guidelines for the 
coding of Holter monitoring with AICD 
units need to be developed. He cited 
multiple changes in the coding of the 
procedure in recent years and requested 
some simplification in the coding 
guidelines.
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Response; Holter (cardiac) monitoring 
is currently referenced in Volume 3 of 
the ICD-9-CM, Index to Procedures, to 
procedure code 89.54 (Electrographic 
monitoring). However, at its public 
meeting on July 26,1990, the ICD-9-CM 
Coordination and Maintenance 
Committee proposed a new code 
assignment for ambulatory cardiac 
monitoring (ACM). This code would 
distinguish between analog devices 
(Holter monitors) and real-time devices 
that digitally record the EKG waveform. 
A new code would not be formally 
recommended until the Spring of 1991 
and, if approved, would not be effective 
until October 1,1991. The Committee 
welcomes comment and information on 
these code proposals. Interested parties 
may obtain copies of the minutes of 
these meetings and offer comments to 
Patricia Brooks (see address above).

Comment: One commenter wanted to 
know where patients who have 
coronary artery bypass surgery 
(procedures codes 36.10 through 36.19) 
extracorporeal circulation (procedure 
code 39.61), and the insertion of an 
intraaortic balloon pump (procedure 
code 37.61) will be classified under the 
new DRGs. The commenter states that 
these patients would currently be 
assigned to D RG108. He noted that, in 
his experience, patients who have an 
intraaortic balloon pump are extremely 
siGk, very costly, and have a high 
mortality rate.

Response: Procedure code 37.61 
(Implant of pulsation balloon) will be 
assigned to DRGs 110 and 111, Major 
Cardiovascular Procedures. However, if 
the procedures listed by the commenter 
are coded on the bill, it would result in 
the assignment of the case to DRG 107, 
Coronary Bypass without Cardiac 
Catheterization, since DRGs 106 and 107 
are ranked above DRGs 110 and 111 in 
the surgical hierachy for MDC 5.

4. Reassignment of Patients with 
Guillain-Barre Syndrome

Guillain-Barre syndrome (Diagnosis 
code 357.0) is a postinfectious 
polyneuropathy in which severely 
affected patients may require 
ventilatory assistance and long 
intensive-care stays. Until now, 
Guillain-Barre syndrome discharges 
have been assigned to DRGs 18 and 19 
(Cranial and Peripheral Nerve 
Disorders). In both its March 1,1989 and 
March 1,1990 reports, ProPAC 
recommended assigning Guillain-Barre 
syndrome cases to either DRG 20 
(Nervous System Infection Except Viral 
Meningitis) or DRG 34 (Other Disorders 
of Nervous System With CC) or to a new 
DRG as more appropriate in terms of 
resource consumption. ProPAC further

recommends that Guillain-Barre patients 
who receive a tracheostomy would be 
most appropriately classified with other 
tracheostomy patients.

We examined this issue as part of our 
ongoing DRG refinement analysis. Our 
analysis confirms the finding that the 
average resource use associated with 
Guillain-Barre syndrome cases is higher 
than the average resource use for cases 
in DRGs 18 and 19. We further evaluated 
DRGs 20 and 34 to determine which 
DRG would be most appropriate for 
Guillain-Barre syndrome patients. 
Evaluation of clinical coherence by our 
medical consultants supports the 
assignment of Guillain-Barre syndrome 
cases to DRG 20. Analysis indicates that 
the highest costs incurred by the 
Guillain-Barre syndrome patients were 
those with tracheostomies. We proposed 
to assign all tracheostomy cases to one 
of two new DRGs as discussed above in 
section III.B.2 of this preamble. 
Therefore, we believe that assigning the 
remaining Guillain-Barre syndrome 
cases to DRG 20 is also appropriate in 
terms of resource consumption. Thus, 
we proposed to move Guillain-Barre 
syndrome cases from DRGs 18 and 19 to 
DRG 20.

Comment: We received only two 
comments on our proposal to move 
Guillain-Barre syndrome from DRGs 18 
and 19 to DRG 20. ProPAC approved the 
change and acknowledged the move as 
addressing a long-standing concern of 
the Commission. The other comment 
stated that although the proposed move 
would increase payment for Guillain- 
Barre syndrome cases, payment would 
still be inadequate compared with the 
cost involved in treating these patients.

Response: In response to 
recommendations from ProPAC, we did 
a thorough analysis of the cases with a 
diagnosis of Guillain-Barre, evaluating 
the impact of these cases in DRGs 18,19, 
20, and 34. Since our results 
corroborated the finds of ProPAC 
analysis, we endorsed the proposed 
change and included it in our changes 
for FY 1991.

We will continue to monitor the 
experience of Guillain-Barre cases under 
DRG 20. If the charges of those cases 
cause high variation and exceed the 
average charge significantly, further 
considerations will be undertaken. We 
note that, under the prospective 
payment system, Medicare does not pay 
for the costs involved in the treatment of 
any one case. Rather, we pay based on 
an averaging process, as each DRG 
contains a range of patient costs and 
lengths of stay. Given a normal 
distribution, most cases will incur costs 
close to the average, with some cases

costing less and some costing more. 
Moreover, the prospective payment 
system payment does not include capital 
and other pass-through costs. Therefore, 
an accurate comparison cannot be made 
between a hospital’s charges for a case 
and the Medicare DRG payment in order 
to determine the amount that the 
payment exceeded or fell short of the 
cost of treating that case.

5. Hypertensive Heart and Renal 
Disease.

In the past, a number of individuals 
have questioned the assignment of the 
following diagnosis codes:
404.01—Hypertensive heart and renal 

disease, malignant, with congestive 
heart failure

404.03—Hypertensive heart and renal 
disease, malignant, with congestive 
heart failure and renal failure 

404.11—Hypertensive heart and renal 
disease, benign, with congestive heart 
failure

404.13—Hypertensive heart and renal 
disease, benign, with congestive heart 
failure and renal failure 

404.91—Hypertensive heart and renal 
disease, unspecified, with congestive 
heart failure

404.93—Hypertensive heart and renal 
disease, unspecified, with congestive 
heart failure and renal failure 
These diagnoses are currently 

assigned to DRG 124 (Circulatory 
Disorder Except AMI, With Cardiac 
Catheterization and Complex Diagnosis) 
and DRG 127 (Heart Failure and Shock). 
The commenters believed that these 
codes should also be assigned to DRG 
115 (Permanent Cardiac Pacemaker 
Implant With AMI, Heart Failure of 
Shock) because patients with these 
conditions are potential candidates for 
pacemakers. We agree and proposed the 
additional assignment of these codes to 
DRG 115. We also proposed to add these 
codes to DRG 121 (Circulatory Disorders 
with AMI and Cardiac Vascular 
Complication, Discharged Alive) 
because they describe clinical ✓  
conditions that are comparable to other 
conditions that are considered 
cardiovascular complications already 
included in DRG 121 (for example, 
congestive heart failure (code 428.0)).
We received no comments on these 
changes and are adopting them as 
proposed.

6. Surgical Hierarchies
Some inpatient hospital stays entail 

multiple surgical procedures, each one 
of which, occurring by itself, could result 
in assignment of the case to a different 
DRG within the MDG to which the 
particular principal diagnosis is
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assigned. It is therefore necessary to 
have a decision rule by which these 
cases are assigned to a single DRG. The 
surgical hierarchy, an ordering of 
surgical classes from most to least 
resource intensive, performs that 
function. Its application ensures that 
cases involving multiple surgical 
procedures are assigned to the DRG 
associated with the most resource­
intensive surgical class.

Because the relative resource 
intensity of surgical classes can shift as 
a function of DRG reclassification and 
recalibration, we reviewed the surgical 
hierarchy of each MDC, as we have for 
previous reclassifications, to determine 
if the ordering of classes coincided with 
the intensity of resource utilization, as 
measured by the same billing data used 
to compute the DRG relative weights.

A surgical class can be composed of a 
single DRG or more than one DRG. For 
example, in MDC 5, the surgical class 
“heart transplant” consists of a single 
DRG and the class “coronary bypass” 
consists of two DRGs. Consequently, in 
many cases, the surgical hierarchy has 
an impact on more than one DRG. The 
methodology for determining the most 
resource-intensive surgical class, 
therefore, involves weighting each DRG 
for frequency to determine the average 
resources for each surgical class. For 
example, assume surgical class A 
includes DRGs 1 and 2 and surgical 
class B includes DRGs 3, 4, and 5, and 
that the weighting factor for DRG 1 is 
higher than that for DRG 3, but the 
weights for DRGs 4 and 5 are higher 
than the weight for DRG 2. To determine 
whether surgical class A should be 
higher or lower than surgical class B in 
the surgical hierarchy, we would weight 
the weighting factor of each DRG by 
frequency to determine average resource 
consumption for the surgical class and 
order the surgical classes from that with 
the highest to that with the lowest 
average resource utilization, with the 
exception of “other OR procedures” as 
discussed below.

This methodology may occasionally 
result in a case involving multiple 
procedures being assigned to the lower- 
weighted DRG of the available 
alternatives. However, given that the 
logic underlying the surgical hierarchy 
provides that the GROUPER searches, 
for procedures that sometimes occur in 
cases involving multiple procedures, this 
result is unavoidable.

We would like to point out, 
notwithstanding the foregoing 
discussion, that there are a few 
instances where a surgical class with a 
smaller average relative;weight is 
ordered above a surgical class with a 
higher average relative weight. For

example, the “other OR procedures” 
group is uniformly ordered last in the 
surgical hierarchy of each MDC in 
which it occurs regardless of the fact 
that the weighting factor for the DRG or 
DRGs in that surgical class may be 
higher than that for other surgical 
classes in the MDC. The “other OR 
procedures” group is a class that is least 
likely to be related to the diagnoses in 
the MDC but are occasionally performed 
on patients with those diagnoses. 
Therefore, these procedures should only 
be considered if no other procedure 
more closely related to the diagnoses in 
the MDC has been performed.

A second example occurs when the 
difference between the two average 
weights for two surgical classes is very 
small. We have found that small 
differences generally do not warrant 
reordering the hierarchy since, by virtue 
of the hierarchy change, the weighting 
factors are likely to shift such that the 
higher-ordered surgical class has a 
lower average weight than the class 
ordered below it.

Based on the preliminary recalibration 
of the DRGs, we proposed to modify the 
surgical hierarchy as set forth below. As 
discussed below in section III.C of this 
preamble, the final recalibrated weights 
are somewhat different from those 
proposed since they are based on more 
complete data. Consequently, as 
described below, we have further 
revised the hierarchy in this final rule 
using the above principles.

a. In MDC 2, we proposed to reorder 
Extraocular Procedures Except Orbit 
(DRGs 40 and 41) above Lens 
Procedures with or without Vitrectomy 
(DRG 39).

b. In MDC 3, we proposed to reorder 
Cleft Lip and Palate Repair (DRG 52) 
below both Myringotomy with Tube 
Insertion (DRGs 61 and 62) and Mouth 
Procedures (DRGs 168 and 169).

c. In MDC 9, we proposed to reorder 
Skin, Subcutaneous Tissue and Breast 
Plastic Procedures (DRG 268) above 
Perianal and Pilonidal Procedures (DRG 
267).

d. In MDC 13, we proposed to reorder 
Female Reproductive System 
Reconstructive Procedures (DRG 356) 
below both Vagina, Cervix and Vulva 
Procedures (DRG 360) and Laparoscopy 
and Incisional Tubal Interruption (DRG 
361).

We received two comments on the 
proposed surgical hierarchy changes 
concerning MDCs 3 and 13.

Comment: One commenter pointed put 
that, although it may be indicated for the 
Medicare population, the proposed, 
recordering of the MDC 3 surgical 
hierarchy to place Myringotomy with 
Tube insertion (DRGs 61 and 62) above

Cleft Lip and Palate Repair (DRG 52) is 
not indicated for the pediatric 
population. The commenter requested 
that HCFA not implement the proposed 
change, especially if the difference in 
resource use for the Medicare 
population is only rather slight.

Response: We will not be 
implementing the proposed change in 
the MDC 3 surgical hierarchy. When we 
tested the proposed change with the 
revised GROUPER and updated 
MEDPAR data, a number of cases 
moved frm Cleft Lip and Palate Repair 
(DRG 52) to Mouth Procedures (DRGs 
168 and 169) and, although Cleft Lip and 
Palate Repair continued to have lower 
average charges, the difference between 
the three surgical classes was 
insignificant. Considering the 
commenter’s request and the small 
differences in average charges, we have 
decided not to change their order in the 
surgical hierarchy. As noted above, we 
have generally found that small 
differences in average charges for 
surgical cases generally do not warrant 
reordering the hierarchy. However, 
based on the final recalibrated weights, 
there will be one change to the MDC 3 
surgical hierarchy that was not 
proposed; Rhinoplasty (DRG 56) will be 
reordered above Miscellaneous Ear, 
Nose, Mouth and Throat Procedures 
(DRG 55). This change, therefore, will be 
the only change in the MDC 3 surgical 
hierarchy for F Y 1991.

Comment: One commenter objected to 
the proposed change in the MDC 13 
(Diseases and Disorders of the Female 
Reproductive System) surgical hierarchy 
that would move Female Reproductive 
System Reconstructive Procedures (DRG 
356) below Vagina, Cervix and Vulva 
Procedures (DRG 360) and Laparoscopy 
and Incisional Tube, Interruption (DRG 
361). The commenter pointed out that, in 
his State, non-Medicare cases assigned 
to DRG 356 have a mean inlier length of 
stay of 5.3 days for all payers in 1989 
compared to DRG 360 with 1.9 days and 
DRG 361 with 2.0 days. He also pointed 
out that the case volume for DRG 356 is 
greater than either DRGs 360 or 361 for 
all payers and that Medicare does not 
cover half of the procedures in DRG 361. 
The commenter stated that this 
proposed change appears to violate the 
criteria for establishing surgical 
hierarchies of MDCs indicated in the 
methodology set forth in the proposed 
rule. -

Response: The surgical hierarchies are 
based on Medicare bill data and tailored 
for the Medicare population. The FY 
1989 MEDPAR cases show that the 
average length of stay was 5.4 days for 
DRG 360, 5.1 days for DRG 361, and 4.9
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days for cases in DRG 358. Although 
Medicare does not cover most of the 
procedures in DRG 361, the data 
indicate that the Medicare patients that 
are assigned to DRG 361 require 
comparatively more resources and have 
a longer length of stay than the non- 
Medicare patients assigned to DRG 361. 
Hie surgical hierarchy for MDC13 was 
determined using the methodology 
described in the May 9,1990 proposed 
rule and above in this final rule. The 
final DRG recalibration showed that 
DRG 358, with an average standardized 
charge of $4,129, continues to be less 
resource intensive than both DRG 360 
($4,421] and DRG 361 ($4,700) and will, 
therefore, be placed below them in the 
surgical hierarchy. We note that, based 
on the complete F Y 1989 MEDPAR file, 
DRG 361 is now ordered above DRG 360. 
The final MDC 13 surgical hierarchy will 
reorder Laparoscopy and Incisional 
Tube Interruption (DRG 361) above 
Vagina, Cervix and Vulva Procedures 
(DRG 360), which will be reordered 
above Female Reproductive System 
Reconstructive Procedures (DRG 356). 
The revised surgical hierarchy for MDC 
13 is as follows:
Pelvic Evisceration, Radical Hysterectomy 

and Radical Vulvectomy (DRG 353)
Uterine, Adnexa Procedures (DRGs 354, 355, 

357, 358 and 359)
Laparoscopy and Incisional Tubal 

Interruption (DRG 361)
Vagina, Cervix and Vulva Procedures (DRG 

360)
Female Reproductive System Reconstructive 

Procedures (DRG 356)
D&C, Conization & Radio-Implant (DRGs 363 

and364)
Endoscopic Tubal Interruption (DRG 362) 
Other Female Reproductive System O.R. 

Procedures (DRG 365)

In addition ot the revisions noted 
above, a more complete MEDPAR file 
and our ability to test the proposed 
surgical hierarchy changes have 
indicated that we need to make a 
change in the surgical hierarchy for 
MDC 8. In MDC 8, we will reorder Local 
Excision and Removal of Internal 
Fixation Devices Except Hip and Femur 
(DRG 231) above Soft Tissue Procedures 
(DRGs 226 and 227) and Local Excision 
and Removal of Internal Fixation 
Devices of Hip and Femur (DRG 230).

We will implement in final the 
proposed changes to the MDC 2 and 
MDC 9 surgical hierarchy since we 
received no comments on these charges 
and the final recalibrated weights 
continue to support them. The final 
MDC 5 surgical hierarchy is set forth 
above in section III.B.3 of this preamble.

In addition ot the surgical hierarchy 
changes, we also received the following 
comment regarding our proposed

ordering of liver, bone marrow, and 
tracheostomy cases.

Comment: One commenter was 
concerned about the hierarchy of the 
new DRGs for liver transplants, bone 
marrow transplants, and tracheostomy 
cases, comparing this hierarchy to the 
surgical hierarchy, which orders 
procedures from the most to least 
resource intensive. However, the 
commenter noted that the order set forth 
in the proposed rule did not follow the 
order as assigned by the weight for each 
of the proposed DRGs. Correct ordering 
could be important to patients having 
bone or liver transplants who also 
require a tracheostomy. The commenter 
suggests that a patient needing both a 
liver transplant and tracheostomy 
should group to DRG 480 because liver 
transplants are relatively more costly 
than tracheostomies, and thus, have a 
higher weight. However, a patient 
requiring a bone marrow transplant and 
a tracheostomy should be assigned to 
DRG 483, because tracheostomies are 
relatively more costly than bone marrow 
transplants as indicated by the higher 
weight for DRG 483. The commenter 
recommends revising the hierarchy as 
follows:
DRG 480 Liver Transplant 
DRG 483 Tracheostomy Except for 

Mouth, Larynx or Pharynx Disorder 
DRG 481 Bone Marrow Transplant 
DRG 482 Tracheostomy with Mouth, 

Larynx or Pharynx Disorder 
Response: We agree with the 

commenter and have revised the order 
of these DRGs. That is, cases involving 
multiple procedures in DRGs 480 
through 483 will be assigned to the 
highest-weighted appropriate DRG. This 
ensures that the most costly procedure 
performed is the determining factor in 
DRG classification.

The final weights for the new DRGs 
are as follows:

DRG Weight

DRG 480................................................... 15.2645
12.4485

3.2660
14.0597

DRG 481............................
DRG 482..............................
DRG 483...........................

Cases will be assigned in order of 
highest-weighted DRG to lowest, that is, 
DRG 480,483,481, and 482. Therefore, a 
patient having both liver transplant and 
tracheostomy procedures performed in 
the stay will be assigned to DRG 480, 
Liver Transplant. Patients having both 
bone marrow transplant and 
tracheostomy procedures for other than 
mouth, larynx, or pharynx disorders will 
be assigned to DRG 483, since the 
tracheostomy procedure is more

resource intensive than the bone 
marrow transplant.

We will be evaluating the 
performance of these DRGs over the 
next 2 years, as data become available. 
With the annual recalibration, the 
weights assigned to these DRGs are 
subject to change and the hierarchy will 
be reviewed each year and revised if the 
resource requirements increase or 
decrease for any one of these DRGs 
relative to the other DRGs.

7. Refinement of Complications and 
Comorbidities List

There is a standard list of diagnoses 
that are considered complications and 
comorbidities (CCs). This list was 
developed by physician panels to 
include those diagnoses that, when 
present as a secondary condition, would 
be considered a substantial 
complication or .comorbidity. A 
substantial CC, in turn, is defined as a 
condition that, because of its presence 
with a specific principal diagnosis, 
would cause an increase in length of 
stay by at least one day for at least 75 
percent of the patients.

Based upon clinical review by our 
medical consultants and analysis of the 
FY 1989 MEDPAR data, we proposed to 
revise the list of diagnoses that are 
considered to be CCs as follows:

• We proposed to add the following 
diagnoses to the CC list:
112.0— Candidiasis of mouth Thrush
357.0— Acute infective polyneuritis Guillain-

Barre syndrome

Each of these diagnosis codes will be 
considered a CC for any principal 
diagnosis not shown in Table 6e, 
Additions to the CC Exclusion List (see 
below).

• We proposed to delete the following 
diagnoses from the CC list:
349.0— Reaction to spinal or lumbar puncture 
575.6—Cholesterolosis of gallbladder 
575.8—Other specified disorders of

gallbladder
682.4— Other cellulitis and abscess of hand,

except fingers and thumb

Each of these diagnoses will no longer 
be considered a CC for any principal 
diagnosis.

We proposed a limited revision of the 
CC Exclusions List, which includes 
corrections of errors in the existing list, 
addition of a number of excluded CCs, 
and the deletion of a number of 
excluded CCs. These proposed changes 
are being made in accordance with the 
principles established when we created 
the CC Exclusions List in 1987.

Tables 6e and 6f in section IV of the 
addendum to the proposed rule 
contained the proposed revisions to the
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GC Exclusions List that would be 
effective for discharges occurring on or 
after October 1,1990. Each table shows 
the principal diagnosis with proposed 
changes to the excluded CCs. Each of 
these principal diagnoses is shown with 
an asterisk and the additions or 
deletions to the CC Exclusions List are 
provided in an indented column 
immediately following the affected 
principal diagnosis.

CCs that are added to the list are in 
Table 6e—Additions to the CC 
Exclusions List. (The indented diagnoses 
were recognized by the GROUPER as 
valid CCs for the asterisked principal 
diagnosis but will be excluded and thus 
ignored by the GROUPER beginning 
with discharges on or after October 1, 
1990.)

CCs that are deleted from the list are 
in Table 6f—Deletions from the CC 
Exclusions List. (Except for those 
diagnoses that are to be excluded from 
the CC list as described above (that is, 
349.0, 575.6, 575.8, and 682.4), the 
indented diagnoses will be recognized 
as valid CCs beginning with discharges 
on orafter October 1,1990.)

Copies of the original CC Exclusions 
List applicable to F Y 1988 may be 
obtained from the National Technical 
Information Service (NTIS) of the 
Department of Commerce. It is available 
in hard copy for $64.95 and on 
microfiche for $18.50. These prices 
include $3.00 for shipping and handling. 
A request for the FY 1988 CC Exclusions 
List (which should include the 
identification accession number, ((PB) 
88-133970), should be made to th e ; 
following address: National Technical 
Information Service, United States 
Department of Commerce, Springfield, 
Virginia 22161, or by calling (703) 487- 
4650.

Users should be aware of the fact that 
both of the previous revisions to the 
Exclusion List (Table 6d and 8e of the 
September 30,1988 final rule and Tables 
6f and 6g of the September 1,1989 final 
rule) and those in Tables 6e and 6f of 
this document must be incorporated into 
the list purchased from NTIS in order to 
obtain the CC Exclusions List applicable 
for discharges occurring on or after 
October 1,1990. (We do not intend to 
update the listing available from NTIS to 
reflect these or any future revisions.)

Alternatively, the complete 
documentation of the GROUPER logic, 
including the current CC Exclusions List, 
is available from 3M/HIS. 3M/HIS, 
under contract with HCFA, is 
responsible for updating and 
maintaining the GROUPER program.
The current DRG Definitions Manual, 
Seventh Revision is available for 
$195.00, which includes $15.00 for

shipping and handling. The Seventh 
Revision of this manual, which includes 
the changes in this document, may be 
obtained by writing to the following 
address: 3M/HIS, 100 Barnes Road, 
Wallingford, Connecticut 06492, or by 
calling (203) 949-0303.

Comment: We received several 
comments regarding our proposed 
deletions from the CC list. While two of 
the commenters supported our proposal, 
one commenter objected to the deletion * 
of these diagnoses as CCs, most 
specifically to the deletion of other 
cellutitis and abscess of hand, except 
fingers and thumb (diagnosis code 
682.4). In the commenter’s experience, 
all of these diagnoses require additional 
treatment, testing, and observation and 
meet the requirements of the HCFA 
definition for CCs (that is, a secondary 
condition, which when present with a 
specific principal diagnosis, increases 
the length of stay by at least one day in 
at least 75 percent of the cases). 
According to this commenter, cellulitis 
and abscess of the hand often require 
surgical debridement or antibiotics, or 
both. Since other anatomical locations 
with cellulitis continue to be CCs, this 
commenter believes that the hand 
should also remain a CC.

Another comment was received 
protesting the elimination of reaction to 
spinal or lumbar puncture (diagnosis 
code 349.0) as a CC. This commenter is 
convinced that the presence of this 
condition almost always requires 
additional days of stay and resource 
consumption.

Response: We extensively analyzed 
each of the diagnoses that were 
proposed for deletion from the CC list. 
For each DRG pair where one of these 
diagnoses is frequently reported as a 
secondary diagnosis, we compared the 
average charges per case for cases with 
that diagnosis reported as the only CC 
to the charges per case for cases with no 
CCs and for cases with other CCs 
besides the one proposed for deletion. 
The charges for the specific diagnoses 
that we proposed to delete were 
consistently lower than the charges for 
cases within the same DRG with other 
CC conditions. Comparing DRG charges 
with and without CCs to the charges for 
these diagnoses indicated that the 
charges were more similar to the cases 
without CCs than the charges of the 
cases with other CCs. This analysis and 
result held true for diagnosis code 682.4 
(Other cellulitis and abscess of hand, 
except fingers and thumb). In fact, our 
analysis of cases in DRGs 444 and 445 
(Multiple Trauma) and DRGs 277 and 
278 (Cellulitis) shows that cases 
assigned to DRGs 444 and 277 in which
682.4 is the only CC have only slightly

higher average charges than cases with 
no CCs assigned to DRG 445 and lower 
average charges than cases with no CC 
assigned to DRG 278.

With respect to diagnosis code 349.0, 
a similar analysis indicates that cases 
with this diagnosis as the only CC had 
almost identical average charges as 
cases in the same DRG pair with no 
CCs.

In addition to our data analysis,
HCFA medical consultants reviewed the 
diagnoses for clinical significance as a 
comorbid or complicating condition. 
Based on our analysis and medical 
review, we are making no changes in the 
proposed list of diagnoses to be deleted 
from the CC list.

Comment: Several commenters sent 
extensive lists of diagnoses for 
consideration as CCs; others sent lists of 
conditions to be considered for 
exclusion as CCs when occurring with 
certain diagnoses.

Response: We appreciate these 
commenters calling our attention to 
additional diagnoses that might have an 
impact on length of stay or charges. 
HCFA analyzes and evaluates 
diagnoses on an on-going basis to 
maintain and continuously refine the CC 
list and the additions and exclusions to 
that list. Those codes submitted during 
this comment period will be considered 
as part of our analysis in the coming 
year. Many of the suggested additions 
were reviewed this year and were found 
to have few or no Medicare cases upon 
which to base an analysis or to have no 
impact on charges. One of the suggested 
diagnoses, 357.0 (Acute infective 
polyneuritis (Guillain-Barre Syndrome)) 
was included in the proposed rule for 
addition to the CC list and will be 
considered a CC for discharges on or 
after October 1,1990.

8. Review of Procedure Codes in DRGs 
468 and 477

Each year, we review cases assigned 
to DRG 468 (Extensive OR Procedure 
Unrelated to Principal Diagnosis) in 
order to determine whether, in 
conjunction with certain principal 
diagnoses, there were certain 
procedures performed that are not 
currently included in the surgical 
hierarchy for the MDC in which the 
diagnosis falls. In FY 1989, this review 
resulted in the addition of DRG 476 
(Prostatic OR Procedure Unrelated to 
Principal Diagnosis) and DRG 477 (Non- 
Extensive OR Procedure Unrelated to 
Principal Diagnosis). For a detailed 
discussion of these changes, see the 
September 30,1988 final rule (53 FR 
38487).
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Since DRG 468 is reserved for those 
cases in which none of the OR 
procedures is related to the principal 
diagnosis, it is intended to capture 
atypical cases, that is, those cases not 
occurring with sufficient frequency to 
represent a distinct recognizable clinical 
group. DRGs 476 and 477 are assigned to 
specific subsets of these cases. DRG 476 
is currently assigned to those discharges 
in which one of the following prostatic 
procedures is performed and it is 
unrelated to the principal diagnosis:
60.2—Transurethral prostatectomy 
60.61—Local excision of lesion of 

prostate
60.69—Other prostatectomy NEC 
60.94—Control of postoperative 

hemorrhage of prostate 
DRG 477 is assigned to those 

discharges in which the only procedure 
performed is a nonextensive procedure 
that is unrelated to the principal 
diagnosis.

In Table 6c in section IV of the 
addendum to the September 30,1988 
final rule, we listed the ICD-9-CM 
procedure codes for all of the 
procedures we consider nonextensive 
procedures if performed with an 
unrelated principal diagnosis. These 
cases are grouped in DRG 477.

We annually conduct a review of 
procedures producing DRG 468 or 477 
assignments on the basis of volume of 
cases in these DRGs with each 
procedure. Our medical consultants then 
identify those procedures occurring in 
conjunction with certain diagnoses with 
sufficient frequency to justify adding 
them to one of the surgical DRGs for the 
MDC in which the diagnosis falls. On 
the basis of this review, we did not 
identify any changes that are necessary; 
therefore, we did not propose to move 
any procedures from DRGs 468 and 477 
to one of the surgical DRGs.

We did, however, identify some 
additional procedure codes that should 
be added to DRG 476. These codes 
represent prostatic OR procedures that 
are clinically similar to the four 
procedures that currently group to DRG 
476 when they are performed on patients 
admitted for unrelated medical reasons. 
Therefore, we proposed to assign to 
DRG 476 those discharges in which one 
of the following prostatic procedures is 
the only OR procedure performed and it 
is unrelated to the principal diagnosis: 
60.0—Incision of prostate 
60.12—Open biopsy of prostate 
60.15—Biopsy of periprostatic tissue 
60.18—Other diagnostic procedures on 

prostatic and periprostatic tissue 
60.93—Repair of prostate 
60.99—Other operations on prostate 

NEC

No. 171 /  Tuesday, September 4, 1990 /  Rules and Regulations

We also reviewed the list of OR 
procedures that produce DRG 468 
assignments to ascertain if any of those 
procedures should be moved to the list 
of nonextensive procedures that 
produce DRG 477 assignments. Our 
medical consultants first identified the 
procedures they believed were clinically 
similar to those nonextensive 
procedures already assigned to DRG 
477. We then analyzed the charge and 

‘ length of stay data for these procedures 
to ensure that the discharges associated 
with the procedures are more similar to 
the discharges that currently group to 
DRG 477 than to the discharges that 
group to DRG 468.

Except for one series of procedures 
(that is, eye procedures), we proposed to 
add to the list of nonextensive 
procedures only those procedures for 
which we had an adequate number of 
discharges to analyze for statistical 
homogeneity. However, we proposed to 
add to DRG 477 all the OR procedures 
involving the eye (procedure codes 08.0 
through 16.99) that currently group to 
DRG 468 when performed in association 
with an unrelated principal diagnosis. 
The charge and length of stay data we 
analyzed for discharges in DRG 468 
include some of these eye procedures 
and the data show that those discharges 
are not as resource intensive as other 
discharges in DRG 468 and are, in fact, 
more similar to discharges in DRG 477. 
Therefore, we believe that moving all of 
the eye OR procedures to the list of 
nonextensive OR procedures would 
result in the groupings of discharges that 
are more homogenous in terms of 
resource use.

In Table 6g in section IV of the 
addendum to this final rule, we have 
listed the additional procedure codes 
that we consider nonextensive 
procedures if performed with an 
unrelated principal diagnosis. These 
cases will group to DRG 477 instead of 
DRG 468 beginning with discharges on 
or after October 1,1990.

We received no comments on the 
changes to DRG 468, 476, and 477 and 
we will incorporate these changes into 
the final GROUPER as proposed.
9. Changes to the ICD-9-CM Coding 
System

As discussed above in section III.B.1 
of this preamble, ICD-O-CM is a coding 
system for the reporting of diagnostic 
information and procedures performed 
on a patient. In September 1985, the 
ICD-9-CM Coordination and 
Maintenance Committee was formed. 
This is a Federal interdepartmental 
committee charged with the mission of 
maintaining and updating the ICD-9- 
CM. This including approving new

coding changes, developing errata, 
addenda, and other modifications to the 
ICD-9-CM to reflect newly developed 
procedures and technologies and newly 
identified diseases. The Committee is 
also responsible for promoting the use of 
Federal and non-Federal educational 
programs and other communication 
techniques with a view toward 
standardizing coding applications and 
upgrading the quality of the 
classification system.

The Committee is co-chaired by the 
National Center for Health Statistics 
(NCHS) and HCFA. The NCHS has lead 
responsibility for the ICD-9-CM 
diagnoses codes included in Volumes 1 
and 2—Diseases: Tabular List and 
Diseases: Alphabetic Index, while 
HFCA has lead responsibility for the 
ICD-9-CM procedure codes included in 
Volume 3—Procedures: Tabular List and 
Alphabetic Index.

The Committee encourages 
participation in the above process by 
major health-related organizations. In 
this regard, the Committee holds public 
meetings for discussion of educational 
issues and proposed coding changes. 
These meetings provide an opportunity 
for input into coding matters from 
representatives of recognized 
organizations in the coding fields, such 
as the American Medical Record 
Association and the American Hospital 
Association, as well as physicians, 
medical record administrators, and 
other members of the public.
Considering the opinions expressed at 
the public meetings, the Committee 
formulates recommendations, which 
then must be approved by the agencies.

The Committee presented proposals 
for coding changes at public meetings 
held on April 14,1989, August 10,1989, 
and December 4,1989 and finalized the 
coding changes after consideration of 
comments received at the meetings and 
in writing in the 30 days following the 
December 4,1989 meeting. The initial 
meeting for consideration of coding 
issues for resolution in F Y 1991 was held 
on April 23,1990 and a second meeting 
was held on July 26,1990. Copies of the 
minutes of these meetings may be 
obtained by writing to the co­
chairpersons representing NCHS and 
HCFA. We encourage commenters to 
address suggestions on coding issues 
involving diagnosis codes to: Ms. Sue 
Meads, R.R.A, Co-Chairperson, ICD-9- 
CM Coordination and Maintenance 
Committee, NCHS, room 9-58, 6525 
Belcrest Road, Hyattsville, Maryland 
20782.

Questions and comments concerning 
the procedure codes should be 
addressed to: Ms. Patricia E. Brooks, Co-
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Chairperson, ICD—9-CM Coordination 
and Maintenance Committee, HCFA 
Office of Coverage Policy, Room 401 
East High Rise Building, 6325 Security 
Boulevard, Baltimore, Maryland 21207.

The additional new ICD-9-CM codes 
that have been approved will become 
effective October 1,1990. The new ICD- 
9-CM codes are listed, along with their 
DRG classifications, in Tables 6a and 6b 
in section 14 of the addendum to this 
rule.

Further, the Committee has 
recommended the expansion of the ICD- 
9-CM diagnosis codes shown on Table 
6c to categories requiring a fifth digit for 
valid diagnosis code assignment. Thus, 
these diagnosis codes will not be 
recognized by GROUPER beginning with 
discharges occurring on or after October
1,1990. The corresponding five-digit 
codes are shown in Table 6a. Finally, 
the Committee recommended the 
expansion of the ICD-9-CM procedure 
code category 58.3 (Excision or 
destruction of urethral tissue or lesion). 
The Committee recommended that the 
title of category 58.3 be revised to read 
“Excision or destruction of lesion or 
tissue of urethra”, and that the inclusion 
and exclusion notes be amended to 
reflect the new procedure codes 58.31 
(Endoscopic excision or destruction of 
lesion or tissue of urethra) and 58.39 
(Other local excision or destruction of 
lesion or tissue of urethra). The titles 
and DRG assignment of these procedure 
codes are included in Table 6b of 
section IV of the addendum to this final 
rule.

Although we did not include in the 
proposed rule a description of the 
revised procedure and diagnosis code 
titles that will be effective October 1,
1990 because there was no effect on 
DRG assignment, we have included the 
revised titles in Table 61 and Table 6m 
in the addendum to this final rule as a 
convenience to the reader.
10. Other Issues

a. Cochlear Implants. In the 
September 1,1989 final rule (54 FR 
36463), in response to comments 
received on the May 8,1989 proposed 
rule, we reevaluated the placement of 
cochlear implant discharges in DRG 49 
(Major Head and Neck Procedures) 
based upon billing data from FY 1988. At 
that time, we found that the FY 1988 
MEDPAR data indicated that it was not 
appropriate to establish a separate DRG 
for cochlear implants. As indicated in 
that final rule, the 113 cases coded as 
cochlear implants constituted only 2 
percent of the total discharges in DRG
49. Moreover, if we had removed the 
cochlear implant cases from DRG 49 and 
established a separate DRG based on

the FY 1989 MEDPAR data, the relative 
weight for cochlear implants would have 
been lower than the weight for DRG 49.

Com m ent Many commenters wrote 
again this year to express concern that 
the classification of cochlear implant 
cases to DRG 49 is inappropriate in 
terms of both clinical coherency and 
resource intensity and could limit the 
availability of cochlear implants to 
Medicare beneficiaries. A number of 
members of three advocacy groups for 
the hearing impaired individuals wrote 
to express their support for a change in 
the assignment of the cochlear implant 
to a higher-weighted DRG. A number of 
these commenters suggested that the 
low average charges in the MEDPAR 
data reflect the less expensive single­
channel device that is no longer 
manufactured and, as a result, 
understate the cost of the multi-channel 
device. Finally, the distributor of the 
multi-channel cochlear device intends to 
analyze the FY 1989 MEDPAR file to 
determine if the cases coded as cochlear 
implants in these data do not reflect the 
cost of the cochlear implant device, as 
they alleged for the FY 1988 data. The 
commenter believes that procedure code
20.96 (Implantation or replacement of 
cochlear prosthetic device, NOS) has 
been misused and should be eliminated.

Response: We have reexamined the 
most recent FY 1989 MEDPAR file and 
continue to believe that it would not be 
appropriate to establish a separate DRG 
for cochlear implant procedures at this 
time. The 107 cases coded as cochlear 
implants constitute only 2.8 percent of 
the total discharges in DRG 49. Due to 
reassignment of cases from DRG 49 to a 
number of the new DRGs, the number of 
cases in this DRG dropped from 7,370 
cases in the FY 1988 data base to 3,778 
in the FY 1989 data base. (See Tables 7A  
and 7B in the addendum to this final rule 
for a comparison of the FY 1989 data 
assigned by both the FY 1990 and FY 
1991 GROUPERS.)

We again examined the effect the 
removal of procedure code 20.96 
(Implantation or replacement of 
cochlear prosthetic device, NOS) and
20.97 (Implantation or replacement of 
cochlear prosthetic device, single 
channel) would have on the average 
charges for DRG 49 cases and for 
cochlear implant cases. We determined 
that the removal of either or both of 
these two procedure codes would have 
no significant impact on the weighting 
factor for DRG 49. The average charge 
for the 54 cases coded with procedure 
code 20.98 (Implantation or replacement 
of cochlear prosthetic device, multiple 
channel) alone is only slightly higher 
than the average charge for other DRG 
49 cases.

With regard to the commenter’s 
concern that the average charges may 
be understated because cases coded as 
cochlear implants do not reflect the cost 
of the cochlear implant device (that is, 
$13,900.00), we found that, in total, only 
59 percent of the cases had standardized 
charges that exceeded this amount.

We can only assume that what a 
hospital submits as its charges on each 
bill are in fact the actual total charges 
for the case. A hospital is under no 
obligation to show charges equal to or 
greater than its costs for the services.

However, we recognize that some 
hospitals may be experiencing problems 
with the coding of cochlear implant 
cases. Since the FY 1990 final rule was 
published, we have taken the following 
actions to clarify the use of the ICD-9- 
CM procedure codes for the 
implantation of the cochlear device:

• HCFA staff wrote an educational 
article entitled “Procedure Code 
Assignments for Hearing Devices” for 
the American Hospital Association’s 
(AHA’s) Coding Clinic for ICD-9-CM. 
This article appeared in the fourth 
quarter 1988 issue (pages 5-9) and 
clarifies the proper procedure coding for 
cochlear implants. Coding Clinic for 
ICD-9-CM has a wide audience among 
hospital coders and is also distributed to 
the Peer Review Organizations (PROs) 
to alert them of the need for special 
attention in the DRG validation review.

• HCFA’s Medical Coding Policy Staff 
has reviewed the index and tabular 
entries for these procedures in Volume 3 
of the ICD-9-CM. They have identified a 
number of entries that need clarification. 
These clarifications will become 
effective for discharges occurring on or 
after October 1,1990.

Comment: A number of cochlear 
implant recipients wrote to describe the 
improvement in their quality of life, as a 
result of the technology. Two Medicare 
beneficiaries supplied copies of 
“requests for predetermination of 
coverage” that their surgeons had sent 
to Medicare contractors. The submittals 
supported an upgrade of their current 
implants either to multi-channel devices 
or to a higher quality speech processor. 
These requests had not been answered. 
All of these recipients believe that 
Medicare’s low payment would prevent 
hospitals from continuing to provide the 
surgery. These comments included 
claims that some 27 hospitals will no 
longer perform cochlear implants for 
Medicare beneficiaries because of the 
low payment.

Response: We agree that cochlear 
implants should be available to those 
Medicare beneficiaries who meet the 
Medicare coverage guidelines for the
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surgery. Medicare coverage is provided 
only for those patients who meet all of 
the following selection guidelines:

• Diagnosis of total sensorineural 
deafness that cannot be mitigated by 
use of hearing aid in patients whose 
auditory cranial nerves are stimulable.

• Cognitive ability to use auditory 
clues and a willingness to undergo an 
extended program of rehabilitation.

• Post-lingual deafness.
• Adulthood (at least 18 years of age).
• Freedom from middle ear infection, 

an accessible cochlear lumen that is 
structurally suited to implantation, and 
freedom from lesions in the auditory 
nerve and acoustic areas of the central 
nervous system.

• No contraindications to surgery.
Our central data base on

preprocedural reviews conducted by the 
Peer Review Organizations (PROs) does 
not list the cochlear implant for any 
PRO’S selections for review. Therefore, 
we are not aware of any PRO that is 
requiring preprocedural review for 
cochlear implants. Other than PRO 
preprocedural review, there is no 
predetermination of coverage under 
Medicare as with some private insurers, 
although hospital staff or the surgeon 
may clarify the coverage requirements 
with the fiscal intermediary or PRO. If a 
beneficiary meets the requirements 
listed in the coverage guidelines (HCFA 
Pub. 6, Medicare Coverage Issues 
Manual, § 65-14), the expenses for the 
implant device, speech processor, and 
follow-up training and rehabilitation 
will be covered.

In the event that any beneficiary or 
advocacy group is aware of specific 
cases where a hospital refused to 
provide this covered service to a 
beneficiary who meets these coverage 
guidelines, they should provide this 
information to us for review.

b. Penile Prostheses—Comment: One 
commenter submitted an analysis 
prepared by a health policy consulting 
firm that recommends alternative DRG 
assignments for penile prosthesis 
implants that would provide a higher 
payment amount. In preparing the 
analysis, the consultants searched the 
F Y 1988 MEDPAR file for all cases that 
met one or both of the following critiera:

• The record included one or more of 
the following procedure codes:
—64.95 (Insertion or replacement of non- 

inflatable penile prosthesis).
—64.96 (Removal of internal prosthesis 

of penis).
—64.97 (Insertion or replacement of 

inflatable penile prosthesis).
• The case was assigned to DRG 341 

(Penis Procedures).

The records for all DRG 341 cases 
were then linked with summary data on 
the discharging hospitals obtained from 
the Medicare Provider-Specific and 
Provider-of-Services Files and 
information from previously published 
prospective payment system final rules. 
The consulting firm standardized the 
charges of these cases and simulated 
DRG weights to analyze alternative 
DRG assignments.

The study identified 5,967 prosthesis 
cases with an average standardized 
charge of $6,500, which is 41 percent 
higher than the standardized charges for 
the 9,991 nonprosthesis cases in DRG 
341. The consultants concluded from this 
comparison that cases involving penile 
prosthesis implantation currently 
assigned to DRG 341 appear to be 
underpaid. Based on the results of this 
study, the commenter advocated one of 
the following changes:

• Reassignment of all penile implant 
cases to a new, unique DRG.

• Reassignment of all penile implant 
cases to DRG 335 (Major Male Pelvic 
Procedures without CC).

• Reassignment of all nonimplant 
cases from DRG 341 to DRG 345 (Other 
Male Reproductive System OR 
Procedures Except for Malignancy), thus 
leaving penile prosthesis implant cases 
in their own, unique DRG.

Several other commenters wrote to 
protest the payment amount received for 
the implantation of inflatable and 
noninfiatable penile prostheses under 
DRG 341. The commenters state that 
their hospitals lose thousands of dollars 
on every inflatable prosthesis case 
performed. The commenters believe that 
the amount of DRG payment limits the 
availability of the prostheses and 
encourages use of only the lower cost 
device (that is, the noninfiatable 
prosthesis). They also believe that it 
creates an incentive to perform the 
implant on an outpatient basis, where 
the cost of the device will not be subject 
to DRG limitations. At a minimum, the 
commenters contend that the patients 
will suffer an increased risk of infection 
and complications in the outpatient 
setting.

All of the commenters are concerned 
that Medicare patients may be denied 
access to the more advanced technology 
of the inflatable prosthesis. It is their 
opinion that the inflatable device is the 
preferred replacement for normal 
physiologic function. However, the 
commenters contend that payment 
under DRG 341 is too low to allow 
hospitals to offer the more expensive 
prosthesis.

Response; We believe that the 
suggested classification changes 
disregard the basic Concept of the DRG

classification system in an attempt to 
receive a more favorable payment rate 
for this class of cases. In matching a 
DRG assignment with the simulated 
relative weights, the commenter asks us 
to move the penile prosthesis implant 
cases into DRG 335, where they would 
be classified based upon having a major 
male pelvic procedure without CC 
performed. Alternatively, the cases 
other than penis implant procedures that 
are currently assigned to DRG 341 
would be classified in the “other” 
procedures category, outside the 
surgical hierarchy for M DC12. As 
explained in our discussion on surgical 
hierarchy (section III.B.6 of this 
preamble), the “other” surgical category 
contains those procedures that have 
been determined to be the procedures 
least likely to be related to the 
diagnoses in MDC 12 but are 
occasionally performed on patients with 
these diagnoses. The procedures that the 
commenter seeks to have reclassified 
have already been determined to be 
commonly performed on patients in 
MDC 12.

In evaluating proposals for 
reclassification of DRGs, we consider 
the impact of the proposal upon other 
inpatient hospital cases and the 
consistency of the proposal within the 
basic classification framework. We 
acknowledge that penile prosthesis 
cases, on average, are more resource 
intensive than several other penis 
procedures. However, in every surgical 
DRG, there are some procedures that are 
more resource intensive than the 
average of all others in the group. This 
fact is inevitable in a classification 
system based on groups of diagnoses or 
procedures. Consequently, the fact that 
a given procedure is more resource 
intensive than average, in and of itself, 
is not sufficient reason to make 
classification changes. Rather, in 
considering classification proposals, we 
must assess the aggregate payment 
scheme and its impact upon hospitals 
and beneficiary access.

In addition, we must consider the 
impact of the proposed reclassification 
upon other procedures currently 
classified in DRG 341. Removal of penile 
prosthesis cases from the DRG would 
result in decreased payment for the 
remaining procedures. However, there 
are several very resource-intensive 
procedures currently assigned to this 
DRG, such as construction and 
reconstruction of the penis. The 
proposed reclassification would likely 
result in severe underpayments for those 
procedures.

The FY 1989 MEDPAR data on penile 
prosthesis implants show that the
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average standardized charges for the 
5,738 implants in DRG 341 are 31.38 
percent higher than those of the 
nonimplant cases. We note that the 
commenter did not consider penile 
prosthesis implant procedures classified 
outside DRG 341. To evaluate the 
overall impact of our payment for penile 
prosthesis implant and thus, 
beneficiaries’ access to care, we 
analyzed the charges for other DRGS 
where these codes are also classified.

Effective with discharges occurring on 
or after October 1,1987, we added the 
penile prosthesis codes to DRG 315 
(Other Kidney and Urinary Tract OR 
Procedures) to eliminate the illogical 
assignment of a number of cases to DRG 
468 (then titled Unrelated OR 
Procedures). These surgical procedures 
were related to the principal 
diagnoses shown for the cases, 
Mechanical complication of 
genitourinary device, implant and graft 
(diagnosis codes 996.30 and 996.39). In 
the F Y 1989 MEDPAR, there are 950 
penile implant cases in DRG 315, with 
average standardized charges of 
$6,575.52. This is only 45.16 percent of 
the charges for nonimplant cases in 
DRG 315 ($14,570.59) Thus, those penile 
implant cases assigned to DRG 315 
receive payment in excess of charges.

In reviewing the FY 1989 MEDPAR, 
we also found 874 penile prosthesis 
implant cases in DRG 477 (Non- 
Extensive OR Procedure Unrelated to 
Principal Diagnosis). We do not 
generally consider DRG 477 cases when 
analyzing the classification of procedure 
codes in the MDC logic, since we have 
defined them as being atypical cases. In 
view of the emphasis that the hospital 
industry is placing on the DRG payment 
to standardized charge ratio for these 
implants, we believe it is relevant in this 
discussion. The 874 implant cases had 
an average standardized charge of 
$7,542.92, which is 84.33 percent of the 
charge for nonimplant cases in DRG 477, 
$8,944.37. Thus, these implant cases also 
receive payment in excess of charges.

We do not believe it is appropriate to 
establish single procedure DRGs under 
most circumstances. The basic concept 
of the DRG system is to group a number 
of clinically similar diagnoses and 
procedures that are similar in resource 
use. The establishment of single­
procedure DRGs runs counter to the 
grouping concept and would establish a 
precedent to classify and develop 
weighting factors separately for all 
individual procedures and diagnoses. 
Under such a precedent, the number of 
DRGs cold grow dramatically, rapidly 
resulting in an unmanageable system. In 
addition, establishing DRGs along these

lines would represent a major step away 
from the prospective payment system as 
currently established, and a major step 
back toward a cost-based payment 
system, in which payment to a hospital 
is closely tied to the actual costs 
incurred in furnishing individual 
services.

Procedure-specific DRGs should be 
utilized only in those situations in which 
the data indicate that the procedure is 
neither clinically coherent nor 
homogeneous with respect to resource 
use with any other procedures in the 
major diagnostic category. Our analysis 
of the data on penile prostheses does 
not indicate that this is the situation.

Comment: One of the commenters 
noted that even when the beneficiary 
has supplemental health insurance, 
Medicare rules prohibit the hospital 
billing an extra amount for the higher- 
cost inflatable prosthesis.

Response: The prospective payment 
amount is the Medicare payment for all 
services provided to a Medicare 
beneficiary during a covered inpatient 
stay. Under § 412.42(a), a hospital may 
not charge beneficiaries, or any other 
person on their behalf, for medically 
necessary services for which payment is 
made by Medicare, even if the hospital’s 
costs of furnishing services to that 
beneficiary are greater than the amount 
the hospital is paid under the 
prospective payment system. The 
commenters on this issue have 
uniformly stated that the implantation of 
an internal penile prosthesis is a 
medically necessary service. Therefore, 
hospitals are not permitted to charge 
beneficiaries an additional amount for 
the more expensive device.

c. D R G  Assignment of the Fifth D igit 
Classification fo r Acute M yocardial 
Infarction (A M I)—Comment: Two 
commenters supported the new 
diagnosis codes for acute myocardial 
infarction and the DRG reassignment for 
myocardial infarction subsequent 
episode of care cases to DRGs 132 and 
133, which were effective October 1,
1989. However, both commenters 
expressed concern that the FY 1991 DRG 
weights for DRGs 121 and 122 
(Circulatory Disorders with Acute 
Myocardial Infarction, Discharged 
Alive) would be too low for acute cases 
because they are based on all cases 
currently assigned to these DRGs. The 
commenters suggested that an 
adjustment be made in the weights for 
DRGs 121 and 122 to reflect the 
reassignment of less resource-intensive 
cases to DRG 132 and 133. If the weights 
are not adjusted, one of the commenters 
suggested leaving the less resource­
intensive cases in DRGs 121 and 122

until the DRG reassignment could be 
reflected in recalibration.

In support of their request, a teaching 
hospital organization and health policy 
consulting firm submitted the results of 
the firm’s study of 1,104 Medicare 
patients who suffered an AMI, either 
acute or recent (subsequent admissions), 
from 87 hospitals. These discharges 
occurred in October and November of 
1989. They developed a hypothetical 
DRG weight for the sample cases (acute 
or recent) based on the patients’ 
standardized charges and compared the 
payment that certain classes of hospitals 
would receive under the current weights 
for DRGs, 121122,123,132, and 133 in 
FY 1990. About 12 percent of the AMIs 
in the study’s 2-month sample were 
really recent Mis. They estimated that 
the underweighting of the AMI DRGs 
resulted in hospital losses for the acute 
MI cases of $97.4 million. They 
estimated that hospitals would lose an 
additional $38.5 million in 
underpayments for the recent MI cases 
that are now assigned to much lower- 
weighted DRGs based on the new 
principal diagnosis, subsequent 
admission within 8 weeks of an AMI.

The commenters contend that these 
estimates do not take into account other 
reasons why MI cases may be 
increasing in costliness relative to other 
hospital cases such as the recent 
increase in use of expensive 
thrombolytic agents, such as tissue 
plasminogen activator (TPA). They 
recommend that we use the partially 
complete FY 1990 MEDPAR file data to 
recalibrate the affected DRGs for FY 
1991 prior to the recalibration for the 
rest of the DRGs based on 1990 data, 
effective with FY 1992.

Response: Effective with discharges 
on or after October 1,1989, we required 
the use of a new fifth digit 
subclassification within the ICD-9-CM 
diagnosis category 410 (Acute 
myocardial infarction). This 
subclassification distinguishes an initial 
episode of care from a subsequent 
episode of care. A fifth digit of “1”
(initial episode of care) is used to 
designate the acute phase of care 
regardless of the location of treatment. It 
includes cases that are transferred for 
care and treatment within the acute 
phase of care. Any subsequent episode 
of care for another myocardial infarction 
is also assigned a fifth digit of “1.” All of 
these cases are assigned, as they have 
been in the past, to one of the 
myocardial infarction DRGs 121, 122, or 
123 (or in the case with pacemaker 
implantation, DRG 115).

A fifth digit of “2" is used to designate 
observation, treatment, or evaluation of
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myocardial infarction within 8 weeks of 
onset, but following the acute phase, or 
in the healing state in which the episode 
of care may be for related or unrelated 
conditions. All of these cases are 
assigned to one of the atherosclerosis 
DRGs (132 or 133) if acute myocardial 
infarction, subsequent episode of care is 
identified as the principal diagnosis. Our 
reasons for assigning these cases to the 
atherosclerosis DRG rather than to a 
myocardial infarction DRG relate to two 
of the basic characteristics of the DRG 
patient classification system. First, each 
DRG should contain cases with a similar 
pattern of resource intensity and, 
second, each DRG should contain cases 
that are similar from a clinical 
perspective. We note that cases that 
would require surgical procedures upon 
rcadmission or cases that are 
readmitted with a complication of 
myocardial infarction or cases that are 
readmitted with a complication of 
myocardial infarction would group to a 
different MDC 5 DRG.

Without the creation of a new fifth 
digit subclassification, we would have 
continued to be unable to distinguish the 
resource-intensive, clinically-coherent 
group of patients admitted to the 
hospital with an acute myocardial 
infarction from less resource-intensive 
and clinically-different groups of 
patients who are not suffering an acute 
myocardial infarction but who are 
readmitted to the hospital within 8 
weeks of a previous myocardial 
infarction. Prior to October 1,1989, 
according to ICD-9-CM coding 
convention, various cases of chronic 
ischemic heart disease (for example, 
coronary atherosclerosis) were 
classified as acute myocardial 
infarctions if they occur within 8 weeks 
of the date of a previous infarction.
Thus, cases of acute myocardial 
infarction have been classified with 
cases that are not acute myocardial 
infarctions. This coding convention was 
developed and is appropriate for 
mortality reporting purposes but is 
inappropriate for morbidity reporting 
purposes. In addition to the problems 
this coding convention created for the 
DRG classification system, it also 
distorted the statistical data in the 
United States concerning the incidence 
of myocardial infarction.

We believe these problems will be 
solved by the use of the fifth digit 
subclassification. However, until the 
new diagnosis codes are reflected in our 
MEDPAR data (that is, F Y 1990 data), 
we are unable to distinguish between 
the acute and nOnacute cases for 
purposes of recalibration. Thus, as the 
commenters noted, relative weights for

DRGs 121 and 122 are based on the 
resource requirements for both the high- 
cost acute myocardial infarction cases 
and the less resource-intensive nonacute 
cases that are paid under DRGs 132 and 
133 beginning in FY 1990. The 
reassignment of the lower cost cases 
from DRG 121 and 122 will not be 
reflected in the DRG weights until FY 
1992, when FY 1990 data will be used in 
recalibration.

We have not adopted either of the 
commenters’ suggested alternatives 
because they are not consistent with our 
standard policy on reclassification and 
recalibration. When ICD-9-CM 
diagnosis codes that affect DRG 
assignment are added, revised, or 
deleted, we try to take these changes 
into account in recalibration. To the 
extent possible, we convert the existing 
codes into their equivalents under the 
revised code définitions so that cases 
including these codes will be classified 
in their new DRG assignments before 
recalibration. When we are unable to 
determine how cases will be coded 
under the revised definitions, our policy 
is to leave the cases in their current 
DRG assignment for recalibration 
purposes only. We still assign the codes 
to the appropriate DRG for payment 
purposes. Because we are unable to 
identify which cases in the FY 1989 
MEDPAR will no longer be assigned to 
DRGs 121 and 122, we have left all acute 
myocardial infarction cases in DRGs 121 
and 122 in recalibrating the weights. In 
addition, since we cannot identify which 
cases will no longer be assigned to 
DRGs 121 and 122, we cannot determine 
an appropriate adjustment to the DRG 
weights for DRG 121 and 122 to reflect 
the new DRG assignments.

We believe it would be inapppropriate 
to continue assigning the nonacute cases 
to DRGs 121 and 122 for payment 
purposes until FY 1992 because it would 
result in excessive payments for the 
nonacute cases without improving the 
payment accuracy for the acute cases in 
DRGs 121 and 122.

We also believe it would be 
inappropriate to adjust the weights for 
DRG 121 and DRG 122 based on the 
limited billing data that are available for 
FY 1990. Although we sometimes use 
more recent data to confirm or révise a 
DRG assignment, we use only data from 
a single time period to recalibrate the 
DRG weights. This policy is necessary 
because using data from different time 
periods would distort the measurement 
of relative resource use.

We note that if our policy has had the 
effect of decreasing program 
expenditures for AMI cases, it has had 
the effect of increasing program

expenditures in other situations 
involving coding revisions. The decision 
that we made in the September 1,1989 
prospective payment system final rule to 
add procedure code 37.26 (Cardiac 
electrophysiologic stimulation and 
recording studies (EP studies) as a 
nonoperating room procedure affecting 
assignment to DRGs 104,108, and 112 
(54 FR 36465) is an example of an FY 
1990 change in which application of this 
policy may have increased program 
expenditures.

The distinct ICD-9-CM procedure 
code for EP studies became effective 
October 1,1988. Previously, EP studies 
were identified temporarily under 
procedure code 37.29 (Other diagnostic 
procedures on the heart) along with His 
Bundle. Based on review of limited FY 
1989 billing data and public comment, 
we changed the DRG assignment for EP 
studies. However, we continued to rely 
on FY 1988 billing data to recalibrate the 
DRG weights. We could not identify 
which of the cases under procedure 
code 37.29 in the FY 1988 data would be 
affected by the assignment of procedure 
code 37.26 to DRGs 104,108, and 112. 
Therefore, we left all cases with Code 
37.29 in the lower-weighted DRGs 138 
and 139 in recalibrating the weights.

Finally, we note that effective with 
discharges occurring on or after October
1,1990, sections 1886(d) (4)(C)(iii) of the 
Act requires that any reclassification or 
recalibration changes be made in a 
manner that assures that the aggregate 
payments would equal those that would 
have been made without the changes. 
Although this provision may require us 
to reconsider how we account for coding 
revisions in the future, we note that 
none of the FY 1991 coding revisions 
affect DRG assignment. Further, we note 
that even if we were to adopt either of 
the commenters’ recommendations 
regarding DRG 121 and DRG 122, there 
would be no effect on aggregate program 
payments because of the budget 
neutrality requirement of section 
1886(d)(4)(C)(iii) of the Act.

d. Total H ip  Replacement—Comment: 
We received one comment regarding 
total hip replacement cases. The 
commenter states that although the 
proposed rule created a number of new 
DRGs to resolve various payment 
inequities, it failed to address the 
payment problems that exist in the 
DRGs involving hip replacement. The 
commenters acknowledged the creation 
of new ICD-9-CM procedure codes to 
distinguish initial and revision 
procedures (which were effective 
October 1,1989) but believes that this 
alone will not adequately address 
problems causing inequities in payment
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for DRGs 209 and 471. According to this - 
commenter, revisions due to infections 
consume far more resources than either 
initial joint replacements or revisions 
without infection. Additionally, the 
commenter continues, we failed to 
address the evaluation of a coding 
change for revision surgery in the 
proposed rule, as we had promised to 
do. The commenter requested a review 
of cost data to identify differences 
between cases with and without 
revision and infection.

Response: As the commenter 
indicated, we introduced new procedure 
codes to distinguish initial hip 
replacement procedures from revisions 
of hip replacement procedures as part of 
the September 1,1989 final rule. In that 
document, we stated we would evaluate 
the effect of these coding changes on 
DRG assignment and weights after data 
reflecting these changes become 
available (54 FR 36467). The coding 
changes were effective October 4,1989 
for F Y 1990, which does not end until 
September 30,1990. Because the data 
are incomplete at this time, we made no 
recommendation in the proposed rule.

These new codes will permit the 
distinction between initial hip 
replacement and revisions to hip 
replacements, providing the opportunity 
to analyze charge differentials between 
the procedure s. We are planning to 
evaluate the utilization of these 
procedures, particularly in DRGs 209 
and 471, as a part of our analysis of 
changes for FY 1991.

e. E  Codes. In the September 1,1989 
final rule, in response to a comment we 
received on the May 8,1989 proposed 
rule, we stated that we would address 
the issue of E codes as a part of the FY 
1991 DRG changes. E codes are used to 
classify external causes of injury and 
poisoning. The commenter 
recommended that the GROUPER be 
revised so that E codes will no longer 
affect DRG assignment of cases in MDC 
15 (Newborns and Other Neonates with 
Conditions Originating in Perinatal 
Period). The commenter noted that cases 
in MDG 15 with E codes are assigned to 
DRG 390 (Neonates With Other 
Significant Problems) and recommended 
that, even though this is not a major 
problem for the Medicare population, 
the GROUPER be modified to eliminate 
E  codes since the GROUPER is used by 
payers other than Medicare.

It was our intention to address this 
problem in the May 9,1990 proposed 
rule. However, even though we 
neglected to state in that document that 
we intended to eliminate E codes as a 
factor in the DRG classification of cases 
in GROUPER beginning with discharges. 
occurring on or after October 1,1990, we

have made the change. We believe that 
since this change has no practical effect 
on Medicare DRG classification and 
payment, it is not necessary to formally 
include it in a proposed rule for 
comment. Therefore, even though the 
elimination of E codes as a factor in 
assigning cases was not included in the 
May 9 proposed rule, we have included 
the revision in the final GROUPER.

f. C lin ica l Editor—Comment: W e  
received two comments regarding the 
HSI (now 3M/HIS) Clinical Data Editor 
Software, which is used by hospitals for 
Medicare billing. The two commenters 
stated that in many cases where a 
procedure is appropriate for a diagnosis, 
and is sometimes the only treatment 
available, the editor flags the procedure 
as “unlikely with the diagnosis.” They 
pointed out a specific example in which 
the procedures Simple mastoidectomy 
(procedure code 20.41) and Excision of a 
lesion of middle ear (procedure code 
20.51) each trigger an “unlikely” flag 
with the diagnosis of benign neoplasia 
paraganglia (diagnosis code 227.6). 
These commenters requested that if 3M/ 
HIS has any relationship with the 
Medicare program, we assist them in 
correcting inaccurate information on 
diagnosis and associated procedures.

Response: 3M/HIS, under contract 
with HCFA, is responsible for updating 
and maintaining the GROUPER 
program, as well as the Medicare Code 
Editor (MCE) and the Outpatient Code 
Editor, but this obligation does not 
include the Clinical Data Editor. This 
software package is provided to 
hospitals by 3M/HIS, and we are not 
involved in its structure or development. 
However, we believe that the issue that 
the commenters bring up stems from an 
underlying GROUPER assignment issue 
that may need to be addressed. We note 
that if either procedure code 20.41 or
20.51 is reported with diagnosis code
227.8, and no other related OR 
procedure is performed, the case will be 
assigned to DRG 468 (in the case of code 
20.41) or, as of October 1,1990, to DRG 
447 (in the case of code 20.51). Thus, 
these procedures are considered to be 
unrelated to the diagnosis of benign 
neoplasia paragranglia.

The commenters appear to be 
indicating that it may not be appropriate 
to classify procedure codes 20.41 and
20.51 as unrelated to diagnosis code 
227.6. We will include this as an item for 
analysis in the coming year. However, 
since this issue was not discussed in the 
proposed rule, we will make no changes 
for FY 1991.

C. Recalibration o f D R G  Weights
One of the basic issues in 

recalibration is the choice of a data base

that allows us to construct relative DRG 
weights that most accurately reflect 
current relative resource use. Since FY 
1986, the DRG weights have been based 
on charge data. The latest recalibration, 
which was published as a part of the FY 
1990 prospective payment final rule, 
used hospital charge information from 
the FY 1988 MEDPAR file. For a 
discussion of the options we considered 
and the reasons we chose to use charge 
data beginning in FY 1986, we refer the 
reader to the rules published on June 10, 
1985 (50 FR 24372) and September 3,
1985 (50 FR 35652).

We proposed to use the same basic 
methodology for the FY 1991 
recalibration as we did for FY 1990, That 
is, we proposed to recalibrate the 
weights based on charge data for 
Medicare discharges. However, we 
proposed to use the most current charge 
information available, the FY 1989 
MEDPAR file, rather than the FY 1988 
MEDPAR file. The MEDPAR file is 
based on fully-coded diagnostic and 
surgical procedure data for all Medicare 
inpatient hospital bills.

The proposed recalibrated DRG 
relative weights were constructed from 
FY 1989 MEDPAR data, received by 
HCFA through December 1989, from all 
hospitals subject to the prospective 
paymènt system and short-term acute 
care hospitals in wavier States. That 
MEDPAR file included data for 
approximately 9.6 million Medicare 
discharges. The MEDPAR file updated 
through June 1990 includes data for 
approximately 9.9 million discharges 
and this is the file used to calculate the 
weights set forth in Table 5 of the 
addendum to this final rule.

The methodology used to calculate the 
DRG weights from the FY 1989 MEDPAR 
file is as follows:

• All the claims were règrouped using 
the revised DRG classifications 
discussed above in section III.B of this 
preamble.

• Charges were standardized to 
remove the effects of differences in area 
wage levels, indirect medical education 
costs, disproportionate share payments, 
and, for hospitals in Alaska and Hawaii, 
the applicable cost-of-living 
adjustment.*

* In recalibration, charges are standardized to 
remove the effects of actual disproportionate share 
payments, including the additional payments 
resulting from the amendments made by section 
6003(c) of Public Law 101-239. This standardization 
affects only the relative weights and has no direct 
impact on program payments. In contrast, we uSed 
the general exceptions and adjustments authority 
under section 1886(d)(5)(I) of the Act to implement 
section 6003(c) of Public Law 101-239 effective April 
1,1990 (55 FR 15177) without restandardizing the 
base youf prospective payment system amounts for 
the additional disproportionate share payments.
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• The average standardized charge 
per DRG was calculated by summing the 
standardized charges for all cases in the 
DRG and dividing that amount by the 
number of cases classified in the DRG.

• We then eliminated statistical 
outliers using the same criterion as was 
used in computing the current weights. 
That is, all cases outside of 3.0 standard 
deviations from the mean of the log 
distribution of charger per case for 
each DRG were eliminated.

• Hie average charge for each DRG 
was then recomputed excluding the 
statistical outliers and divided by the 
national average standardized charge 
per case to determine the weighting 
factor.

• We established the weighting factor 
for heart transplants (DRG 103) in a 
manner consistent with the methodology 
for all other DRGs except that the heart 
transplant cases that were used to 
establish the weight were limited to 
those Medicare-approved heart 
transplant centers that have cases in the 
F Y 1989 MEDPAR file. Similarly, we 
limited the liver transplant cases that 
were used to establish die weight for 
DRG 480 to those hospitals that are 
established liver transplant centers.

• Acquisition costs for kidney, heart, 
and liver transplants continue to be paid 
on a reasonable cost basis. Unlike other 
excluded costs, the acquisition costs are 
concentrated in specific DRGs (DRG 
302, Kidney Transplant; DRG 103, Heart 
Transplant; and, DRG 480, liv er 
Transplant). Since these costs are paid 
separately from the prospective 
payment rate, it is necessary to make an 
adjustment to prevent the relative 
weights for these DRGs from including 
the effect of the acquisition costs, bn 
previous years with respect to kidney 
and heart transplant cases and in the 
proposed rule with respect to kidney, 
heart, and liver transplant cases, we 
substracted the actual acquisition 
charges if shown on the bill, or an 
estimate of the acquisition charges if no 
charges were specified on the bill, prior 
to computing the average charge for the 
DRG and prior to eliminating statistical 
outliers. In reviewing the methodology 
used to establish the weight for liver 
transplant cases, as discussed above in 
section III.B.3.b, we determined that if  
there is no organ acquisition charge 
specified on die bill, the total charges on 
the bill do not include a charge for organ 
acquisition. Therefore, in establishing 
the final weights, we subtracted from 
total charges only actual acquisition 
charges shown on the bill. If no 
acquisition charges were shown on the 
bill, no adjustment was made to the 
total charges. We believe this change

will improve the accuracy of the relative 
weights for the affected DRGs.

The weights developed according to 
the methodology described above, using 
the DRG classification changes, result in 
an average weight before recalibration. 
Therefore, the new weights were 
normalized by an adjustment factor so 
that the average case weight after 
recalibration is equal to the average 
case weight prior to recalibration. This 
adjustment is intended to ensure that 
recalibration by itself neither increases 
nor decreases total payments under the 
prospective payment system.

In developing the FY 1990 weights, we 
made an across-the-board 1.22 percent 
reduction to the weights after 
normalization to take into account 
increases in the average case weight 
attributable to reclassification and 
recalibration changes between FY 1986 
and FY 1988 (54 FR 36469). Section 
6003(b) of Public Law 101-239 enacted 
section 1886(d)(4HC)(ii) of die Act to 
ratify the 1.22 percent reduction to the 
DRG weights but required in section 
1886(dX4XC)(ii) o f the Act that 
reclassification and recalibration 
changes in subsequent years (beginning 
with FY 1991) be made in a manner that 
assures that the aggregate payments are 
not greater or less than the aggregate 
payments that would have been made 
without the changes. Section 6003(b) 
also enacted section 1886(d)(4XC)(iv) of 
the Act to require that the Secretary 
include recommendations regarding any 
adjustments to the weights in his annual 
report to the Congress required under 
section 1886(eX3)fB) of the Act on his 
initial estimate of his recommendation 
for the prospective payment update 
factor for the coming year.

We interpret section 188S(d)(4)fC)(iii) 
of the Act to mean that no adjustment 
should be made to the DRG weights 
after normalization to take into account 
any impact previous reclassification and 
recalibration changes may have had on 
aggregate program payments. 
Accordingly, we have made no 
adjustment to the DRG weights for the 
effect the reclassification and 
recalibration changes we made in FY 
1989 (the latest year for which actual 
data are available) had on aggregate 
payments.

In his March 1,1989 report to 
Congress, the Secretary indicated he did 
not anticipate making a 
recommendation to adjust the DRG 
weights for the effect of the FY 1989 
reclassification and recalibration 
changes. Instead, the effect of the FY 
1989 changes is taken into account in his 
recommendation for the FY 1991 update

to the prospective payment system rates 
(see appendix C).

However, we also interpret section 
lS86(d)(4)(C)(iii) to require that we 
ensure die FY 1991 reclassification and 
recalibration changes do not affect 
aggregate payments. Although 
normalization is intended to achieve this 
effect, equating the average case weight 
after recalibration to the average case 
weight before recalibration does not 
necessarily achieve budget neutrality 
with respect to aggregate payments to 
hospitals. Therefore, as discussed in 
section II.A.4.b of the Addendum to this 
final rule, we proposed to make a budget 
neutrality adjustment to assure the 
requirement of section 1886(d)(4)(CXiii) 
of the Act is met.

Comment: One commenter expressed 
concern that the DRG recalibration may 
not have been done in an entirely 
budget neutral way. Hie commenter 
noted that a number of the high volume 
DRGs would have a lower weight in FY 
1991 than in prior years. The commenter 
suggested that there should be a more 
thorough discussion of the calculation 
and an outside review of the 
methodology.

Response: The purpose of the DRG 
reclassification changes and 
recalibration is to improve our 
measurement of relative resource use 
and to account for changes in resource 
consumption resulting from changes in 
practice patterns, technology, and any 
other factors that may change the 
relative use of hospital resources. 
Generally, a significant change in a DRG 
weight generally results for one or both 
of the following reasons:

• The DRG was affected by the DRG 
classification changes; that is, some of 
the more expensive cases assigned to 
the DRG were reassigned to a different 
DRG, thereby lowering the average 
standardized charges for the remaining 
cases. Effective for FY 1991, we have 
created 13 new DRGs with relatively 
high weights. The reassignment of cases 
to the new DRGs has a noticeable effect 
cm the weights of any DRGs in which 
these cases were concentrated prior to 
reassignment. For example, with the 
creation of DRG 482 (Tracheostomy with 
Mouth, Larynx, or Pharynx Disorder), 
the number of cases in DRG 49 (Major 
Head and Neck Procedures) declined by 
50 percent and the DRG weight 
decreased from 2.8531 to 2.3274.

• As measured by average 
standardized charges, the increase in 
resource use for the cases assigned to 
the DRG was less than the average 
increase in resource use. In general, the 
average resource use for cases assigned 
to the higher-weighted DRGs have been
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increasing more rapidly than the 
average resource use for cases assigned 
to lower weighted, less technologically- 
intensive DRGs. For example, the final 
F Y 1991 weight for DRG 89 (Simple 
Pneumonia and Pleurisy Over Age 17 
with CC) is 1.1878 compared to an FY 
1990 weight of 1.2059. (This DRG was 
largely unaffected by die DRG 
classification changes.)

As explained above, we normalize the 
DRG weights after recalibration so that 
the average case weight after 
recalibration is equal to the average 
case weight before recalibration. The 
normalization calculation can be 
verified by multiplying the number of 
cases in Table 7A by their respective FY 
1990 relative weights, summing the 
resulting products, and dividing the total 
sum by the total number of cases to 
determine the average case weight for 
FY 1990. Similarly, the average case 
weight for FY 1991 is determined by 
multiplying the number of cases in Table 
7B by their respective FY 1991 relative 
weights, summing the resulting products, 
and dividing the total sum by the total 
number of cases to determine the 
average case weight for FY 1991. Low 
volume DRGs (those with fewer than 10 
cases) and cases in DRGs 469 and 470 
should be excluded from the calculation 
of the average FY 1991 DRG weight. The 
average weight for FY 1990 and 1991 
both equal 1.299.

Section 1886(d)(4)(C)(iii) of the Act 
requires that the reclassification 
changes and recalibration be budget 
neutral. Although normalization is 
intended to ensure that the 
reclassification changes and 
recalibration do not affect aggregate 
payments, equating the average case 
weight after recalibration to the average 
case weight before recalibration does 
not necessarily achieve budget 
neutrality. Therefore, as discussed in 
greater detail in section II.A.4.b of the 
Addendum to this final rule, we also 
make a budget neutrality adjustment to 
the standardized amounts.

When we recalibrated the DRG 
weights for previous years, we set a 
threshold of 10 cases as the m inim um  
number of cases required to'compute a 
reasonable weight. In the FY 1988 
MEDPAR data used to establish the FY 
1990 weights, there were 27 DRGs that 
contained fewer than 10 cases. We 
proposed to use that same case 
threshold in recalibrating the DRG 
weights for FY 1991. In the FY 1990 
recalibration, we computed the weight 
for the 27 low-volume DRGs by 
adjusting the original weights of these 
DRGs by the percent change in the 
weight of the average case in the

remaining DRGs. We proposed to use 
this same methodology for the FY 1991 
recalibration. Using the FY 1989 
MEDPAR data set, there are 37 DRGs 
that contain fewer than 10 cases.

IV. Changes to the Hospital Wage Index 
A . Background

Section 1886(d)(2)(C)(ii) of the Act 
required, as a part of the process of 
developing separate urban and rural 
standardized amounts for FY 1984, that 
we standardize the average cost per 
case of each hospital for differences in 
area wage levels. Section 1886(d)(2)(H) 
of the Act required that the 
standardized urban and rural amounts 
be adjusted for area variations in 
hospital wage levels as part of the 
methodology for determining 
prospective payments to hospitals for 
FY 1984. To fulfill both requirements, we 
constructed an index that reflects 
average hospital wages in each urban or 
rural area as a percentage of the 
national average hospital wage.

For purposes of determining the 
prospective payments to hospitals in FY 
1984 and 1985, we constructed the wage 
of index using calendar year 1981 
hospital wage and employment data 
obtained from the Bureau of Labor 
Statistics’ (BLS) ES 202 Employment, 
Wages and Contributions file for 
hospital workers. Beginning with 
discharges occurring on or after May 1, 
1986, we have been using a hospital 
wage index based on HCFA surveys of 
hospital wage and salary data as well as 
data on paid hours in hospitals. The 
methodology used to compute the first 
HCFA wage index was set forth in 
detail in the September 3,1985 final rule 
(50 FR 35661).

For discharges occurring on or after 
May 1,1986 and before October 1,1987, 
the wage index was based on wage data 
from calendar year 1982. For discharges 
occurring in FY 1988 and FY 1989, the 
wage index was based on an equal 
blend of calendar year 1982 and 1984 
wage data. In determining prospective 
payments to hospitals in FY 1990, we 
used 1984 data.

Beginning in FY 1989, because of the 
enactment of section 4005(a) of the 
Omnibus Reconciliation Act of 1987 
(Pub. L. 100-203), which added a new 
section 1886(d)(8)(B) to the Act, we have 
also made revisions to the wage index 
to take into account rural counties 
whose hospitals are deemed urban. 
These revisions are discussed in detail 
in section IV.F of this preamble.
B. Updating H ospital Wage Survey

Section 1886(d)(3)(E) of the Act (as 
amended by section 6003(h)(6) of Pub. L. 
101-239) requires that wage indexes that

are applied to the labor-related portion 
of the national average standardized 
amounts of the prospective payment 
system be updated not later than 
October 1,1990, updated again not later 
than October 1,1993, and updated 
annually thereafter. This section further 
provides that the Secretary base the 
update on a survey of the wages and 
wage-related costs of hospitals in the 
United States that participate in the 
prospective payment system. The survey 
should measure, to the extent feasible, 
the earnings and paid hours of 
employment by occupational category 
and must exclude data with respect to 
the wages and wage-related costs 
incurred in furnishing skilled nursing 
facility services. In addition, section 
1886(d)(3)(E) of the Act requires that any 
updates to the wage index be budget 
neutral with respect to aggregate 
payments. A discussion of the budget 
neutrality adjustment is included in the 
addendum to this final rule at section
II.A.4.a.

To accomplish the FY 1991 update, we 
developed two wage index survey 
forms. The first form (Form A) requested 
data similar to past surveys, with a few 
noted exceptions. In addition to the total 
wages and hours collected in past 
surveys, Form A also asked for data 
relative to the salary and hours 
associated with direct patient-care 
contracted labor, home office, and fringe 
benefits. Form A excluded salary and 
hours associated with the skilled 
nursing facilities and other nonhospital 
cost centers. The second form (Form B), 
in addition to the data requested on 
Form A, requested data relative to 
several occupational categories.

Before initiating the new hospital 
wage survey, the proposed forms (A and 
B) were submitted for prior consultation 
to various hospital industry 
representatives, including the major 
hospital associations, as well as to the 
fiscal intermediaries, we solicited 
comments on both forms, including the 
feasibility of obtaining accurate data.
The comments we received suggested 
that most hospitals would be unable to 
accurately provide data by occupational 
categories at this time. As a result of the 
comments on these two forms, we 
modified Form A, now referred to as 
HCFA-2561.

The HCFA-2561 was used to collect 
data from all prospective payment 
hospitals for cost reporting periods 
ending in calendar year 1988 for the FY 
1991 updates to the wage index as 
required by section 1886(d)(3)(E) of the 
Act.
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C. Revision to the H ospital Wage Index 
fo r F Y  1991

We proposed to base the FY 1991 
wage index, effective for hospital 
discharges occurring on or after October
1,1990 and before October 1, 1991, 
entirely upon the data collected in the 
1988 wage survey which is described 
above in section 1V.B of this preamble. 
On the basis o f consultation with the 
hospital industry prior to our 1988 wage 
survey, public comments on the future 
wage index update issues presented in 
the May 8,1989 proposed rule, die 
results of our validation of data from the 
1988 wage survey, and subsequent 
consultation with industry 
representatives, we proposed to use all 
of the categories of data, with the 
exception of contract labor, collected for 
1988. Therefore, the FY 1991 hospital 
wage index reflects the following:

• Total hospital salaries and hours, 
excluding salaries and hours associated 
with skilled nursing facility or other 
nonhospital cost centers.

• Home office salaries and hours.
• Fringe benefits associated with 

hospital and home office salaries.
The exclusion of nonhospital costs 

and the inclusion of fringe benefits and 
home office costs represent changes 
from the FY 1990 hospital wage index.

We proposed to exclude nonhospital 
costs from the wage index based on the 
statutory requirement in the amended 
section 1886(dK3HE) of the Act, which 
requires exclusion of skilled nursing 
facility costs. We believe that it is  
consistent to exclude salaries allocated 
to other nonnhospital cost centers that 
are not directly related to die provision 
of hospital care and might distort the 
comparability of wage data.

We proposed to add home office 
salaries and hours, and fringe benefits to 
the FY 1991 wage index as a result of 
continual hospital industry requests, 
reinforced by the comments received in 
response to the May 8,1989 proposed 
rule, that we expand the index to reflect 
all relevant hospital wage costs. An 
evaluation of the feasibility and validity 
of including added hospital wage cost 
components, beyond direct hospital staff 
salaries, began with the initial testing 
and evaluation of the 1988 survey 
described in section IV JB of this 
preamble, and continued through the 
administration of that survey, followed 
by an extensive survey editing and 
validation process conducted in close 
consultation with the fiscal intermediary 
staff familiar with each hospital’s fiscal 
operations. Below is a discussion of 
each wage cost component we 
considered.

• Patient care related contract 
services.

The wage survey requested labor- 
related payments and hours attributable 
to direct patient care-related contract 
services. We instructed hospitals to 
exclude nonpatient care services, such 
as management and housekeeping 
services, and nonlabor-related 
payments, such as payments for 
equipment and supplies. Any services 
for which labor-related payments or 
hours could not be accurately 
determined were to be excluded. A 
majority of the commenters on the May 
8,1989 proposed rule supported the 
inclusion of contract services and many 
of those argued that this component 
should be expanded to include 
nonpatient care services as well. Those 
opposing the inclusion of contract 
services, and even some of those who 
supported including contract services, 
indicated concern over the difficulty in 
accurately tracking recording hours 
worked for all types of contract services. 
Others are also concerned that if the 
contract wages are associated with a 
labor market area different from that in 
which the hospital is located, the 
contract wages would artificially 
increase or decrease the hospital’s area 
wage index.

Based on our analysis of the public 
comments and data from the 1988 
survey, we proposed to exclude contract 
services from the current wage index. 
This decision stemmed from die 
Industry’s concern about hospitals 
ability to accurately track and record 
contract labor hours and the following 
observations, based on our analysis of 
the data received in response to the 
survey:

—The national average hourly 
contract rate was more than three times 
the basic average hourly wage for all 
hospitals reporting contract services.

--O ver 5 percent of die hospitals 
reporting contract services had an 
average hourly contract rate in excess of 
$55.00 per hour and 2 percent exceeded 
$100.00 per hour.

—A major source of high contract 
labor costs appears to be certified 
registered nurse anesthetists (CRNAs) 
and physicians, intermediaries were 
inconsistent in their handling of CRNAs 
and Medicare Part B physician services; 
that is, some intermediaries included 
CRNAs and part B physician services 
while others excluded them. We do not 
believe that direct patient care services 
furnished by physicians should be 
included because they are paid on a 
reasonable charge basis under Medicare 
part B rather than as hospital service. 
Similarly, since CRNAs {except for 
those serving small rural hospitals)

began billing Medicare directly effective 
January 1,1990 under part B, contract 
CRNA services are also not an 
appropriate factor in our calculation of 
the hospital wage index. Moreover, a 
number of hospitals clearly had 
difficulty reporting foe actual number of 
hours worked by CRNAs {and appeared 
to report hours based on time units for 
anesthesia services instead).

• Finally, only 50 percent of hospitals 
reported contract services. At least 11 
percent of those not reporting contract 
services. At least 11 percent of those not 
reporting contract services indicated 
they would have reported the 
expenditure if they had been able {as 
instructed) to determine accurately foe 
actual hours worked.

W e believe foe above inconsistencies 
in reporting on foe 1988 survey would 
result in inequitable treatment of those 
hospitals that appropriately did not 
report contract CRNAs and part B 
physician direct patient care services, as 
well as those that were unable to 
accurately determine hours for other 
direct patient care contract services. 
Therefore, we proposed to exclude 
contract labor from the FY 1991 wage 
index and develop more detailed 
instructions and auditing criteria that 
may allow its inclusion in future wage 
index updates.

• Home office salaries and hours.
The wage survey collected data on

salaries and fringe benefits for home 
office personnel that provide services to 
the hospital. The home office 
compensation costs were to be allocated 
to the hospital based on a recognized 
cost allocation methodology. A majority 
of those commenting on foe May 8,1989 
proposed rule supported foe inclusion of 
home office salaries and hours in the 
hospital wage index, and most of those 
believe that all home office salaries 
should be included. Those opposing use 
of home office salaries were concerned 
about possible distortions due to home 
office wage coming from high and low 
cost wage areas other than that of the 
hospital.

Reporting of home office hours was 
very consistent on foe 1988 survey. It 
also represented a small component of 
hospital hours and expenditures. As an 
overall average, this category 
represented 0.88 percent of total hours 
and approximately 1 percent of salaries 
for the hospitals reporting. In addition, 
hospitals seemed to have no trouble in 
providing wages and hours associated 
with home offices. Home office salaries 
tend to be for foe top administrative 
staff (few example, chief executive 
officers, chief financial officers, and 
divisional vice presidents) so failure to
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include these salaries can significantly 
distort the hourly rate for small 
hospitals that rely upon the home office 
for these services.

Based on our analysis of the survey 
results and the public comments, we 
proposed incorporating home office 
salaries and hours in the FY 1991 wage 
index. We believe the danger of 
distortion caused by home offices in 
divergent wage areas is outweighed by 
the need to provide equitable treatment 
to hospitals using home offices to 
increase iheir organizational efficiency.

• Fringe benefits.
The wage survey collected data on 

employee compensation other than 
salary such as FICA taxes, pension 
costs, health and life insurance, 
perquisites, unemployment taxes, 
workers' compensation, and deferred 
compensation. Other compensation such 
as bonuses, and sick and vacation leave 
were excluded from fringe benefits since 
these costs are already included in 
hospital salaries. All of those 
commenting on die question concerning 
fringe benefits in the May 8,1989 
proposed rule were in favor of adding 
this component the wage index. They 
cited fringe benefits as an important and 
expanding component of hospital 
compensation packages as competition 
for staff increases. Based on our 
analysis of the comments and validation 
of the 1988 survey data, which revealed 
very consistent reporting of these costs, 
we proposed to include fringe benefits in 
the FY 1991 wage index.

• Occupational mix data.
Section 1886(d)(3)(E} of the Act (as

amended by section 4004(aJ of Pub. L 
100-203) also requires that beginning 
with the FY 1991 wage index, the index 
should reflect, to the extent feasible, the 
earnings and paid hours of employment 
by occupational category. However, 
during the prior consultation phase of 
our evaluation of proposed forms for the 
1988 wage survey, various hospital 
industry representatives, including the 
major hospital associations and the 
Medicare fiscal intermediaries, strongly 
opposed collecting these data. They 
were nearly universal in asserting that 
hospital records and books are not set­
up to identify and classify employees 
into categories for which consistent 
definitions have often not been 
established. As a result, the version of 
the 1983 survey designed to collect this 
data was not used.

The public comments in response to 
the May 8,1989 proposed rule were 
consistent with the previously noted 
industry position. All but two 
commeniers opposed collection of 
occupational-specific data at this time, 
arguing that it would be of questionable

value for measuring real differences in 
labor costs among wage areas. Many 
commenters indicated doubt as to 
whether this approach would ever be of 
value, and nearly all recommended, as a 
minimum, a thorough evaluation of the 
issue before implementing such a data 
collection effort.

In view of these comments, we did not 
request occupational-specific data in the 
1988 wage survey; therefore, the FY 1991 
wage index will not take occupational 
mix into account.

In its March %  1990 report, ProPAC 
recommended that we begin 
immediately to collect data on employee 
compensation and paid hours of 
employment for hospital workers in 
each occupational category and that, 
after collecting these data, we should 
carefully evaluate the effect of adjusting 
the area wage index for differences in 
the occupational mix of employment 
(Recommendation 8). However, we 
believe any decision on obtaining wage 
data by occupational category for use in 
future wage indexes must be preceded 
by a formal evaluation of the value, 
feasibility, and impact of the collection 
and use of occupation-specific wage 
data for indexing hospital wage costs.

We do not believe that it is 
appropriate at this time to place the 
additional reporting burden on the 
hospital industry associated with such a 
data collection effort when it is clear 
whether an occupationally-adjusted 
wage index would in fact more 
accurately distribute payments to 
hospitals.

ProPAC believes that the wage index, 
as currently constructed, 
overcompensates certain large urban 
hospitals due to the fact that the case- 
mix index already reflects the higher 
intensity of labor costs these hospitals 
incur, and, therefore, the cost of labor is 
essentially double-counted in paying 
these hospitals through both a higher 
case mix index and wage index relative 
to other hospitals. As a result, the 
system overcompensates for the more 
complex and higher-weighted DRGs that 
require the services of more highly 
trained professionals and that are more 
often treated in large urban and 
teaching hospitals. Conversely, ProPAC 
believes that hospitals with a lower 
occupational mix, which are often 
located in rural areas, are 
disadvantaged by the payment system. 
However, we believe tiiat ProPAC may 
be overstating the extent of this problem 
since the standardization process used 
to recalibrate the DRG relative weights 
removes the effects of area wage 
differences from the case mix measure.

Therefore, until we can determine 
whether the benefits associated with the

use of a wage index adjusted for 
occupational mix outweigh the 
additional administrative burden that 
developing such an index would entail, 
we do not plan to collect wage data by 
occupational category. However, we 
believe that continued research on the 
wage index is pertinent and that future 
refinements should be considered if it is 
clear that the result would be a more 
accurate measure of relative labor costs. 
W e will use the wage index that ProPAC 
has adjusted for occupational mix as the 
starting point for our evaluation of this 
issue.

Comment: One commenter was 
unsure whether to include residents and 
interns in the wage survey data and 
stated that the instructions were 
unclear. Other commenters requested 
that we eliminate the salaries of 
teaching physicians and interns and 
residents in approved teaching programs 
(listed on lines 21-24 of worksheet A of 
the Medicare cost report) because they 
are paid under Medicare on a different 
basis. In addition, one commenter 
advocated the inclusion of all residents 
and interns and physician part A 
services in the wage survey data.

Response: Interns and residents 
should be included in the wage survey 
data only if they are part of an approved 
teaching program and the hospital pays 
their salaries. Payments to another 
hospital for services provided by a 
resident that is salaried by the other 
hospital should be excluded. The 
instructions for the survey state that 
salaries on line 70 of worksheet A, 
column A of the Medicare cost report 
(Interns-Residents srvc—not in 
approved teaching program) should be 
excluded. These interns and residents 
are paid under Medicare Part B and 
should be excluded from the wage 
survey. Salary costs for the time 
teaching physicians spend supervising 
residents in approved teaching programs 
and the salaries of those residents are 
paid as a hospital service and should be 
included in the 1988 wage survey data. 
With regard to future wage data, we will 
give consideration to the comment that 
since graduate medical education is paid 
on a separate basis, the associated 
salary costs should be excluded from 
the wage index.

Comment’ We received a number of 
comments about our decision to exclude 
contract labor data from the wage index 
update. A number of commenters 
opposed the inclusion of contract labor, 
in particular noting that it is very 
difficult to determine the hours worked 
by contract workers, and that our 
definition of contract labor is difficult to 
understand. On the other hand, many
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commenters are concerned because they 
hire many of their registered nurses on a 
contract basis and believe contract 
labor should be included. One 
commenter requested that we delay the 
implementation of the new wage index 
until reliable contract labor data can be 
included.

Response: Our analysis of the data 
from the 1988 wage survey led us to 
propose excluding contract services 
from the current wage index for a 
variety of reasons. Only 50 percent of 
hospitals reported contract services, and 
at least 11 percent of those not reporting 
these services indicated that they 
incurred contract labor costs but could 
not accurately determine the hours 
worked. In addition, the national 
average hourly contract wage was much 
higher than we expected, in large part 
because of the inclusion of certified 
registered nurse anesthestists (CRNAs) 
and physicians. Both of these services 
are generally billed directly under 
Medicare part B, and thus we believe 
should not be included in the wage 
index. Approximately two thirds of the 
wage index values would decrease if the 
data on contract labor were included, 
thus unfairly penalizing those hospitals 
that correctly did not report CRNA and 
direct patient care services furnished by 
physicians, as well as those hospitals 
that could not accurately report data on 
worked hours associated with contract 
services. For 339 of the 405 MSAs we 
studied, there was less than a 1 percent 
differences between the value of the 
wage index with contract labor and 
without contract labor; the average was 
a change of -0 .1 1  percent ( -0 .1 6  
percent for urban index values and 
+0.24 percent for rural index values).
We are in the process of developing 
more detailed instructions on the 
reporting of contract labor costs as part 
of the Medicare cost report that may 
allow the inclusion of contract labor 
data in future wage index updates. We 
note that the statute requires that we 
implement this update to the wage index 
effective October 1,1990, and thus we 
cannot wait until we have accumulated 
reliable contract wage data, as 
suggested.

Comment: Several commenters 
asserted that since contract labor is 
defined more narrowly than in-house 
labor, some contracted services such as 
laundry and dietary services 
appropriately paid by the prospective 
payment system will be excluded from 
the wage data once contract labor is 
included. Some commenters opposed to 
the inclusion of contract labor are 
concerned that it could add many 
nonlabor costs to the wage index. One

commenter urged that we use only 
recent contract labor data (defining 
recent as less than 18 months from the 
beginning of a provider’s cost report) in 
determining prospective payment 
system payments. The commenter 
believes that the expense of contract 
labor is extremely variable since hiring 
contract labor is often a short-term 
response to a change in staffing needs.

Response: Contract labor is defined 
narrowly to balance our concerns about 
properly recognizing only hospitals’ 
labor costs for providing patient care. 
Many contract labor services include 
overhead costs and supply costs for the 
contractor as well as wages paid. We 
believe it is inappropriate to introduce 
this distortion into the wage index, and 
that any contract labor costs reflected in 
the wage index should be limited to 
cases where the labor is directly related 
to patient care (such as contract 
nursing.) We will continue our analysis 
of the contract issue. We note that 
fluctuations in contract labor needs 
would potentially distort the wage index 
only if all hospitals included in an area’s 
wage index value have similar contract 
labor needs at the same time.

Comment: Several commenters urged 
the inclusion of contract labor data in 
this update of the wage index. One 
commenter stated that the distribution 
of contract labor wages in very similar 
to the distribution of home-office wages 
and concluded that both types of data 
should be included in the wage index. 
Other commenters asserted that the 
exclusion of contract labor data from 
the wage index was an arbitrary 
decision that hurts rural hospitals.

Response: As stated above, we feel 
that the contract labor data is 
inaccurate for a number of reasons. W'e 
were particularly concerned about the 
hospitals that stated they had contract 
labor expenses but could not accurately 
determine the associated hours worked 
for the survey. In contrast, the data on 
home-office horn's and salaries were 
consistent because there were no 
hospitals with home-office workers that 
stated that they could not provide the 
data. In addition, we have edited the 
home-office data to eliminate aberrant 
results. We have asked the 
intermediaries to verify all home-office 
wage rates in excess of three standard 
deviations above the mean home-office 
rate, that is, $81.25. If the intermediary 
cannot verify the wage rate, we have 
excluded the home-office data for the 
hospital from the data base. The 
average home office wage rate for only 
six hospitals was above the $81.25* 
figure; four of these figures were the 
result of errors in the wage survey and

have been corrected, while the other 
two were verified as correct by the 
intermediary.

Comment: Several commenters 
strongly supported inclusion of home 
office data and fringe benefits in the 
wage index. In addition, our commenters 
suggested that although the statute and 
regulations require an adjustment to the 
labor-related portion of the PPS rate, 
they require that the adjustment be 
based on variation in wage levels only 
and should not reflect variation in other 
base-related costs such as employee 
fringe benefits. However, a few 
commenters expressed concern that 
pension costs are too variable to be 
included in the wage index. In 
particular, the commenters are 
concerned that stock market and 
interest rate fluctuations and changing 
actuarial profiles will have a large effect 
on pension expenses, and thus on wage 
index values. Of particular concern is 
the effect of pension credits caused by 
changing actuarial profiles—the 
adjustment is made against the pension 
expense of the current year, but is 
actually related to pension costs from 
previous years. Another commenter 
expressed concern that the instructions 
about the inclusion of fringe benefits 
were unclear.

Response: Section 1886(d)(5)(E) 
specifies that the adjustment to the 
labor-related portion of the prospective 
payment rate for relative wage levels 
shall be based on a survey of wages and 
wage-related costs. Thus, to the extent 
the Secretary determines appropriate, 
the statute provides authority to include 
wage-related costs as well as wages in 
the wage index. We believe that pension 
costs are a very important part of a 
hospital’s labor costs and should be 
included in the wage index. We note 
that some year-to-year variation in the 
experience of an individual hospital 
may be mitigated in the wage index by 
differing experiences for other hospitals 
included in the area’s wage index value. 
We will examine the issue of pension 
credit effects and will consider a change 
in the future wage index updates.
Further, we will clarify the instructions 
governing fringe benefits when the 
survey is incorporated into the Medicare 
cost report. Finally, we are amending 
§ 412.63(1) to clarify that the labor- 
related portion of the prospective 
payment system is adjusted to reflect 
relative costs for wages and other wage- 
related costs.

Comment: Several commenters 
requested that a hospital in their region 
be excluded from the wage index 
calculations because it was no longer an 
acute Care facility. They were also
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concerned about a hospital that had 
very few acute care admissions.
Another commenter was concerned 
because a number of the included 
hospitals in the commenter’s State are 
primarily large nonacute care hospitals, 
in which their prospective payment 
system payments are a result of small 
acute care infirmaries in these facilities.

Response: We eliminated any hospital 
that had no acute care stays from the 
survey. In accordance with section 
1836(a)(3)(E) of the Act, all hospitals 
receiving payment under the prospective 
payment system must be included in the 
wage survey used to update the wage 
index. In addition, we have analyzed the 
effect of continuing to include facilities 
with low acute care admissions in the 
wage index and generally found no 
adverse results.

Comment: Several commenters 
supported the exclusion of nonhospital 
wage data from the wage index. 
However, two commenters believe that 
wage data for hospital support services 
(communications, data processing, 
admitting, accounts receivable, dietary, 
nursing administration, central supply, 
medical records and social services) 
that are used to support hospital-based 
skilled nursing facilities and other 
components that are not furnishing 
hospital services should be removed 
form the wage survey data. Specifically, 
the commenters suggested an additional 
step-down allocation process to 
determine the hours and salaries from 
these overhead cost centers that should 
be allocated to the skilled nursing 
facilities and other nonhospital 
components.

Response: The difficulty with 
implementing the commenters’ 
suggestion is tkat many hospitals cannot 
accurately report the hours allocated to 
support services for the nonhospital 
components. In particular, there was no 
vehicle for doing so on the current wage 
survey. We will, however, study 
methods for excluding the overhead 
costs attributable to nonhospital 
services in future wage index updates.

Comment: One commenter stated that 
the use of industry-specific wage 
indexes does not take into account that 
hospitals must compete with other 
industries for certain employees, such as 
computer programmers.

Response: The hospital wage index is 
based on the reported wage costs of the 
hospitals themselves. The wage index is 
intended to reflect variations in the 
average hospital labor costs across 
areas. To the extent that hospitals 
employ personnel in job categories that 
are not specific to health care, the costs 
are reflected in the wage and hour data

submitted by the hospitals, and thus in 
the wage index.

Comment Many commenters have 
expressed reservations about the cost 
control incentives produced by the wage 
index. Specifically, these commenters 
believe that those hospitals that have 
lowered their labor costs are penalized 
with a lower wage index value, while 
those hospitals that maintain higher 
labor costs are rewarded with a higher 
wage index value. One commenter 
believes that nonunion hospitals would 
be unfairly affected for the same reason. 
Another commenter believes that lower 
wage index values will endanger many 
hospitals’ financial viability and also 
believes that areas with higher index 
values will be able to raise their 
salaries, thus enticing already scarce 
employees away from those areas with 
low labor costs.

Response: The wage index is not 
intended to be a cost control 
mechanism. Rather, the purpose of the 
wage index is to measure variations in 
labor costs across areas so that 
hospitals receive payment that reflects 
their relative wage level. As the 
commenters note, the wage index 
adjusts payments so that those hospitals 
in areas with high labor costs receive a 
higher payment than those hospitals in 
areas with lower labor costs. If this 
adjustment were not made, hospitals in 
areas with higher labor costs would not 
receive adequate payment to maintain 
their current level of services while 
hospitals in areas with low labor costs 
would receive payments in excess of 
their costs. We believe the wage- 
adjusted payment levels appropriately 
recognize actual differences in costs 
across areas and provide adequate 
payment to hospitals for their labor and 
other costs required to efficiently deliver 
inpatient care.

Because of the time lag between the 
data used to construct the wage index 
and the year in which the index is 
applied to hospital payments, we do not 
believe that the wage index provides an 
incentive for hospitals to raise their 
wages (nor does it force hospitals to 
lower them).

Comment: Some commenters believe 
that the entire wage index system is 
unfair to rural hospitals. They suggested 
that the wage index should be the same 
for all areas. Another commenter urged 
that we consider tke unique 
vulnerability of high Medicare 
utilization hospitals in the construction 
of the wage index.

Response: Section 1886(d)(5)(E) 
requires that the labor-related portion of 
the prospective payment rate be 
adjusted for geographic variation in 
wages and other wage-related costs.

Moreover, we believe that the wage 
index is an appropriate payment 
mechanism for recognizing labor cost 
differentials across areas. We believe 
the extent to which rural hospitals incur 
labor costs lower than hospitals in other 
areas should be reflected in their 
payment rates. The wage index 
applicable to high Medicare utilization 
hospitals appropriately reflects wage 
costs for the labor market areas in 
which these hospitals are located. We 
do not believe it is appropriate to use 
the wage index as a vehicle for 
providing additional payments to a 
specific class of hospital.

Comment: Two hospitals that 
renegotiated labor contracts during 1988 
and 1989 request that these predictable 
wage change be included in the wage 
data. One commenter suggested that the 
higher labor cost resulting from a 1989 
nurse recruiting drive at a nearby 
hospital be included as well.

Response: We believe that it would 
not be equitable to make such 
adjustments to the wage data, and that 
it is necessary to use standard data for 
the same time period in order to ensure 
that the wage index appropriately 
reflects relative labor costs for a given 
point in time.

Comment: Two commenters urged 
that we use different geographic 
classification schemes in our 
construction of the wage index. One of 
those commenters advocated that we 
divide MSAs into core cities and 
surrounding regions, while the other 
commenter advocated the division of 
rural areas into those higher-volume 
rural hospitals with more than 18,000 
annual adult and pediatric patient days, 
and lower-volume rural hospitals. Both 
commenters believe that the subsets 
they have constructed face qualitatively 
different labor cdsts, and should not be 
a part of the same labor market area for 
construction of the wage index.

Response: In reality, any method of 
geographic classification will fail to be 
satisfactory for all hospitals. In the past, 
we have analyzed different labor market 
configurations and have been unable to 
identify an alternative labor market 
definition that would result in a 
considerably more accurate system, 
However, we recognize that the current 
system does have shortcomings. 
Therefore, we are continuing to examine 
this isssue as part of our analysis on the 
elimination of separate urban and rural 
payment rates required under section 
6003(i) of Public Law 101-239. We will 
include any recommendations that we 
develop on labor market area definitions 
in our report to Congress on a single rate 
system.
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We also note that section 6003(h)(1) of 
Public Law 101-239 added section 
1886(d)(10) to the Act to provide for the 
establishment of the Medicare 
Geographical Classification Review 
Board (MGCRB) to consider applications 
for geographic reclassification. The 
MGCRB will consider the application of 
prospective payment hospitals 
requesting geographic classification 
changes for purposes of determining 
their standardized amount or the 
applicable wage index or both. We are 
issuing a separate interim final rule to 
implement this provision.

Comment: A commenter from Ohio 
states that it is unreasonable that the 
commenter’s wage index value 
decreased, since nonhospital wages, 
such as manufacturing wages, increased 
in his city relative to other Ohio cities.

Response: We examined the wage 
index values of Ohio, and found that the 
relative positions of Ohio’s MSAs 
stayed almost the same between the 
current wage index and the wage index 
update: that is, almost all of Ohio’s 
MSAs experienced a decline in their 
wage index values. This is possible 
because the wage index compares the 
labor cost experience to hospitals in an 
MSA with the national hospital average 
hourly wage, not a state wage value. It 
therefore appears that hospital labor 
costs in Ohio increased more slowly 
than did the national average, resulting 
in the nearly across the board 
decreases.

Comment: One commenter wrote to 
support the inclusion of occupational 
mix effects in the construction of the 
data base, while others advocated 
beginning data collection.

In addition, one commenter suggested 
several methods of including 
occupational mix data. However, the 
majority of the commenters opposed the 
inclusion of any occupational mix data 
in the wage index, stating that the 
reporting burden was too great. These 
commenters emphasized concern over 
reporting cost and confidentiality 
problems associated with the collection 
of occupational mix data.

Response: Occupational mix data 
were not included in this update of the 
wage index because hospitals indicated 
they would be unable to collect accurate * 
data for hours by employee category for 
two reasons—consistent definitions 
have frequently not been established for 
these categories, and hospital records 
and books are not set up to identify and 
classify, employees into categories.

We continue to believe that the 
imposition of any reporting burden of 
this magnitude must be preceded by a 
careful evaluation of the value, 
feasibility, and impact of the collection

and use of occupation-specific wage 
data for indexing hospital wage costs. 
We are currently proceeding with this 
evaluation and thank the commenters 
for their suggestions.

D. Updating the Wage Index Data

As noted in section IV.C above, we 
proposed that the F Y 1991 wage index 
be based on data from the 1988 wage 
survey. The wage index would be 
comprised of data from 5,518 hospitals 
paid under the prospective payment 
system and short-term acute care 
hospitals in waiver States. The method 
used to compute the proposed wage 
index is as follows:

S tep1—Each of the non-Federal acute 
care hospitals subject to the prospective 
payment system for which survey data 
for the hospital’s fiscal year ending in 
calendar year 1988 have been received 
was classified into its appropriate urban 
or rural area based on the urban area 
definitions to be used in the prospective 
payment system in FY 1991. See 
discussion in IV.G, below, for the 
classification of certain rural hospitals 
that are deemed urban.

Step 2—For each hospital, the 
excluded salaries (that is, salaries 
attributable to skilled nursing facility 
and other nonhospital components) 
were subtracted from gross hospital 
salaries to yield net hospital salaries. 
These net hospital salaries were then 
increased by the addition of hospital 
fringe benefits and any home office 
salaries and fringe benefits reported by 
the hospital to yield total salaries plus 
fringe benefits.

Step 3—For each hospital, the total 
salaries plus fringe benefits resulting 
from Step 2, were inflated or deflated, as 
appropriate, to a common period to 
determine total adjusted salaries. This 
adjustment used the percentage change 
in average hourly earnings for each 30- 
day increment from February 14,1987 
through January 15,1989, for hospital 
industry workers from S.I.C. 806, Bureau 
of Labor Statistics Employment and 
Earnings Bulletin.

Step 4—For each hospital, the 
excluded hours reported were 
subtracted from the gross hospital hours 
to yield net hospital hours. These net 
hours were then increased by the 
addition of any reported home office 
hours to yield total hours.

Step 5—Within each urban or rural 
wage index area, the total adjusted 
salaries plus fringe benefits obtained in 
Step 3 was summed for all hospitals in 
that area to yield the total adjusted 
salaries plus fringe benefits for the 
entire wage index area.

Step 5—The total adjusted salaries 
plus fringe benefits obtained in Step 6

was then divided by the sum of the total 
hours (from Step 4) for all hospitals in 
each wage index area to yield an 
average hourly wage for the area.

Step 7—The total adjusted salaries 
plus fringe benefits obtained in Step 3 
was summed for all hospitals in the 
Nation and then divided by the national 
sum of total hours from Step 4 to arrive 
at a national average hourly wage. For 
FY 1991, the national average hourly 
wage is $13.9399.

Step &—For each urban or rural wage 
index area, the hospital wage index 
value was calculated by dividing the 
area average hourly wage obtained in 
Step 7 by the national average hourly 
wage computed in Step 8.

Comment: One commenter believes 
that the inflation factors applicable to 
the various fiscal year ends of the wage 
index surveys may not have been 
calculated properly. This commenter 
proposed a slight variation in the 
calculation, which does not amount to a 
statistically significant difference in the 
wage index.

Response: Currently, the wage index 
inflation factors are calculated based on 
the percent change shown for the 
corresponding year (in this case, 1988) in 
the hospital portion of the wages and 
salaries component of the market 
basket, This is the average hourly 
earnings of hospital workers. At the time 
the wage index survey work for 1988 
began, 6.74 percent was the rate of 
change in this component. This number 
is then converted to an average monthly 
compounded factor which is applied to 
the entire period on a monthly basis 
using the midpoint of the applicable 
fiscal year end. We believe that this is 
appropriate since the wage index survey 
is based on one specific year of data, 
even though the midpoints, may be 
located in other years.

However, we did find that the 
commenter was correct in one 
discrepancy that concerned the final 
two digits of the August/September 1988 
inflation factor. This correction has been 
incorporated into the wage index 
inflation factors.

Comment: Several commenters 
pointed out that the current process of 
calculating the wage index 
discriminates against those hosptials 
whose 1988 fiscal year was shorter than 
twelve months, because their labor cost 
experience would be under-represented 
in their region’s wage index. The 
commenters advocate the resubmission 
of data for these hospitals, using 
calendar year 1988 as a proxy for the 
hospital’s cost reporting period. The 
commenters opposed multiplying the 
fiscal year results by a factor of twelve
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divided by the number of months in the 
fiscal year (for instance, a six month 
fiscal year multiplied by two), stating 
that the labor costs of the hospital may 
have varied over the course of the year, 
and thus not be reflected accurately by 
the short-period fiscal year data.

Response: The commenters are 
correct in stating that hospitals with 
fiscal years shorter than twelve months 
are inappropriately represented in the 
wage data. Hospitals with short fiscal 
years are under-represented, and 
hospitals with long fiscal years are over- 
represented. Therefore, we have divided 
all data by the number of months in the 
hosptial’s reporting period and then 
multiplied by twelve before computing 
the final values of the wage index. We 
believe that this method is the most 
expedient way to address the inequity;

Allowing hospitals to submit 1988 
data that do not coincide with their cost 
reporting periods would be problematic 
since; the Medicare cost report serves as 
the basis for verifying salary data 
reported on the wage survey form. 
Extensive auditing and verification of 
the data by the fiscal intermediary 
would be required to ensure its 
accuracy. Moreover, we do not believe 
that any variation in labor costs during 
the year would be significant enough to 
bias the wage index to any great extent.

E. Phase-In of N ew  Hospital Wage 
Index

Currently, the hospital wage index is 
based solely on 1984 survey data. We 
proposed to base the F Y 1991 wage 
index solely on 1988 survey data. We 
believe the intent of section 
1886(d)(3)(E) of the Act (as amended by 
section 4004(a) of Pub. L. 100-203) is that 
the FY 1991 wage index reflect more 
recent (that is, the 1988) survey data. 
Furthermore, we believe that with the 
inclusion of fringe benefits and home 
office compensation costs and the 
exclusion of nonhospital costs, the 
proposed FT 1991 wage index is a more 
comprehensive and appropriate 
measurement of relative labor costs 
among wage areas. Finally, based on the 
use of more detailed instructions and 
more rigorous scrutiny of hospital 
surveys by the fiscal intermediaries, and 
the results of our editing and validation 
process, we have concluded that the 
data from the 1988 wage survey are 
more accurate than the data collected in 
previous years.

However, since wide swings were 
noted for some wage areas between the 
current and the new area wage index 
values, we proposed to implement a one 
year phase-in of the updated wage index 
for FY 1991 by limiting the percentage 
change in the proposed wage index

compared to the current wage index. We 
believe such a phase-in is appropriate 
for those areas experiencing the most 
significant changes in their wage index 
values. Therefore, we proposed that if 
the change from the current wage index 
to the new wage index would result in 
an increase or decrease of more than 10 
percent in the wage index value, the FY 
1991 wage index value would be set at a 
level that would limit the percentage 
change to 10.0 percent plus 50 percent of 
the remaining difference between the 
actual impact of the new wage index 
and 10.0 percent. For example, if the 
current index value for an area is .9000 
and the proposed index value is .7650, 
the new wage index would decrease the 
area wage index by .1350 or 15 percent. 
We proposed to limit the decrease to
12.5 percent (.10 +  (.5 X .05)) or .1125 
pecentage points. Therefore, in this 
situation, the area’s wage index would 
be .7875 for FY 1991 and .7650 for FY
1992. The phase-in adjusted index would 
be in effect for FY 1991 while the actual 
computed index would apply as of FY
1992. Due to the significant impact of the 
proposed area wage index on 
prospective payments to hospitals in 
some areas, we believe that such a 
phase-in is appropriate since it 
minimizes abrupt changes in payments 
during the first year of implementation 
of the new wage index.

Comment: A number of commenters 
expressed concern over the significant 
changes in the wage index values. While 
most commenters believe that a phase- 
in is necessary, several different 
methods were suggested. Some of the 
most common suggestions are that the 
index for FY 1990 be based on:

• A blend of 75 percent 1988 data and 
25 percent 1984 data, with the index for 
FY 1992 based entirely on the 1988 data.

• A blend of 50 percent 1984 data and 
50 percent 1988 data.

• 100 percent 1988 data. However, the 
change in the wage index value should 
be limited to 5 percent plus half of the 
remaining difference between the values 
of the indexes using 1984 and 1988 data.

• The cap should only apply to 
decreases in the wage index values but 
not increases.

In addition, some commenters 
suggested implementing the proposed 
wage index, without modifications. 
Finally, some commenters advocated 
adopting the actual wage index values 
using .1988 data, without any caps.

Response: We believe that the 
proposed method selected to phase in 
the wage index appropriately uses more 
recent data while protecting hospitals 
from large changes in their payments. 
We believe the 1988 wage data is 
significantly improved over the 1984

data and that it would not be 
appropriate to continue to use the 1984 
wage data to construct the hospital 
wage index. Not only does the 1988 data 
reflect more recent labor costs incurred 
by hospitals, but it also provides a more 
complete database for measuring labor 
market variations since it includes data 
on fringe benefits and home office 
salaries. Moreover, we believe that the 
use of 1988 data is consistent with the 
intent of section 1886(d)(3)(E) of the Act 
(as amended by section 4004(a) of Pub,
L. 100-203), which requires that we 
update the wage index by October 1, 
1990 on the basis of a survey conducted 
by the Secretary. By requiring the 
Secretary to conduct a survey to update 
the wage index, Congress clearly 
intended that the wage index reflect 
more recent data (that is, the 1988 data 
as opposed to 1984 data). This section 
also requires that the updated wage 
index exclude wage costs incurred in 
furnishing skilled nursing facility 
services. The 1984 survey data does not 
exclude skilled nursing facility salaries 
as required by the statute.

We realize that the new wage index 
will result in large changes in payments 
for some hospitals. We agree that phase- 
in is called for, and believe that the 
method we have chosen appropriately 
balances the need to protect hospitals 
from large decreases in their payments 
with the need to compensate hospitals 
that have faced higher labor costs. 
However, because of the concern 
expressed by commenters that the 10 
percent phase-in threshold may not 
adequately protect hospitals from large 
shifts in payments, we have reduced the 
threshold to 8 percent (that is, we are 
limiting the percent change in the wage 
index to 8 percent plus 50 percent of the 
remaining difference between the actual 
impact of the final wage index and 8 
percent). We note that any change in 
payments resulting from a change in the 
wage index must be implemented in a 
budget-neutral fashion. As a result, we 
believe the phase-in of the wage index 
should apply equally to hospitals that 
will receive an increase in payments as 
for hospitals that will receive lower 
payments.
F. Revisions to the Wage Index for 
Rural Counties Whose Hospitals are 
Deemed Urban

Under section 1886(d)(8)(B) of the Act, 
for discharges occurring on or after 
October 1,1988, hospitals in certain 
rural counties adjacent to one or more 
Metropolitan Statistical Areas (MSAs) 
are considered to be located in one of 
the adjacent MSAs if certain standards 
are met. Under this provision, as a part
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of the September 30,1988 prospective 
payment system final rule, we classified 
the wage data for those rural areas as i f r 
the hospitals in those areas were 
located in the adjacent MSAs and 
recomputed the wage index values for 
the affected MSAs and rural areas.

Because inclusion of the wage data 
from rural hospitals that are considered 
to be located in an adjacent MSA under 
section 1886(d)(8)(B) of the Act resulted 
in the reduction of the wage index 
values of several MSAs and rural areas, 
Congress enacted section 8403(a) of the 
Technical and Miscellaneous Revenue 
Act of 1988 [Pub. L. 100-647). Under that 
provision, which added a new section 
1886[d)(8)[C) to the Act, if the inclusion 
of wage data from rural hospitals now 
considered to be located in an urban 
area resulted in a reduction of the wage 
value for the affected MSA or rural area, 
then the wage index values for those 
affected areas were determined as if 
section 1886(d)(8)(B) of the Act had not 
been enacted. The wage index value for 
those rural counties with hospitals that 
were deemed urban were determined on 
a county-specific basis as if the county 
were a separate urban area. This 
provision was implemented as part of 
the September 1,1989 prospective 
payment system final rule (54 FR 36476).

For some hospitals in counties 
redesignated as urban under the 
provisions of section 1886(d)(8)(B) of the 
Act, the application of county-specific 
wage index values for F Y 1990 resulted 
in lower total prospective payments 
than what those hospitals had received 
in FY 1989 because those hospitals were 
now subject to a lower wage index 
value. For some redesignated hospitals, 
such as those that had a county-specific 
wage index value lower than the 
Statewide rural wage index, the 
decrease in payment was significant In 
fact, the county-specific wage index 
value was sufficiently low in some cases 
that the hospitals redesignated as urban 
received lower payments than when 
they had been designated as rural.

In order to address the adverse impact 
on certain redesignated hospitals that 
resulted from the implementation of 
section 8403(a) of Public Law 100-647, 
Congress, in section 6003(h) of Public 
Law 101-239, revised the methodology 
for applying the wage index to hospitals 
affected by section 1886(d)(8)(B) of the 
Act.

Under section 6003(h)(3) of Public Law 
101-239, section 1886(d)(8)(C) of the Act 
was revised with respect to discharges 
occurring on or after April 1,1990. The 
provision revises the application of the 
wage index to redesignated hospitals 
based on the hypothetical impact the 
wage data from these hospitals would

have on the wage index value of the 
MSA to which they have been 
redesignated.

• If including the wage data for the 
redesignated hospitals reduces the MSA  
wage index value by one percentage point or  
less, the MSA wage index value applies to 
thé redesignated hospitals deemed to be a 
part of that MSA. The MSA wage index value 
is determined exclusive of the wage data for 
the redesignated hospitals.

• If including the wage data for the 
redesignated hospitals reduces the MSA 
wage index value by more than one 
percentage point, the wage index is applied 
separately to the MSA and to the hospitals 
deemed to be part of that M S A  In this case, 
the redesignated hospitals will continue to 
have their wage index determined on a 
county-specific basis, as if their county were 
a separate urban area. However, the wage 
index for such county will not be less than 
the Statewide rural wage index.

• Rural areas whose wage index values 
would be reduced by excluding the data for 
redesignated hospitals will continue to have 
their wage index calculated as if no 
redesignation had occurred. Those rural 
areas whose wage index values increased as 
a result o f excluding the wage data for the 
excluded hospitals will continue to have their 
wage index calculated exclusive of the 
redesignated hospitals.

The counties subject to the wage 
index of the MSA to which their 
hospitals were redesignated (that is, 
their impact on the MSA wage index 
would be one percentage point or less) 
are set forth in table 4c of the addendum 
to this document The counties subject 
to a separate area wage index (that is, 
their impact on the MSA wage index 
value would be greater than one 
percentage point) are set forth in Table 
4d. The counties subject to the 
Statewide rural wage index are set forth 
in tables 4e of the addendum to this 
document A few counties are not 
included in the tables even though they 
meet the criteria to permit hospitals to 
be redesignated because there are no 
prospective payment hospitals in those 
counties.

The final wage index values for FY 
1991 for each wage area are contained 
in Tables 4a through 4e. Table 4f lists 
the wage areas whose wage index 
changed by more than 8 percent from 
the previous index to the new index and 
shows the actual computed wage index 
as well as the final adjusted wage index.
G. Application o f M id -year Corrections 
to Wage Index Values (§ 412.63(1))

On occasion, wage data errors have 
been identified in the middle of the 
Federal fiscal year. Rather than delaying 
full implementation of the corrected 
data until the beginning of the next 
Federal fiscal year, our practice has 
been to make mid-year corrections to

the wage index value for the area where 
the error in thè reported data occurred 
so that the hospitals in the affected 
areas are not unfairly disadvantaged. 
However, it has been our longstanding 
policy to make changes to the wage 
index on a prospective basis only. This 
policy was specifically discussed in the 
final rule implementing the prospective 
payment system, which was published 
in the Federal Register on January 3,
1984 (53 FR 258) and in the September
30,1984 final rule prospective payment 
system (53 FR 38496). The only 
exception we have ever made to this 
policy was mandated by section 
6003(h)(5) of Public Law 101-239, which 
provided, in certain circumstances, for 
the retroactive application of wage 
index corrections. The law specifically 
states that this provision is to apply only 
under very limited circumstances and 
that these retroactive payments would 
be made only with respect to discharges 
occurring before October 1,1990. Given 
the narrow language of this provision, 
we believe Congress clearly did not 
intend that such retroactive adjustments 
to the wage index should be provided in 
the future. We will continue our policy 
of making mid-year corrections to the 
wage data, where appropriate. Where 
wage data errors are identified and the 
fiscal intermediary determines that 
corrections are appropriate, the wage 
index value will be recalculated for the 
affected area only. All revisions to the 
wage index will be made on a 
prospective basis effective with 
discharges occurring after the date the 
change is made. W e believe ft is 
appropriate to make such mid-year 
corrections to the wage index value for 
the affected areas so that the hospitals 
in those areas will not be unfairly 
disadvantaged. However, the 
corresponding prospective adjustment to 
the wage index values for all other wage 
areas (which reflects the corrected data 
in the national average hourly wage) 
will not be made until the beginning of 
the next fiscal year. Section 
1886(d)(3)(E) (as amended by Public Law 
101-239) requires that any adjustments 
to the wage index be made in a budget 
neutral manner. The wage index budget 
neutrality adjustment (discussed in 
section ILA.4.a. of the Addendum to this 
final rule) will be adjusted at the 
beginning of the next Federal fiscal year 
to account for the change in aggregate 
payments resulting from the mid-year 
wage index corrections. We will revise 
§ 412.63(k) to specify our policy of 
making mid-year corrections to the wage 
index and applying these corrections on 
a prospective basis only.
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Comment: One commenter suggested 
that the data from the wage index 
surveys be validated by an independent 
organization, such as the American 
Hospital Association. Several 
commenters requested that we use 
corrected data. One commenter 
supported our audit process, but 
suggested that late changes to the data 
be used from the date written 
notification of the change is received by 
either HCFA or the fiscal intermediary, 
in the event that the correction is 
accepted. The commenter also 
advocated not changing the national 
average hourly wage for FY 1992 to 
reflect the accepted data corrections to 
prevent the wage index value from 
changing in those areas where no 
corrections were made. Finally, the 
commenter opposed any retroactive 
budget neutrality adjustment we might 
implement in order to maintain the 
neutrality of the late changes to the 
wage index data.

Response: The data used to construct 
the new wage index have gone through 
8n extensive editing and auditing 
process. All areas that had a change in 
their wage index value of greater than 5 
percent were identified and divided into 
two groups: Those areas with an index 
value that changed by 10 percent or 
more, and other areas with an index 
value that changed between 5 percent 
and 10 percent. For each area with a 
wage index that increased by 10 percent 
or more, we looked at the hospitals in 
that area, and chose hospitals to be 
audited based on the four criteria that 
follows. (For those areas where the 
index changed between 5 percent and 10 
percent, the process was the same, but 
fewer hospitals were chosen.)

• The size of the hospital (larger 
hospitals were more likely to have their 
data audited since they have a larger 
impact on the wage index value).

• The average hourly wage of the 
hospital relative to the average in the 
region (those hospitals with large 
differences were more likely to be 
audited).

• The hospital’s average wage 
between this survey and the previous 
survey (with larger differences resulting 
in a higher likelihood of audit).

• Hospitals that were missing from 
the 1988 survey.

Data changes that were received by 
July 12,1990 and accepted as 
appropriate, after validation by the 
intermediary, were used in calculating 
the final wage index values. Data 
changes received after that date will be 
implemented on a prospective basis 
only (if validated by the intermediary 
and accepted as appropriate), and thé 
HCFA regional offices will be notified of

any resulting changes to an area's wage 
index value. Anyone who believes that 
the data for their labor market area are 
incorrect may request the surveys and 
check the submitted data themselves. 
Even though no adjustments may have 
been made to the wage data for a given 
MSA between the proposed rule and the 
final rule, we note that all final wage 
index values have changed because the 
national average hourly wage changed 
as a result of the data corrections.

With respect to mid-year corrections 
made during FY 1991, we believe that it 
is necessary both to adjust the national 
average hourly wage for the FY 1992 
wage index and to perform the 
retroactive budget neutrality adjustment 
in order to comply with the budget 
neutrality provisions of the Act. Absent 
a retroactive budget neutrality 
adjustment at the beginning of next 
fiscal year, we believe that we would be 
precluded from making mid-year 
corrections to the wage index since they 
could not be accomplished in a budget 
neutral fashion as required by law. We 
must also reflect any changes to the 
national average hourly wage in order to 
properly perform the wage index’s 
function: reflecting the relative labor 
cost experiences across different areas 
of the country.

//. Future Updates to the Hospital Wage 
Index

Section 1886(d)(3)(E) of the Act, as 
amended by Public Law 101-239* 
requires the Secretary to update the 
wage index again in FY 1993 and at least 
annually thereafter. We proposed to 
continue collecting data on all 
categories of wage costs included in the 
FY 1991 wage index in these future 
surveys and to continue collecting data 
on contract labor as well. As noted 
above under section IV.C, we believe 
more detailed instructions will eliminate 
the inconsistencies encountered during 
the 1988 survey. Also, as noted in 
section IV.C, we intend to further 
evaluate the issue of collecting 
occupation-specific data, and will 
consider including this factor in future 
wage indexes.

In response to the majority of public 
comments to the May 8,1989 proposed 
rule that supported including the wage 
survey in the hospital cost report, we 
also proposed to incorporate the wage 
survey form in the Medicare cost report 
(HCFA-2552) effective with cost 
reporting periods beginning on or after 
October 1,1989. The wage data will be 
disclosed as a part of the cost report 
under 42 CFR 401.135(c). Public 
disclosure was opposed by the majority 
of commenters who were concerned 
about occupational specific data.

However, we did not propose to include 
occupational data at the present time.

Comment: Several commenters 
suggested that we move quickly to 
annual updates of the wage index, in 
order to protect hospitals from abrupt 
changes in their prospective payment 
system payments. Some commenters 
suggested that We move to annual 
updates starting With FY 1992. One 
organization stated that annual updates 
are very important because of the 
increase in the minimum wage.

Response: We are currently 
developing a data collection system 
which will enable us to make annual 
updates of the wage index using the 
hospital cost report as the vehicle for 
collecting the data. We believe that the 
cost report, rather than a special wage 
survey form, is the appropriate means 
for collecting the wage data on an 
ongoing basis. The earliest we can use 
the cost report form for this purpose to 
collect wage data is for cost reporting 
periods beginning on or after October 1, 
1989. Once this mechanism is in place, 
we will have the capability to update . 
the wage index on an annual basis, as 
required by section 1886(d)(3)(E) of the 
Act, beginning in FY 1994.
Unfortunately, we do not expect that 
audited and/or verified cost report wage 
data will be available for updating the 
wage index prior to that time.

V. Rebasing and Revising of the 
Hospital Market Basket

A. Background

Effective for cost reporting periods 
beginning on or after July 1,1979, we 
developed and adopted a hospital input 
price index (that is, the hospital "market 
basket”) operating costs. Although 
"market basket” technically describes 
the mix of goods and services used to 
produce hospital care, this term is also 
commonly used to denote the input price 
index derived in part from that market 
basket. Accordingly, the term "market 
basket” used in this document refers to 
the hospital input price index.

The percentage change in the market 
basket reflects the average change in the 
price of goods and services purchased 
by hospitals to furnish inpatient care.
We first used the market basket to 
adjust hospital cost limits by an amount 
that reflected the average increase in the 
prices of the goods and services used to 
furnish inpatient care. This approach 
linked the increase in the cost limits to 
the efficient utilization of resources.

With the inception of the prospective 
payment system on October 1,1983, we 
continued to use the hospital market 
basket to update each hospital’s 1981
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inpatient operating cost per discharge 
used in establishing the F Y 1984 
standardized payment amounts. In 
addition, the projected change in the 
hospital market basket has been the 
integral component of the update factor 
by which the prospective payment rates 
are updated every year. Under current 
law, we are updating the prospective 
payment rates for FY 1991 by the 
projected increase in the hospital 
market basket. An explanation of the 
hospital market basket used to develop 
the prospective payment rates was 
published in the Federal Register on 
September 3,1986 (51 FR 31461). For 
additional background information on 
general development of hospital input 
price indexes, we refer the reader to the 
article by Freeland, Anderson, and 
Schendler, “National Hospital Input 
Price Index,“ Health Care Financing 
Review, Summer 1979, pp. 37-61.

The hospital market basket is a fixed- 
weight price index constructed in two 
steps. First a base period is selected 
and the proportion of total expenditures 
accounted for by designated spending 
categories is calculated. These 
proportions are called cost or 
expenditure weights. In the second step, 
a rate of price increase for each 
spending category is multiplied by the 
cost weight for the category. The sum of 
these products for all cost categories 
yields the percentage change in the 
market basket, an estimate of price 
change for a fixed quantity of purchased 
goods and services.

The market basket is described as a 
fixed-weight index because it answers 
the question of how much more or less it 
would cost, at a later time, to purchase 
the same mix of goods and services that 
was purchased in the base period. The 
effects on total expenditures resulting 
from changes in the quantity or mix of 
goods and services purchased 
subsequent to the base period are not 
considered. For example, shifts in the 
furnishing of a certain type of inpatient 
care to an outpatient setting might affect 
the volume of inpatient goods and 
services purchased by the hospital but 
would not be factored into the 
percentage change in the hospital 
market basket

We believe that it is desirable to 
rebase the market basket periodically so 
the cost weights reflect changes in the 
mix of goods and services that hospitals 
purchase (hospital inputs) in furnishing 
inpatient care. We last rebased the 
hospital market basket cost weights 
effective for FY 1987. The market basket 
used through FY 1990 reflected base- 
year data from 1982 in the construction 
of the cost weights.

In its April 1,1985 report to the 
Secretary, which is appendix C of the 
June 10,1985 proposed rule (50 FR 
24446), ProPAC suggested that the 
market basket cost weights should be 
recalculated or “rebased” at least every 
5 years or more frequently if significant 
changes in the weights occur. Most of 
the data used to rebase the market 
basket are from 1987.

B. Rebasing and Revising the Hospital 
M arket Basket

In this rule we are using a revised 
market basket to set the FY 1991 update 
factor for the prospective payment rates. 
The new market basket is revised as 
follows:

• We are rebasing to reflect 1987, 
rather than 1982, cost data.

• We are modifying certain variables 
used as the price proxies for some of the 
cost categories.

In developing the revised market 
basket, we reviewed hospital 
expenditure data for the market basket 
cost categories. Preliminary data on 
hospital expenditures for 6ix major 
expense categories (wages and salaries, 
employee benefits, professional fees, 
depreciation, interest, and a residual 
“all other” category) were collected 
using 1987 data on Medicare 
participating hospitals from the 
American Hospital Association's (AHA) 
1988 Annual Survey (referred to 
hereafter as the 1987 AHA annual 
survey). The AHA data include capital- 
related expenditures. Also, only 
prospective payment hospitals were 
included in these calculations. No 
special adjustments were made for 
hospitals with AHA-imputed values. We 
then determined, for each category, the 
proportion the category represents of 
total cost (excluding capital-related 
costs). These proportions represent the 
skeletal revised market basket weights. 
This approach is consistent with the 
way those values were calculated using 
1982 data. Utilities and contract nursing 
weights were unavailable from the 1987 
AHA Annual Survey. Instead, these 
weights were estimated from trends in 
earlier years of AHA Annual Survey 
data and from trends in other data 
sources, such as the AHA Hospital 
Administrative Services (HAS) survey. 
The HAS survey data were also used to 
provide weights for food and 
pharmaceutical products. The HAS 
survey reports medians rather than 
means.

We are replacing the base weight for 
professional liability that was used in 
the May 9,1990 proposed rule. The 
weight for professional liability stated in 
the proposed rule was derived from the 
HAS Monitrend survey. This weight is

being replaced by a 1987 Medicare cost 
report estimate of the mean share of 
hospital expenditures that went to the 
cost of professional liability insurance. 
This estimate was based on 
expenditures for total hospital costs, not 
just Medicare’s share of costs. An 
advantage of using the Medicare cost 
report is that it presents mean data 
rather than median. It is noteworthy that 
for prospective payment system 
hospitals there is no difference between 
the 1987 Monitrend cost weight and the 
Medicare cost report weight For 
excluded hospitals, the Medicare cost 
report weight is significantly less than 
the Monitrend weight. However, we 
believe that the Medicare weight is a 
more comprehensive estimate because it 
includes all excluded hospitals. The 
Monitrend estimate combined median 
data for some excluded facilities with 
industry data that were not 
representative of all excluded hospitals.

Weights for the remaining 
subcategories within the “all other” 
category, and for subcategories within 
utilities were derived from the U.S. 
Department of Commerce, Bureau of 
Economic Analysis data on the hospital 
industry. This data base, which is 
updated at 5-year intervals, was most 
recently described in the report, “The 
Detailed Input-Output Structure of the 
U.S. Economy, 1977.” It contains a 
detailed source of information on 
hospital input expenditures. The Bureau 
of Economic Analysis data were aged to 
1987 using appropriate price changes 
and calibrated for consistency with the 
1987 market basket.

Relative importance factors for the 
revised base-year were then calculated 
for various expenditure categories. This 
work resulted in the identification of 28 
separate cost categories in the rebased 
hospital market basket. Detailed 
descriptions of each category and 
respective price proxy are provided in 
appendix B of this final rule. The cost 
categories and weights for the rebased 
hospital market basket are summarized 
in Table 1 below.

Table 1.— Rebaseo 1987 Hospital 
Market Basket Weights

Expense categories

Rebased 
1987 

hospital 
market 
basket 

weights 1

1. Wages and Salaries * 8..................... 52.2
2. Employee Benefits * ............... . 9.5
3. Other Professional Fees................... 1.7
4. Energy and Utilities........... „............. 2.4

A. Fuel, Oil, Coal and Other Fuel......
B. Electricity.......................... „..........

0.6
1.1

C. Natural Gas................................... 0.3
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Table 1.— Rebased 1987 Hospital 
Market Basket Weights —̂Continued

Expense categories

debased 
1987 

! hospital 
market 
basket 

1 weights*

D. Motor Gasoline............... ............. 02
E. Water and Sewerage..................... (4)

1.4
32.8

5. Professional Liability Insurance.___ _______
fi AllOther.. . ............. ......................

A. All Other Products;
(1) Pharmaceuticals....................... 3 »
(2)j food1.:

(a) Direct Purchase ..................... atti
(b) Contract Service.______ __

(3) Chemicals.................... 3.t
(¡$5? Medical instruments................. 2.7
(5), Pfen&t SrifinSiesv ....... m

2.3
1.4 
I f
et.s

(8) Apparel............... ....... ........ ......
(9) Mach, and' Equip*......................
(10) Miscellaneous Products____ _

Subtotal_____ _______ _ ___ ...
0!«

21.8
B. All Other Services:

(t| Business Services.................... 38
(2)s Computer Services................... 2(7
£3) TranspoftaSo« and:

Shipping.................................. f t
(4) Telephone_____  ______ . fJQ>
(5) Blood Services......................... 0.6-
(6)* Postage............................. ...... <7.4
(?) Alt Other Services:

Labor Intensive-.......... ............ A t
(8) All Other Services:

Nbrtlabor Intensive....................
Subtotal......................................

Ovft
ft.(7

1 The 1982 Regulation’ hospital market basket has 
a composite sot of weights for prospective payment 
hospitals and hospitals excluded front the prospec­
tive payment system. The 1>9®7 prospective payment 
system market basket has weights for prospective- 
payment hospitals only. A separate market basket 
will be used for hospitals excluded from the prospec­
tive payment system.

2 In 1987, expenses for contract nursing, a non­
compensation- expense in the AHA annual* survey, 
were allocated to wages and salaries and to employ­
ee benefits. Irr 1982„ expenses for contract nursing, 
were included in “Other Professional' Fees!' iir the 
market basket.

3 In both market baskets (1982 and 1.987), wages 
and salaries are composed of nine subcateg&ries 
that correspond with employment cost index catego­
ries for the nine occupational- groups. Dpi addition, in- 
1987 employee benefits were grouped into occupa­
tional categories.

4 Round» to less than 0.1.
Note: Due to rounding, weights may not sum to 

100 percent.

In the September 3,1986 final rale {at 
51 FR 314631, for purposes of 
determining the labor related  portion: of 
the standardized amounts, we added 
together the percentages of the labor- 
related items (that is,, wages and 
salaries, employee benefits* professional 
fees, business services, computer and 
data processing, blood services-, postage; 
and all other labor-intensive services) in 
the hospital market basket. This 
summation resulted in a labor-related 
portion, of the hospital market basket of 
74.39 percent and nonlabor-related 
portion of 25.61 percent,

Sections 1886 (d)(2)fH} and (d)(3)(E) of 
the Act require that in making

payments under the prospective 
payment system, the Secretary adjust 
the proportion fas estimated by the 
Secretary from time to time) of 
payments that are wage-related. Since 
October 1,1986-, we have considered 
74.39 percent o f costs to be labor-related 
for purposes of the prospective payment 
system.

In, connection with the rebasing of the 
hospital market basket, we have; under 
the authority of the applicable section of 
the statute cited above, re-estimated the 
labor-related share of the standardized 
amounts. Biased on the relative weights 
described in Table 1 o f section V.B. of 
this final rule, the labor-related portion 
that is subject to hospital wage index 
adjustments (based on wagers and 
salaries, employee benefits, professional 
fees; business services, computer and 
data processing, Mood services, postage, 
and all other labor-intensive services) is 
71.4© percent and the; nonlabor-Feiated' 
portion is 28.6G percent. To implement 
this change, effective with discharges 
occurring on or after October 1,1990, we 
recomputed the labor-related and 
nonlabor-related shares of each 
hospital’s base year cost used to 
establish the prospective payment rates.

The amounts in Table 1 of section IV 
of the addendum to this final rule have 
been recomputed to reflect the revised 
labor-related and nonlabor-related 
portions. It should be noted drat, 
because of the revision of the labor and 
nonlabor portions, the labor portions of 
the rates published in Table 1 of the 
addendum to this final rule have 
decreased from those currently in effect 
while the nordabor portions have 
increased;

Com m ent One commenter noted that 
the proposed market basket weights 
were derived from data from several 
different sources and that some, sources 
used data from years prior to 1987 that 
were aged to 1987. The commenter 
suggested that data from the 1987 
Medicare cost reports should be used for 
all cost weights to have consistent data 
from one source. Another commenter 
expressed concern that the HAS median 
data might penalize large hospitals.

Response: As we noted in the 
proposed rule, the primary source of 
data for the main cost weights in the 
proposed market basket was the 
American Hospital Association 1988 
annual survey which collected fiscal 
year 1987 data. Other data sources were 
used for smaller cost categories because 
these categories could not be obtained 
from the AHA fife. Each of these 
additional data sources was selected 
because it was the best available source 
for that cost category. The market

basket is- constructed as an Index of 
price change* for the entire hospital 
across all payera The primary purpose 
of Medicare cost reports is to assure the 
correct payment of Medicare’s  share o f 
total hospital expenses. Our internal 
analysis of cost report information on 
hospital totals, as opposed to the 
Medicare share, is  that the total hospital 
information reported on the Medicare 
cost report cannot provide the detailed 
cost weight breakdown needed for the 
market basket We would be able to 
break total costs only into total 
compensation, malpractice, capital, and 
all others using the medicare cost reports; 
This would not be a  sufficient member o f 
cost categories to fully represent the 
wide variety o f input costs hospitals 
incur in producing care. However, we 
are using Medicare cost report data to 
obtain the malpractice cost weight in the 
final market basket because if is the 
most accurate source of that data. We 
believe the cost weights used in the 
market basket are the most accurate and 
complete measurement of the 
prospective payment system and 
excluded hospital cost shares that it is 
possible to obtain from available data 
sources.

Com m ent One commenter no ted th at 
the proposal spiff» wages and fringe 
benefits into separate cost categories. 
The commenter submitted data showing 
that the wage to fringe benefit ratio 
varies across occupational categories, 
and that the overall ratio o f wages to 
fringe benefits in the submitted data 
differs from the ratio of wages to fringes 
in the proposed market basket. The 
commenter noted that the proposed 
market basket makes no provision for 
fringe benefit» that vary by occupation 
and that it appears to understate the 
share of costs assigned to fringe 
benefits. The commenter suggested that 
the IC I for total compensation might be 
a better employee compensation proxy 
when applied to a combined cost weight 
for employee wages and salaries plus 
fringes.

Response: W e  share the commenter’» 
concern that wages and fringe benefits 
may be growing at different rates. In 
fact, this Is one o f the primary reasons 
that a separate cost weight has been 
created for fringe benefits in the market 
basket. With this construction, if wages 
or fringes are growing at different rates, 
the separate proxy variables for wages 
and fringe benefits will pick up this 
difference over time and increase the 
relative importance of whichever 
category is growing faster. (The relative 
importance is the base year weight 
brought up to current levels or 
forecasted forward based on the rate of
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growth of the proxy price variable.) The 
data submitted by the commenter shows 
different ratios of wages to fringes by 
occupation. However, it appears to be 
based on the total private sector, not the 
hospital industry.

In creating the cost weights for wages 
and fringe benefits, we totaled the 
appropriate fields in the AHA annual 
survey to arrive at the weights. These 
data summarize each hospital’s 
experience over a total year and we 
have no reason to believe that the 
results are not reliable. We are not 
persuaded that fringe benefits are 
understated as a share of total costs. As 
noted, we created separate cost weights 
for wages and fringe benefits in order to 
identify and understand the separate 
contributions of wages and fringe 
benefits to growth in labor costs. 
Adopting a total compensation index 
covering both wages and fringes would 
limit our understanding, and the 
industry’s, of the contribution of each 
factor to changes in the market basket 
forecasts. It would also be counter to 
our philosophy of providing as much 
disaggregation as feasible in market 
basket cost weights to make it clear that 
we are measuring all costs that hospitals 
must pay to produce health care.

Comment: Several commenters noted 
that the labor related portion of the 
market basket included several cost 
categories in addition to wages and 
fringe benefits. They suggest that the 
labor related portion be redefined more 
narrowly to include only wages and 
fringe benefits. One commenter noted 
the absence of an adjustment to the 
prospective payment rate for geographic 
differences in nonlabor prices and 
recommended that a broader definition 
of labor be used to compensate for the 
lack of a nonlabor price adjustment.

Response: The labor related portion of 
the market basket has been defined the 
same way since the program began. 
Hospital labor-related costs include 
wages and salaries, employee benefits, 
professional fees, business services, and 
the other categories, as described in the 
proposed rule. Each of these categories 
is classified as labor-related because it 
consists of direct payments to labor 
inputs by the hospital or hospital 
payments for services that are very 
labor intensive. A narrower definition of 
labor related costs would mean that a 
smaller share of the adjusted 
standardized amounts would be 
adjusted by the area wage index. This 
would financially benefit hospitals 
whose wage indexes were below 
average and financially harm hospitals 
with above average wage indexes.' 
Conversely, a broader definition of

labor-related costs would financially 
benefit hospitals with above average 
wage indexes. We believe we have 
correctly identified the labor-related 
portion of market basket costs and are 
not persuaded a redefinition is 
appropriate. Further, we believe a 
significant redistribution of payments 
among hospitals, such as would occur if 
we adopted one of these suggestions, 
would be inappropriate.

C. Selection of Price Proxies
After the 1987 cost weights for the 

rebased hospital market basket were 
computed, it was necessary to select 
appropriate wage and price proxies to 
monitor the rate of increase for each 
expenditure category. Most of the 
indicators are based on Bureau of Labor 
Statistics (BLS) data and are grouped 
into one of the following four BLS 
categories:

• Producer Price Indexes—-Producer Price 
Indexes (PPIs) are used to measure price 
changes for goods sold in other than retail 
markets. For example* the PPI for ethical 
drugs, rather than the Consumer Price Index 
(CPI) for prescription drugs, w as used. They 
are preferable proxies for goods that 
hospitals purchase as inputs as part of the 
process in producing their outputs. These 
indexes, which are fixed-weight, measure 
price change at the producer or intermediate 
stage of production.

• Consumer Price Indexes— Consumer 
Price Indexes (CPIs) measure change in the 
prices of final goods and services bought by 
the typical consumer. Similar to the PPIs, they 
are fixed-weight. Because they do not 
represent the price faced by the producer, the 
consumer price indexes were used if no 
appropriate PPI w as available, or if the 
expenditure w as more similar to that of retail 
consumers in general rather than a purchase 
at the wholesale level: For example, the CPI 
for food purchased aw ay from home w as 
used to proxy contracted food services.

• Employment Cost Indexes— Employment 
Cost Indexes (ECIs) measure the rate of 
change in employee wage rates and employer 
costs for employee benefits per hour worked. 
These indexes are fixed-weight indexes and 
strictly measure the change in wage rates and 
employee benefits per hour. They are not 
affected by shifts in employment mix.

• Average Hourly Earnings S e r ie s -  
Average Hourly Earnings (AHEs) are used to 
weight the hourly earnings for various 
occupations within a given industry and, 
therefore, reflect a weighted employment mix 
for a particular industry. The AHE series is 
calculated by dividing gross payrolls by total 
hours and measures actual earnings rather 
than pure wage rates. It is a current-weight 
series rather than a fixed-weight index and 
thus reflects shifts in employment mix.

Our price proxies for the rebased  
prospective payment hospital market basket 
are summarized in appendix B of this final 
rule. However, because we proposed to 
revise price proxies substantially for 
compensation (wages and salaries plus

employee benefits), we provided a separate 
discussion of the new price proxies for the 
compensation portion of the rebased market 
basket. For purposes of this discussion we 
refer to the revised structure (weights and 
price proxies) of the compensation 
component as the “HCFA Blended 
Compensation Index.”

D. The H C F A  Blended Compensation 
Index

Compensation includes the two 
largest categories of the rebased 
hospital market basket. Wages and 
salaries account for 52.2 percent and 
employee benefits account for 9.5 
percent of the total weight. Through FY 
1990, the input price increases for the . 
wages and salaries component are a 
blend of average hourly earnings for the 
private (includes workers from all 
categories of hospitals except State, 
local, and Federal Government) hospital 
industry (Standard Industrial 
Classification Code 806) and economy­
wide employment cost indexes (ECI) for 
nine occupational groups. Fifty percent 
of the weight for professional and 
technical workers has the average 
hourly earnings for hospital employees 
price proxy. The remaining fifty percent 
of the weight for professional and 
technical workers has the price proxy of 
ECI for Professional and Technical 
workers in the private sector of the 
economy. The remaining eight 
occupational groups have ECIs for the 
private sector for the respective 
categories.

In its March 1,1990 report, ProPAC 
recommended that the wage and benefit 
component of the market basket be 
measured using a blend of 50 percent of 
the Employment Cost Index 
compensation series for hospital 
workers and 50 percent of nine 
nonhospital ECI compensation series 
reflecting the types of employees 
hospitals hire. 'Hie Commission also 
recommended that contract labor 
expenses be incorporated into the new 
compensation component in the market 
basket.

We concurred with ProPAC’s 
recommendation to include contract 
labor in the compensation component of 
the market basket. Further, we agreed 
with ProPAC that the ECI series for 
hospital workers should replace the 
currently used BLS Average Hourly 
Earnings for private hospital workers. 
We are retaining the current weighting 
methodology (50 percent of the 
professional and technical weight has a 
hospital industry wage variable), but are 
substituting the ECI for Wages and 
Salaries for civilian hospital workers for 
the average hourly earnings of private 
hospital workers. The civilian hospital
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workers category includes workers from 
all categories of hospitals except 
Federal hospitals. The ECl offers a  purer 
measure of wage changes than the 
average hourly earnings series. The E d  
is not affected by changes in the 
occupational mix within the hospital 
industry. In addition* the E d  for 
hospital workers includes public {except 
Federal) and private sector employees. 
The AHE series includes only private 
employees The E d  for civilian hospital 
workers began in the second quarter of 
1386. W e believe that the E d  represents 
a substantial conceptual improvement in 
measurement over the AHE variable.

The price proxy used in the hospital 
market basket through F Y 1990 for 
employee benefits was the sum of 
employer contributions for social 
insurance and other labor income per 
worker in the nonagricultural economy. 
This measure was calculated from the 
Department of Commerce and 
Department of Labor data sources. This 
price proxy was an economy-wide 
measure of the growth in employee 
benefits per worker.

In this rule, we are revising the 
variable used for the employee benefits

price proxy to the ECl for employee 
benefits. Indexes are available for the 
hospital industry and for the nine 
occupational groups used for the wages 
and salaries weighting in the hospital 
market basket. W e are weighting die 
ECIs for employee benefits doe same as 
the ECIs foe wages and salaries.

It is  generally accepted that prices for 
most nonlabor hospital inputs are 
nondiscretionary or beyond1 the control 
of the hospital industry. To monitor 
price changes in these expenditure 
categories* external (economy-wide) 
prices are used. However, hospital 
compensation [wages and salaries phis 
employee benefits) should not be 
considered totally beyond industry 
control. Hospital compensation levels 
and percent increases could potentially 
be influenced by market imperfections 
associated with cost-containment 
efforts, unionization of employees, cost- 
based reimbursement or monopsonistic 
buying practices.. These types of 
potential market imperfections can 
result in underpayment or overpayment 
of hospital industry wages relative to 
other industries.

The HCFA Blended Compensation 
Index groups hospital occupations into 
nine broad categories. For eight of these 
occupational groups we believe that 
hospitals compete for labor generally 
with employers outside die health 
sector. Accordingly, use of ECIs as 
external price proxies for each 
occupation seems most appropriate, hi 
the case of compensation for nurses, 
especially registered nurses, as well as 
for certain other health care technicians 
and professionals; the hospital labor 
market may predominate and this 
should be reflected in tile use of an 
internal compensation proxy. However, 
hospitals also compete with other 
industries to obtain certain skilled 
professional and technical staff [for 
example* computer programmers!. 
Therefore, for professional and technical 
workers*, we believe a price proxy that 
reflects an equal blend of internal and 
external compensation variables is 
appropriate. The proxy for the wages 
component of the prospective payment 
hospital market basket reflects internal 
and external measures of price changes 
set forth in Table 2« as follows;

T a b le  2.—HCFA Bl e n d e d  W a g e s  a n d  Sa la r ies

Wages ansí Salaries Component oí Sie: 198? HUspitat Market 
Basket

Wages and: 
SaEaries 

Percentage 8
Price Proxy

1. Professional and; Technical______________

2. Managers and Administrators____________
3. Sales........... ........ ...........„... ................. .... ...
4. Clerical Workers................ .............................
5. Craft and Kindred........... ...............................
6. Operatives Except Transport______________
7. Transport Equipment Operatives_____ _____
8. Nonfarm Laborers.......... ............................
9. Service Workers;.___________ ______

Total Wages and Salaries *................*___

62.0)

9.7
0.4

*2.9
Î.9
09
a t
0.T

*22
toao

50/50 blend of ECl for Hospital Wbrkers and EG* for Wages and Salaries of 
Professional Specialty and Technical) Workers 

ECl for Wages and Salaries for Executive,, Administrative and Managerial Wbrkers. 
ECl for Wages and Salaries, for Sales Workers
ECl for Wages and Salaries for Administrative Support Including Clerical Workers 
ECl tor Wages and Salaries for Precision Production, Craft and* Repair Wbrkers 
ECl for Wages and Salaries for Machine Operators,. Assemblers and Inspectors. 
ECl for Wages and Salaries tor Transportation and Material Moving Workers 
ECl for Wages and Salaries for Handlers, Equipment Cleaners, Helpers and Laborers 
ECl for Wages and* Salaries tor Service Occupations

Total Weight for Wages and Salaries is 52.2 )

* Wages and salaries percentages were calculated using hospital industry data from the *987 current population survey. 
2 Due to rounding,, weights may not sum. to 100 percent.

The HCFA Blended Employee Benefits 
Index uses the same percent distribution 
as the wages and salaries distribution in 
Table 2. The ECIs for employee benefit 
proxies are the analog ECFs for wages 
and salaries for each of the groups in 
Table Z. The total weight for employee 
benefits is 9.5 percent..

The Blended Wages and Salaries 
Index is combined with the Blended 
Employee Benefits Index to form the 
HCFA Blended Compensation Index.

W e believe that the HCFA Blended 
Compensation Index provides an 
accurate and equitable basis for 
monitoring increases in the wages and 
employee benefits portions of the 
hospital market basket and that it

responds to ProPACTs concern that the 
input price index should reflect labor 
market forces that are both internal and 
external to the hospital industry.

Comment: Several commentera noted 
that the proposed market basket uses a 
50/50 blend of internal and external 
employee compensation (wages and 
fringe benefits) price proxies applied 
only to the professional and technical 
portion o f employee compensation. They 
questioned why this 50/50 internal/ 
external blend is not extended to other 
occupational categories.

Response: There is a continuing 
debate about whether internal employee 
compensation proxies (measures of 
employee compensation growth from the

hospital industry) or external employee 
compensation proxies (measures of 
employee compensation growth in 
comparable occupational categories 
outside hospitals) are more appropriate 
proxies for the growth in employee 
compensation in the market basket. 
Using 106 percent internal (hospital 
industry) measures of employee 
compensation growth would effectively 
pass through, as reimbursable costs, the 
higher rates of employee compensation 
growth experienced by hospitals as 
compared to the rest of the economy. 
Using 100 percent external (economy­
wide) measures of employee 
compensation growth would effectively 
hold hospitals to the lowr r levels of
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employee compensation growth in the 
larger economy adjusted for their 
employment mix. The prospective 
payment system eliminated full cost 
reimbursement of hospital operating 
costs and substituted financial 
incentives for prudent purchasing of 
hospital inputs. The prospective 
payment system market basket 
measures the growth in hospital prices 
for production inputs. It is structured to 
encourage cost effective spending for 
labor by using economy-wide employee 
compensation proxy variables in those 
occupations that are generally employed 
both in and out of hospitals. This 
includes managers and administrators, 
sales workers, clerical workers, etc. 
Hospitals receive full credit for 
increases in employee compensation in 
these occupations at the rate this growth 
occurs in the general economy. We 
believe this is a reasonable employee, 
compensation growth allowance for 
these occupations in the aggregate. 
However, the prospective payment 
system market basket also recognizes 
that there are specialized occupations, 
such as registered nurses, where 
shortages can cause employee 
compensation to grow faster in the 
hospital sector than in the general 
economy. These occupations are 
primarily in the professional and 
technical component of hospital 
employee compensation. This 
component is the largest occupational 
category, making up 62 percent of the 
total hospital employee compensation 
bill. In order to compensate hospitals for 
increases in employee compensation 
among professional and technical staff 
that may be due to shortages or other 
circumstances outside the hospital’s 
management control, we apply a 
hospital-industry-specific employee 
compensation proxy to half of the 
professional and technical component. 
This employee compensation price 
proxy structure passes through one half 
of any increases in hospital-industry- 
specific employee compensation for 
professional and technical employees in 
excess of general employee 
compensation inflation for that group. It 
is constructed this way in order to 
recognize that hospitals may experience 
above average employee compensation 
increases for registered nurses or other 
specialized professional and technical 
staff, while retaining incentives for the 
efficient use of labor.

Comment: The 50 percent internal 
price proxy used for the professional 
and technical employee compensation 
component of the market basket is the 
Employment Cost Index (ECI) for all 
hospital employees. Several commenters

inquired whether this proxy is 
appropriate, since it measures employee 
compensation growth for a broader 
group of hospital employees than just 
professional and technical employees.

Response: There is no ECI for 
employee compensation of professional 
and technical hospital employees. The 
best available hospital-industry-specific 
employee compensation proxy is the ECI 
for all hospital employees, which we 
used. As we noted in the proposed rule 
(at 55 F R 19448), the 1982 base market 
basket used the Average Hourly Earning 
(AHE) of hospital workers as the 
hospital-industry-specific employee 
wages and salaries. This AHE could be 
influenced, in addition to changes in 
wage rates, by changes in the 
employment mix of hospitals. The ECI 
used as an internal employee 
compensation proxy in the 1987-based 
market basket is a superior measure of 
“pure” price change for hospital 
employee compensation. Most public 
comments favored the change from the 
AHE proxy to the ECI proxy on the 
grounds that it was a technically 
superior measure of hospital employee 
compensation growth. For employee 
benefits, the 1982-based market basket 
used as a proxy an economy-wide 
measure on changes in employee 
benefits per worker. The 1987-based 
market basket uses an occupation 
specific blend of Employment Cost 
Indexes for employee benefits weighted 
by the hospital employment mix.

Comment: One commenter stated that 
HCFA has provided no analysis to 
suggest that a hospital-industry-specific 
or internal employee compensation 
proxy that applies to approximately 30 
percent of hospital employee 
compensation is appropriate, or that a 
100 percent hospital-industry-specific 
employee compensation proxy is 
inappropriate. The commenter stated 
more broadly that HCFA has not 
demonstrated that changes in labor 
prices are within hospitals’ control.

Response: Prior to the inception of the 
prospective payment system, hospitals 
were paid in full for their reasonable 
costs of providing services. This meant 
that hospitals were paid in full for 
increases in the employee compensation 
of their personnel. Making the employee 
compensation proxy variables 100 
percent internal or hospital-industry- 
specific would be equivalent to passing 
through for full reimbursement all 
hospital employee compensation 
increases in excess of economy-wide 
employee compensation growth by 
occupational category. Prior to the 
prospective payment system, many 
observers and analysts felt that this

guarantee of full cost reimbursement 
was an important factor in the growth of 
hospital costs at rates well above 
inflation in the rest of the economy. The 
prospective payment system was 
instituted to change the full cost 
reimbursement formula to one that 
stimulated efficiency in the production 
of hospital care, including efficiency in 
the production of hospital care, 
including the prudent purchasing of 
labor inputs. It is explicit in the 
philosophy behind the prospective 
payment system that hospital managers 
have considerable control over growth 
of costs. Experience to date under the 
prospective payment system shows 
clearly that hospital managers do in fact 
have considerable ability to control the 
growth of production costs. Our decision 
to weight over 30 percent of hospital 
labor costs with internal rates of 
increase was made in recognition that 
hospitals can experience employee 
compensation increases that are beyond 
their ability to control, such as those 
stemming from shortages of registered 
nurses or other types of skilled and 
specialized personnel.

Comment: Several commenters made 
the point that applying the proxy 
weights to the occupational cost shares 
as proposed results in “effective” 
weights that are less than or more than 
the occupational cost weights. They 
argued that market basket weights are 
biased unless “effective” cost weights 
are proportional to actual cost weights, 
that is, 62 percent professional and 
technical, and 9.7 percent managers and 
administrators, etc.

Response: A fixed weight (Laspeyres) 
price index used for prospective 
payment is constructed in several steps. 
First, base weights must be established. 
This step establishes the cost weights 
(cost shares) for the average prospective 
payment system or excluded hospital in 
the base year, in this case 1987. As 
noted in the proposed rule, employee 
wages and salaries for prospective 
payment system hospitals are 52.2 
percent of hospital costs and fringe 
benefits are 9.5 percent, etc. In order to 
further break down employee wage and 
salary costs, the largest component of 
hospital costs, we calculated the share 
of wages and salaries in various 
occupational categories within the 
hospital. We calculated that 62 percent 
of hospital wages and salaries go to 
professional and technical employees,
9.7 percent to hospital managers and 
administrators, etc. The second step in 
constructing a fixed weight index is 
selecting price proxies that are 
appropriate for tracking increases in 
each cost category. There are three
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important considerations in selecting 
price proxy variables. The most 
important is that the wage or price 
proxy match, as closely as possible, 
what is included in the cost weight. This 
insures that we measure changes in 
those costs due to price change 
accurately over time. A second 
consideration relates to the question of 
internal (hospital-industry-specjfic) and 
external (economy-wide) proxies. A s , 
discussed at length above, the 
prospective payment system was 
designed to create financial incentives 
for hospitals to produce care efficiently. 
In general, employee compensation 
proxies that are economy-wide hold 
hospitals to employee compensation 
increases occurring in the rest of the 
economy (adjusted for occupational 
mix) and hospital-industry-specific 
employee compensation proxies pass 
through the actual employee 
compensation inflation occurring in 
hospitals. The third consideration in 
selecting an employee compensation 
proxy is whether it can be accurately 
forecasted to produce a reliable forecast 
of future increases in the cost category. 
This means having a valid historical 
data series. Thus, price proxies are 
selected based on both technical and 
policy considerations. Commenters 
noted that it is possible to arrange 
occupational cost weights and employee 
compensation price proxy shares in such 
a way that multiplying cost weights and 
price proxy shares creates “effective” 
weights that are proportional to actual 
cost weights. However, this apparent 
mathematical congruence is achieved by 
making a large share of employee wage 
and salary proxies hospital-industry- 
specific, including the employee wage 
price proxies for many occupational 
categories which are clearly not 
hospital-industry-specific. Proportional 
or symmetrical cost/proxy weights may 
be appealing in an accounting sense, but 
in one comment this apparent congruity 
is achieved by making every 
occupational employee compensation 
proxy 50 percent internal to the hospital 
industry. We do not believe this is 
consistent with the prospective payment 
system philosophy of providing 
incentives for cost control. In addition, 
mathematical proportionality does not 
justify the application of hospital- 
industry-specific price proxies to 
occupations that are essentially 
economy-wide.

Comment: One commenter suggested 
that using a 50/50 intemal/extemal 
blend for professional and technical 
hospital employees implies that 50 
percent of employees are in special job 
titles and health-related occupations

specific to the health care industry. They 
presented data suggesting that the 
blended compensation index for 
professional and technical employees 
should be SI percent internal or 
hospital-industry-specific and 9 percent 
external or economy-wide. Other 
commenters, while less specific, argued 
that a larger share than 50 percent of 
professional and technical employees 
should have employee compensation 
proxies internal to the hospital.

Response: As we noted in the 
proposed rule and in response to 
comments above, we use a 50 percent 
internal employee compensation proxy 
for professional and technical 
employees recognizing that labor 
shortages in some health-related 
occupations can force up employee 
compensation for reasons beyond the 
ability of hospital management to 
control. There is no.assumption, we 
suggested in the comment, that 50 
percent of professional and technical 
employees are in health-related 
occupations. For the reasons stated in 
the proposal and reiterated above, we 
believe that weighting the price proxies 
for professional and technical 
employees at 50 percent internal or 
hospital-specific provides an adequate 
allowance for compensation increases 
in Specialized occupational categories 
above economy-wide levels.

E. Separate Market Basket for Hospitals 
and Hospital Units Excluded From the 
Prospective Payment System

In its March 1,1990 report, ProPAC 
recommended that we establish a 
separate market basket for hospitals 
and hospital units excluded from the 
prospective payment system. We agree 
with this recommendation. Therefore, 
we propose to implement a separate 
market basket for excluded hospitals an 
units. Excluded hospitals tend to have 
different case mixes, practice patterns, 
and composition of inputs from 
prospective payment system hospitals. 
The fact that these hospitals are not 
included under the prospective payment 
system in part reflects these differences.

HCFA, ProPAC, and industiy studies 
have documented the significantly 
different weights for excluded hospitals 
and prospective payment hospitals. 
Table 3 of section V.E. of this final rule 
shows the cost categories and weights 
for the 1987-based market basket for 
excluded hospitals. Wages and salaries 
are 61.3 percent of total operating costs 
for excluded hospitals compared to 52.2 
percent for prospective payment 
hospitals. Employee benefits are 13.0 
percent for excluded hospitals compared 
to 9.5 percent for prospective payment 
hospitals. Compensation costs (wages

and salaries plus employee benefits) are
74.3 percent of costs compared to 61.7 
percent for prospective payment 
hospitals. Noncompensation costs are
25.7 percent of excluded hospitals and
38.3 percent of costs for prospective 
payment hospitals. Energy and utility 
costs are a slightly higher percent of 
excluded hospital costs reflecting the 
higher proportion of room costs relative 
to ancillary services for excluded 
hospitals. On the other hand, 
pharmaceutical costs are a substantially 
lower proportion of costs for excluded 
hospitals. The weights for the excluded 
hospital market basket were derived 
using essentially the same data sources 
and methods as for the prospective 
payment market basket (see appendix B 
to this final rule).

Differences in weights between the 
excluded hospital and prospective 
payment hospital market baskets do not 
necessarily lead to significant 
differences in the rate of price growth 
for the two market baskets. If all 
individual wages and prices move at the 
same, annual rate, both market baskets 
will have the same price growth since 
weights are irrelevant in this special 
case. Also, offsetting price increases for 
various cost components can result in 
the price growth being the same.

Comment: One commenter noted that 
we created a separate market basket for 
hospitals that are excluded from the 
prospective payment system. The 
commenter suggested that it might be 
appropriate to create separate market 
baskets for each type of excluded 
hospital.

Response: For some time, we have 
been studying the issue of whether there 
should be a separate market basket for 
excluded hospitals, or a separate market 
basket for each type of excluded 
hospital. Even though it was clear that 
the cost structures were very different 
for the prospective payment system and 
excluded hospitals, our analyses were 
not showing large or consistent 
differences between the forecasted price 
increase for the prospective payment 
system and excluded facilities. As part 
of the rebasing process, did simulated 
forecasts for psychiatric, rehabilitation, 
long-term, and children’s hospitals and 
compared the results. We found little 
difference between the historical and 
forecasted price increases for each type 
of excluded facility and also that there 
is not a significant difference in 
historical and forecasted price changes 
between prospective payment system 
hospitals and excluded hospitals. 
However, as noted in the proposed rule, 
excluded hospitals have much higher 
labor shares than prospective payment
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system hospitals. The large difference in 
cost weights and the slight, but 
consistent, difference in historical and 
forecasted price indexes convinces us 
that a separate excluded hospital 
market basket would be appropriate. 
However, at this time there is no 
evidence supporting the need for a 
separate market basket for each type of 
excluded hospital.

Comment: One commenter felt that 
HCFA should consider adding a one­
time adjustment add-on to the full 
current update factor to compensate for 
the cumulative error in the target 
amounts for hospitals excluded from fee 
prospective payment system that 
resulted from using the prospective 
payment hospitals’ market basket up 
through F Y 1990.

Response: As we noted in the 
proposed rule, when the market basket 
for hospitals excluded from the 
prospective payment system and the 
market basket for prospective payment 
hospitals were compared on a historical 
basis from FY 1977 through FY 1989, the 
average difference between the two 
scenarios was only 0.1. This was well 
below the tolerance range of 0.25 
percent suggested by ProPAC for the 
implementation of a  forecast error 
correction factor. In 9 of the 13 years 
examined, the difference was 0.1 or less. 
In addition, since FY 1984, the difference 
has consistently been 0.1 or less and, in 
FY 1989, the prospective payment 
hospitals* market basket was 0.2 higher 
than the excluded hospitals’ market 
basket. Therefore, we believe feat there 
has not been a significant enough 
difference between the two market 
baskets to warrant a one-time 
adjustment add-on.

In Table 3, which follows, we set forth 
the 1987 market basket weights for 
excluded hospitals.

Table 3.—-1987 Excluded H o s p i t a l  
Market Basket W e i g h t s  1

Category

1987
excluded
hospital
market
basket

weights*

1. Wages and salaries.......................... 61.3
2. Employee benefits______ ________ 13.0
3. Professional fees___ __________ __ 1.4
4. Energy and utilities_______________ 2.8

A. Fuel oil, coal, etc........... ........... 0.7
B. Electricity................................... 1.3
C. Natural gas_____________ ____ : 0.4
O. Motor gasoline_____ __ __ ___^ .0.3
E. Water and sewerage.... ...... ....

5. Prof, liability ins______________ ___ '
H
1.0

6. All other........... ............... ................ 206

A. AU other products:
(1) Pharmaceuticals ....................... 1.0

T able 3.— 1987 Excluded Hospital 
Market Basket Weights 1— Continued

Category

1987 
excluded 
hospital 
market 
basket 

weights 8

(2) Food:
(a) Direct purchase.................... 2.5
(b) Contract service 0.7

(3) Chemicals.............. ... ..... _....... 1.9
(4) Medical instruments.................. 1.6
(5) Photo, supplies......................... 1.6
(6) Rubber and piastres.___ . __ 1,4
(7) Paper products__ ____________ 0.9
(8) Apparai— ..._______________ 0.7
fS) Mach, and equip............. ..... . 0.3
(10) Miscellaneous products......... 0.5

Subtotal ____  ______ :.... . 13.7

B. All other services:
(1) Business services____ ,______ 2.4
(2) Computer services«. ... _ 1 2
(3) Trans, and shipping.......... ...... 0.8
(4) Telephone..............................J 0.6
(5) Blood services«»,.__________« 0.4
(6) Postage____________________ 0 2
(7) All other labor intensive______ ¡ 0 8
(8) All other nonlabor int__ ______, 0.5

Subtotal................................. 6i>

1 The wage and price proxies are the same Tor the 
excluded hospital and prospective payment hospital 
market baskets.

2 The 1987 excluded hospital market basket has a 
composite sot of weights for Medicare participating 
psychiatric, tong term care, rehabilitation, and chil­
dren’s hospitals.

8 Rounds to less 'Sian 0.1.
Note: Due to rounding, weights may not sum to 

100 percent

VI. Other Decisions and Changes to the 
Regulations

A . Elimination o f the Regional Floor  
(§  412.70)

Section 4002fdj of Public Law 100-203 
amended section 1886(djflX A) (in} of the 
Act to establish a “regional floor” for 
the prospective payment rate applicable 
to a hospital effective for discharges 
occurring on o t  after April 1,1988 and 
before October 1,1990. In accordance 
with this section, hospital payments 
have been based on the greater of the 
national average standardized amount 
or the sum of 85 percent of fee national 
average standardized amount and 15 
percent of fee average standardized 
amount for fee Census region in which 
they are located. Because the statutory 
authority for use of fee regional floor 
expires on October 1,1990, we proposed 
to discontinue-its use effective with 
discharges occurring on or after October
1,1990.

Com m ent Several commenters 
disagreed with our proposal to eliminate 
the regional floor in which hospitals 
receive fee higher of the national rate or 
85 percent of fee national rate and 15 
percent of the regional rate applicable to

the region in which the hospital is 
located.

Response: We are eliminating the 
regional floor because fee legislative 
authority for continuing it expires 
September 30,1990. In the absence of 
specific legislative authority, we are 
required to use a full national rate 
beginning in FY 1991.

B. Sole Community Hospitals (§ 412.92}

Under fee prospective payment 
system, special payment protections are 
provided to sole community hospitals 
(SCHs). An SCH is a hospital that, by 
reason of factors such as isolated 
location, weather conditions, travel 
conditions, or absence of other 
hospitals, is the sole source of inpatient 
hospital services reasonably available 
to Medicare beneficiaries. The 
regulations feat set forth the criteria that 
a hospital must meet icfbe classified as 
an SCH are at § 412.92(a). Currently, to 
be classified as an SCH, a hospital must 
either have been designated as an SCH 
prior to fee beginning of the prospective 
payment system, or it must he located in 
a rural area and meet one of the 
following requirements:

• It is located more than 35 miles from 
other like hospitals.

• It is located between 25 and 35 
miles from other like hospitals, and it—
—Serves at least 75 percent of inpatients in 

its service area; or
—Has fewer than 50 beds and would qualify 

, on fee basis of serving 75 percent of its 
area’s inpatients except feat some patients 
seek specialized care unavailable at fee 
hospital

• It is located between 15 and 35 
miles from other like hospitals and 
isolated by local topography or extreme 
weather for 30 days in  each 2 out of 3 
years.

Effective wife hospital cost reporting 
periods beginning on or after April 1, 
1990, section 1886[d)(5}{D)(i) of the Act, 
as amended by section 8003(e) of Public 
Law 101-239, provides feat SCHs are 
paid based on whichever of the 
following rates yields fee greatest 
aggregate payment: the Federal rate 
applicable to the hospital (that is, fee 
Federal national rate which for 
discharges occurring before October 1, 
1990 is subject to the regional floor), the 
updated hospital-specific rate based on 
FY 1982 cost per discharge, or the 
updated hospital-specific rate based on 
FY 1987 cost per discharge. (See a more 
detailed discussion of this provision 
above in section ILB.2 of this preamble.)

1. Travel Time
Section 6003(e) of Public Law 101-239 

also added anew  section
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1886(d)(5)(D)(iv) of the Act, which 
directs the Secretary to establish criteria 
to determine whether a hospital should 
be classified as an SCH “because of the 
time required for an individual to travel 
to the nearest alternative source of 
appropriate inpatient care."

In developing a proposed travel time 
policy, we consulted with many public 
and private sources to determine if there 
was already in existence an established 
system to measure travel time in rural 
areas. We sought advice on this issue 
from other governmental agencies, 
public and private health care officials, 
consultants in health care 
administration, and members of the 
travel and map-making industries. We 
found no existing system that could be 
applied to measure travel time between 
rural hospitals on a nationwide basis. 
Where there is travel time data, the data 
are limited to travel time between major 
urban areas and are based primarily on 
travel via interstate and major urban 
highways. Existing travel time studies 
do not take into consideration travel 
time on rural roads or the effects of 
variable weather conditions. Based on 
consultation with the entities and 
individuals mentioned above and with 
hospital personnel and other interested 
parties, our proposed travel time policy 
was based on the best data we were 
able to obtain.

We considered permitting a hospital 
to qualify for SCH status based solely 
on a statement from a disinterested 
party (such as the State Highway

Travel Time —

Administration or State Police 
Department) certifying the time required 
to travel between two rural hospitals. 
Although we did not include this as part 
of our proposal, we invited comments on 
whether this would be a viable policy.
We also invited suggestions as to who 
the certifying official should be if such a 
system were enacted and what criteria 
should be established for measuring the 
travel time.

We proposed to continue many of the 
same definitions that we had already 
incorporated into the SCH regulations. 
That is, we proposed to define 
“alternative source of appropriate 
inpatient care” as we previously defined 
“like hospital” in § 412.92(c)(2): of the 
regulations. Alternative source means a 
hospital furnishing short-term, acute 
care. Consistent with our current policy, 
we proposed not to evaluate the 
comparability of specialty services 
offered by hospitals in determining SCH 
status.

We also proposed to define “nearest” 
as we had in the past in § 412 .92(c)(1), 
that is, as the shortest distance in miles 
measured over improved roads. An 
improved road is any road maintained 
by Federal, State, or local governmental 
entity and available for use by the 
general public.

We believe that 45 minutes is a 
reasonable measure of travel time 
between rural hospitals and we 
proposed to use it as the standard to 
determine SCH qualification under this 
provision.

(90% of the Speed Limit \ j /
'— ------------ -------~ I l x  i Weather

60 Minutes

In developing our proposed policy, we 
considered all of the factors that 
influence the length of time required to 
travel from one location to another. We 
believe that some factors (such as time 
of day, age and experience of the driver, 
and age and condition of the vehicle 
being used) are so variable that they are 
unreliable as consistent measures of 
travel time. Other factors, such as traffic 
congestion, elevation changes, and 
traffic lights, are extremely difficult to 
measure by themselves. However, we 
did identify three factors that affect 
travel time—distance, speed limit, and 
predictable weather conditions—that 
can be objectively measured and we 
proposed to use them to determine 
whether a hospital should be classified 
as an SCH based solely on travel time. 
That is, we proposed that to qualify as 
an SCH based on travel time to the 
nearest alternative source of 
appropriate inpatient care, a hospital 
would have to show that it takes at least 
45 minutes to travel to the nearest like 
hospital using the fastest route and 
traveling at 90 ¡percent of the maximum 
posted speed limit. In areas meeting 
certain severe weather conditions, we 
proposed to add an additional factor 
(described below) to the travel time.

We proposed the following formula to 
determine whether a hospital should be 
classified as an SCH based solely on 
travel time to the nearest available 
source of appropriate inpatient carer

Conditions Factor

We proposed that the requesting 
hospital would be classified as an SCH 
if the travel time between hospitals 
equals 45 minutes or more using this 
formula. If the travel time is less than 45 
minutes, we proposed that the hospital 
would not be classified as an SCH 
based on the travel time criterion. 
However, we noted that a hospital that 
does not qualify based on travel time 
may still qualify for SCH status under 
the market share test.

a. Speed Lim it. We proposed to base 
our determination on 90 percent of the 
maximum allowable posted speed limit. 
Our use of 90 percent of the maximum 
allowable speed limit takes into 
consideration factors such as traffic 
lights, stop signs, and congestion that 
increase travel time, but that are not 
measurable by speed limit, distance, or 
weather, conditions. This 90 percent

factor also takes into consideration the 
fact that not all drivers travel at the 
maximum allowable speed limit. We 
recognize that the allowable speed limit 
may vary considerably on the same 
road; that is, a roadway may have a 
speed limit of 55 miles per hour for open 
areas but lower limits for travel through 
towns, in areas of heavy congestion, or 
around sharp curves. In making our 
determination, we proposed that the 
speed limits would be prorated based on 
the distance traveled. For example, if a 
trip involves travel at 55 miles per hour 
for 10 miles and at 40 miles per hour for 
5 miles, the distance that must be 
traveled at the different speed limits 
would be taken into consideration.

To calculate travel times, we 
proposed to round all calculations to 
two digits to the right of the decimal 
point (one-hundredths). If the third digit

is five through nine, we proposed to 
round upward; if the third digit is one 
through four, we proposed to round 
downward.

We recognize that major changes in 
elevation influence the time required to 
travel between two locations. However, 
wo found it to be very difficult to 
measure elevation changes equitably, 
and we, therefore, did not include 
elevation changes in our proposed 
formula. We also found it problematic to 
measure consistently the effects of other 
impediments to travel such as variable 
traffic congestion, school bus stops, 
traffic lights, stop signs, and railroad 
crossings.

However, we believe that all these 
variable factors are considered in 
establishing the speed limit permitted on 
any given road. That is, steep inclines,
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areas approaching traffic lights, and 
severe curves generally have lower 
posted speed limits than do areas across 
level open sections of road. In 
establishing speed limits, the State and 
local governments also take into 
account such factors as the type of road 
being traveled (for example, limited 
access, four-lane highways generally 
have higher speed limits than unlimited 
access, two-lane, farm-to-market roads), 
areas of limited visibility, excessive 
congestion, road crossings, and school 
zones. Therefore, we believe the speed 
limit is not only a major factor that must 
be considered in measuring travel time 
between two hospitals, but it is also an 
important indicator of many other 
variable factors affecting travel time.

b. Distance, ha most instances, the 
shortest distance between two hospitals 
will also be the fastest. However, in 
those instances where a slightly longer 
route may be considerably faster than a 
shorter, more direct route, we proposed 
to base our travel time determination on 
the faster route for purposes of 
determining SCH status based on travel 
time to the nearest like hospital. That is, 
there may be areas where there is more 
than one possible route between 
hospitals. One route may involve travel 
of 33 miles over a limited access, four- 
lane highway on which the posted speed 
limit is 55 miles per hour. The other 
route may require travel via a two-lane 
road with a maximum speed limit of 35 
miles per hour, but the distance is only 
30 miles. In this example, it would 
require 57.14 minutes to make the trip 
using the shorter route—

but only 40.00 minutes to make the trip 
using the longer route—

Travel Time= j Distances

For example, if  the distance times 90 
percent of the speed limit divided by 60 
results in travel time of 41.00 minutes 
and the NOAA data indicate that the 
area in which the hospital is located is 
subject to heavy fog during 60 days each 
year, we proposed to multiply the 41.00 
minutes by 110 percent resulting in 
travel time of 45.10 minutes. If the

33 -5- /

If we considered the time it takes to 
travel the shortest route rather than the 
fastest travel time, this hospital would 
qualify (57.14 minutes is greater than
45.00 minutes). However, it takes only
40.00 minutes to travel the longer route. 
Thus, the two hospitals are less than 45 
minutes apart Therefore, in considering 
whether a hospital qualifies as an SCH 
in this example, we proposed to base 
our determination on the longer but 
faster route to the nearest like hospital.

a  Weather Conditions. The third 
factor that affects travel time is severe 
weather conditions. Rainfall, snow, ice, 
and fog may slow travel speeds below 
the posted limits. Because such 
conditions are so variable, it is not 
possible to measure their impact 
precisely. However, based on data from 
the National Oceanic and Atmospheric 
Administration (NOAA) of the United 
States Department of Commerce, we 
know the conditions that prevail in 
various areas based on data gathered 
and averaged, in most cases, over at 
least the last 30 years. NOAA complies 
climatological data from 271 weather 
stations across the country on a daily 
basis and has prepared charts detailing 
the mean number of days per year on 
which certain weather conditions have 
occurred at each of these stations based 
generally on at least 30-year averages.
The data show, for example, the average 
number of days per year during which a 
particular weather station reported at 
least 0.01 inches or more of 
precipitation, heavy fog that limited 
visibility to one-quarter of one mile or 
less, and accumulated snowfall or ice 
pellets measuring 1.0 inch or more.

We believe these data are the most 
accurate and current data available and 
represent an equitable assessment of

/  90% of the Speed Limit

'  60 Minutes

NOAA data indicate the area in which 
the hospital is located is subject to 
heavy fog during 55 days per year and it 
is also subject to rainfall of at least 0.01 
inch on 175 days per year, we proposed 
to multiply the product of speed divided 
by 60 times the distance by 120 percent 
resulting in travel time of 49.20 minutes.

weather conditions likely to impede 
travel in any given area. For instance, 
the city of Goodland, Kansas has an 
average of 11.9 days per year during 
which snow or ice pellet accumulation 
measures 1.0 or more inches. 
Precipitation of 0.01 inch or more falls 
on an average of 78.5 days per year in 
Goodland, and heavy fog that limits 
visibility to one-quarter mile or less 
occurs on 27.8 days per year. These 
same data are available for each of the 
271 weather stations across the United 
States.

We believe weather conditions should 
be considered as a factor in travel time 
only when they are prevalent for a 
significant number of days during the 
year. Listed below are the proposed 
lower limits that we believe constitute 
significant disruptions to travel time.

Significant DJSRUPTtONS To Travel 
T im e

Type of atypical weather condition
Lower limit 

of days 
annually

Average number of days annually on 
which the amount of snowfall or ice 
pellets ¡6 greater than 1.0 inch......... 25

Average number o f days annually on 
which precipitation is greater than  
0.01 inch............................................ 160

Average number of days annually with ; 
heavy fog (visibility of Vi mile or less). 50

For each of these lower limits that are 
exceeded in the hospital’s area 
(according to NOAA data), we proposed 
to use an additional weather factor of 10 
percent. Thus, if the hospital’s area 
exceeds the lower limit in only one 
category, we proposed to use the 
following formula:

1 X11G%

In the proposed rule, we stated that in 
order to ensure consistency in making 
SCH determinations, we would accept 
only the data published by NOAA as 
evidence of these types of weather 
conditions. A hospital will not have to 
furnish NOAA data to us since we have 
a complete set of the most current data 
published for each weather station. For

55X.9\

60 J
=40.00
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the convenience of the reader, we have 
indluded in Table ‘9 in section IV of the 
Addendum to this 'final rule a list of the 
NOAA data on Which we will base our 
decisions concerning the weather 
conditions'factor. These data are also 
available to hospitals upon request to 
NOAA. ff  a hospital wishes to obtain 
these data from NDAA, it may do so'by 
writing to: 'United States Department of 
Commerce, National Oceanic and 
Atmospheric Administration, National 
Climatic Data Center, Federal Building, 
Asheville, NC.2B801.

The hospital should identify itself by 
its location in or near a city and state 
and request the most current “local 
climatological data, .annual summary 
with comparative data” iar its area.

In making our determination regarding 
applicable weather conditions, we 
proposed to consider the weather 
conditions reported by the weather 
statical located (closest to the requesting 
hospital ¡(using air inilesi). in  the event a 
hospital iis located virtually ¡equidistant 
between two weather reporting ‘stations,

!90%.X;55 jnph  ̂ rj
I 15 miles -r 1

60 minutes '  1

(2)‘DrivingTO miles at 40 iqph requires 
16.67 minutes.

10 miles-j-

In «this example, ft requires 34.55 (18.18 .plus 
16.67) minutes *to travel from Hospital A to 
the nearest like hospital; therefore, the 
hospital would ¡not qualify as an SGH based 
on travel ¡time.
Example 2:

Hospital B is located 26 miles from the 
nearest like hospital. There is only one road 
between the two hospitals and the speed 
limit on it is 40 miles per hour for its entire 
distance. The area has severe fog for 70 days 
each year.

(1) Driving .26 ¡miles ¡at 40 mph requires 
43.33 minutes.

(2) Mulfipying 43.33 minutes by 110 percent 
yields 47.66 minutes travel time between 
hospitals.

In this example, the travel time between 
hospitals exceeds the 45 minute standard and 
the hospital would'qualify as an'SDH.

The proposed rule provided that it Is 
the hospital’s responsibility to submit 
evidence of the distance 'to the nearest 
like hospital (using the fastest routed and 
to document the maximum posted speed 
limits along the route. Thus, the hospital 
is required to explore each reasonable 
alternative route to determine which is 
the fastest. As evidence that the ’hospital 
meets these criteria, the hospital must 
submit, as part of its request, a road 
map that shows as mudi detail as 
possible. Where speed 'limits vary along 
the fastest route., the hospital wTH marie 
the route to  show the distance subjedt to 
each speed limit and the posted speed 
limit for each distance. That is, a 
hospital will mark each change in speed 
limit along the route to  show the mileage

i90%,X4fl anph 

60 minutes

and the posited speed limit for each 
section.

It will be the responsibility of the 
hospital to .submit sufficient data to 
permit the intermediary ¡and the HCFA 
regional office to ¡make a determination 
based on distance and speed limits. The 
data will be subject to verification. The 
HCFA regional office wall apply the 
NOAA data regarding weather 
conditions and make a  determination 
regarding the hospital’s qualification for 
SCH status based cm travel time. The 
HCFA .regional office will then notify the 
intermediary .of its  determination.

<iComment: Seven oommenters 
responded to .our request for comments 
on whether travel time should be 
determined by .a disinterested third 
party (such <ns the State Highway 
Administration or Stale Police 
Department) certifying the time required 
to travel between two rural hospitals. 
Four of these oommenters stated that 
they favored third party involvement. 
Two proposed that the State Police ©r a 
State transportation official should 
document the travel lime using the 
criteria proposed by  ¡HCFA. One 
commenter suggested that .travel time 
should be documented b y  the State 
Highway Patrol or a State transportation 
agency employee but die certifying 
official should not be bound by criteria 
outlined by HCFA; that is, the official 
should have .the latitude to base the 
decision on local weather c onditions. 
The fourth commenter suggested that a

we proposed to average the weather 
conditions ¡of the two stations.

Following .are two examples of the 
traved lime calculation:

Example 1
Hospital A  is located 25 miles from the 

nearest hke ¡hospital. The fastest route 
between these hospitals involves traveling T5 
miles at 55 ¡miles per ¡hour and 10 miles at 40 
miles per ¡hour. There are no severe weather 
conditions prevalent in ¡the .area.

(1) Driving 15 miles at 55 mph reouires 
18.18 minutes.

=  $8.48 minutes

=  16:67 minutes

State'official certify the travel -time 
between hospitals.

Three commeirters opposed the idea 
ofbasmg travel time on fire certification 
of a ‘third party. Two of them believe 
that such a policy would allow too much 
inconsistency between areas and would 
require a new oversight function for 
HCFA to monitor.

Response: We have decided not to 
implement use rif a  third party 
certification a this time. We agree with 
the commeirters who stated that it 
would be difficult to ensure consistency 
and interpretation of policy rules 
nationwide.

Comment: Two commenters 
expressed concern over the logistics of 
implementing the proposed travel time 
formula in mountainous areas where the 
speed limit may fluctuate often because 
of curves in the road. One of the 
commenters suggested that the distance 
around lower speed curves be measured 
from where the cautionary sign 
indicating the lower recommended 
speed limit is  posted on the the right 
hand side of the road to where the sign 
is posted Tor the curve on the opposite 
side of the road. The other commenter 
suggested that using the prescribed 
formula to measure travel time in 
mountainous areas would be extremely 
burdensome. Instead, the commenter 
favors using a factor lower than 90 
percent baaed on the number of speed 
changes with a  one ¡mile distance; that 
is, the -commenter suggested that
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variable percentage factors be applied 
based on the number of speed changes 
within a one mile distance with the 
presumed constant speed limit of 55 
miles per hour.

Response: We agree that our formula 
may be burdensome in the situations 
cited, that is, where there are many 
changes in the speed limits through 
mountainous areas. However, we 
cannot identify an alternative method 
that would equitably and objectively 
measure travel time and that can be 
implemented on a national basis. We 
agree with the suggestion that the 
distance on curves be measured 
between the recommended speed limit 
signs that are posted on each side of the 
road. We believe that this is an 
excellent way to determine the distance 
to be measured at the lower speed limit.

However, we do not agree with the 
other suggestion that a lower percentage 
factor should be applied based on the 
number of speed changes within a mile. 
We believe that such a formula would 
be less precise in measuring actual 
travel time between hospitals because it 
would not recognize severity of the road 
curves or individual speed limits 
assigned to them, for example, some 
curves might have a posted speed limit 
of 45 miles per hour while some severe 
turns might have a recommended speed 
limit of only 15 to 20 miles per hour. The 
commenter’s proposal would measure 
only the number of speed changes, not 
the severity of the curves or the time 
required to navigate the road.

Comment: Three commenters stated 
that our proposed travel time criteria are 
confusing in that we did not reiterate 
that the travel time standards are in 
addition to the existing criteria that 
allow a rural hospital to qualify for SCH 
status based solely on distance or on 
distance plus a percentage of the market 
share.

Response: We did not mean to imply 
in our proposed rule that the travel time 
criteria were to replace the existing SCH 
standards. We did note (55 F R 19454} 
that a hospital that does not qualify for 
SCH status based on the travel time 
criteria may still qualify based under the 
market share test. We wish to 
emphasize that the existing SCH criteria 
remain in effect and that the travel time 
criteria are in addition to the standards 
defining distance, market share, and 
inaccessibility at § 412.92(a) (1), (2), and
(3).

Comment: Two commenters stated 
that the travel time standards should 
based on the time required to travel 
under emergency or urgent conditions. 
One commenter believes that the travel 
time standard should be no more than 20 
minutes by private automobile or 12

minutes by emergency vehicle: The 
other commenter suggested that the 
standard be set at 35 minutes. In 
addition, these commenters and one 
other commenter argued that the 
availability of specialty services, for 
example, emergency room or trauma 
care, provided by a hospital should be a 
consideration in defining ‘‘like hospital” 
as a part of determining SCH status.

Response: There was no indication 
that Congress intended that the travel 
time standard be established primarily 
for emergency situations. That is, we 
believe that Congress intended that 
travel time criteria be established to 
supplement the existing criteria for SCH 
status that rely primarily on distance to 
determine SCH status. Neither the 
statute nor the Congressional reports 
contain any reference to setting the 
travel time to accommodate emergency 
travel times. Rather, we believe that the 
purpose of section 1886(d)(5)(D)(iv) of 
the Act is to recognize that, although 
two hospitals may be located less than 
35 miles apart, local topography, 
weather conditions, and other factors 
can result in an unusually long driving 
time between the facilities. That is, two 
hospitals 34 miles apart may be quite 
accessible to each other if the road 
between them is a four-lane, flat stretch 
of road with a 65 mile per hour speed 
limit. However, if the road between 
these same two hospitals is a narrow, 
two-lane road winding through a 
mountainous area where snowstorms 
occur frequently, it may require a 
considerable amount of time to travel 
between the hospitals and SCH status 
would be appropriate. We adopted the 
45 minute travel time standard because 
the average travel time between two 
hospitals 35 miles apart is 45 minutes.

We do not agree with the commenter’s 
suggestion that the availability of 
certain essential or specialty services 
should be a consideration in 
determining SCH status based on travel 
time. Again, there is no indication that 
Congress intended that the provision of 
a unique specialty service be taken into 
account in developing the SCH travel 
time specifications. We believe that the 
travel time standard was added as an 
alternative to distance only and was not 
intended to provide an alternative 
definition of nearest hospital as well. 
Therefore, the definition of nearest 
hospital under the travel time standard 
should be consistent with the definition 
used in applying the 35 mile standard. 
Accordingly, we have defined 
“alternative source of appropriate 
inpatient care” as the nearest hospital 
furnishing short-term acute inpatient 
care.

Furthermore, we do not believe that 
the SCH provision is intended to protect 
hospitals providing unique specialty 
services. Rather, we believe that the 
SCH provision is intended to ensure 
Medicare beneficiary access to care 
ordinarily found in general community 
hospitals. Therefore, we are not 
accepting the commenters suggestions at 
this time.

Comment: Three commenters 
expressed concern regarding our 
decision to use the NOAA’s weather 
data as the basis upon which we would 
determine the weather condition factor. 
Two commenters pointed out that 
because the number of weather stations 
is limited and they are located for the 
most part in large metropolitan areas, 
there may be a significant difference 
between the weather conditions at the 
reporting weather station and the 
weather conditions at a rural hospital. In 
addition, the commenters noted that the 
likelihood of a significant difference 
between weather conditions is 
particularly true in mountainous areas 
where weather conditions may vary 
significantly at different elevations 
although two points may be relatively 
close in terms of air miles. One 
commenter suggested that the HCFA 
regional offices be granted authority to 
make case-by-case determinations on 
the impact of weather conditions in 
borderline cases. The other commenters 
suggested that we use an independent 
authority, such as the State 
transportation agency or the State 
highway patrol, to determine weather 
conditions.

One of the same commenters 
suggested that because weather patterns 
have been changing over the last several 
years, we should use only a 5-year 
pattern, rather than a 30-year pattern, to 
reflect the most current weather 
conditions prevalent in an area.

Finally, one commenter requested an 
explanation of how the lower limits 
were arrived at in determining whether 
the weather factor would be used in 
calculating travel time. That is, the 
commenter would like to know the basis 
upon which we selected 160 days of 
precipitation, 25 days of snow or ice, 
and 50 days of fog as the lower limits for 
factoring in weather conditions as 
significant impediments to travel.

Response: We recognize the 
limitations inherent in using the NOAA 
weather data, which is based on the 
conditions reported at 271 weather 
stations throughout the United States, It 
is true that the weather conditions 
occurring at a rural hospital may not be 
identical to those reported at the nearest 
weather station. However, we believe
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this will work to :a hospitals advantage 
as .often as to its disadvantage. W<e . 
continue to .believe -tba-t it is important 
that we rely -oh  -a single 'Cemsis-ient 
national source for weather date to 
ensure that all hospitals are .treated 
equally in applying for SGH .-states .under 
the travel time fitaadaids. For this 
reason, we do not ggree with the 
comm enter who suggested that a ,State 
official be used as the authority to 
identify severe weather patterns in a 
given community. As ¡discussed above in 
another comment and response, we 
belike -reliance on local -or State 
officials to determine what weather 
conditions constitute severe 
impediments to travel time could Jesuit 
in inconsistent determinations 
nationwide, in makir̂ g a final 
determination¡onto hospital’s SGH 
status ¡baaed on the travel time ¡criteria, 
the HCEA regional¡offices will.consider 
any additional documentation the 
requesting hospital washes to ¡submit, 
but the iinal determination will he based 
primarily an .the .NQAA ¡data .from the 
nearest (by airmilesj) weatherstation.

In -regard ¿0 the comment that we 
should .use «only the most recent.5-year 
weather pattern, -rather than the longer 
periods maintained by hJQAA, to 
identify the -most ¡aurrent .conditions, we 
do not agree with the commenker’s 
suggestion. While weather patterns in 
some areas of the country .may have 
changed in the last several years, we 
have ¡no way to predict that these trends 
will .continue 'into future years. We 
believe the .longer periods maintained 
by NQAA present a more reliable 
forecast of the weather eonriitions most 
likely to ¡occur in .future years. And, to 
the extent that weather .patterns .have 
varied in the last several years, use of-a 
limited .period of lime is .as likely to 
work to a .hospital’sdisadvantage .as to 
its .advantage. Thus, we continue t© 
belie ve .that .the longer periods 
maintained by .NQAA ¡{and updated 
annually ¿to reflect changes) are the mo sit 
accurate ¡source of weather .conditions 
available.

In se tting the limits on the number of 
days ioreaoh .type of wea ther-condition 
that we .believe constitute .significant 
impediments to travel .time, we relied 
primarily ¡on two factors: first, ¡as .noted 
in the proposed rule {55 PjR 19453)*, we 
believe weather conditions .should be 
considered only when they constitute .a 
significant .disruption to travel time. To 
this extent, we relied on our best 
judgment ass to the number of .days .and 
the type of weather conditions that ¡are 
significant. •

Because webelieve snow and ioe are 
the most serious-impediments to travel

time, we set the ¡limii for this weather 
condition relatively low, that ass, .25 days 
(6.85 percent of a  year;). We believe fog 
is somewhat less likely to slow traffic 
significantly than is snow or ioe .and as 
also less likely to occur for prolonged 
periods ¡of time. Jin ¡many ¡areas, heavy 
fog 'commonly occurs during 'only a  
small portion-of <a day such as early 
mocniqg. For this ¡reason, we set a  higher 
standard for .¡fog—-50 ¡days a year or 7L3.70 
percent of ¡the total annual days. Rain, 
on the other hand, particularly -Q.01 inch, 
may not have a significant ¡impact -on 
travel time, in some areas, an tthe 
mountains nr along the «coasts, ¡a brief 
rain shower <may -occur almost daily 
during .certa in times of tthe year. Thus, 
we set the limit for rain substantially 
higher f 160 days annually .or 43.84 
percent ,©f the ¡total -days) than for the 
other weather conditions.

In ¡addition, in setting these limits, we 
also -determined how many of the 
weather *tations reported conditions 
above -and below .each proposed limit. 
For the Limits -we proposed, we found 
that there were -approximately '20 
stations ¡in ¡each of ¡the three categories 
that reported (conditions that -exceeded 
our limits.

W«e would .also like tto take this 
opportunity tto -clarify that toess limits 
(1.0 inch of snow, fog with visibility cof 
y* mile or less, ¡or Q;01 Inch ¡of raini) ¡may 
not be used to .document macoessibilily 
under § 412jB2(a])(3) ¡of tthe 'regulations. 
That section States ¡that a hospital may 
qualify as -an -SDH if -the nearest :like 
hospital is located between !L5 and 35 
miles away, but because ¡of ¡local 
topography or periods of prolonged 
severe weather conditions, the other 
hospital as inaccessible for at least 30 
days in each 2  rout of J-3 years. We 
believe -there as a  significant difference 
between the weather -conditions 
discussed aho-ve, which may slow travel 
time, -and -the weather 'conditions -that 
constitute ¡inaccessibility.

The standards for the amount of 
snow/ice, hag, and irate are ¡only ¡one ®f 
many factors tto he considered iin 
determining the time required to travefl 
from one rural location to another, ¡and 
we have admittedly accepted minimal 
amounts ineachcf the three catfigorieB. 
We believe entirely 'different standards 
must be considered .in ¡defining 
“inaccessibility.” In -accessible ¡means 
that tit is not possible to ttravel isafely to 
the other hospital -cm improved public 
roadways, lit does not mean that the 
State ¡transportation -department or tthe 
State ¡Highway Patrol has declared a 
snow ¡emergency or has advised 
motorists to avoid unnecessary travel. A 
snow emergency is often -declared when

only .small ¿amounts of snow have fallen 
so ¡that ¡highway cre ws -are able to -¿tear 
and treat -roadways unimpeded by 
exoefi&ive ¡traffic. Therefore, we would 
not accept 30-snow emergency days in <a 
year to constitute inaccessibility in 
meeting ¡the § 4IL2.0̂ {:ai){3!) .criteria.

We do not believe that it -is realistic to 
set specific stem ¿tends tor tins criteria 
(for example, in terms -of inches of snow) 
because we believe -the standards wiiM 
vary from one section ;©f toe ¡country to 
another. Fnr«xamplE, a  few inches of 
snow in a Southern¿Stole could 
effectively make tthe roadways 
inaccessible tor a period of time because 
that area does ¡not maintain the 
equipment nr resources tto clear ¡snow 
from the roadways. However, tire same 
few inches of snow in one ®f toe 
northern States may be plowed and the 
roads saflted or sanded relatively 
quickly because ¡these States do 
maintain the equipment, crew, and 
materials necessary to deal with such 
conditions. Thus, we believe that tor this 
criterion, -the >HGFA regional -offices 
must make the ¡determination ¡on 
availability tor SCH status -using ¡their 
knowledge «of focal conditions.

Hospitals that are located hetweren 35 
and 35 miles from toe ¡nearest ¡like 
hospital and toad are attempting to 
qualify for SOH Status ¡on toe basis ¡of 
the inaccessibility standard may submit 
documentation ¡from any source to 
support their request. But we wish to 
stress -that toe documentation must 
show ¡that tthe roadway was closed or 
inaccessible. Statements audh as “toe 
roads were (hazardous” or '“difficult to 
travel” or “toe ¿State police 
recommended ¡that ¿travel Ibe limited” ¿do 
not document ¡inaccessibility.. MQFA 
regional office personnel, with the 
recommendation from ¡the thospiital’s 
fiscal ¡intermediary, have toe final 
responsibility ffor -determining whether 
the nearest like hospital was 
“inaccessible” for ¿at feast ¡30 days a 
year in 2 ¡of toe fast '8 yearns. We believe 
the most ¡likely situations in *wfliich 
weather conditions will alter a 
hospital’s accessibility raufbciently to 
permit dt to qualify tor SCH status ¡under 
this criterion ¿are ¡instances where heavy 
snowfall ¡closes a mountain pass for 
extensive periods axf time.
2. Volume Adjustment

Since the beginning of toe .prospective 
payment system, ¡an SGH toatt 
exp&rienees, -due to circumstances 
beyond its ¡control, a more ¡than ¿5 
percent ¡decrease iin ¡inpatient hospital 
discharges from one -cost reporting to toe 
next ¡is eligible -to receive a payment 
adjustment. Section 4O0S(c)(l!J(B) of toe
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Omnibus Budget Reconciliation Act of 
1987 (Pub. L. 100-203) amended section 
1886(d)(5)(C)(ii) of the Act to provide 
that a hospital that meets the criteria to 
qualify for SCH classification is eligible 
for the 5 percent volume adjustment 
even though the hospital does not 
receive payment as an SCH under the 
prospective payment system. That is, 
Congress recognized that there are 
instances where, although a hospital 
meets the criteria to qualify for SCH 
status, it would be more advantageous 
financially for a hospital to be paid 
based on fully Federal rates than under 
the 75 percent hospital-specific payment 
rate plus 25 percent Federal Regional 
payment rate formula that was in effect 
at that time. Therefore, Congress 
extended the protection of the volume 
adjustment to such facilities.

Section 6003(e)(l)(iv) of Public Law 
101-239, which replaced section 
1886(d)(5)(C)(ii) of the Act with a new 
section 1886(d)(5)(D) of the Act, did not 
include this provision in the amendment. 
Thus, we believe that it is clear that 
Congress did not intend that this 
provision continue to apply. In addition, 
we also believe that this provision is no 
longer necessary because, as provided 
in section 1886(d)(5)(D)(i) of the Act, for 
cost reporting periods beginning on or 
after April 1,1990, an SCH will 
automatically be paid based on 
whichever of the following rates yields 
the greatest aggregate payment: its 
hospital-specific rate using either 1982 
or 1987 as the base year or the Federal 
rate. Thus, a hospital can no longer be 
disadvantaged by receiving payment as 
an SCH and the original provision is no 
longer beneficial to any hospital. 
Therefore, we proposed to eliminate 
§ 412.92(f), “Additional payments to 
other hospitals experiencing a 
significant volume decrease,” effective 
with cost reporting periods beginning on, 
or after October 1,1990.

For similar reasons, we also proposed 
to eliminate § 412.92(g), “Payment 
adjustment for new inpatient facilities or 
services." Section 9111(a) of the 
Consolidated Omnibus Budget 
Reconciliation Act of 1985 (Pub. L. 99- 
272) amended section 1886(d)(5)(C)(ii) of 
the act to provide for an adjustment to 
the payment amounts to compensate an 
SCH reasonably for the increased costs 
of adding new services or facilities. The 
law limited this provision to cost 
reporting periods beginning on or after 
October 1,1983 and before October 1, 
1089 as a temporary measure until a 
permanent payment methodology could 
be developed to recognize significant 
distortions in operating costs resulting 
from the addition of new services or

facilities. Pending the enactment of 
legislation that would provide for a new 
payment methodology, we 
administratively extended this provision 
indefinitely in the September 1,1989 
prospective payment system final rule 
(54 FR 36480). However, the provisions 
of section 6003(e) of Public Law 101-239 
implement a permanent payment 
methodology for SCHs that recognizes 
cost distortions in years subsequent to 
the implementation of the prospective 
payment system and provides the 
opportunity for payment based on a new 
base year (that is, F Y 1987). Therefore, 
we proposed to eliminate this provision 
effective with cost reporting periods 
beginning on or after October 1,1990.

Based on the language of the 
Conference Report that accompanied 
Public Law 101-239, we believe that 
Congress intended that we discontinue 
this special payment adjustment. The 
Conference Report states that the House 
bill "eliminates the adjustment provided 
for SCHs experiencing a significant 
increase in operating costs due to the 
addition of new inpatient facilities or 
services.” (H.R. Rep. No. 386,101st 
Cong., 1st Sess. 721 (1989).) Although the 
conference agreement concerning 
criteria for payment for SCHs includes 
the House provision with amendments, , 
no amendment was made to this 
provision. Thus, the material from the 
House bill was accepted without change 
by the Conference Committee.
Therefore, we believe that Congress 
intended that SCHs will no longer be 
eligible for the special payment 
adjustment concerning new inpatient 
facilities or services.

Comment: Two commenters objected 
to the proposal to eliminate the new 
services adjustment for SCHs. One 
commenter pointed out that the revised 
payment methodology allows 
recognition of cost distortions only if 
they occur before FY 1988. The other 
commenter stated that in formulating the 
new payment methodology for SCHs in 
section 6003(e) of Pub. L. 101-239, 
Congressional intent is that SCHs be 
paid the greater of 100 percent of the 
Federal rates or their own hospital- 
specific costs. The commenter believes 
to deny SCHs the new services 
adjustment directly conflicts with 
Congressional intent because the 
hospital-specific cost inflated through 
the current year may not approximate 
actual hospital-specific costs if new 
services are added after FY 1987.

Response: Although we appreciate the 
concerns expressed by the commenters, 
we do not agree with their suggestion 
that the new services adjustment be 
maintained. Congressional language

was clear in specifying that SCH3 
should be paid using the Federal rate or 
100 percent of their hospital-specific rate 
using 1982 or 1987 as the base year; that 
is, the statute clearly defines the years 
that can be used as the base period for 
the hospital-specific amounts and does 
not provide for adjustments for 
subsequent years. As discussed above 
in section II.B. of this preamble, we have 
made an exception for an adjustment to 
be made in a hospital’s FY 1987 hospital- 
specific rate if it had a distinct part 
alcohol/drug unit in FY 1987 that was 
incorporated into the hospital as of FY
1988.

More importantly, as we noted in the 
proposed rule (55 FR 19455), we believe 
that Congress clearly intended that the 
new services adjustment be eliminated. 
The Conference Report that 
accompanied Public Law 101-239 stated 
that the House bill "eliminates the 
adjustment provided for SCHs 
experiencing a significant increase in 
operating costs due to the addition of 
new inpatient facilities or services.”
(H.R. Rep. No. 386,101st Cong., 1st Sess 
721 (1989).) Since the House version of 
this provision was accepted without 
amendment by the conference 
committee, we believe this language 
regulates elimination of the new 
services adjustment.

We would like to take this opportunity 
to clarify any issues that have arisen in 
regard to the criteria to be used in •_ 
determining whether a hospital that is 
not an SCH qualifies as an SCH solely 
for the volume adjustment. We have 
been requested to state whether the 
hospital must have met the criteria for 
SCH qualification that wrere in effect 
dining the cost reporting period in which 
it experienced the volume decline or 
whether it must meet the criteria in 
effect at the time it files its request.
Also, if a hospital experiences at least a 
5 percent decline in more than one cost 
reporting period, we have been asked 
whether it must demonstrate that it 
would have qualified as an SCH for 
each year.

We believe that the hospital must 
demonstrate that it met the criteria for 
SCH qualification at some point during 
the cost reporting period during which it 
experienced the volume decline (for 
example, as of the last day of the cost 
reporting period). We also believe that a 
hospital must demonstrate that it met 
the criteria for SCH qualification for 
each year for which it is seeking the 
volume adjustment. For example, a , 
hospital qualified for a volume 
adjustment for its cost reporting period 
ending September 30,1988 and 
demonstrated that it met the criteria to
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qualify as an SCH based on the market 
share test. If it subsequently qualifies for 
another volume adjustment for its cost 
reporting period ending September 30, 
1989, we believe the hospital must again 
demonstrate that it would have met the 
criteria to qualify for SCH status for that 
year.

C. Cancer Hospitals (§ 412.94)
In the September 1,1989 final rule (54 

FR 36484), we revised § 412.94(b) to 
clarify that a cancer hospital that elects 
payment on a reasonable cost basis 
continues to be subject to the 
requirements of the prospective 
payment system with respect to hospital 
inpatient services (specifically, the 
provisions concerning the payment for 
capital-related costs and the availability 
of periodic interim payments).

In a notice published in the Federal 
Register on December 29,1989 that 
announced certain provisions of Public 
Law 101-239 that affect F Y 1990 
payments to hospitals, we discussed the 
provisions in section 6004(a) of Public 
Law 101-239, that relate to the exclusion 
from the prospective payment system of 
cancer hospitals and corresponding 
changes (54 FR 53754). Section 6004(a) of 
Public Law 101-239 amended section 
1886(d)(1)(B) of the Act to exclude from 
the prospective payment system a 
hospital that the Secretary classifies on 
or before December 31,1990 as a 
hospital involved extensively in 
treatment for or research on cancer 
(cancer hospital). Also to be excluded 
from the prospective payment system is 
a hospital that the Secretary classifies 
on or before December 31,1991 as a 
cancer hospital, and which, on the date 
of the enactment of this provision 
(December 19,1989), was located in a 
State operating a demonstration project 
under section 1814(b) of the Act. 
Exclusion from the prospective payment 
system applies to cost reporting periods 
beginning on or after October 1,1989 for 
hospitals approved as cancer hospitals 
on or before December 19,1989 and for 
cost reporting periods beginning on or 
after the date of classification for all 
subsequently approved hospitals.

A hospital that the Secretary has 
determined to be a cancer hospital is 
eligible to receive periodic interim 
payments under section 1815(e)(2) of the 
Act effective January 18,1990 if it meets 
the criteria under § 413.64(h) for 
receiving these payments.

Under section 6004(a)(3)(B) of Public 
Law 101-239, for hospitals classified as 
cancer hospitals as of December 19,
1989, the reduction for payments of 
capital-related costs of inpatient 
services that had been applied to these 
hospitals as prospective payment

hospitals was eliminated effective for 
portions of cost reporting periods or 
discharges occurring on or after October 
1,1986.

For hospitals classified as cancer 
hospitals after December 19,1989, the 
reduction for payment of capital costs is 
eliminated for cost reporting periods 
beginning on or after the date of the 
classification.

Section 6004(b) of Public Law 101-239 
amended section 1886(b)(3) of the Act 
by adding a new subparagraph (E) to 
provide that, for cost reporting periods 
beginning on or after April 1,1989, the 
base year for determining target 
amounts for cancer hospitals is the 
hospital’s cost reporting period 
beginning during FY 1987 unless the use 
of its FY 1982 cost per discharge and 
intervening updates creates a higher 
target amount.

We proposed to revise the regulations 
to conform with the requirements of 
these provisions. In addition, we 
proposed to transfer the regulations 
concerning the criteria that must be met 
to qualify as a cancer hospital and the 
payment adjustment applicable to an 
approved cancer hospital from § 412.94 
in subpart G (Special Treatment of 
Certain Facilities) to § 412.23 in subpart 
B (Hospital Services Subject to and 
Excluded from the Prospective Payment 
System). Conforming changes were also 
proposed for § 412.90.

Comment: One commenter wrote 
regarding the fact that in the discussion 
on cancer hospitals, we did not address 
the fact that section 6004(b) of Public 
Law 101-239 allows rebasing for 
hospitals excluded from the prospective 
payment system by virtue of being 
approved as cancer hospitals. The 
commenter stated that he assumes that 
the statutory provision is self-executing 
and that no revision to the regulations is 
required.

Response: We addressed the issue of 
rebasing for cancer hospitals briefly in 
the December 29,1989 notice. That is, 
we stated that, “Section 6004(b) of Pub. 
L. 101-239 amended section 1886(b)(3) of 
the Act by adding a new subparagraph 
(E) to provide that, for cost reporting 
periods beginning on or after April 1, 
1989, the base year for determining 
target amounts for cancer hospitals is to 
be the hospital’s cost reporting period 
beginning during FY 1987 unless the use 
of FY 1982 and intervening updates 
creates a higher target amount.” (54 FR 
53755.) We agree with the commenter 
that the statute is straightforward on 
this issue and we do not believe 
additional regulations are necessary to 
implement the provision.

D. R ural Referral Centers (§ 412.96)

Under the authority of section 
1886(d) (5)(C)(i) of the Act, § 412.96 sets 
forth the criteria a hospital must meet in 
order to receive special treatment under 
the prospective payment system as a 
referral center (that is, payment is based 
on the other urban payment rate rather 
than the rural payment rate), One of the 
criteria under which a rural hospital 
may qualify as a referral center is to 
have 275 or more beds available for use.

A rural hospital that does not meet the 
bed size criterion can qualify as a rural 
referral center if  the hospital meets two 
mandatory criteria (number of 
discharges and case-mix index) and at 
least one of three optional criteria 
(medical staff, source of inpatients, or 
volume of referrals). With respect to the 
two mandatory criteria, a hospital is 
classified as a rural referral center if 
its—

• Case-mix index is equal to the lower of 
the median case-mix index for urban 
hospitals in its census region, excluding 
hospitals with approved teaching programs, 
or the median case-mix index for all urban 
hospitals nationally; and

• Number of discharges is at least 5,000 
discharges per year or, if fewer, the median 
number of discharges for urban hospitals in 
the census region in which the hospital is 
located. (We note that the number of 
discharges criterion for an osteopathic 
hospital is at least 3,000 discharges per year.)

1. Case-Mix Index

Section 412.96(c)(1) provides thqt 
HCFA will establish updated national 
and regional case-mix index values in 
each year’s annual notice of prospective 
payment rates for purposes of 
determining rural referral center status. 
In determining the proposed national 
and regional case-mix index values, we 
followed the same methodology we used 
in the November 24,1986 final rule, as 
set forth in regulations at 
§ 412.96(c)(l)(ii). Therefore, the 
proposed national case-mix index value 
includes all urban hospitals nationwide 
and the proposed regional values are the 
median values of urban hospitals within 
each census region, excluding those with 
approved teaching programs (that is, 
those hospitals receiving indirect 
medical education payments as 
provided in § 412.118).

These values are based on discharges 
occurring during FY 1989 (October 1,
1988 through September 30,1989) and 
included bills posted to HCFA’s records 
through December 1989. Therefore, in 
addition to meeting other criteria, we 
proposed that to qualify for initial rural 
referral center status for cost reporting 
periods beginning on or after October 1,



36059 Federal Register /  Voi. 55, No. 171! /  Tuesday, September 4, 199(1 /  Rates and Rcguiarfions

1990, a  hospital’s ease-mix index valve 
for F Y 1989 be at lea&b—

•' 1.2494; or
• Equal to the median case-mix index 

value for urban hospital» (excluding hospital» 
with approved teaching programs as 
identified in $ 412,118} calculated by HCFA 
for die census region m which the hospital is 
located. (See table set? forth in the proposed 
ruleat 55 FR 19456. J-

Based on the latest data available 
(through June 1990), the final national 
case-mix index value is 1.2524 and the 
median case-mix values by region are 
set forth in the table below;

Region
; Case- 
i mix 
1 index 
I value-

1. New England (CT, ME, MA, NH, Rl, 
V T ).— .......... ....„.............. ...................... 111788

2. Middle Atlantic (PA, NJ, NY):................... ' f.tTSB
3. South Atlantic (DE, DC, FL, GA, MD, 

NC, SC, VA, WV)- .~ .......... - __________ 1.2534
4. East North Central («_, IN, MUCH1, Wt) .. ! T.T824
5. East South Central1 (AL, KY, MS, TN)..... • f . 1 » »
6. West Ndrttn Central (IA, KS, MN, MO, 

NE, ND; SD).______ ________________ t.tazs
7. West South Central (Aft, LA, QK,TX)~.. i 1.2568
8. Mountain (AZ, CO, ID;. MT„ NV, NM, 

UT, WY)_............ .............................. I 1.2440
9. Pacific (AK, CA, HI. OR, WAJ___ | f  .2797

For the benefit o f hospitals seeking ter 
qualify as referral centers or those 
wishing to know how their case-mix 
index value compares to the criteria, we 
are publishing the FY 1989 case-i»ix 
index values in Table 3e in section LV of 
the addendum to this final rule. In 
keeping with our policy on discharges, 
these case-mix index values are 
computed based on alt Medicare patient 
discharges subject to DRG-based 
payment

2. Discharges
Section 412.96(cJ£Zl(i) provides that 

HCFA will set forth the national and 
regional numbers o f discharges in each 
year’s annual notice of prospective 
payment rates for purposes of 
determining referral center status. A s 
specified in section 1386(di(5)(C)fr) (III o f 
the Act, the national standard is set a t
5,000 discharges. However, we proposed 
to update the regional standards, which 
are based on discharges for urban 
hospitals during the fifth year o f the 
prospective payment system (that is, 
October ! ,  1987 through September 30?, 
1988). That is the latest year for which 
we have complete discharge data 
available.

Therefore, hr addition for meeting other 
criteria, we proposed that to qualify for 
initial rural referral center status for 
cost reporting periods beginning on or 
after October J , 1990, a hospital’s

number of discharges for rts cost 
reporting period drat began during FY 
1989 would have to be at least—

• 5,000; or
• Equal to die median' number of 

discharges for urban hospitals hi the census 
region in which die hospital is  located. (See 
table in  the proposed rule at 55 FR 19456.}

Based on the latest discharge data 
available, the final median number of 
discharges by census region are set forth 
in the fable below.,

Region
Number 

I of 
dts-

I charges

1. New England! (CT, ME. MA, NHL. Rl,
6963

2. Middle Atlantic (PA. NJ„ NY)__  ... 8248
3. South Atlantic (DE, DC, FL, GA, MD, 

NC, sc, m  w v% ~ ______ ___________ 6520'
4. East North Central (tL, IN, Ml, OK- Wt)... 7623:
5. East South Central (AL, KY, MS, TN)___ 6000
6. West North CenttaT (TA, KS, MN, MO“, 

NB, ND; S O ).......................„................... ! 5330
7. West Souths' Central (AR, LA, OK, TX)__. 4756:
8. Mountain. (AZ, GO, ID, MT, NV, NM, 

U T, WY]l..~ ... __________ ... .... _ 7255
9. pacific ¿ak ; c a ,  nr, o r . w a j . ................ 4968

We again note that to qualify for rural 
referral center status for cost reporting 
periods beginning on or after October 1, 
1990, an os teopathic hospital’s number 
of discharges for its cost reporting 
period that began during FY 1989 would 
have to be at least 3jG)0&

Based on the latest discharge data 
available, the final median number of 
discharges by census region are set forth 
in the table below.

Region-
Number

of
1 dis­

charges

1. New England' (CT, ME, MA, NH, Rl,. 
V I ) ........................................................ 6923

2. Middle Atlantic (PA, NJ1, NY)1.............. . 8248
3. South Atlantic (DE, DC, FC GA, MD, 

NC, SC, VA, W V)................................... 6520
4. East North Central (JL, IN, Ml,' OH, 

W 8 -.................................................... - 7623
5. East: South Central (AL, KY, MS, T N )... 1 6000
6. West Nbrth Central (IA„ KS, MN, MO, 

NB, NO, SD)_______________________ 5331
7, West South Central (AR, LA, OK, TXJ... 4756
8. Mountain (AZ, CO, ID, MT, NV, NM1, 

UT, WY)_........... .... ....... ........................ i 7255
9. Pacific (AK, CA, Hf, OR, WA)________ 4968

We again note that to qualify for rural 
referral center status, for cost reporting 
periods beginning on or after October 1, 
1990, an osteopathic hospital’s number 
of discharges for its cost reporting 
period that began during FY 1989 would 
have to be at least 8,000.

Comment: One commenter 
recommended that HCFA establish an 
exceptions process for rural referral

center entfifemenf that would allow 
hospitals wrtir new services to be 
approved retroactively based1 cm the 
current yearns case-mix index. The 
commenter stated that when a hospital 
adds a new service, it may significantly 
affect.the hospital’s case-mix index 
value. The commenter recognizes that 
the necessary data to cafculate the case- 
mix Index value might not be: a vailable 
at the start of the hospital’s cost 
reporting period, but noted that once the 
data are complete, if could be applied 
retroactively to  determine entitlement to 
the RRC adjustment. The commenter 
also stated that discharge standards 
should be based on more current data 
than are currently used.

Response: Under section 
1886fd)(5}(C|p} o f the Act, we are 
required to establish the national and 
regional case-mix: index and discharge 
standards using file case-mix index 
values, and number of discharges of 
urban hospitals across the country. We 
have to w ait until the fiscal year has 
ended and most claim» have been 
processed to determine these values. 
The ease-mix index valuer and number 
of discharges of a  rural hospital seeking 
to acquire rural referral center s ta tu s  are 
then evaluated against these standards 
for the same period. This necessarily 
requires that the standards be 
determined and published for a  
retrospective period o f time..

Section 1886(d)(5)(C)(i}(I} o f the Act 
also requires that a hospital seeking 
rural referral center status submit its 
application during the quarter preceding; 
the start of its cost reporting period and 
states that any payment adjustment 
required as a result of reclassification as 
a rural referral center will be effective at 
the beginning of suck cost reporting 
period.

Thus, we do not believe that section 
1888(d)(5)(Q(iI o f the Act would permit 
us to adopt tire commenter’s suggestions 
for either the number of discharges 
standard or for the retroactive 
application, of the case-mix index 
standard. In addition, as we have 
previously noted in several Federal 
Register documents (51 FR 31474, 51 FR 
42231, and 52 FR 33051), while we 
recognize that determining the 
standards based on data from prior 
years presents some difficulties for 
hospitals, we believe it is the only 
feasible method to ensure that rural 
hospitals are accurately and fairly 
evaluated against actual data from 
typical urban hospitals.
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3. Withdrawal From Rural Referral 
Center Status

In the September 1,1989 final rule (54 
FR 36486), we stated that we would 
reinstate the triennial reviews of rural 
referral centers to ensure that they 
continue to meet the qualifying criteria 
since the statutory moratorium on 
implementation of the reviews set forth 
in section 9302(d)(2) of the Omnibus 
Budget Reconciliation Act of 1986 (Pub. 
L. 99-509) was due to expire with cost 
reporting periods beginning on or after 
October 1,1989. In response to our 
reinstatement of the reviews, Congress 
included a new moratorium in Public 
Law 101-239.

Section 6003(d) of the Public Law 101- 
239 states that a hospital that was 
classified as a rural referral center 
(under section 1886(d)(5)(C) of the Act) 
as of September 30,1989 (including a 
hospital covered under section 
9302(d)(2) of Public Law 99-509) will 
continue to be classified as a rural 
referral center for cost reporting periods 
beginning on or after October 1,1989 
and before October 1,1992.

We do not believe this provision was 
intended to preclude a hospital from 
voluntarily giving up its rural referral 
center status. In response to inquiries 
we received, we proposed to establish 
procedures to allow a hospital to 
withdraw voluntarily from its 
classification as a rural referral center 
and return to fully rural rates.

Section 1886{d)(5)(C)(i)(I) of the Act 
requires that applications for approval 
as a rural referral center be filed in the 
quarter preceding the start of a 
hospital’s cost reporting period. Rural 
referral center classification, if 
approved, becomes effective only at the 
start of the hospital’s cost reporting 
period. We do not, however, believe that 
a request for termination of rural 
referral center classification must meet 
these same standards. That is, we 
believe that a hospital may submit its 
request to voluntarily withdraw its rural 
referral center classification at any time 
during its cost reporting year.

We proposed to follow the same 
general procedures for a request to end 
rural referral center status as we 
currently use for a request to end sole 
community hospital status 
(§ 412.92(b)(4)). Therefore* voluntary 
termination as a rural referral center 
will be effective no later than 30 days 
after the date the hospital submits its 
request. We believe the “no later than 
30 days” policy is in keeping with the 
prospective nature of the prospective 
payment system. The 30-day time frame 
provides the fiscal intermediary with 
sufficient time to alter its automated

payment systems prospectively, thus 
avoiding expensive and time consuming 
reprocessing of claims. The variable 
time frame of “no later than 30 days 
from the date of the hospital’s request” 
also permits the regional office, the 
intermediary, and the hospital to select 
a mutually agreeable date, for example, 
at the end of the month, to facilitate the 
change in rural referral center status.
We expect that a hospital will anticipate 
when it plans to withdraw from rural 
referral center status and submit its 
request in sufficient time to facilitate the 
change.

Similar to our current policy on sole 
community requalification, a hospital 
that has voluntarily withdraw from rural 
referral center status may requalify at a 
later date only if it meets the criteria in 
effect at the time it wishes to reapply. 
That is, a hospital must submit its 
application during the quarter preceding 
its cost reporting period and it must 
meet the qualifying standards (that is, 
number of beds or case-mix index and 
number of discharges standards) in 
effect at the time it refiles. We received 
no comments on this issue, therefore, we 
are adopting the changes as proposed.

E. Indirect M edical Education Costs 
(§412.118)

Section 1886(d)(5)(B) of the Act 
provides that prospective payment 
hospitals that have interns and residents 
in an approved graudate medical 
education program receive an additional 
payment for the indirect costs of 
medical education. The regulations 
governing the calculation of this 
additional payment are set forth at 
§ 412.118. Each hospital’s additional 
indirect medical education (IME) 
payment is determined by multiplying 
the hospital’s total DRG revenue by the 
applicable IME adjustment factor.

Section 1886(d)(5) (B) (ii) of the Act 
provides for an IME adjustment factor of 
approximately 7.7 percent for every 10 
percent increase in the hospital’s intern 
and resident-to-bed ratio that is used to 
determine the IME payment for 
discharges occurring on or after October 
1,1988 and before October 1,1995. The 
education adjustment factor for 
discharges occurring on or after October 
1,1995 is approximately 8.1 percent for 
every 10 percent increase in the 
hospital’s resident-to-bed ratio. We note 
that the education adjustment factor is 
an approximation because the 
adjustment factor is applied on a 
curvilinear or variable basis. An 
adjustment made on a curvilinear basis 
reflects a nonlinear cost relationship; 
that is, each absolute increment in a 
hospital’s ratio of interns and residents

to beds does not result in an equal 
proportional increase in costs.

As noted above, the IME payment in 
an add-on to a teaching hospital’s total 
DRG payment and is intended to 
compensate for the additional operating 
costs (that is, indirect costs) incurred by 
the hospital in training interns and 
residents. Currently, in order to be 
eligible for an IME adjustment, hospitals 
are required to submit a listing with the 
names and social security numbers of 
all interns and residents enrolled in an 
approved program assigned to the 
hospital and providing services there on 
September 1. If September 1 falls on a 
weekend or a Federal holiday, the next 
business day is used for purposes of the 
count. This counting methodology 
assumes the September 1 count is 
representative of the number of interns 
and residents working in the acute care 
inpatient and outpatient portions of the 
hospital throughout the year.

In addition to IME payments, teaching 
hospitals are eligible to receive direct 
graduate medical education (GME) 
payments based on a per resident 
amount for the direct costs of training 
interns and residents. The statutory 
basis for these GME payments is in 
section 1886(h) of the Act. The per 
resident amount is based on the 
historical costs of the hospital’s teaching 
program and is multiplied by the number 
of full-time equivalent (FTE) residents 
working in the hospital during the cost 
reporting period to compute the amount 
of the GME payment.

On September 29,1989, we published 
a final rule in the Federal Register (54 
FR 40286) that added a new § 413.86, 
which included a new counting 
methodology for determining resident 
FTEs for GME payment purposes. A full, 
explanation of this methodology was set 
forth in that final rule (54 FR 40291). 
Basically, FTE status is based on the 
total time necessary to fill a residency 
slot. The number of hours involved may 
vary from specialty program to specialty 
program within a hospital and could 
vary from hospital to hospital for the 
same type of program. If a resident 
spends time in more than one hospital, 
that resident is not to be counted as one 
FTE for either hospital regardless of the 
actual hours worked. Rather, that 
resident’s time is  prorated among the 
hospitals to total no more than one FTE. 
Part-time residents are counted as 
partial FTEs based on the proportion of 
time worked as compared to the total 
time necessary to fill a full-time 
residency slot.

For example, if a part-time resident 
spends only 60 percent of the time 
necessary to fill a full-time residency
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slot, the part-time resident is counted as 
.6 FTE. Similarly,. in situations in which 
two- residents “share’” one residency 
slot, no more than one FTE is counted 
for the two individuals for the duration 
of the shared residency. In eases where 
a full-time resident spends time 
sequentially in more than one hospital 
or drops out of a program, the- individual 
is considered a  full-time resident whose 
assignments to hospitals; would be 
prorated.

For several reasons,, we believe that 
the GME methodology' should; be 
adopted for IME purposes. First is its 
superiority over the one-day count in 
capturing any fluctuations m> the number 
of residen ts working in a hospital 
throughout the cost reporting year.. In 
addition, there is a greater potential for 
abuse using the one-day count IME 
methodology. For example, situations 
may arise where a resident, spends part 
of September 1 at a hospital that 
receives IMF. payments and the ether 
part at a hospital of writ not receiving 
IME payments [that is; a hospital or wait 
excluded from the prospective payment 
system). In those situations, it may be 
difficult for the fiscal intermediary to 
detect a prospective payment hospital 
that inappropriately counts the resident 
as one FTE for IME payment purposes, 
since a hospital not receiving IME 
payments is not required to- submit 
information in accordance with, the one- 
day count to its fiscal intermediary . 
However, hospitals and hospital units 
excluded from the prospective payment 
system are required to submit 
information on interns and residents in 
accordance with, the 1 413.86» counting 
methodology. Similarly, it is  difficult for 
the intermediary ta  detect situations- 
where the- September 1 count is not 
representative because the resident is 
assigned to- the prospective payment 
hospital on September 1 but spends a 
portion of the year at an excluded or 
nonparticipating hospital [for example, a 
VA hospital).

Therefore, in § 412.118; we propose to 
revise the current one-day method for 
counting interns and residents for 
purposes of computing the IME. 
adjustment to a  method more consistent 
with that used fen computing GME 
payments under §413.86,

In the proposed rule, we noted that 
there are several important differences 
between the IME- and GME intern and 
resident counts. The first is that the IME 
count is limited to the time residents 
spend in either a part of the hospital 
subject to the prospective payment 
system or in the outpatient department 
of the hospital. Examples of settings 
where residents’ time would; be

excluded from the IME count are 
distinct part units of the hospital that 
are excluded from the prospective 
payment Systran; [such as psychiatric or 
rehabilitation units) and other 
separately certified hospital-based 
providers fsuch as a hospital-based 
SNF). This; limitation does not apply to 
the GME-count Consequently, for 
purposes of the IME count we proposed 
that hospitals b e  required to submit 
information' to their intermediaries 
indicating the amount of time residents 
worked in either a  part o f the hospital 
subject to the prospective payment 
system or in an outpatient department. 
Residents’ time spent in other areas is 
excluded- from the FTE. count based on 
the proportion of time worked in those 
areas as compared to  the total time 
necessary to fill a full-time residency 
slot.

A second difference between the two 
counts is that on or after July 1,1987, in 
determining the GME count, hospitals 
may consider the time residents spend 
in nonprovider settings such as 
freestanding clinics, nursing homes, and 
physicians’ offices in connection with 
approved programs in determining the 
resident FTE count provided certain 
criteria are met. These residents may 
not be counted for IME purposes. Third, 
section 1886(h) of the Act specifies a 
weighting; factor to  be applied to the 
resident FTE count for GME. This factor 
is based on whether the resident is 
beyond Ms or her initial residency 
period. There is no weighting; factor 
applied to the resident FTE count for 
indirect medical education.

The information required to be 
collected for IME wilt also be slightly 
different from that collected for GME. 
The major difference wilt be the need 
for documentation of the time the 
residents are assigned to a setting other 
than the inpatient area subject to the 
prospective payment system or the 
outpatient department Some of the 
information required under GME will 
not be required for IME, suds as that 
information required under para^aphs 
413JJ6{f}{;2) (ii), (v) (vi), and (vii}, These 
primarily concern the collection o f data 
for determining resident»’ initial 
residency period for apply ing the 
weighting factor. W e proposed to 
include in § 412.118 all the requirements 
for collection of information necessary 
for determining the IME adjustment

We received 15 letters on this 
proposal from hospitals and hospital 
associations; ProPAC, a law firm, fiscal 
intermediaries; and a  medical specialty 
association.

In addition to the changes noted 
below, we are making a  technical

change at § 412.118, To be consistent 
with language in the GME regulations at 
§ 413.86(b); which- defines* a “resident’’ 
as either an intern or a resident, we are 
replacing the term “interns and 
residents’’ with “residents” for IME 
purposes to section § 412.118.

Com m ent A  number of those 
submitting comments suggested that we 
delay implesientation of the proposed 
methodology. Several reasons were* 
given for the need to delay this change. 
The predominant one was that the fiscal 
intermediaries are currently reviewing 
the count of residents foe GME payment 
purposes, and this review is not 
expected to be completed until 
December 1990L Hospitals will then have 
6 months in which to appeal the results. 
It was suggested that implementation) of 
the revised IME counting methodology 
should not begin until this process has 
been completed, and that using FTE 
counts that are only partially audited or 
that may not b e  determined in a 
standard manner to all areas of the 
country would be unfair and inequitable. 
The commenters generally 
recommended delaying the effective 
date of the change until cost reporting 
periods beginning os» or after either July
1,1991 or October 1,1991.

Delay was also recommended in order 
to give hospitals time to  make 
adjustments to- their recordkeeping 
procedures; used to track residents’ time 
and to permit them to make the 
appropriate calculations to adjust the 
GME count so that this count may also 
be used for the IME count. Finally, one 
commenter felt that implementation 
should be delayed in order to ensure 
that the change would be budget 
neutral. This commenter recommended; 
that the proposed IME count 
methodology be delayed at least until 
October 1,1991, when accurate resident 
counts could be incorporated into the 
calculation of the standardized amounts 
as well as the IME adjustments to 
teaching hospitals.

Respcm&ez to consideration of the 
comments we received, we intend to 
make the change in the IME count 
effective for cost reporting periods 
beginning on or after July %  1931. A July 
1 effective date will coincide with the 
academic year for residency programs, 
as well as being the cost report starting 
date for many teaching hospitals. We do 
not agree that the effective date should 
be postponed until October 1,1991 given 
the existing requirement to collect most 
of the needed information for GME 
payment purposes, and; our belief that 
the new methodology provides a 
superior means for determining resident 
FTE states., We believe that the change
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should be implemented at the earliest 
feasible date.

Making the change effective for cost 
reporting periods beginning on or after 
July 1,1991 will, in our opinion, provide 
ample time for hospitals to make 
adjustments in their recordkeeping to 
collect whatever information they do not 
presently collect that is necessary to 
comply with the requirements of the 
new counting method, in addition to 
providing time for questions arising from 
the GME audits to be settled. The only 
additional information we are requiring 
beyond what is already required for 
GME is an identification of the time 
spent in either an inpatient area subject 
to the prospective payment system or an 
outpatient department, and it is our 
experience that most hospitals currently 
do keep records that indicate the areas 
of the hospital where residents spend 
their time. In cases where this 
information is not now available, we are 
confident that the effective date will 
allow hospitals sufficient time to begin 
to collect it.

As the commenters stated, fiscal 
intermediaries are currently auditing 
hospital records for the purpose of 
implementing the per resident payments 
for GME. Both the count of residents and 
the costs to be included in the base year 
determination of per resident amounts 
are being reviewed. Therefore, we agree 
that there may be instances where a 
hospital’s documentation of its 
residents’ time may be subject to 
question by its fiscal intermediary, and 
these issues should be settled prior to 
implementing the new IME count. We 
believe that the timeframe for 
implementing this change will provide 
sufficient time to settle any questions 
about the adequacy of the hospital’s 
records for determining the FTE count.

Finally, we do not agree that it is 
necessary to delay implementation until 
October 1,1991 to ensure that the 
change will be budget neutral. We do 
not agree with the premise that the 
change should be budget neutral since it 
more accurately counts the number of 
interns and residents without changing 
the payment methodology. Further, the 
aggregate impact of the change on the 
number of residents counted for IME 
payment purposes should be negligible. 
Although the new methodology will 
better capture fluctuations at individual 
hospitals throughout the year, we 
believe that the cases where this will 
result in a significant difference from the 
current one-day count will be very 
limited. We note that fiscal 
intermediaries currently have authority 
to revise a hospital’s one-day count 
when it is not representative of the full

year. Therefore, intermediaries should 
already have accounted for cases in 
which a full year count results in a 
significantly different result We 
acknowledge that where hospitals have 
used the one-day count to improperly 
count resident’s time, such as in the 
situations described above, those 
hospitals’ FTE counts will be reduced. 
However, we believe that the frequency 
and magnitude of such instances will be 
limited.

Comment One commenter questioned 
our statutory authority to make the 
proposed change. The commenter 
referred to section 1886(d)(5)(B) of the 
Act, which states that the amount of the 
IME adjustment be “computed in the 
same manner as the adjustment for such 
costs under regulations (in effect as of 
January 1,1983).“ The commenter claims 
that we have consistently applied a one- 
day count for purposes of the IME 
adjustment, noting that September 30 
was used as the day of the count as of 
January 1,1983.

Response: There were no regulations 
in effect on January 1,1983 that 
specifically described how the IME 
adjustment was computed. There was a 
description of the methodology to be 
used published in the Federal Register 
on September 30,1982 (47 FR 43310). We 
believe that Congress, in enacting the 
prospective payment system, intended 
that the general policy in effect be 
adopted rather than the exact method of 
implementing that policy. By only 
changing the method used to count 
residents, we are not changing the 
manner in which the adjustment is 
computed. The basis for computing the 
adjustment is still the ratio of residents 
to available beds. We are not in any 
way changing the rules in which 
residents’ time in the hospital may be 
counted.

As we noted in the proposed rule, we 
will not be using a weighting factor 
applied to the resident FTE count for 
IME, as required by Section 1886(h)(4)(C) 
of the Act for GME. We anticipate that 
the change in actual resident FTE counts 
will be negligible and attributable to 
inaccurate counts under the one-day 
methodology. Thus, we believe that the 
change we have proposed is within our 
authority as well as our responsibility to 
make sure that the IME policy is 
consistently applied and the adjustment 
is accurately computed.

We also disagree with the 
commenter’s assertion that we relied on 
a one-day count of residents as of 
January 1,1983. At that time, residents’ 
FTE status was determined based on the 
number of hours residents were 
employed by the hospital on a weekly

basis. Residents employed for 35 hours 
or more per week were counted as one 
FTE, and those working less than 35 
hours per week were counted as .5 FTE. 
While the commenter is correct in 
stating that the count was made based 
on the number of residents employed on 
September 30, the basis for determining 
FTE status was a weekly average of 
hours worked.

Comment: One commenter noted that 
it is criticai to recognize any differences 
between the GME counting methodology 
and the methodology for IME, and to 
reconcile the GME count with what is 
intended for the IME count.

Response: We believe that the 
differences were clearly stated in the 
proposed rule (55 FR 19458). Three 
specific differences were noted, only 
one of which will require additional 
information (rather than adjustments to 
existing information). Hospitals will be 
required to document the time residents 
spend in either a part of the hospital 
subject to the prospective payment 
system or in the outpatient department 
of the hospital separately from time 
spent working at the hospital in other 
areas. The GME rules do not require 
that this distinction be made. Two other 
differences between GME counting 
methodology and IME counting 
methodology, for which no additional 
information is necessary beyond what is 
presently required, are as follows: On or 
after July 1,1987, residents’ time spent in 
nonprovider settings in connection with 
approved programs may be considered 
in determining the GME count but such 
time is not included in the IME count; 
and the GME methodology incorporates 
a weighting factor for residents beyond 
their initial residency period while no 
such weighting factor applies for IME.

Comment: One commenter suggested 
that a resident can account for more 
than one FTE. For example, if one 
resident works the same number of 
hours (4160) as two other full-time 
residents (2080 hours apiece) who are 
each counted as one FTE, that resident 
should be counted as two FTEs.

Response: It has been our policy that 
it is not appropriate to count any 
resident as more than one FTE, 
regardless of the number of hospitals in 
which he or she is providing services or 
the number of hours spent within an 
individual hospital This policy was 
discussed in the September 3,1985 final 
rule in which we instituted the 
September 1 one-day count (50 FR 
35680). We do not intend to make any 
changes in this policy.

Comment One commenter cited the 
proposed change as one that requires 
more complex and voluminous
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information recordkeeping, leading to 
greater administrative costs in hospitals.

Response: We disagree with this 
assertion. As noted above, the only 
additional information required beyond 
that already required for the GME count 
is the need to record residents’ time 
spent in settings other than inpatient 
areas subject to the prospective 
payment system and outpatient 
departments of the hospital. While we 
do not believe this will add a substantial 
burden, we also point out that any new 
costs associated with collecting this 
information would be offset by the fact 
that, beginning with hospital cost 
reporting periods starting on or after 
July 1,1991, hospitals will no longer be 
required to prepare and report two 
distinct counting methodologies for IME 
and GME.

F. Offset for Physician Assistant 
Services (§ 412.120)

Under section 1861(s)(2)(K)(i) of the 
Act as added by section 9338.of Public 
Law 99-509, payment is made under part 
B for services provided by a physician 
assistant who is legally authorized to 
furnish these services in his or her State 
and who furnishes these services under 
the supervision of a physician in a 
variety of settings including hospitals. In 
addition, under section 1861(s)(2)(K)(i) 
of the Act, a physician assistant can 
perform covered services that would 
ordinarily be performed by a physician 
and he or she can serve as an assistant- 
a t-surgery. These services must be 
performed incident to physician 
services. Limitations on the reasonable 
charge methodology apply depending on 
the type of service furnished by the 
physician assistant.

Before January 1,1987, a hospital 
could not bill directly for physician 
assistant and assistant-at-surgery 
services. However, section 9338 of 
Public Law 99-509 allows the employer 
of a physician assistant to bill directly 
under part B for these services furnished 
on or after January 1,1987 if the 
employer is eligible to receive 
reasonable charge payments. In 
addition, under sections 1842 (b)(6)(C) 
and (b)(12)(A) of the Act, payment for 
physician assistant and assistant-at- 
surgery services is made only to the 
employer on an assignment-related 
basis.

Since the beginning of the prospective 
payment system, inpatient services 
incident to physician services could no 
longer be directly billed under part B, 
but payment for these services was 
included in the DRG payments. An 
adjustment was made to the prospective 
payment rates to account for the 
estimated costs of inpatient services
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previously billed under part B.
Therefore, even though an employer 
may currently bill directly for physician 
assistant services, the costs of these 
services furnished on an inpatient 
hospital basis is still reflected in the 
DRG payment rates. This results in 
duplicate payments for physician 
assistant services. To eliminate these 
duplicate payments, section 9338(d) of 
Public Law 99-509 allows the Secretary 
to reduce the amount of payments made 
to hospitals under the prospective 
payment system.

We proposed to eliminate the 
duplicate payments for physician 
assistant services. That is, we proposed 
to implement an offset to DRG payments 
for direct billings for services performed 
by physician assistants furnished in the 
part of the hospital that is subject to the 
prospective payment system. We 
proposed that the offset would be made 
periodically by the intermediary based 
on 100 percent of the reasonable charges 
paid to the hospital or other entity that 
employes the physician assistant for 
these services.

We proposed to amend the 
regulations at § 412.120 to require the 
hospital’s intermediary to obtain the 
appropriate physician assistant billing 
data from the part B carrier. We 
proposed that the intermediary would 
calculate the amount to be offset from 
the hospital’s payment based on the 
total physician assistant and assistant- 
at-surgery services performed on or , 
after October 1,1990 in those portions of 
the hospital subject to the prospective 
payment system.

Comment: We received numerous 
comments objecting to our proposal to 
offset the charges for services of 
physician assistants from hospital DRG 
payments on the basis that the costs 
associated with these services were not 
included in the base year costs from 
which the standardized amounts were 
derived. The majority of commenters 
argued that we should offset the costs 
related to providing physician assistant 
services, and not the directly billed 
charges. A few commenters suggested 
that the offset be made in the aggregate 
as a one-time adjustment to the 
standardized amounts.

Response: Since the beginning of the 
prospective payment system, payments 
for inpatient services incident to 
physician services were included as part 
of the DRG payment for a given 
inpatient stay. As such, the DRG 
payment was intended to represent 
payment in full for all inpatient services 
not provided by a physician. When the 
provision was enacted to allow 
employers of physician assistants to bill 
directly under part B for the services

provided by physician assistants, 
Congress recognized the fact that 
duplicate payments would occur and 
therefore allowed the Secretary to 
reduce the DRG payments to eliminate 
these duplicate payments. We do not 
believe it would be appropriate to offset 
the costs rather than charges since the 
reasonable charges represent the actual 
payment made for these services. 
Therefore, in order to eliminate 
duplicate payment, we would have to 
offset the amount actually received for 
the service under part B (that is, 
reasonable charges) from the DRG 
payment. Offsetting the cost of the 
service would not accomplish this goal. 
Moreover, we do not believe that an 
aggregate adjustment to the 
standardized amounts is appropriate. 
Since the duplicate payments for 
physician assistant services are not 
being made to all hospitals under the 
prospective payment system, it is not 
equitable to apply an across-the-board 
offset against aggregate payments. We 
believe the offset should be targeted to 
the actual hospitals where the duplicate 
payments are being made.

Comment: One commenter stated that 
physician assistant services are 
generally not “incident to” services of 
physicians but are actually substitutes 
for physician services. As such, an offset 
to the DRG payment would not be 
appropriate. Another commenter stated 
that the offset to the DRG payment 
should only be made in cases where the 
hospital is the employer of the physician 
assistant. Since the cost associated with 
physician assistants employed by 
physicians are not hospital costs, no 
offset should be made to the hospital 
DRG payment when a physician is the 
employer of the physician assistant 
whose services are billed under part B.

Response: The commenters have 
raised concerns regarding the nature of 
the services provided by physician 
assistants that warrant further 
investigation. In general, we believe it is 
reasonable to assume that services 
furnished by physician assistants that 
are employed by the hospital are 
“incident to” services that were covered 
by the DRG payment; therefore, we 
continue to believe that it is appropriate 
to offset the part B billings by hospitals 
for services furnished by physician 
assistants who are hospital employees. 
We believe it is also appropriate to 
offset billings for physician assistant 
services otherwise paid for by the 
hospital. For example, if the hospital 
pays a physician for the services of a 
physician assistant and the physician 
bills Medicare for the services as the 
physician assistant’s employer, we
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would offset the reasonable charges for 
the services. We believe that further 
analysis is needed to determine the 
extent to which other services furnished 
by physician assistants who are 
employed by physicians are substitutes 
for physician services that would not 
have been covered by the DRG 
payment. Therefore, we are providing at 
this time that an offset will be made for 
physician assistant services only where 
the hospital is the employer or otherwise 
pays for the services of the physician 
assistant.

We are revising the proposed 
regulations at § 412.20 to provide that 
the offset will be applied only for 
services of physician assistants who are 
employed by die hospital. We plan to 
evaluate the services that are being 
provided by physician assistants 
employed by physicians to determine 
the extent to which they are substitutes 
for physician services in the hospital 
setting. We also plan to monitor whether 
our decision to offset only the billings 
for physician assistants who are 
employed by the hospital results in a 
shift in employment arrangements. Once 
our analysis is completed, we will revise 
our policy with respect to the offset for 
physician assistant sendees to the 
extent deemed appropriate.

Comment: One commenter noted that 
the F Y 1987 base period used to 
determine payment to SCHs and MDHs 
could have two different billing methods 
for physician assistant services since 
the direct billing provision was effective 
January 1,1990. The commenter 
suggested that if payment were made on 
the FY 1987 base hospital-specific rate 
(HSR), a full offset for physician 
assistant billings may not be 
appropriate since the FY 1987 base 
would not reflect a full year of costs for 
physician assistant services. The 
commenter suggested that the full offset 
be made for these hospitals but that the 
hospitals should be allowed an 
opportunity to reverse the offset by 
submitting cost information enabling the 
intermediary to exclude physician 
assistants’ costs from die 1987 base 
HSR. The commenter concluded that the 
full offset would be appropriate if the 
hospital were paid based on the 1982 
base HSR or the Federal rate.

Response: Under the revised payment 
methodology for SCHs and MDHs that is 
effective for cost reporting periods 
beginning on or after April 1,1990, a 
hospital will be paid based on 
whichever of the following rates yields 
the highest aggregate payment: the 
Federal national rate applicable to the 
hospital, the updated HSR based on the 
FY 1982 cost per discharge, or the

updated HSR based on the FY.1987 cost 
per discharge. We agree with the 
commenter that to the extent the 
hospital’s FY 1987 base period covers 
the period after which physician 
assistant services became payable 
under part B (that is, any portion of the 
cost reporting period occurring on or 
after January 1,1987), we do not believe 
an offset is needed since at most three 
months of the cost reporting period 
would be for a period when services 
furnished by a physician assistant were 
covered as an inpatient hospital service. 
Since physician assistant services were 
payable under part B for at least three- 
quarters of the FY 1987 base period, we 
are providing that a hospital paid based 
on its FY 1987 base HSR will not be 
subject to the offset for physician direct 
billings. We note that the main issue is 
whether the base period represents a 
period for which physician assistant 
services were covered 83 inpatient 
hospital services rather than whether 
the hospital actually incurred costs for 
physician assistants in its base period. 
For this reason, no adjustment is 
necessary to remove the costs incurred 
for services furnished by physician 
assistants before January 1,1987 that 
would have been payable as a part B 
service on or after January 1*1987. For 
the same reason, the offset will apply to 
a hospital paid based on its FY 1982 
base HSR regardless of whether the 
hospital incurred costs for physician 
assistants in the same period.

The intermediary will determine at 
the close of the hospital's cost reporting 
period which of the three payment rates 
yielded the highest payment In making 
this comparison, aggregate payments 
under the FY 1982 base HSR and the 
Federal rate will include the offset for 
physician assistant direct billings. 
Aggregate payments under the FY 1987 
base will not include an offset.
VII. Direct Graduate Medical Education 
Payments (§ 413.86)

Section 1886(h) of the Social Security 
Act (die Act) authorizes hospitals and 
hospital-based providers to receive 
payment for training and instructing 
residents in approved direct graduate 
medical education (GME) residency 
teaching programs. The GME payment is 
for costs associated with an approved 
residency teaching program in medicine, 
osteopathy, dentistry and podiatry. 
Payment is based on a hospital’s 
number of full-time equivalent (FTE) 
residents, who are working in the 
hospital during a cost reporting period, 
multiplied by a hosptial-specific per 
resident amount. (The term “resident” 
means an intern, resident or fellow who

participates in an approved medical 
residency program.)

On September 29,1989, we published 
a final rule in the Federal Register (54 
FR 40286) that set forth changes in 
Medicare policy concerning payment for 
direct GME costs. That final rule was 
effective for cost reporting periods 
beginning on or after July 1,1985. Audit 
instructions for fiscal intermediaries to 
determine the base period per resident 
amounts were issued on February 12,
1990. Since issuance of the September
29.1989 final rule and the audit 
instructions, policy issues have surfaced 
that require farther clarification 
concerning documentation necessary to 
support the cost and time allocations of 
teaching physicians and rotating 
residents. Additionally, the September
29.1989 final rule provided that the 
update factors for later cost reporting 
periods would be published in the 
Federal Register.

A . Physician Cost and Tim e Allocations

To support the allocation of physician 
compensation costs in the areas of 
teaching and supervision, providers are 
required to furnish a written physician 
allocation agreement to the intermediary 
that specifies the respective amount of 
total time a physician spends in 
furnishing his or her services to the 
provider and to patients, including time 
for services that are not paid for under 
parts A and B of Medicare and other 
information required under the 
provisions in § 405.481(g). This is a long­
standing Medicare policy that we wish 
to reaffirm.

However, considering the retroactive 
effect of the change in GME payment 
policy for cost reporting periods 
beginning on or after July 1,1985, we 
now find that physician allocation 
agreements, time records and other 
information may on longer exist for the 
cost reporting period that began on or 
after October 1,1983 but before October
1,1984 (the base period) in establishing 
direct GME costs because the record 
retention requirements specified in 
§ 405.481(g) only require the retention of 
each physician compensation allocation 
for four years after the end of each cost 
reporting period to which the allocation 
applies.

As an equitable solution to the 
problem of the nonexistence of 
physician allocation agreements, time 
records, and other information, we are 
allowing providers to furnish 
documentation from cost reporting 
periods subsequent to the base period in 
support of the allocation of physician 
compensation costs in the GME based 
period. This subsequent cost reporting
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period documentation, which is an 
exception to the established record­
keeping policy, only applies to the 
establishment of the base period 
physician compensation cost allocations 
for purposes of determining per resident 
amounts. It does not apply tp 
determining reasonable cost payment 
for GME in the base period and in no 
way implies that similar relief is 
available for other issues in the GME 
base period or other cost reporting 
periods. It is only in the absence of base 
period documentation that subsequent 
documentation should be considered as 
a proxy for base period documentation 
for purposes of determining the per 
resident amount. In no event will the 
results obtained from the use of the 
records from a cost reporting period 
later than the base period serve to 
increase or add physician compensation 
costs to the costs used to determine the 
per resident amounts.

In applying this exception, 
intermediaries must follow a specific 
hierarchy regarding eligibility and 
documentation. First and foremost is the 
requirement that providers must submit 
ail available documentation for the 
direct GME base period, as requested by 
the intermediary, or an explanation of 
the absence of this documentation. The 
intermediary will evaluate the data 
submitted and determine whether 
auditable documentation exits. If there 
is no documentation, the intermediary 
will advise the provider that it is 
required to disallow all physicians’ costs 
based on the lack of documentation.
1 iowever, the intermediary will also . 
advise the provider that it may request 
the special exception described above.

If a provider requests the exception, 
intermediaries must use the 
documentation from the subsequent cost 
reporting period closest to the direct 
GME base period. In the event that the 
provider has no auditable 
documentation for any subsequent cost 
reporting period, the provider may 
perform a 3-week time study of all 
physicians’ time for a period to be 
specified by the intermediary. The 3- 
week time period should not overlap the 
July 1 change of academic year.

In determining whether sufficient 
documentation exists in any one period, 
the provider not only must be able to 
support the allocation of cost to the 
resident cost center, but must also have 
data to support the RCE calculation. For 
example, where a provider has a signed 
contract with a physician indicating that 
all of the physician’s time was spent 
teaching, it will still be necessary to 
support the RCE calculation, which is 
based on hours worked. Therefore,

intermediaries will consider all potential 
data needs affecting the physician cost 
and allocations before they determine 
the need for a current time study.

We would stress that the use of 
documentation from the current year or 
a subsequent year is, at best, persuasive 
evidence rather than conclusive 
evidence. Accordingly, if the 
intermediary believes that any of the 
changes or modifications distort the 
reliability of the data, it will make 
whatever adjustments are necessary to 
ensure an accurate cost allocation. In 
addition, the intermediary will prepare a 
written statement documenting the facts 
and its conclusions concerning how the 
information distorts the realiability of 
the data and why the data should not be 
relied upon. Also, the intermediary will 
explain why its adjustments are 
appropriate. This statement will become 
part of the record as it may be used to 
support any action taken in subsequent 
reviews and appeals.
B. Rotating Residents

Teaching hospitals with approved 
GME programs have varying 
arrangements with other providers in 
which they exchange or rotate residents 
and continue to pay the salaries of their 
own residents, or rotate residents and 
receive payment from the other 
providers for the costs of the residents 
in the hospital’s GME base period.

The September 29 rule specified that 
only the time the resident spent working 
at the teaching hospital or other portions 
of the hospital complex would be 
counted in determining the number of 
FTEs applicable to the hospital. Thus, 
regardless of which teaching hospital 
employs a resident who rotates among 
hospitals, each hospital would count the 
resident in proportion to the amount of 
time spent at its facility. Although the 
rule discussed how the time of the 
rotating resident would be counted, the 
rule did not explicitly address the 
treatment of the costs incurred by one 
hospital for residents working at another 
provider’s site.

Prior to the changes in payment for 
GME provided for by section 9202 of the 
Consolidated Omnibus Budget 
Reconciliation Act of 1985 (Pub. L. 99- 
272), as amended by section 9314 of the 
Omnibus Budget Reconciliation Act of 
1986 (Pub. L. 99-509), § 2020.8 of the 
Medicare Carriers Manual (HCFA Pub. 
14-3) indicated that if a resident in an 
approved training program furnishes 
services in a facility that is part of a 
provider, the services are paid for on a 
reasonable charge basis. Conversely, if 
the facility is not part of a provider, the 
services of the resident are covered as 
physician’s services if the resident is

fully licensed to practice medicine by 
the State in which the services are 
furnished. Although the instruction is 
not explicit, it implied that the costs 
incurred by a teaching hospital for 
resident services furnished in another 
provider facility would be paid to the 
teaching hospital on a reasonable cost 
basis. This manual instruction was in 
effect during the GME base period.

Section 9292 of Public Law 99-272, 
which added section 1886(h) to the Act, 
established payment for GME on a per 
resident amount effective with cost 
reporting periods beginning on or after 
July 1,1985. Section 9314 of Public Law 
99-509 added section 1886(h)(4)(E) to the 
Act to allow a hospital, for purposes of 
determining FTEs, to count the time 
residents spend in patient care activities 
outside the hospital setting if the 
hospital incurs all or substantially all of 
the training costs in the outside setting. 
This change is effective as of July 1,
1987. Thus, although the costs for the 
time residents spend in patient care 
activities in outside settings are not 
allowable costs in the GNlE base year 
payment will be made to the hospital for 
those services effective July 1,1987 as 
long as the hospital incurs substantially 
all of the costs. If the teaching hospital 
does not incur the cost of the training 
program, the services of licensed 
residents furnished in nonprovider 
settings continue to be covered as 
physician services.

Section 1861(v)(l)(A) of the Act 
defines reasonable costs as the cost 
actually incurred, excluding any cost 
unnecessary in the efficient delivery of 
needed services to Medicare 
beneficiaries. Following this principle, 
we pay providers for costs related to 
care of their patients. Generally, we 
have not recognized the costs incurred 
by hospitals for services that are 
furnished to other than the hospital’s 
patients. Under payment under a 
reasonable cost basis, we have not 
recognized the costs incurred by 
hospitals for time spent by residents in 
nonprovider settings. To apply this 
policy to costs incurred for services 
furnished in other provider settings, 
however, would mean, that Medicare 
would make no payment for resident 
services that are furnished to Medicare 
beneficiaries at the other provider 
because, unlike the situation where the 
services are furnished in a nonprovider 
setting, the services cannot be paid for 
on a reasonable charge basis and the 
other provider cannot claim payment for 
costs it did not incur. Moreover, this 
policy would produce anomalous results 
in situations where a hospital that 
exchanges residents on a one-for-one
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basis pays the salary of specific 
residents throughout their rotations 
rather than a portion of the salary of 
each resident that rotates to the 
hospital. If the costs incurred for these 
residents while on rotation to other 
hospitals were not allowable, we would 
be recognizing only a portion of the 
costs the hospital incurred even though 
Medicare beneficiaries in that hospital 
received the same benefit that they 
would have if there had been no 
rotations. We do not believe it would be 
appropriate for these financial 
arrangements, which are undertaken 
primarily for administrative 
convenience, to affect the amount of 
program payment. Finally, it is 
reasonable to assume that in providing 
payment effective July 1,1987 for the 
costs teaching hospitals incur for 
services furnished in nonprovider 
settings, the Congress understood that 
payment was already made for the costs 
teaching hospitals incur for resident 
services furnished in other provider 
settings; otherwise, the Congress would 
have provided for payment in these 
situations since it would be inconsistent 
to make payments only for services 
furnished in the nonprovider setting.

Based on these considerations, we are 
taking this opportunity to clarify that in 
determining the reasonable costs of 
GME included in the GME based period, 
the net costs incurred by a teaching 
hospital for services furnished by 
residents in other provider settings may 
be included in the hospital’s allowable 
costs. However, in determining the total 
number of resident FTEs in both the 
GME base year and in the payment year, 
only the time the resident spent at the 
teaching hospital will be counted. This is 
because no resident may be counted as 
more than 1.0 FTE and the other hospital 
is required to include the portion of time 
the resident spent at its facility in its 
FTE count consistent with § 413.86(f).

Example 1
Hospital A and Hospital B have an 

arrangement whereby residents in Hospital 
A’s approved graduate medical education 
programs rotate as part of their training 
through Hospital B. Hospital A incurs 
$5,000,000 in costs for the 20 residents in its 
program. Hospital A rotates 5 FTE residents 
through Hospital B and Hospital B pays 
Hospital A $75,000 for the costs incurred by 
Hospital A. The per resident amount for 
Hospital A would be determined by dividing 
the 15 FTE residents working in Hospital A 
into the net costs ($5,000,000 — $75,000). 
Hospital B’s per resident amount is 
determined by dividing the 5 FTE residents 
working in Hospital B into the costs incurred 
by Hospital B ($75,000). Hospital A’s per 
resident amount would be $28,333,333 and 
Hospital B’s per resident amount would be 
$15,000.

Example 2
Hospital A and Hospital B have approved 

graduate medical education programs. 
Hospital A and Hospital B have an 
arrangement whereby each hospital rotates 
residents through the other hospital and 
neither hospital pays the other for the 
rotating residents. Hospital A has 25 FTE 
residents of which 10 FTE rotate through 
Hospital B and Hospital B has 15 FTE 
residents of which 5 FTE rotate through 
Hospital A. Hospital A incurs $600,000 in 
costs for its program and Hospital B incurs 
$500,000 in costs for its program. Hospital A's 
per resident amount is determined by 
dividing the number of FTE residents working 
in its hospital (25—1 0+5) into its costs 
($600,000). Hospital B’s per resident amount is 
determined by dividing the number of FTE 
residents working in its hospital (15—5 + 10)  
into its costs ($500,000). Hospital A’s per 
resident amount would be $30,000 and 
Hospital B’s per resident amount would be 
$25,000).
C. Update Factor Changes for Direct 
Graduate Medical Education Per 
Resident Amounts

Section 1886(h)(2)(D) of the Act 
provides that the GME per resident 
amounts shall be updated annually by 
the percentage increase in the Consumer 
Price Index for All Urban Consumers 
(United States city average). The 
following tables (Tables la  and lb ) 
provide update factors to be applied to 
the GME per resident amounts for the 
specified cost reporting periods. Update 
factors for previous cost reportng 
periods were provided in the September
29,1989 GME final rule at 54 FR 40319. 
Future changes in the update factors will 
be published as revisions to the Provider 
Reimbursement Manual (HCFA Pub. 
15-1).

Table la .—Update Factors for Cost 
Reporting Periods Beginning On or After 
July 1,1988 and Before January 1,1990.

Cost reporting period Update 
factor1

07/1/88 to 06/30/89............................ 1.0467
08/1/88 to 07/31/89............................ 1.0483
09/1/88 to 08/31/89............................ 1.0498
10/1/88 to 09/30/89............................ 1.0512
11/1/88 to 10/31/89............................ 1.0536
12/1/88 to 11/30/89............................. 1.0517
01/1/89 to 12/31/89............................ 1.0498
02/1/89 to 01/31/90............................ 1.0471
03/1/89 to 02/28/90..... ....................... 1.0434
04/1/89 to 03/31/90............................ 1.0449
05/1/89 to 04/30/90............................. 1.0466
06/1/89 to 05/31/90............................ 1.0465
07/1/89 to 06/30/90............................ 1.0520
08/1/89 to 07/31/90............................ 1.0526
09/1/89 to 08/31/90............................ 1.0523
10/1/89 to 09/30/90............................ 1.0471
11/1/89 to 10/31/90.................... ....... 1.0438
12/1/89 to 11/30/90............................. 1.0467

1 These update factors account for the 12-month 
average change in the CPI-U ending at the midpoint 
of the specified cost reporting period.

Table lb .—Projected Update Factors for 
Cost Reporting Periods Beginning On or 
After January 1,1990 and Before July 1, 
1991

Cost reporting period Update 
factor1

01/1/90 to 12/31/90............  ................. 1.042
02/1/90 to 01/31/91.............................. . 1.042
03/1/90 to 02/28/91................................. 1,042
04/1/91 to 03/31/91................................. 1.041
05/1/90 to 04/30/91............... ................. 1.041
06/1/90 to 05/31/91................................. 1.041
07/1/90 to 06/30/91...:............... ............. 1.042
08/1/90 to 07/31/91................... ............. 1.042
09/1/90 to 08/31/91..... ..................... 1.042
10/1/90 to 09/30/91................................. 1.043
11/1/90 to 10/31/91................................. 1.043
12/1/90IO 11/30/91................................. 1.043
01/1/91 to 12/31/91............ 1.043
02/1/91 to 01/31/92............ .................... 1.043
03/1/91 to 02/29/92................................. 1.043
04/1/91 to 03/31/92................... ............. 1.044
05/1/91 to 04/30/92................................ 1.044
06/1/91 to 05/31/92................................. 1.044

1 The projected update factor for a specified cost 
reporting period is to be used for interim payment 
purposes only and is applied to the prior period’s per 
resident amount. The actual update factor will be 
published in the Provider Reimbursement Manual 
(HCFA Pub. 15—1) and is to be used for final 
settlement purposes. The projected update factors 
are based on estimates prepared for HCFA by Data 
Resources, Inc. on a quarterly basis. The forecasted 
percent of changes in the CPI-U over the previous 
12-month period serve as the proxy behind the All 
Other Nonlabor Intensive portion of the hospital 
input price index used in the Medicare prospective 
payment system.

VIII. Other ProPAC Recommendations

As required by law, we reviewed the 
March 1,1990 report submitted by 
ProPAC and gave its recommendations 
careful consideration in conjunction 
with the proposals set forth in the 
proposed rule. We also responded to the 
individual recommendations in the 
proposed rule. The comments we 
received on the treatment of the ProPAC 
recommendations are set forth below 
along with our responses to those 
comments. However, if we received no 
comments from the public concerning a 
particular ProPAC recommendation or 
our response to that recommendation, 
we have not repeated the 
recommendation and response in the 
discussion below. Recommendations 1 
and 3 through 5 concerning the update 
factors are discussed in appendix C of 
the final rule. Recommendations 2 and 6 
concerning the market basket are 
discussed in section V of this preamble. 
Recommendation 8 concerning 
improving the area wage index is 
discussed in section IV of this preamble. 
Recommendation 12 concerning 
reassignment of patients with Guillain- 
Barre syndrome is discussed in section
III.B of this preamble.
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A . Adjusting the Prospective Paym ent 
Form ula Indirect M edical Education 
Adjustm ent (Recommendation 7)

Recommendation: The Secretary 
should seek legislation to reduce the 
indirect medical education adjustment 
from its current level of 7.7 percent to 6.8 
percent for F Y 1991. This reduction 
should be implemented in a budget 
neutral fashion, with the savings 
returned to all hospitals through 
corresponding increases in the 
standardized amounts.

Response in the Proposed Rule : We 
agree that the indirect medical 
education adjustment should be reduced 
from its current level. The President’s 
Budget for FY 1991 includes a proposal 
to set the adjustment at approximately
4.05 percent. This figure represents our 
estimate of the actual impact of the 
indirect effects of teaching activity on 
hospital costs. Analyses done by the 
Congressional Budget Office and the 
General Accounting Office as well as 
ProPAC have also estimated these 
effects at levels substantially below 7.7 
percent ProPAC’s most recent estimate 
is below our 4.05 percent figure. That is, 
ProPAC estimates that for every 0.1 
increase in the ratio of interns and 
residents to beds, Medicare cost per 
case for teaching hospitals is 3.2 percent 
higher than the cost for nonteaching 
hospitals.

ProPAC attributes some of the decline 
in the indirect costs of teaching activity 
from previous estimates to the 
improvements made in measuring 
hospital case-mix. The cost associated 
with the higher overall severity of illness 
among patients admitted to teaching 
hospitals is widely believed to be 
partially reflected in the indirect 
medical education adjustment. As 
refinements have been made to the 
DRGs that reflect more closely the 
resources necessary to treat certain 
patients, more of the variation in costs 
between teaching and nonteaching 
hospitals is measured by case-mix 
rather than the indirect medical 
education adjustment

We disagree, however, with that 
aspect of ProPAC’s recommendation 
that would initially reduce the 
adjustment to 6.8 percent for FY 1991. 
This would constitute the first of a 
proposed 5-year phase-out of the 
difference between the current 7.7 
percent and ProPAC’s estimated 3.2 
percent. The justification given for the 
gradual reduction is that the total 
margins for major teaching hospitals are 
significantly lower than for other 
teaching and nonteaching hospitals, and, 
therefore, they may be adversely

affected by a precipitous drop in the 
adjustment.

Teaching hospitals have consistently 
had much higher Medicare operating 
margins than nonteaching hospitals. In 
FY 1988, the most recent year for which 
data are available, major teaching 
hospitals had average Medicare 
operating margins of 14.3 percent while 
minor teaching hospitals had Medicare 
operating margins of 3.7 percent. These 
Medicare profit margins are significantly 
higher than the average Medicare 
operating margin for all hospitals (2.2 
percent). These data clearly indicate 
that teaching hospitals are doing better 
under Medicare than other classes of 
hospitals and, more importantly, that 
Medicare payments are subsidizing 
teaching hospitals.

We recognize that teaching hospitals 
tend to have lower total margins than 
other hospitals. However, prospective 
payment rates and adjustments to those 
rates are based on estimates of the 
resources required to furnish services to 
Medicare patients. They are not based 
on operating margins or any other 
measure of financial status. Moreover, 
we do not believe that Medicare 
payments should be used to compensate 
hospitals for losses they sustain in their 
non-Medicare operation. Therefore, we 
believe it is appropriate, for Medicare 
payment purposes, to reduce the 
adjustment immediately to a level that 
more closely reflects the actual impact 
of teaching activities on hospital costs. 
We note that the 4.05 percent factor is 
higher than ProPAC’s 3.2 percent 
estimate. Further, because payments to 
other hospitals are adequate, the money 
saved through reducing the indirect 
medical education adjustment should be 
retained as budget savings, rather than 
redistributed among all hospitals as 
proposed by ProPAC.

Comment Several commenters 
objected to our recommendation that the 
teaching adjustment factor be lowered 
to 4.05 percent. The commenters believe 
that the relatively lower average total 
margins of teaching hospitals argue 
against lowering the adjustment, even 
though their Medicare operating margins 
are considerably higher than 
nonteaching hospitals. As justification 
for its proposal for a gradual reduction 
in the adjustment, ProPAC noted the 
threat to access to care that would arise 
if major teaching hospitals were to close 
or reduce their services.

Response’. We believe that lowering 
the teaching adjustment to 4.05 percent 
as proposed in the President’s budget for 
FY 1991 is justified, based on the results 
of the analyses noted in the proposed 
rule. The fact that teaching hospitals

have higher Medicare operating margins 
than other hospitals lends support to the 
findings that a 7.7 percent teaching 
adjustment is too high. While we share 
ProPAC’s concern about the threat to 
access if teaching hospitals are forced to 
curtail services or close outright, we do 
not agree with ProPAC’s implication 
that a teaching adjustment of 4.05 
percent effective for FY 1991 would have 
such an effect. Teaching hospitals have 
successfully responded to the incentives 
of the prospective payment system in 
the past and we assume that, if faced 
with lower Medicare revenues, they will 
take action to improve efficiency and 
control increases in their operating 
costs.

We continue to hold the view that 
Medicare payments should not be used 
to compensate hospitals for their losses 
in non-Medicare operations. The IME 
adjustment was intended to compensate 
hospitals for legitimate expenses 
involved in the postgraduate medical 
education of physicians which the 
Medicare program has historically 
supported. Expanding the basis for this 
adjustment beyond the costs associated 
with graduate medical education would 
create new financial responsibilities for 
Medicare, the ramifications of which go 
well beyond this specific adjustment.

Comment One commenter indicated 
that we did not address the limitations 
in the DRG system cited by Congress 
when discussing the need for an IME 
adjustment in the original prospective 
payment system legislation.

Response: We disagree with this 
comment. We note that, in the preamble 
to the proposed rule, we indicated that 
one of the reasons for the smaller 
estimates of the effects of teaching on 
hospital costs is the refinement to the 
DRGs so that they more closely reflect 
the variations in costs associated with 
differences in severity of illness. We 
believe that as the DRGs and other 
adjustments to the prospective payment 
system are refined to account for more 
of the costs previously attributable to 
graduate medical education programs, it 
is appropriate to lower the level of the 
IME adjustment.

Comment One commenter stated that 
our justification for the proposed 
decrease in the level of the IME 
adjustment was our own study showing 
higher Medicare operating margins for 
teaching hospitals than nonteaching 
hospitals. This commenter went on to 
write that his hospital’s 1989 Medicare 
operating margin was negative.

Response: While we have expressed 
our concern that the system not result in 
undue financial distress among teaching 
hospitals that would restrict beneficiary
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access, we would also point out that the 
prospective payment system was 
designed to compel hospitals to become 
more efficient by basing payment rates 
on average standardized costs. As a 
result, some hospitals' costs fall above 
the average, and others below. It is 
assumed that efficiently operated 
hospitals will, over period of time, at 
least maintain their costs at an average 
level, thus ensuring that their costs of 
treating Medicare patients will be met.

Comment: One commenter believes 
that our emphasis on Medicare 
operating margins as opposed to total 
margins does not reflect the Medicare 
utilization rates in teaching hospitals or 
the larger portion of resources consumed 
by an aging, sicker population. This 
commenter went on to state that the 
consideration of total operating margins 
should be valid in assessing teaching 
hospital needs, as capital needs that are 
in excess of funded depreciation are 
also resources required to furnish 
services to Medicare patients.

Response: These arguments are not 
persuasive in light of the fact that 
teaching hospitals’ Medicare operating 
margins indicate that, on average, their 
Medicare payments exceed costs by a 
margin far beyond that of nonteaching 
hospitals. Therefore, it is 
counterintuitive to claim that high 
Medicare utilization is the source of low 
total margins for teaching hospitals.

B. Improving Medical Record Coding, 
Reporting, and DRG Assignment 
(Recommendation 10)

Recommendation: The Secretary 
should continue to improve the ICD-9- 
CM coding system to allow for more 
accurate clinical reporting, ProPAC 
continues to support a more timely, 
systematic, and consultative approach 
to the consideration of new ICD-9-CM 
codes and urges that improvements 
made to ICD-9-CM be carried forward 
into ICD-10. In addition, the Secretary 
should revise the Uniform Billing Form 
(UB-82) to allow reporting of 10 
diagnosis codes and 10 procedure codes.

Response in the Proposed Rule: As 
discussed in detail above in section
III.B.9 of this preamble, the International 
Classification of Diseases, Ninth 
Revision, Clinical Modification (ICD-9- 
CM) Coordination and Maintenance 
Committee is a Federal 
interdepartmental committee charged 
with the mission of maintaining and 
updating the ICD-9-CM. The,Committee 
is co-chaired by the National Center for 
Health Statistics (NCHS) and HCFA. 
Membership of the Committee is 
comprised of representatives from 
Federal agencies who actively use the 
ICD-9-CM in their programs (the Public

Health Service, HCFA, the Department 
of Veterans’ Affairs, and the Department 
of Defense). Contrary to ProPAC’s 
statement in its report, the American 
Hospital Association (AHA) is not 
represented on the Committee.

During each Federal fiscal year, the 
Committee holds three public meetings 
during which coding changes are 
discussed. Meetings of the Committee 
are open to the public and the public is 
invited and encouraged to participate in 
the process through submission of 
agenda items and active participation in 
the public meetings. We have requested 
that agenda items be submitted for 
consideration at least 2 months prior to 
the scheduled meeting. At least 1 month 
prior to each meeting, an announcement 
of the meeting date, time, place, and 
agenda is made in the Federal Register. 
In addition, a mailing list of interested 
parties is maintained so that copies of 
the meeting announcements may be 
individually forwarded. Summaries of 
the meetings are also mailed out to 
those on the mailing list.

Each agenda item is fully discussed at 
the public meetings where all attendees 
are encouraged to share their knowledge 
and opinions. The Committee 
encourages input into coding matters 
from representatives of recognized 
organizations in the coding fields, such 
as the American Medical Record 
Association (AMRA) and the AHA, as 
well as physicians, medical record 
administrators, and other members of 
the public. Considering the opinions 
expressed at the public meetings along 
with public correspondence received 
within 30 days after the meetings, the 
Committee formulates 
recommendations, which then must be 
approved by the agencies. The 
Committee’s role is advisory. Final 
decisions are jointly made by the 
Director of the NCHS and the 
Administrator of HCFA.

Currently, there are a number of 
organizations and individuals that 
publish coding advice. The only 
publication endorsed by HCFA is 
Coding Clinic for ICD-9-CM (Coding 
Clinic), published by AHA for use by 
hospitals. Coding Clinic provides 
specific diagnostic information and 
guidelines that are helpful for 
determining proper diagnostic coding.

In 1985, the Editorial Advisory Board 
of Coding Clinic identified four 
organizations whose representatives 
have responsibility for review and 
approval of the contents of this 
publication. These four cooperating 
organizations are AHA, AMRA, HCFA, 
and NCHS. Final approval requires 
unanimous agreement by the 
cooperating parties. Physicians are

consulted and attend Editorial Advisory 
Board meetings to discuss issues 
considered for publication. The 
physicians provide advice and 
recommendations on certain 
classification needs or interests. 
Subscriptions for Coding Clinic may be 
ordered by writing to the following 
address: American Hospital 
Association, Division of Quality Control 
Management, 840 N. Lake Shore Drive, 
Chicago, IL 60611.

The subscription rate is $85.00 per 
year for AHA members and $135.00 for 
nonmembers. Refer to publication ISSN 
0742-9800.

The World Health Organization 
(WHO) revises ICD on a regular basis to 
describe current medical practice more 
accurately. When WHO recently began 
revising ICD-9 in preparation for 
publication of ICD-10, they secured a 
copyright on ICD-10. This would have 
severely limited the Committee’s ability 
to make modifications or adaptations 
appropriate for use in the United States, 
The Clinical Modification was made to 
ICD-9 to include extensive detail in 
many disease categories for recording 
exact morbidity data.

Because ICD-9-CM is the basis of 
classifying patients for the prospective 
payment system, HCFA recognized the 
need to have the flexibility to make 
clinical modifications to ICD-10. HCFA 
officials negotiated a copyright 
agreement with WHO officials so that 
the Federal Government is authorized to 
make any changes necessary in order to 
use the system within the jurisdiction of 
the United States without being in 
violation of the copyright. The 
agreement clearly delineates all areas 
covered by the statement.

NCHS has the lead responsibility for 
reviewing ICD-10 and developing the 
mortality guidelines, NCHS and HCFA 
will be jointly reviewing ICD-10 from 
the morbidity application. There will be 
a careful review of ICD-10 to determine 
the impact on the prospective payment 
system. HCFA has already begun the 
initial planning for implementation of 
ICD-10.

The Committee will continue to play a 
yital role in coding issues when ICD-10 
is implemented. We anticipate that the 
system that has been in place for 
revisions and modifications to ICD-9- 
CM will facilitate ICD-10 modifications 
as well.

As always, we rely on public scrutiny 
and response to react to coding issues 
most effectively. It is mutually beneficial 
to HCFA and the public when the public 
actively participates and responds to 
coding Concerns, Suggestions or 
comments on ICD-9-CM should be sent
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to the addresses set forth above in 
section m.B.9 of this preamble.

With regard to the suggestion that the 
diagnosis and procedure code fields on 
the UB-82 be expanded, we stated that 
we intended to implement a revised 
form that allows the reporting of 10 
codes in each field for use in reporting 
discharges occurring on or after October
1,1990. W e agree with ProPAC that this 
information is necessary to ensure 
complete medical information reporting.

Comment: We received several 
comments concerning our 
announcement of the expansion of the 
UB-82 to include the reporting of up to 
ten diagnoses and ten procedures. 
Although many of these commenters 
were supportive of the revision and 
believe that it would improve the overall 
accuracy of the data reported, they were 
virtually unanimous in their request for 
delayed implementation of the 
expansion. Based on their previous 
experience with this type of change, the 
commenters believe that hospitals need 
at least 8 months after the details of the 
bill changes are announced to change 
their computer systems to collect and 
process more codes. Some commenters 
were also concerned with our intention 
to use the “Remarks” section of the form 
for the increased coding requirement. 
They stated that many hospitals already 
use this section for other information 
and that the expanded reporting of 
codes should not be effective until the 
UB-82 form is revised to accept the 
data. In addition, commenters requested 
that before the expansion is 
implemented, HCFA should do some 
analysis of the need for the full 
expansion to 10 codes.

Response: Based upon these 
comments and our own analysis of the 
situation, we have decided to delay 
implementation of an expansion of the 
UB-82 to accept additional diagnosis 
and procedure codes until October 1,
1991. During the next year, we intend to 
conduct further analysis of the number 
of diagnosis and procedure codes that 
are necessary to improve our ability to 
make accurate and valid changes in the 
DRG classification system. We will also 
continue to work with the National 
Uniform Bill Committee on revising the 
UB-82 to allow specific space for 
increased code reporting. We will 
announce our decision on the numbers 
of codes in time for hospitals to 
complete the necessary system changes 
by October 1,1991.

IX. Other Required Information 
A . Effective Dates

The effective date of this final rule 
(including the addendum and

appendixes) is October 1,1990. 
However, the changes we are making to 
§ 412.118 concerning the count of full­
time equivalent residents apply to cost 
reporting periods beginning on or after 
July 1,1991.

B. Paperwork Reduction A ct
This final rule does not impose 

information collection requirements. 
Consequently, it need not be reviewed 
by the Office of Management and 
Budget under the authority of the 
Paperwork Reduction Act of 1980 (44 
U.S.C. 3501-3511).

, List of Subjects

42 CFR  Part 412

Health facilities, Medicare, Reporting 
and recordkeeping requirements.

42 CFR Part 413

Health facilities, Kidney diseases, 
Medicare, Reporting and recordkeeping 
requirements.

42 CFR chapter IV is amended as set 
forth below:
CHAPTER !V— HEALTH CARE FINANCING 
ADMINISTRATION, DEPARTM ENT OF 
HEALTH AND HUMAN SERVICES

SUBCHAPTER B— MEDICARE PROGRAM 
I. Part 412 is amended as follows:

PART 412— PROSPECTIVE PAYMENT 
SYSTEM FOR INPATIENT HOSPITAL 
SERVICES

A. The authority citation for part 412 
is revised to read as follows:

Authority: Sections 1102,1815(e), 1871, and 
1886 of the Social Security Act (42 U.S.C.
1302,1395g(e), 1394hh, and 1394ww).

B. Subpart A is amended as follows:

Subpart A — General Provisions

1. In § 412.1, paragraph (a) is revised 
to read as follows:

§412.1 Scope of part
(a) Purpose. This part implements 

section 1886(d) of the Act by 
establishing a prospective payment 
system for inpatient hospital services 
furnished to Medicare beneficiaries in 
cost reporting periods beginning on or 
after October 1,1983. Under the 
prospective payment system, payment 
for the operating costs of inpatient 
hospital services furnished by hospitals 
subject to the system (generally, short­
term, acute-care hospitals) is made on 
the basis of prospectively determined 
rates and applied on a per discharge 
basis. Payment for other costs related to 
in-patient hospital services (capital- 
related costs, organ acquisition costs 
incurred by hospitals with approved

organ transplantation centers, and direct 
costs of medical education) is made on a 
reasonable cost basis. Additional 
payments are made for outlier cases, 
bad debts, indirect medical education 
costs, and for serving a disproportionate 
share of low-income patients. Under the 
prospective payment system, a hospital 
may keep the difference between its 
prospective payment rate and its 
operating costs incurred in furnishing 
inpatient services, and is at risk for 
operating costs that exceed its payment 
rate.
*  *  *  ' f t  ft

2. In § 412.2, the introductory text in 
paragraph (d) is republished and 
paragraph (d)(4) is revised to read as 
follows:

§ 412.2 Basis of payment
ft ft ft ft ft

(d) Excluded costs. The following 
inpatient hospital costs are excluded 
from the prospective payment amounts 
and paid on a reasonable cost basis:
ft ft ft ft ft

(4) Heart, kidney, and liver acquisition 
costs incurred by approved 
transplantation centers.
ft f t  ft ft ft

C. In subpart B, § 412.23, the 
introductory text is republished; 
paragraphs (f) and (g) are redesignated 
as paragraphs (g) and (h), respectively; 
and a new paragraph (f) is added to 
read as follows:

Subpart B— Hospital Services Subject 
to and Excluded From the Prospective 
Payment System

§ 412.23 Excluded hospitals: 
Classifications.

Hospitals that meet the requirements 
for the classifications set forth in this 
section may not be reimbursed under 
the prospective payment system.
*  ft ft *  *

(f) Cancer hospitals. If a hospital 
meets the following criteria, it is 
classified as a cancer hospital and is 
excluded from the prospective payment 
system beginning with its first cost 
reporting period beginning on or after 
October 1,1989, except that a hospital 
classified after December 19,1969 is 
excluded beginning with its first cost 
reporting period beginning after the date 
of its classification:

(1) It was recognized as a 
comprehensive cancer center or clinical 
cancer research center by the National 
Cancer Institute of the National 
Institutes of Health as of April 20,1983.

(2) It is classified on or before 
December 31,1990, or, if on December
19,1989, the hospital was located in a
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Slate operating a demonstration project 
under section 1814(b) of the Act, the 
classification is made on or before 
December 31,1991.

(3) It demonstrates that the entire 
facility is organized primarily for 
treatment of and research on cancer 
(that is, the facility is not a subunit of an 
acute general hospital or university- 
based medical center);

(4) It shows that at least 50 percent of 
its total discharges have a principal 
diagnosis that reflects a finding of 
neoplastic disease. (The principal 
diagnosis for this purpose is defined as 
the condition established after study to 
be chiefly responsible for occasioning 
the admission of the patient to the 
hospital. For the purposes of meeting 
this definition, only discharges with 
ICD-9-CM principal diagnosis codes of 
140 through 239, V58.0, V 5 8 J, V66.1, 
V66.2, or 990 will be considered to 
reflect neoplastic disease.)
* * *  *■ *

D. In subpart D, $412.03(1}, is revised 
to read as follows:

Subpart D— Basie Methodology for 
Determining Federal Prospective 
Payment Rates

§412.63 Federal rates for fiscal years 
after Federal fiscal year 1984.
* ♦  ' .*'# ♦  *

(1) Adjusting fo r different area wage 
levels. (1) HCFA adjusts the proportion 
(as estimated by HCFA from time to 
time) of Federal rates computed under 
paragraph (j) of this section that are 
attributable to wages and labor-related 
costs for area differences in hospital 
wage levels by a factor (established by 
HCFA based on survey data) reflecting 
the relative level of hospital wages and 
wage-related costs in the geographic 
area (that is, urban or rural area as 
determined under the provisions of 
paragraph (b) of this section) of the 
hospital compared to the national 
average level of hospital wages and 
wage-related costs.

(2) If an error is discovered in the 
survey data that results in a change to 
the wage index value for an area, the 
revised wage index value is effective 
prospectively from the date the change 
to the wage index is made.

(3) Revision^ to the wage index 
resulting from midyear corrections to the 
wage index values are incorporated in 
the wage index values for other areas at 
the beginning of the next Federal fiscal 
year.

(4) The effect on program payments of 
midyear corrections to the wage index 
values is taken into account in 
establishing the standardized amounts 
for the following Federal fiscal year.

E. In subpart E, § 41." 75, paragraphs
(a), (b), and (f) are revised and new 
paragraphs (g): and (hi are added to read 
as fallows:

Subpart E— Determination of 
Transition Period Payment Rates

§ 412.75 Determination o! the hospital- 
specific rate based on a Federal fiscal year 
1987 base period.

(a) Base-period costs—(1) General 
rule. Except as provided in paragraph
(a)(2) of this section, for each hospital, 
the intermediary determines the 
hospital’s Medicare part A allowable 
inpatient operating costs, as described in 
§ 412.2(c), for die 12-mon th or longer cost 
reporting period ending on or after 
September 30,1987 and before 
September 30,, 1988,

(2) Exceptions. (i)i If the hospital’s last 
cost reporting: period ending before 
September 30,1980 is for less than 12 
months, the base period is the hospital’s 
most recent 12-month or longer cost 
reporting period ending before the short 
period report.

(ii) If the hospital does not have a cost 
reporting period ending on or after 
September 30,1987 and before 
September 30,1988 and does have a cost 
reporting period beginning on or after 
October 1,1986 and before October 1, 
1987, that cost reporting period is the 
base period unless the cost reporting 
period is for less than 12 months. In that 
case, the base period is the hospital’s 
most recent 12-month or longer cost 
reporting period ending before the short 
cost reporting period.

(b) Costs on a  per discharge basis.
The intermediary determines the 
hospital’s average base-period operating 
cost per discharge by dividing the total 
operating costs by the number of 
discharges in the base period.

For purposes of this section, a transfer 
as defined in § 412.4(b), is consdered to 
be a discharge.
h # ★  * h

(f) Notice of hospital-specific rate.
The intermediary furnishes the hospital 
a notice of its hospital-specific rate, 
which contains a statment of the 
hospital’s  Medicare part A allowable 
inpatient operating costs, number of 
Medicare discharges, and case-mix 
index adjustment factor used to 
determine the hospital’s cost per 
discharge for the Federal fiscal yea*
1987 base period

(g) Right to adm inistrative and 
ju d icia l review. An intermediary’s  
determination of the hospital-specific 
rate for a hospital is subject to 
administrative and judicial review. 
Review is available to a hospital upon 
receipt of the notice of the hospital-

specific rate. This notice is treated as a 
final intermediary determination of the 
amount of program reimbursement for 
purposes of subpart R of part 405 of this 
chapter, governing provider 
reimbursement determinations and 
appeals.

(h) M odification o f hospital-specific 
rate. (1) The intermediary recalculates 
the hospital-specific rate to reflect the 
following:

(i) Any modifica tions that are 
determined as a result o f administrati ve 
or judicial review of the hospital- 
specific rate determinations: or

(ii) Any additional costs that are 
recognized as allowable costs for the 
hospital’s base period as a result of 
administrative or judicial review of the 
base-period notice of amount of program 
reimbursement.

(2) With respect to either the hospital- 
specific rate determination or the 
amount of program reimbursement 
determination, the actions taken on 
administrative or judicial review that 
provide a basis for recalculations of the 
hospital-specific rate include the 
following:

(i) A reopening and revision of the 
hospital’s base-period notice of amount 
of program reimbursement under
§ § 405.1885 through 405.1889 of this 
chapter.

(ii) A prehearing order or finding 
issued during the provider payment 
appeals process by the appropriate 
reviewing authority under § 405.1821 or 
§ 405.1853 of this chapter that resolved a 
matter at issue in the hospital’s base- 
period notice of amount of program 
reimbursement.

(in) An affirmation: modification, or 
reversal of a Provider Reimbursement 
Review Eoard decision by the 
Administrator of HCFA under § 45.1875 
of this chapter that resolved a matter at 
issue in the hospital’s base-period notice 
of amount o f program reimbursement,

(iv) An administrative or judicial 
review decision under § § 405.1831, 
405.1871, or 405.1877 of this chapter that 
is final and no longer subject to review 
under applicable law or regulations by a 
higher reviewing authority, and that 
resolved a matter at issue in the 
hospital’s base-period notice of amount 
of program reimbursement,

(v) A final, nonappealable court 
judgment relating to the base-period 
costs.

(3) The adjustments to the hospital- 
specific rate made under paragraph (h)
(1) and (2) of this section are effective 
retroactively to the time of the 
intermediary's initial determination of 
the rate.
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F. Subpart G is amended as follows:

Subpart G— Special Treatment of 
Certain Facilities

§ 412.90 [Amended]

1. In § 412.90, paragraph (b) is 
removed; and paragraphs (c) through (i) 
are redesignated as paragraph (b) 
through (h).

2. In § 412.92, the introductory text of 
paragraph (a) is republished; a new 
paragraph (a)(4) is added; and 
paragraphs (f) and (g) are removed.

§ 412.92 Special treatment: Sole 
community hospitals.

(a) Criteria fo r classification as a sole 
com m unity hospital. HCFA classifies a 
hospital as a sole community hospital if 
it is located in a rural area (as defined in 
§ 412.63(b)) and meets one of the 
following conditions: 
* * * * *

(4) Because of distance, posted speed 
limits, and predictable weather 
conditions, the travel time between the 
hospital and the nearest like hospital is 
at least 45 minutes. 
* * * * *

§ 412.94 [Removed]
3. Section 412.94 is removed.
4. In § 412.96, paragraph (f)(3) is 

removed; paragraphs (g) and (hj are 
redesignated as paragraphs (h) and (i), 
respectively; and a new paragraph (g) is 
added to read as follows:

§ 412.96 Special treatment: Referral 
centers.
* * * * *

(g) Cancellation of referral center 
status—(1) General rule. Referral center 
status can be cancelled by HCFA under 
the criteria in paragraph (g)(2) of this 
section or by the hospital under the 
criteria in paragraph (g)(3) of this 
section.

(2) H C F A  cancellation o f referral 
center status. If a hospital does not meet 
either of the retention criterion in 
paragraph (f)(2) of this section and no 
longer qualifies for a referral center 
adjustment, HCFA discontinues the 
adjustment beginning on the first day of 
the hospital’s next cost reporting period 
beginning on or after October 1,1992.

(3) H ospital cancellation of referral 
center status, (i) A hospital may at any 
time request cancellation of its status as 
a referral center and be paid prospective 
payments per discharge based on the 
applicable rural rate as determined in 
accordance with § 412.63 as adjusted by 
the hospital’s area wage index value.

(ii) The cancellation becomes effective 
no later than 30 days after the date the 
hospital submits its request.

(iii) If a hospital requests that its 
referral center status be cancelled, it 
may not be reclassified as a referral 
center unless it meets the qualifying 
criteria set forth in paragraph (a) of this 
section in effect at the time it reapplies.
* * * * *

5. In § 412.108, the introductory text in 
paragraph (a)(1) is republished; 
paragraph (a)(l)(iii) is revised; a new 
paragraph (a)(l)(iv) is added; and 
paragraph (a)(2) is revised to read as 
follows:

§ 412.108 Special treatment: Medicare- 
dependent, small rural hospitals.

(a) Criteria for classification as a 
Medicare-dependent, sm all rural 
hospital—(1) General considerations. 
For cost reporting periods beginning on 
or after April 1,1990 and ending before 
April 1,1993, a hospital is classified as a 
Medicare-dependent, small rural 
hospital if it is located in a rural area (as 
defined in § 412.63(b)) and meets all the 
following conditions: 
* * * * *

(iii) At least 60 percent of the 
hospital’s inpatient days or discharges 
were attributable to individuals 
receiving Medicare part A benefits 
during the hospital’s cost reporting 
period as follows, subject to the 
provisions of paragraph (a)(l)(iv) of this 
section:

(A) The hospital’s cost reporting 
period ending on or after September 30, 
1987 and before September 30,1988.

(B) |f the hospital does not have a cost 
reporting period that meets the criterion 
set forth in paragraph (a)(l)(iii)(A) of 
this section, the hospital’s cost reporting 
period beginning on or after October 1, 
1986 and before October 1,1987.

(iv) If the cost reporting period 
determined under paragraph (a)(l)(iii) of 
this section is for less than 12 months, 
the hospital’s most recent 12-month or 
longer cost reporting period before the 
short period is used.

(2) Counting days and discharges. In 
counting inpatient days and discharges 
for purposes of meeting the criteria in 
paragraph (a)(l)(iii) of this section, only 
days and discharges from acute care 
inpatient hospital stays are counted 
(including days and discharges from 
swing beds when used for acute care 
inpatient hospital services), but not 
including days and discharges from 
distinct part units excluded from the 
prospective payment system under 
§ § 412.25 through 412.32 or from 
newborn nursery units.

For purposes of this section, a transfer 
as defined in § 412.4(b) is considered to 
be a discharge.
*  *  *  *  *  .

G. Subpart H is amended as follows:

Subpart H— Payments to Hospitals 
Under the Prospective Payment 
System

1. In § 412.113, paragraph (d) is 
revised to read as follows:

§ 412.113 Payments determined on a 
reasonable cost basis. 
* * * * *

(d) Heart, kidney, and live r 
acquisition costs incurred b y hospitals 
with approved transplantation centers. 
Payment for heart, kidney, and liver 
acquisition costs incurred by hospitals 
with approved transplantation centers is 
made on a reasonable cost basis.

2. In § 412.118, the term "interns and 
residents” is changed to “residents” 
wherever it appears; paragraph (h) is 
removed; and paragraphs (f) and (g) are 
revised to read as follows:

§ 412.118 Determination of indirect 
medical education adjustment. 
* * * * *

(f) Count of residents for cost 
reporting periods beginning before Ju ly
1,1991.

For cost reporting periods beginning 
before July 1,1991, in order to have 
residents included in the count under 
paragraph (a)(1) of this section, the 
following requirements must be met:

(1) The residents must be enrolled in a 
teaching program approved under
§ 413.85 of this chapter (excluding those 
employed by the hospital, but furnishing 
services at another site).

(2) The hospital must submit an 
annual report to its fiscal intermediary. 
The report must include the following 
information:

(i) A listing, by specialty, of all 
residents assigned to the hospital and 
providing services to the hospital on 
September 1 of that year. If September 1 
falls on a weekend or a Federal holiday, 
the next business day is used for 
purposes of the count of residents. For 
cost reporting periods beginning on or 
after October 1,1984 and before July 1, 
1985, the hospital must also report this 
information for April 15,1985.

(ii) The social security number of each 
resident.

(iii) The hospital unit or department to 
which each resident is assigned on the 
day of the count.

(3) No resident will be counted as 
more than one full-time employee on the 
date counted, reagardless of the number 
of hospitals in which he or she is 
providing services.

(4) Fiscal intermediaries must verify 
the correct count of residents and may
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review the hospital’s entire cost 
reporting period.

(5) Residents who are assigned to a 
setting other than Ore inpatient or 
outpatient department of the hospital 
(such as a freestanding family practice 
center or an excluded distinct part 
hospital unit), on the day that the count 
of interns and residents (as described in 
paragraph (f){2}fi) of this section) is 
made are not counted as full-time 
equivalents. Only the percentage of time 
that these residents spend in the portion 
of the hospital subject to the prospective 
payment system or m the outpatient 
department o f die hospital on the day 
the count is made is used to determine 
the indirect medical education 
adjustment.

(6) Residents in anesthesiology who 
are employed to replace anesthetists are 
not counted as full-time equivalents.

(7) Based on its review of a hospital’s  
documentation concerning die hospital’s 
count of interns and residents under this 
section, the intermediary may adjust die 
resident-to-bed ratio for purposes of the 
final indirect medical education 
payment.

(gl Determining the total num ber of 
full-tim e equivalent residents for cost 
reporting periods beginning on or after 
Ju ly 1 ,1991. (1) For cost reporting 
periods beginning on or after July 1»
1991, the count of full-time equivalent 
residents for die purpose of determining 
the indirect medical educa tion 
adjustment is determined as follows:

(i) The resident must be enrolled in an 
approved teaching program. An 
approved teaching program is one that 
meets one of the following requirements:

(A) Is approved by one of the national 
organizations listed in § 405.522(a) of 
this chapter.

(B) May count towards certification of 
the participant in a specialty or 
subspecialty listed in the Directory of 
Residency Training Programs published 
by the American Medical Association.

(C) Is approved by the Accreditation 
Council for Graduate Medical Education 
(ACGME) as a fellowship program in 
geriatric medicine.

(ii) In order to be counted, the resident 
must be working in the portion of the 
hospital subject to the prospective 
payment system or in the outpatient 
department of the hospital.

(iii) Full-time equivalent status is 
based on the total time necessary to fill 
a residency slot. No individual may be 
counted as more than one full-time 
equivalent If a resident is assigned to 
more than one hospital, the resident, 
counts as a partial fuff-time equivalent 
based on the proportion of time worked 
in the portion of die hospital subject to 
the prospective payment system or the

outpatient department of the hospital at 
the hospital to the total time worked by 
the resident A part-time resident or one 
working in an area of the hospital other 
than the portion subject to the 
prospective payment system (such as a 
freestanding family practice center or an 
excluded distinct part hospital unit) or 
the outpatient department would be 
counted as a partial full-time equivalent 
based on the proportion of time worked 
in either a part of the hospital subject to 
the prospective payment system or the 
outpatient department, compared to the 
total time necessary to fill a full-time 
internship or residency slot.

(iv) Residents in anesthesiology who 
are employed to replace anesthetists are 
not included in the count.

(2} To include a resident in the full­
time equivalent count for a particular 
cost reporting period, the hospital must 
furnish the following information.. The 
information must be certified by an 
official of the hospital and, if different, 
an official responsible for administering 
the residency program.

(1) A listing, by specialty, of all 
residents assigned to the hospital and 
providing services to the hospital during 
the cost reporting period.

(ii) The name and social security 
number of each resident.

(iii) The dates the resident is assigned 
to the hospital.

(iv) The dates the resident is assigned 
to other hospitals or other freestanding 
providers and any nonprovider setting 
during the cost reporting period.

(v) The proportion of the total time 
necessary to fill a residency slot that the 
resident is working in an area of the 
hospital subject to the prospective 
payment system or die outpatient 
department.

(3) Fiscal intermediaries must verify 
the correct count of residents.

3. In § 412.120, paragraph (c) is revised 
to read as follows:

§ 412.120 Reductions to total payments.
*  *  i t  *  #•-

(c } Part B  paym ent ta physician  
assistants—(1) General RCFA reduces 
payments for inpatient hospital services 
to take into account 100 percent of the 
reasonable charges (before application 
of Medicare part B deductible and 
coinsurance amounts) for physician 
assistant services furnished to 
beneficiaries receiving inpatient hospital 
services in a part of the hospital subject 
to the prospective payment system if the 
hospital employs the physician assistant 
or otherwise pays for the physician 
assistant.

(2) Exception. A sole community 
hospital or Medicare-dependent, small

rural hospital paid based on its F Y 1987 
hospital-specific rate as determined 
under § 412.75 is not subject to the offset 
for physician assistant services in 
paragraph (c)(1) of this section.

II. Part 413 is amended as follows:

PART 413— PRINCIPLES O F 
REASONABLE CO ST O F 
REIMBURSEMENT; PAYMENT FOR 
END-STAGE RENAL DISEASE 
SERVICES

A. The authority citation for part 413 
is revised to read as follows:

Authority Sec. 1102» 1814(H 18*5» 1833 (a) 
and (i)» 1861 (v), 1871,1881, and 1886 of the 
Social Security Act (42 U.S.C. 1302» 1395f(bJ» 
1395g, 13951 (a) and (i), 1395x(v), 1395hh, 
1395rr, and 1395ww) and see.. 104(c) of Pub. L. 
100-360 as amended by sec. 608(d)(3) of Pub. 
L. 100-485 (42 U.S.C, 1395ww (note)) and sec. 
101(c) of Pub. L  101-234 (42 U.S.C. 1395ww
(note)).

B. In § 413.40, paragraphs (i)(3), (viii) 
and (ix) are revised to read as follows:

§ 413.40 Celling on rate of hospital cost 
increases.
* *- # * *

OP * *
m *  * *
(viii) Step &—Determine the adjusted 

target rate applicable to the discharges 
in any cost reporting period or portion of 
a cost reporting period occurring on or 
after January 1» 1989 and before January 
1,1990 and for discharges occurring on 
or after January 1,1990 when admission 
occurred before that date» by multiplying 
the updated target rate applicable to the 
cost reporting period or portion of the 
cost reporting period occurring on or 
after January 1,1989 by the number 
computed in paragraph (i)(3)(vh) of this 
section

fix) Step Determine the
appropriate-target rate for all discharges 
when admission occurred on or after 
January 1,1990, during portions of any 
cost reporting period occurring on and 
after January 1,1990 by updating the 
hospitals’ target rate prior to adjustment 
pursuant to paragraphs (i)(3)(i) through 
(i)(3)(viii),
(Catalog of Federal Domestic Assistance 
Program No. 13.773, Medicare—Hospital 
Insurance)

Dated: August 27» 1996.
Approved: August 28» 1990.

Louis W. Sullivan,
Secretory.

Editorial Note: The following addendum 
and appendixes will not appear in the Cede 
of Federal Regulations-
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Addendum—Schedule of Standardized 
Amounts Effective With Discharges On 
or After October 1,1990 and Update 
Factors and Target Rate Percentages 
Effective With Cost Reporting Periods 
Beginning On or After October 1,1990
/. Summary and Background

In this addendum, we are making changes 
in the amounts and factors for determining 
prospective payment rates for Medicare 
inpatient hospital services. We are also 
setting forth new target rate percentages for 
determining the rate-of-increase limits (target 
amounts) for hospitals and hospital units 
excluded from the prospective payment 
system.

For discharges occurring on or after 
October 1,1990, except for sole community 
hospitals, Medicare-dependent small rural 
hospitals, and hospitals located in Puerto 
Rico, each hospital’s payment per discharge 
under the prospective payment system will 
be comprised of 100 percent of the Federal 
national rate.

For cost reporting periods that began 
before April 1,1990, sole community hospitals 
are paid on the basis of a rate per discharge 
composed of 75 percent of the hospital- 
specific rate and 25 percent of the applicable 
Federal regional rate (section 1886(d)(5)(C)(ii) 
of the Act). For cost reporting periods 
beginning on or after April 1,1990, sole 
community hospitals and Medicare- 
dependent small rural hospitals are paid 
based on whichever of the following rates 
yields the greatest aggregate payment: The 
Federal national rate (subject to the regional 
floor for discharges occurring before October
I ,  1990), the updated hospital-specific rate 
based on F Y 1982 cost per discharge, or their 
updated hospital-specific rate based on FY 
1987 cost per discharge. Hospitals in Puerto 
Rico are paid on the basis of a rate per 
discharge composed of 75 percent of a Puerto 
Rico rate and 25 percent of a national rate 
(section 1886(d)(9)(A) of the Act).

As discussed below in section II, we are 
making changes in the determination of the 
prospective payment rates. The changes, to 
be applied prospectively, will affect the 
calculation of the Federal rates. Section III 
sets forth our changes for determining the 
rate-of-increase limits for hospitals excluded  
from the prospective payment system. The 
tables to which we refer in the preamble to 
the final rule are presented at the end of this 
addendum in section IV.

II. Changes to Prospective Payment Rates For 
Hospitals for FY 1991

The basic methodology for determining 
prospective payment rates is set forth at 
§ 412.63 for hospitals located outside of 
Puerto Rico. The basic methodology for 
determining the prospective payment rates * 
for hospitals located in Puerto Rico is set 
forth at § § 412.210 and 412.212. Below we 
discuss the manner in which we are changing 
some of the factors used for determining the 
prospective payment rates. The Federal and 
Puerto Rico raté changes, once issued as 
final, will be effective with discharges 
occurring on or after October 1,1990. As 
required by section 1886(d)(4)(C) of the Act,

we must adjust the DRG classifications and 
weighting factors for discharges in FY 1991.

In summary, the proposed standardized 
amounts set forth in Tables la , lb , and lc  of 
section IV of this addendum were—

• Adjusted to reflect labor and nonlabor 
portions in accordance with the rebased  
market basket;

• Updated by 5.2 percent (that is, the 
market basket percentage increase);

• Adjusted by the revised urban and rural 
outlier offsets;

• Adjusted to ensure budget neutrality as 
provided for in sections 1886(d)(4)(C)(iii) and 
1886(d)(3)(E) of the Act; and

• Adjusted to ensure budget neutrality as 
provided for in sections 1886(d)(4)(C)(iii) and 
1886(d)(8)(D) of the Act.
A. Calculation of Adjusted Standardized  
Amounts

1. Standardization of Base-Year Costs or 
Target Amounts. Section 1886(d)(2)(A) of the 
Act required the establishment of base-year 
cost data containing allowable operating 
costs per discharge of inpatient hospital 
services for each hospital. The preamble to 
the September 1,1983 interim final rule, (48 
FR 39763) contains a detailed explanation of 
how base-year cost data were established in 
the initial development of standardized 
amounts for the prospective payment system 
and how they are used in computing the 
Federal rates.

Section 1886(d)(9)(B)(i) of the Act required 
that Medicare target amounts be determined 
for each hospital located in Puerto Rico for its 
cost reporting period beginning in FY 1987. 
The September 1,1987 final rule contains a 
detailed explanation of how the target 
amounts were determined and how they are 
used in computing the Puerto Rico rates (52 
FR 33043, 33066).

The standardized amounts are based on 
per discharge averages of adjusted hospital 
costs from a base period or, for Puerto Rico, 
adjusted target amounts from a base period, 
updated and otherwise adjusted in 
accordance with the provisions of section 
1886(d) of the Act. Sections 1886 (d)(2)(C) and 
(d)(9)(B)(ii) of the Act required that the 
updated base-year per discharge costs and, 
for Puerto Rico, the updated target amounts, 
respectively, be standardized in order to 
remove from the cost data the effects of 
certain sources of variation in cost among 
hospitals. These include case mix, differences 
in area wage levels, cost-of-living 
adjustments for Alaska and Hawaii, indirect 
medical education costs, and payments to 
hospitals serving a disproportionate share of 
low-income patients.

Since the standardized amounts have 
already been adjusted for differences in case  
mix, wages, cost-of-living, indirect medical 
education costs, and payments to hospitals 
serving a disproportionate share of low- 
income patients, no additional adjustments 
for these factors for FY 1991 were made.

That is, the standardization adjustments 
reflected in the FY 1991 standardized 
amounts are the same as those reflected in 
the FY 1990 standardized amounts. However, 
in accordance with section V of the 
preamble, we are using the rebased market 
basket as the basis for revising the labor and 
nonlabor portions of the standardized

amounts. Thus for each hospital, instead of 
the current 74.39 percent labor portion and 
25,61 percent nonlabor portion, we will use 
71.40 percent and 28.60 percent, respectively.

We note that the standardized amounts for 
Puerto Rico which were included in Table l c  
of the proposed rule did not reflect this 
change in the labor and nonlabor portions of 
the standardized amounts. The standardized 
amounts for Puerto Rico have now been 
revised accordingly. That is, for each Puerto 
Rico hospital, instead of the current 74.39 
percent labor portion and 25.61 percent 
nonlabor portion, we used 71.40 percent and 
28.60 percent, respectively.

Sections 1886 (d)(2)(H) and (d)(3)(E) of the 
Act require that, in making payments under 
the prospective payment system, the. 
Secretary adjust the proportion (as estimated 
by the Secretary from time to time) of 
payments that are wage-related. Since 
October 1,1986, when the market basket was 
rebased, we have considered 74.39 percent of 
costs to be labor-related for purposes of the 
prospective payment system.

In connection with the current rebasing of 
the hospital market basket we have, under 
the authority of the applicable section of the 
statute cited above, re-estimated the labor- 
related share of the standardized amounts. 
Based on the relative weights described in 
Table 2 of section IV of this Addendum to the 
final rule, the labor-related portion that is 
subject to hospital wage index adjustments 
(based on wages and salaries, employee 
benefits, professional fees, business services, 
computer and data processing, blood 
services, postage, and all other labor- 
intensive services) is 71.40 percent and the 
nonlabor-related portion is 28.60 percent. To 
implement this change, effective with 
discharges occurring on or after October 1, 
1990, we recomputed the labor-related and 
nonlabor-related shares of each hospital’s 
base year cost used to establish the 
standardized payment amounts.

The amounts in Table 1 of section IV of this 
Addendum to this final rule have been 
recomputed to reflect the revised labor- 
related and nonlabor-related portions. It 
should be noted that, because of the revision 
of the labor and nonlabor portions, the labor 
portions of the rates published in Table 1 of 
the Addendum to this final rule have 
decreased from those currently in effect 
while the nonlabor portions have increased.

2. Computing Urban and Rural Averages 
Within Geographic Areas. In determining the 
prospective payment rates for FY 1984, 
section 1886(d)(2)(D) of the Act required that 
the average standardized amounts be 
determined for hospitals located in urban and 
rural areas of the nine census divisions and 
the nation. Under section 1886(d)(9)(B)(iii) of 
the Act, the average standardized amount per 
discharge for FY 1988 must be determined for 
hospitals located in urban and rural areas in 
Puerto Rico.

For cost reporting periods beginning before 
April 1,1990, section 1886(d)(5)(C)(ii) of the 
Act specifies that a sole community hospital’s 
Federal rate is based on 100 percent of the 
regional rate. Hospitals in Puerto Rico are 
paid a blend of 75 percent of the applicable 
Puerto Rico standardized amount and 25
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percent of a national standardized payment 
amount,

Section 4002(c)(i) of the Omnibus Budget 
Reconciliation Act of 1987 (Pub. L. 100-203) 
amended section 1886(d)(3) of the Act to 
require the Secretary to compute three 
average standardized amounts for discharges 
occurring in a fiscal year beginning on or 
after October 1,1987: One for hospitals 
located in rural areas; one for hospitals 
located in large urban areas; and one for 
hospitals located in other urban areas. 
Section 4002(b) of Public Law 100-203 
amended section 1886(d)(2)(D) of the Act to 
define a ‘‘large urban area” as an urban area 
with a population of more than 1,000,000. In 
addition, section 4009(i) of Public Law 100- 
203 provides that a New England County 
Metropolitan Area (NECMA) with a 
population of more than 970,000 is classified 
as a large urban area. As required by section 
1886(d)(2)(D) of the Act, population size is 
determined by the Secretary based on the 
latest population data published by the 
Bureau of the Census. Under the section, 
urban areas are referred to as “other urban 
areas.” , ,

Based on 1988 population estimates 
published by the Bureau of the Census, the 
current 46 large urban areas continue to meet 
the criteria to be defined as large urban 
areas for FY 1991. A list of those areas was 
set forth in the April 5,1988 notice (at 53 FR 
11138) concerning FY 1988 legislative changes 
that affect payment to hospitals. In addition, 
these areas are identified by an asterisk in 
Tables 4a and 4c. No additional areas were 
identified. Therefore, we are making no 
change in these areas for purposes of this 
final rale.

We stated in the addendum to the 
proposed rule that the Office of Management 
and Budget (OMB) may announce revised 
listings of the Metropolitan Statistical Area 
(MSA) and New England County 
Metropolitan Area (NECMA) designations 
that are used in calculating the standardized 
amounts. We also stated that if OMB makes 
the announcement before we issue the final 
rule, we would list the revised MSA/NECMA 
designations in the addendum to the final 
rule.

Since publication of the proposed rule,
OMB has announced Yuma, Arizona, which 
comprises the county of Yuma, as a new 
MSA. Consistent with Medicare policy and 
our regulations at § 412.83(b)(4), the changes 
in designation will be effective for discharges 
occurring on or after October 1,1990.

Table la  contains the three national 
standardized amounts that would continue to 
be applicable to most hospitals. Table lb sets 
forth the 27 regional standardized amounts 
that would continue to be applicable to sole 
community hospitals with cost reporting 
periods beginning before April 1,1990. Under 
section 1886(d)(9) (A) (ii) of the Act, the

national standardized payment amount 
applicable to hospitals in Puerto Rico 
consists of the discharge-weighted average of 
the national rural standardized amount, the 
national large urban standardized amounts, 
and the national other urban standardized 
amount (as set forth in Table la). The 
national average standardized amount for 
Puerto Rico is set forth in Table lc. This table 
also includes the three standardized amounts 
that would be applicable to most hospitals in 
Puerto Rico.

3. Updating the Average Standardized 
Amounts. In accordance with section 
1886(d)(3)(A) of the Act, we are updating the 
large urban, other urban, and rural average 
standardized amounts and the hospital- 
specific rate (which applies only to sole 
community and Medicare-dependent small 
rural hospitals) using the applicable 
percentage increase specified in section 
1886(b)(3)(B)(i) of the Act. The percentage 
increase to be applied is mandated under that 
section of the law as the estimated 
percentage increase in the hospital market 
basket for hospitals located in all areas. The 
percentage change in the market basket 
reflects the average change in the price of 
goods and services purchased by hospitals to 
furnish inpatient care. The most recent 
forcasted hospital market basket increase 
and, thus, the applicable percentage increase 
for FY 1991 is 5.2 percent.

Although the update factor for FY 1991 is 
set by law, we were required by section 
1886(e)(3)(B) of the Act to report to Congress 
no later than March 1,1990 on our initial 
recommendation of update factors for FY 
1991 for both prospective payment hospitals 
and hospitals excluded from the prospective 
payment system. For general information 
purposes, we published the report to 
Congress as appendix C of the proposed rule. 
Our final recommendation on the update 
factors (which is required by sections 1886 
(e)(4) and (e)(5)(A) of the Act) is set forth as 
appendix C of this final rule.

4. Other Adjustments to the Average 
Standardized Amounts—a. Rural hospitals 
deemed to be urban—Budget neutrality 
adjustment. Section 1886(d)(8)(B) of the Act 
provides that certain rural hospitals are 
deemed urban effective with discharges 
occurring on or after October 1,1988. Section 
1886(d)(8)(C) of the Act specifies that the 
wage index for those hospitals deemed urban 
will be determined based on the hypothetical 
effect their wage data would have on the 
wage index of the MSA to which they are 
redesignated. (See section IV.F of this 
preamble for a further explanation.)

Section 1886(d)(8)(D) of the Act specifies 
two payment conditions that must be met. 
First, the FY 1991 urban standardized 
amounts are to be adjusted so as to ensure 
that total aggregate payments under the 
prospective payment system after

implementation of the provisions of sections 
1886(d)(8) (B) and (C) of the Act are equal to 
the aggregate prospective payments that 
would have been made absent these 
provisions. Second, the rural standardized 
amounts are to be adjusted to ensure that 
aggregate payments to rural hospitals not 
affected by these provisions neither increase 
nor decrease as a result of implementation of 
these provisions. The following adjustment 
factors, necessary to achieve the requisite 
budget neutrality constraints, were applied to 
the proposed standardized amounts: Urban— 
.99933; Rural—.99958.

The following adjustment factors were 
applied to the final standardized amounts: 
Urban—.999339; Rural— .999455.

b. Recalibration ofDRG weights and 
updated wage index—budget neutrality 
adjustment. Section 1886(d)(4)(C)(iii) of the 
Act, as amended by section 6003(b) of Public 
Law 101-239, specifies that beginning in fiscal 
year 1991, the annual DRG reclassifications 
and recalibration of the relative weights must 
be made in a manner that ensures that 
aggregate payments to hospitals are not 
affected. As discussed in section III.C of the 
preamble to this final rule, we normalized the 
recalibrated DRG weights by an adjustment 
factor so that the average case weight after 
recalibration is equal to the average case 
weight prior to recalibration. While this 
adjustment is intended to ensure that 
recalibration does not affect total payments 
to hospitals, our analysis indicates that the 
normalization adjustment does not 
necessarily achieve budget neutrality with 
respect to aggregate payments to hospitals.

Section 1886(d)(3)(E) of the Act, as 
amended by section 6003(h)(6) of Public Law 
101-239, specifies that the hospital wage 
index must be updated based on new survey 
data no later than October 1,1990 and on an 
annual basis beginning October 1,1993. This 
provision also requires that any updates or 
adjustments to the wage index must be made 
in a manner that ensures that aggregate 
payments to hospitals are not affected by the 
change in the wage index.

To comply with the requirement of section 
1886(d)(4)(C)(iii) that the DRG reclassification 
changes and recalibration of the relative 
weights be budget neutral and the 
requirement in section 1886(d)(E) of the Act 
that the updated wage index be implemented 
in a budget neutral manner, we compared 
aggregate FY 1991 payments to what 
aggregate payments would have been if we 
continued to use the FY 1990 relative weights 
and wage index. Other than the DRG weights 
and the wage index, FY 1991 payment rules 
were used to estimate aggregate payments. 
Due to the interactive effect of the wage 
index and DRG weights on aggregate 
payments, we simultaneously compared the 
effects of changing the DRG weights and the
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wage index. Based on this comparison of 
aggregate payments using the FY 1990 
relative weights and wage index to aggregate 
payments using the proposed FY 1991 relative 
weights and wage index, we computed a 
proposed budget neutrality adjustment factor 
equal to .998207. We applied this budget 
neutrality adjustment factor to the proposed 
standardized amounts.

The budget neutrality adjustment factor 
which was applied to the final standardized 
amounts is .998637.

In addition, we are applying the same 
adjustment factor to the hospital-specific 
rates that are effective for cost reporting 
periods beginning on or after October 1,1990. 
Unless we apply the same adjustment factor 
to the hospital-specific rates, we cannot meet 
the statutory requirement that aggregate 
payments neither increase nor decrease as a 
result of the implementation o f the DRG 
weights and updated wage index. This is 
because payments to sole community 
hospitals and Medicare-dependent, small 
rural hospitals are affected by changes in the 
DRG weights and in  die wage index.

Comment: One commenter pointed out that 
reclassifying and recalibrating the DRGs and 
updating die wage index have the effect of 
increasing payments to urban hospitals while 
reducing payments to rural hospitals. This 
commenter argued that refinements in the 
measurement of case mix or area wage 
variation should not cause shifts in payments 
between urban and rural hospitals. To 
prevent this differential impact, the 
commenter suggested that we should make 
separate budget neutrality adjustments for 
urban hospitals and for rural hospitals in 
connection with DRG reclassification and 
recalibration and updates of the wage index, 
rather than a single adjustment to aggregate 
payments for all prospective payment system 
hospitals.

Response: As explained in the proposed 
rule, the purpose of revising the DRG 
definitions and recalibrating the weights is to 
reflect changes in treatment patterns, 
technology, and any other factors that may 
change the relative use of hospital resources. 
Section 1886(d) (4)(C)(iii) of the Act requires 
that these changes be made in a  budget 
neutral fashion so that aggregate payments 
are not affected.

We do not believe that Congress intended 
that the budget neutrality adjustment be used 
to eliminate the effect that changes in the 
DRG classification and weights have on die 
distribution of payments between different 
groups of hospitals, Hiis distributional 
impact is a direct result of reported variations 
in the relative resource use between inban 
and rural hospitals. It is largely a reflection of 
the fact that charges for surgical and other 
resource-intensive procedures and 
technologies (new technologies that use 
greater resources) are increasing at a fester 
rate than charges for medical procedures.
Since urban hospitals generally have a 
greater proportion of cases concentrated in 
the high-weighted DRGs, the introduction of a 
new GROUPER and weights will tend to 
increase the average DRG weight for these 
hospitals and, therefore, raise their payments 
under the prospective payment system. By 
contrast, since rural hospitals generally have

a higher proportion of low-weighted cases, 
the average DRG weight for their mix of 
cases will tend to decrease relative to urban 
hospitals. This change in payment 
distribution is a  natural consequence of 
reported shifts in the relative use of resources 
among hospitals.

W e disagree that the budget neutrality 
adjustment is the appropriate vehicle by 
which to compensate rural hospitals for the 
distributional effects of case-mix change.
This adjustment is intended to ensure that 
aggregate payments neither increase or 
decrease as a result of changes in the DRG 
definitions and weighting factors. It is not 
designed to eliminate the redistribution of 
payment that occurs as a  result of reported 
changes in resource use.

The same reasoning applies to shifts in 
payments between urban and rural hospitals 
that occur because of proposed changes in 
the wage index. The purpose of updating the 
wage index is to achieve a more 
comprehensive and appropriate measurement 
of the relative labor oosts among wage areas. 
We believe that the data from the 1988 wage 
survey are more accurate than data collected 
in previous years. The proposed wage index 
changes the distribution of payments 
between urban and rural hospitals primarily 
as a result of the different rate of change in 
labor costs across areas. We recognize that 
some of the relative change in wage indexes 
may result from changes in how the wage 
index is constructed rather than from fee 
more recent data on wage variation.
However, section 1886(d)(3)(E) of the Act 
explicitly requires that the wage index 
update be budget neutral with respect to 
aggregate payments. There is no indication 
that the purpose of the adjustment is to 
eliminate the differential impact of the wage 
index update on urban and rural hospitals.

W e agree with the commenter that the 
distributional effects of DRG reclassification 
and recalibration and updates o f the wage 
index should be taken into account as long as 
there are separate standardized amounts for 
urban and rural hospitals. However, we 
believe the place to account for these 
changes is in the update factor. In our update 
recommendation to Congress for FY 91, we 
recommend a higher update for hospitals 
locatedin rural areas than for hospitals 
located in large urban and other urban areas. 
In advocating a differential update, we 
specifically note that DRG reclassifications 
and recalibration had tended to favor urban 
hospitals and that the proposed wage index 
would reduce payments to rural hospitals 
relative to urban hospitals. We continue to 
believe that the update factor, and not the 
budget neutrality adjustment, is the proper 
mechanism for addressing these matters.

Comment Several commenters objected to 
the way we applied the budget neutrality 
adjustment required for implementation of 
the new DRG weights and the updated wage 
index. The commenters argued that this 
adjustment should only be applied to the 
prospective payment system standardized 
amounts and not to the hospital-specific 
rates. They contended that our proposal to 
apply the adjustment to the hospital-specific 
rates goes beyond what is required by law, 
insofar as it would account not only for the

impact of ch aises  in the relative weights and 
wage index, but also for the impact of the 
interaction of these particular changes with 
other prospective payment system policy 
changes. The commenters recommended that 
to isolate the effects o f the changes in the 
DRG weights and wage index, HCFA should 
compare aggregate payments using the 
payment policies in effect in FY 1990, varying 
only die wage index used in FY 1990 and FY 
1991.

Response: A s noted above, section 
1886(d)(4)(C)(iii) of the A ct, as amended by 
section 6003(b) of Public Law 101-239, 
specifies that beginning in FY 1991, the 
annual DRG reclassifications and 
recalibration of the relative weights must be 
made in a manner that assures that aggregate 
payments to hospitals are not affected. 
Similarly, section 1886(d)(3)(E) of the Acá, as  
amended by section 6003(h)(6) of Public Law  
101-239!, specifies that the hospital wage 
index must be updated based on new survey 
data no later than October 1,1990 and on an 
annual basis beginning October 1,1993. This 
provision also requires that any updates or 
adjustments to the wage index must be made 
in a manner that ensures that aggregate 
payments to hospitals are not affected by the 
change in the wage index.

Both of these sections of the Act require 
that aggregate prospective payment system 
payments “in the fiscal year are not greater 
or less than those that would have been 
made in the year without such adjustments." 
As explained in the proposed rule, to 
implement this requirement we sought to 
ensure that agrégate payments for FY 1991 
will not increase or decrease from what they 
would have been without the changes in the 
weights and the wage index. W e therefore 
estimated what aggregate payments for FY 
1991 would be if these particular changes 
were not made, and we compared that 
amount to an estimate of FY 1991 aggregate 
payments that incorporated these changes. 
Specifically, we first calculated aggregate 
payments using the payment policies 
proposed for FY 1991 yet maintaining the 
current DRG classifications and weights and 
the current wage index. W e then compared 
this to the amount of aggregate payments 
calculated using proposed FY 1991 payment 
policies and including the proposed changes 
in the weights and wage index. We believe 
our methodology effectively isolated the 
impact of changes in the relative weights and 
the wage index and provided a proper basis 
for computing the budget neutrality 
adjustment factor.

To achieve budget neutrality, we applied 
this adjustment factor not only to the 
standardized amounts, but also to the 
hospital-specific rates. W e continue to 
believe this latter step is  necessaiy. First, it is 
clear that payments to sole community 
hospitals and Medicare-dependent, small- 
rural hospitals must be taken into account 
when calculating aggregate payments. These 
hospitals constitute an integral part of the 
prospective payment system. Second, as we 
explained in the proposed rule, payments to 
these hospitals are affected by changes in the 
DRG weights and in the wage index. These 
hospitals are paid based on whichever of the
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following yields the highest aggregate 
payment for the cost reporting period: The 
Federal rate, the updated 1982 hospital- 
specific rate, or the updated FY 1987 hospital- 
specific rate. In determining payment, both 
the Federal rate and the hospital-specific rate 
are adjusted by an appropriate DRG 
weighting factor. Thus, payments to these 
hospitals are affected by changes in the 
relative weights, regardless of whether they 
are paid based on a Federal rate or a 
hospital-specific rate. In addition, although 
the changes in the wage index are applicable 
only to those hospitals that are paid based on 
the Federal rate, these changes could cause 
changes in the payment bases for some SCHs 
and MDHs. That is, depending on the size of 
increase or decrease in their wage index 
value, some hospitals that had been paid 
based on a hospital-specific rate would now 
be paid based on the Federal rate and some 
hospitals that had been paid based on the 
Federal rate would now be paid based on the 
hospital-specific rate. These shifts in the 
payment basis affect aggregate program 
payments and, therefore, must be taken into 
account by applying the budget neutrality 
adjustment to the hospital-specific rates. We 
note that the budget neutrality adjustment 
takes into account only the additional 
increases in payments to SCHs and MDHs 
that will result from the changes in the DRG 
weights and wage index. No adjustment is 
made for the increases resulting from the 
implementation of underlying change in the 
payment methodology for these hospitals.

If we do not adjust the hospital-specific 
amounts as part of achieving budget 
neutrality, we would have to apply a larger 
reduction factor to the standardized amounts. 
This would be inequitable to those hospitals 
that are paid based on the Federal rates. 
Therefore, we believe that to achieve budget 
neutrality in an equitable manner, we should 
apply the same adjustment factor to the 
hospital-specific rates that we apply to the 
standardized amounts.

We find unpersuasive the commenters' 
argument that we should not apply the 
budget neutrality adjustment factor to the 
hospital-specific rates because we would be 
accounting not only for the effect on 
aggregate payments of the changes in the 
DRG weights and wage index, but also for 
the effect of the interaction of these changes 
with other policy changes—namely, the 
change to a new payment methodology for 
sole community hospitals and Medicare- 
dependent, small rural hospitals. The 
commenters believe that, to avoid bringing in 
these interactive effects, we should compare 
aggregate payments using the payment 
policies in effect in FY 1990, varying only the 
relative weights and wage index used in FY 
1990 and FY 1991. However, this approach of 
using FY 1990 payment policies would be 
inconsistent with the requirements of the 
statute. Sections 1886(d)(4)(C)(iii) and 
1886(d)(3)(E) both require that aggregate 
payments “in the fiscal year” not be greater 
or less than those that would have been 
made “in the fiscal year” without such 
adjustment. The statute thus clearly 
contemplates looking to the year in which the 
new relative weights and wage index will be 
effective, rather than to the prior year, when

establishing budget neutrality. Therefore, we 
believe our approach of using FY 1991 
payment policies, varying only the relative 
weights and wage index, is more appropriate.

Moreover, we disagree with the 
commenters’ statement that, if we used FY 
1990 payment policies there would be no 
need to consider the effects of the new 
payment policies applicable to sole 
community hospitals and Medicare- 
dependent, small rural hospitals. Under the 
statute, these payment policies are effective 
for cost reporting periods beginning on or 
after April 1,1990, rather than October 1,1990 
as the commenters supposed. Thus, even if 
we had authority to use FY 1990 policies, we 
would 8till have to take into account the 
interaction between the changes in the 
relative weights and wage index and the 
changes in the special payment policies for 
this group of hospitals. For all the reasons 
stated above, we believe that our application 
of the budget neutrality adjustment to the 
hospital-specific rates is required under the 
statute and represents sound and equitable 
policy under the prospective payment system 
system.

c. Outliers. Section 1886(d)(5)(A) of the Act 
requires that, in addition to the basic 
prospective payment rates, payments must be 
made for discharges involving day outliers 
and may be made for cost outliers. Section 
1886(d)(3)(B) of the Act requires that the 
urban and rural standardized amounts be 
separately reduced by the proportion of 
estimated total DRG payments attributable to 
estimated outlier payments for hospitals 
located in urban areas and those located in 
rural areas. Section 1886(d) (9) (B)(iv) of the 
Act requires that the urban and rural 
standardized amounts be reduced by the 
proportion of estimated total payments made 
to hospitals in Puerto Rico attributable to 
estimated outlier payments.

Consequently, instead of a uniform 
reduction factor applying equally to all the 
standardized amounts, there are two separate 
reduction factors, one applicable to the urban 
national and regional standardized amounts 
and the other applicable to the rural national 
and regional standardized amounts. 
Furthermore, sections 1886(d)(5)(A)(iv) and 
1886(d)(9)(D)(i) of the Act direct that outlier 
payments may not be less than five percent 
nor more than six percent of total payments 
projected to be made based on the 
prospective payment rates, in any year.

In the September 1,1989 final rule, we set 
the outlier thresholds so as to result in 
estimated outlier payments (prior to 
consideration of the additional covered days 
that resulted from the elimination of a day 
limitation on Medicare inpatient hospital 
services under section 101 of the Medicare 
Catastrophic Coverage Act of 1988 (Pub. L. 
100-360)) equal to 5.1 percent of total 
prospective payments. We also set the same 
outlier thresholds and offsets for the Puerto 
Rico prospective payment standardized 
amounts as we had for hospitals located 
outside Puerto Rico. For FY 1990, the day 
outlier threshold is the geometric mean length 
of stay for each DRG plus the lesser of 28 
days or 3.0 standard deviations. The cost 
outlier threshold is the greater of 2.0 times the 
prospective payment rate for the DRG or

$34,000. The outlier adjustments for FY 1990 
(which were effective for discharges on or 
after April 1,1990) were .943759 for the urban 
rates and .978500 for the rural rates.

We proposed to continue to set the outlier 
thresholds so as to result in estimated outlier 
payments equal to 5.1 percent of total 
prospective payments. The model that we 
used to determine the outlier thresholds 
necessary to target our desired outlier pool 
for FY 1991 employed FY 1989 charges. We 
proposed to adjust that model to take into 
account the effect of changes in Medicare 
coverage for inpatient hospital services 
during FY 1989 that resulted from the 
enactment of the Catastrophic Coverage Act 
of 1988 (Pub. L. 100-360). These catastrophic 
coverage provisions were effective with 
discharges occurring on or after January 1, 
1989 (the second quarter of FY 1989) and 
were repealed by the Medicare Catastrophic 
Coverage Repeal Act of 1989 (Pub. L. 101-234) 
effective for discharges occurring on or after 
January 1,1990.

We determine the outlier thresholds and 
establish the outlier pool based on the 
covered days and charges reflected in the 
billing data. The FY 1989 billing data that we 
used to determine the FY 1991 outlier 
payments contain 3 months of 
precatastrophic data (data from discharges 
occurring on or after October 1,1988 and 
before January 1,1989) and 9 months of data 
for discharges occurring while the 
catastrophic legislation was in effect (data 
from discharges occurring on or after January 
1,1989 and before October 1,1989). For 
discharges occurring on or after January 1, 
1989, we are not able to identify the 
additional days (and charges) covered under 
the catastrophic legislation that are no longer 
covered after its repeal. If we include the 
additional inpatient days attributable to 
catastrophic coverage in the model used to 
estimate outlier payments, we will 
overestimate the FY 1991 outlier payments. 
Since we are not able to isolate the 
catastrophic-covered days and charges from 
other covered days and charges, we have 
developed an adjustment to the outlier model 
to account for the catastrophic-covered days 
reflected in the billing data. The adjustment 
is based on a comparative analysis of outlier 
pools modeled on covered days and charges 
and on total days and charges using 
precatastrophic billing data and billing data 
for the period the catastrophic legislation was 
in effect.

We proposed to adjust the model used to 
develop the outlier thresholds by calculating 
an adjustment to the 5.1 percent outlier pool 
payment target solely for purposes of 
estimating the thresholds. By adjusting the 
payment target, we eliminate the impact that 
the changes in coverage that occurred in FY 
1989 would have had on the computation of 
the outlier thresholds. To accomplish this, we 
calculated, for each quarter in FY 1989, the 
ratio of outlier payments based on covered 
days and covered charges to payments based 
on total days and total charges. We arrived 
at the adjustment by comparing the ratio for 
the first quarter (in which precatastrophic 
days and charges occurred) to each of the 
succeeding quarters. The result was a
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proposed adjustment factor of .924. Based on 
more complete Medpar data, the final 
adjustment factor is .930. Based on this 
analysis, we estimate that outlier payments 
will be 93 percent of the amounts estimated 
based on FY 1989 covered days and charges. 
To maintain the outlier pool at 5.1 percent, 
we are establishing the outlier thresholds 
based on a 5.5 percent pool (5.1 divided by 
.930). However, we are adjusting the 
standardized amounts proportionately based 
on a 5.1 percent outlier pool.

For FY 1991, we proposed to set the day 
outlier threshold at the geometric mean 
length of stay for each DRG plus the lesser of 
29 days or 3 standard deviations and the cost 
outlier threshold at the greater of 2.0 times 
the prospective payment rate for the DRG or 
$34,000.

The proposed outlier adjustment factors for 
FY 1991 were as follows: Urban—.9451;
Rural—.9773.

In this final rule, we have continued to 
maintain the outlier pool at 5.1 percent and 
establish the outlier thresholds based on a 5.5 
percent pool (to adjust for catastrophic 
coverage reflected in the billing data).

Therefore, for FY 1991 the day outlier 
threshold is the geometric mean length erf 
stay for each DRG plus the lesseT of 29 days 
or 3.0 standard deviations, and the cost 
outlier threshold is the greater of 2.0 times the 
prospective payment rate far the DRG or 
$35,000.

The final outlier adjustment factors for FY  
1991 are as follows: Urban—.944744; Rural—  
.997373.

The thresholds will essentially maintain 
the current outlier payment split with 37 
percent of cases being paid using the cost 
outlier methodology and 63 percent using the 
day outlier methodofogy. However, 14 
percent of the cases meeting the day outlier 
threshold will be paid using the cost outlier 
methodology because it yields the higher 
payment. Our simulation of FY 1991 outlier 
payments based on FY 1989 Medicare 
provider analysis and review file (MEDPAR) 
data indicates that the percentage of cases 
that will qualify as day outliers is about 77 
percent. The bases qualifying as day outliers 
are expected to receive 83 percent of outlier 
payments in FY 1991. An estimated 23 
percent of outlier cases will be cost only 
outlier cases, which are expected to receiye 
about 17 percent of outlier payments. The 
following table illustrates this fouling in 
greater detail:

Type of Outlier Percentage of 
outlier cases .

Percentage of 
outlier 

payments

Meets day 
threshold only._ 52 27

Meets day and 
cost thresholds, / ' j
paid using day 
methodology...... 11 22

Meets day and 
cost thresholds, 
paid using cost 
methodology...... 14 34

Subtotal— An 
cases meeting 
day threshold.... 77 83

Type of Outlier Percentage of 
outlier cases

Percentage of 
outlier 

payments

Meets cost
threshold only 23 17

Total......... 100 i 100

Table 8 of section IV Df this addendum 
updates the statewide average cost-to-charge 
ratios for urban hospitals and for rural 
hospitals to be used in calculating cost outlier * 
payments for those hospitals for which the 
intermediary is unable to compute a 
reasonable hospital-specific cost-to-charge 
ratio. Effective October 1,1990, these 
statewide average ratios replace foe ratios 
published in the September 1,1989 final rule 
(54 FR 36582). These average ratios will be 
used to calculate cost outlier payments for 
those hospitals for which the intermediary 
computes cost-to-charge ratios lower than .35 
or greater than 1.245. This range represents 
3.0 standard deviations (phis or minus) from 
the mean of the lost distribution of cost-to- 
charge ratios for all hospitals. These revised 
parameters apply to all updates to hospital- 
specific cost-to-charge ratios based on cost 
report settlements that occur during FY 1991.

Because of the extent of changes in the 
outlier policy since the previous examples 
published in the September 3,1986 final rule 
(51 FR 31523), we are providing the following 
updated outlier computation examples.
Outlier Computation Example

Hospital Y is a 100 bed hospital located in 
the Indianapolis, Indiana MSA, which is a 
large urban area. Hospital Y has a ratio of 
interns and residents to beds of .1 and is 
eligible for a disproportionate share 
adjustment of ,1212. Mr. Jones’ is admitted to 
Hospital Y on September 1,1990 and is 
discharged on October 31,1990. Mr. Jones 
stay is classified in DRG 286. Because Mr. 
Jones’ 61 day stay exceeds the 39 day length 
of stay outlier threshold for DRG 286,
Hospital Y is eligible for payment for 22 
outlier days in addition to the otherwise 
applicable prospective payment The amount 
of Hospital Y’s outlier payment (excluding 
the usual Federal payment that applies for 
both outlier and nonoutlier cases) is 
calculated as follows:

Day Outlier
Step 1— Computation of the Federal Rate 

National Large Urban Standard­
ized Amounts:

Labor-Related___ ™_______   $2,531.54
Nonlabor Related.................   $1,042.97

Indianapolis MSA Wage Index__  .9600
DRG 288 Relative W eight——^— - 2.4946

DRG Relative W eigh tx [{Labor Related 
National Large Urban Standardized 
Amount X Indianapolis MSA W age 
Index)-f Nonlabor Related National 
Large Urban Standardized Amount]=  
Federai Rate

2.4946X ({$2,531.54 X 9600} +$1042.97] =  
$8,664.37

Step 2— Computation of Regular Day Outlier 
Payment

Outlier Days= (6 1 —39)=22 
DRG 286 Geometric Mean Length of 

Stay=10.1 Days 
Marginal Cost Factor=.60 
Outlier Payment (Excludes Disproportionate 

Share and Indirect Medical Education 
Costs)= Number of Outlier Days X (Total 
Federal Prospective 
Payment+ Geometric Mean Length of 
Stay for DRG) X  Marginal Cost Factor 

22 X  ($8,664.37 H-10.1) X .60 =$11,323.73 
Step 3—Computation of Indirect Medical 

Education Adjustment for Day Outlier 
Indirect Medical Education Adjustment 

Factor=  .0744
Indirect Medical Education Outlier

Payment= Indirect Medical Education 
Adjustment FactorxO utlier Payment 

.0744 X $ l l ,323.73=$842.49 

Step 4—Computation of Disproportionate 
Share Payment for Day Outlier 

Disproportionate Share Adjustment 
F acto r= .1212

Disproportionate Share Hospital Outlier 
Paym ent=Disproportionate Share 
Hospital Adjustment FactorxO utlier  
Payment

.1212 X $11,323.73=$1,372.44 
Step 5—Total Day Outlier Payments

R egular-------------------------    $11,323,73
Indirect Medical Education_____ , 842.49
Disproportionate Share Hospital.. 1,372.44

Total™__ _______________  $13,538.66

Cost Outlier:
This example uses the same facts as in the 

day outlier example. Mr. Jones incurred total 
billed charges of $100,000.00.
Step 1—Computation o f Hospital Y’s 

Standardized Cost 
Billed Charges=$100,000 
Hospital Y’s Ratio of Cost to Charges=.80 
Indirect Medical Education Adjustment 

Factor=.0744
Disproportionate Share Hospital Adjustment 

Factor=.1212
Hospital Y ’s Standardized C ost=Billed  

charges—[ 1 + (Indirect Medical 
Education Adjustment 
F acto r+ Disproportionate Share 
Adjustment Factor)] xH ospital’s Ratio of 
Cost to Charges.

$100,0 0 0 - { l  +  (.0744+.1212)] X .80=$68,912.01 
Step 2—Determination o f Cost Outlier 

Threshold
Computation 1 (Based on Federal Rate)
DRG 286 Federal Rate=$8,664.37 
Federal Rate Doubled= 2  x  $8,664.37=$ 

17,328.74
Computation 2 (Based on Wage Index and 

Adjusted Standard Cost Outlier 
Threshold)

Standardized Cost Outlier 
Threshold=$35,000 

Labor-Related share=71.40 
Nonlabor-Related Share=28.60
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W age index Adjusted Cesi Outlier
Threshold^ (Standardized Cost: Outlier 
Threshold x  Labor Related 
ShareX Indianapolis MSA Wage 
Indexj-f (Standard Cost Outlier 
Threshold X Nonlabor Related Share! 

($35,000 X .714X.96QGJ+($353O0X.286l?= 
$34,«KMff

Computation 1 Result $17,328.74 
Computation 2 Result $34,000.40 
Higher o f Computation,! or 2 = The 

Applicable Cost Outlier 
Threshold— $34,000.40 

Step 3—Calculation o f  Cost Outlier Payment 
Marginal Cost Factor= .7 5  
Standardized Cost (From Step 1) =$66,912.01 
Hospital Y’s Standardized: Cost—Cost Outlier 

Threshold=Outlier Cost 
$66,912.01—$34,000.40=$32,911.61 
Outlier Cost X Marginal Goat Factor—Cost 

Outlier Payment 
$32,911.61 X .75 —$24,683.71 
Step. 4—Cost Outlier Payment for Indirect 

Medical Education Coste 
Percentage; Add-On for Indirect M edica!

Education—?.44 percent 
Indirect Medical Education Cost Outlier 

Payment^ Cast- Outlier 
Paym ent* Percentage Add-On for 
Indirect; Medical Education..

$24,683.71 X .0744=$ l,830.47 
Step 5—Cost Outlier Payment Adjusted for 

Disproportionate- Share Hospital 
Disproportionate Share Hospital Percentage 

AddvOnpc 12.12-. percent 
Disproportionate Share Hospital Percentage; 

Add-On X Cost Outlier 
Payment— Disproportionate Share 
Hospital Outlier Payment 

.1212* $24,683.71 =$2391.67 
Step 6*—Total Cost Outlies Payments:

Regular...___________________ .»». $24i,683.71
Indirect Medical Education---------  $1,836,47
Disproportionate Share Hospital.. $2391.67

Total................... »».......... .......  $29,511.85

Determination o f Outlier Paym ent 
Comparison. ofT otal Day Outlier Payments 

with T otal Cost Outlier Payments

Total Day Outlier Payments.......», $13,538.66
Total Cost Outlier Payment.......... $29,511.85

Hospital Y receives the higher o f the two 
payments», which is the total cost outlier 
payment of $29,511.85.

Comment:: One commenter,1 argued:that 
total outlier payments have not equaled, the 
amount in the outlier pooh. The commenter 
suggested that the amount actually paid in 
outliers and the amount in the pool b e  subject, 
to yearly accounting.

Response: We»hava responded to similar- 
comments in the September 3,1986 final rule 
(52 FR 31525), the Septem ber!, 1987 final rule. 
(52 FR 33048); the-September30 ,1988final 
rule (53 FR 38508) and the September 1; 1989- 
final rule (S4 FR 36500): We are required by 
section 1888(d)(5)( A) oh the Act to-estimate; 
using the most recent data available,.what 
the level; of, tha outlier thresholds should-be in

order to yield foe proper total amount of 
payments. We believe that we have 
consistently m et our statutory obligation l a  
ensure that the rate offset's, used to finance 
outlier paymenta were equal to the. estimated« 
proportion, of total prospective payments, for 
outliers. W e have used the most recent 
Medicare discharge date availableta. 
estimate total prospective payments and 
outlier payments as, a percentage thereof«
This is necessarily a prospective; process and 
the resulting estimate m aybe inaccurate 
based on later data. We do no! believe dial 
payment or recoupment of outlier monies: 
based on retrospective adjustments to the 
thresholds would be appropriate,

Although we overestimated the outlier-pool 
in tha first years of tee prospective payment- 
system and thus underestimated outlier 
payments, this has- not been te e  ease  for the 
last few years. In> F Y 1988 outlier payments 
represented 6.7- percent of total payments.
The outlier offset in FY 1989 was Silt percent;: 
however, catastrophic coverage for-inpatient 
hospital benefits, was in effect for nine 
months of the fiscal year. During that period, 
we estimated an additional one percent o f 
paymentawould be for outlier cases. The 
additional one percent was? to; be financed 
through additional program payments rather 
than: through the outlier pool. For tee full 
fiscal year, we estimated outlier payments, 
would approximate S 3  percent of payments. 
Actual outlier payments were 80; percent of 
total payments. Based;on tee:FY 1989 
MEDPAR data, we estimate teat outlier 
payments in FY 1900 will represent 
a pproximaely 5.3 percent o f total prospective 
payments and will exceed the outlier poolof 
5.1 percent by about 2  percent.
B. Adjustments for Area Wage Levels and; 
Cost-ofiLiving'

This section contains an explanation o f the 
application, o f two types, o f adjustments to. tee. 
adjusted standardized amounts that will: be 
made by the intermediaries in̂  determining 
the prospective payment rates as described 
in section I1.D of this addendum, For 
disGussion purposes, i t  is necessary to, 
present the adjusted- standardized amounts 
divided into labor and nonlahor portions. 
Tables la , lb , and 1c, as set forth in this, 
addendum; contain the actual labor-related 
and nonlahor-related shares that will be used 
to calculate the prospective payments rates 
for hospitals located in the 59 States,, the 
District of Columbia, and Puerto Rico..

1.. Adjustment for Area Wage Levels. 
Sections 1888 (d)(2)(H) and 1886 (d)(9)(C)(iv} 
of the Act require that anadjustment be 
made to the labor-related portion, of the 
prospective.payment rates, to account: for 
area differences in hospital wage levels. This 
adjustment is made by the intermediaries by 
multiplying the labor-related portion of tee 
adjusted standardized amounts by the 
appropriate, wage index for the: area in which 
the hospital is located. In section IV of the 
preamble to. this final rule, w e discuss certain, 
revisions we are making to. the. wage, index. 
This index is  set forth, in Tables 4a through 4e 
o f  this addendum..

^Adjustm ent far, Cost of Living in Alaska 
and Hawaii,  Section.1886 (d)(5)(H). of the Act, 
formerly section lfiS6(d)(5}(C}(iv) o f tee Act, 
but redesignated by section

6003(e)(A)(DiA)(i), o f Public La w 101^2391 
authorizes an adjustment to taka into account 
the unique circumstances of hospitals in 
Alaska and Hawaii. Higher labor-related 
costa for these tw aStatea are taken into' 
account of hr tee  adjustment'for. area wages, 
above. For FY 1991, the adjustment necessary: 
for noniaboi^releted- costs for hospitals in 
Alaska and: Hawaii will he made by the 
intermediaries by multiplying the nonlabor 
portion o f the standardized amounts, by the 
appropriate: adjustment factor contained in 
the table below.

Table o f Cost-of-Living Adjustm ent 
Factors► Alaska and H a w a ir Hospitals

Alaska;—AH areas..»».»».» ».».».»»».» 1.25
Hawaii;

Oahu.................—» —...........» 1-225
Kauai,.».»».»»»».»»».»»»».».»»»»»»» 1.175
Maui..........».»».».»........ ....................... 1.20:
Molokai.»»»».»»»..»».»»»»»»»»»»»» 1-20 
Lanai...........».... - .... .................. . 120
Hawaii T.15

(The above factors are based on data 
obtained from the UlS. Office, off 
Personnel. Management.)

C. DRG Weighting Factors,
As discussed in section IIFaf the preamble 

to this final, rule; w e have developed a 
classification system for all hospital 
discharges; assigning them- into DRGs, and 
have developed weighting factors for each 
DRG that* are intended1 to reflect the reseuree 
utilization o f  cases in each DRG relative tor 
Medicare cases or other DRGs,

Table 5 of section lV  o f tide addendum 
contains tee weighting-factors the w e will1 use 
for discharges occurring in FY 1991, These 
factors have be mi recalibrated' as explained 
in section HfiC of the preamble to this final 
rule.
D: Calfculation of Ptoapective Payment Rates 
for FY 1991
General Formula for a Calculation of

Prospective Payment Rates for FY 1991‘ 
Prospective payment rate for all hospitals- 

located outside Puerto-Rico except sole 
community hospitals and Medicare- 
dependent, small, rural hospitals =  
Federal rate

P ro tectiv e  payment rate for sole, community 
hospitals (for cost reporting periods 
beginning before April 1;.1990)] =- 75 
percent o f the hospitahspecific portion 4« 
25 percent of the Federal regional rata 

Prospective payment rate for sole community? 
hospitals and Medicare-dependent, small 
rural hospitals (far cost reporting; periods; 
beginning oir or after April,!,.1998)! =  
Whichever of the fallowing rates yield 
the greatest aggregate: payment; 190 
percent o f the Federal; rate;, 100; percent 
of tha FY 1982 hospital-specific rate, or 
lOO percent of the FY 1987 hospital- 
specific rate-

Prospective payment rata for Puerto. Rico 
hospitals =  75 percent of the Puerto Rico 
rate: 4  25 percent of a- discharge- 
weighted; average of the large-urban,, 
other urban, and rural national, rates
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1. Federal Rate. For discharges occurring 
on or after October 1,1990 and before 
October 1,1991, except for sole community 
hospitals, Medicare-dependent, small rural 
hospitals, and hospitals located in Puerto 
Rico, the hospital’s rate is comprised 
exclusively of the Federal national rate. (For 
discharges that occurred on or after April 1, 
1988 and before October 1,1990, section 
1886(d)(l)(A)(iii) of the Act provided that the 
Federal rate is comprised of 100 percent of 
the Federal national rate except for those 
hospitals located in Census regions that have 
a regional rate that is higher than the national 
rate.) For cost reporting periods beginning 
before April 1,1990, the 25 percent Federal 
portion payable to sole community hospitals 
is based entirely on the Federal regional rate. 
The Federal rates are determined as follows:

Step 1— Select the appropriate regional or 
national adjusted standardized amount 
considering the type of hospital and 
designation of the hospital as large urban, 
other urban, or rural (see Tables la  and lb, 
section IV of this addendum).

Step 2—Multiply the labor-related portion 
of the standardized amount by the applicable 
wage index for the geographic area in which 
the hospital is located (see Tables 4a-4e, 
section IV of this addendum).

Step 3—For hospitals in Alaska and 
Hawaii, multiply the nonlabor-related portion 
of the standardized amount by the 
appropriate cost-of-living adjustment factor.

Step 4—Sum the amount from step 2 and 
the nonlabor portion of the standardized 
amount (adjusted if appropriate under step 3).

Step 5—Multiply the final amount from 
step 4 by the weighting factor corresponding 
to the appropriate DRG (see Table 5, section 
IV of this addendum).

Step 6—For sole community hospitals with 
cost reporting periods beginning before April
1.1990, multiply the result in step 5 by 25 
percent. The result is the Federal portion of 
the F Y 1991 prospective payment for a given 
discharge for a sole community hospital, with 
a cost reporting period beginning before April
1.1990.

2. Hospital-Specific Rate (Applicable Only 
to Sole Community Hospitals and Medicare- 
Dependent, Small Rural Hospitals)

For cost reporting periods beginning on or 
after October 1,1983 and before April 1,1990, 
sole community hospitals were paid on the 
basis of a rate per discharge composed of 75 
percent of the hospital-specific rate and 25 
percent of the applicable Federal regional 
rate. Section 1886(d)(5)(D)(i) of the Act), as 
added by section 6003(e) of Public Law 101- 
239, provides that for cost reporting periods 
beginning on or after April 1,1990, sole 
community hospitals are paid based on 
whichever of the following rates yields the 
greatest aggregate payment: The Federal rate 
(subject to the regional floor for discharges 
occurring before October 1,1990), the 
updated hospital-specific rate based on FY 
1982 cost per discharge, or the updated 
hospital-specific rate based on FY 1987 cost 
per discharge. In addition, section 6003(f) of 
Public Law 101-239 added a new section 
1886(d)(5)(G) of the Act that creates a new 
category of hospitals eligible for special 
payment under the prospective payment 
system. These hospitals are known as

Medicare-dependent small rural hospitals 
and, effective for cost reporting periods 
beginning or after April 1,1990 and ending 
before April 1,1993, they are paid based on 
the same formula applicable to sole 
community hospitals.

Hospital-specific rates have been 
determined for each of these hospitals based 
on both the FY 1982 cost per discharge and 
the FY 1987 cost per discharge. For a more 
detailed discussion on the calculation of the 
FY 1982 hospital-specific rate and the FY 1987 
hospital-specific rate, we refer the reader to 
the September 1,1983 interim final rule (48 FR 
39772) and the April 20,1990 final rule with 
comment (55 FR 15150).

a. Updating the FY 1982 and FY 1987 
Hospital-Specific Rates fo r FY 1991 Cost 
Reporting Periods. For cost reporting periods 
beginning on or after October 1,1990, we are 
increasing the hospital-specific rates by 5.2 
percent (the market basket percentage 
increase) for hospitals located in all areas. As 
required by section 1886(d)(3)(B) of the Act, 
this is the same percentage increase by which 
we are increasing the Federal rates for FY 
1991.

b. Calculation o f Hospital-Specific Rate.
For sole comnapnity hospital and Medicare- 
dependent small rural hospital cost reporting 
periods beginning on or after October 1,1990 
and before October 1,1991, the hospital- 
specific rate applicable to the hospital will be 
calculated by multiplying the hospital’s 
hospital-specific rate for the preceding cost 
reporting period by the applicable update 
factor (that is, 5.2 percent). In addition, the 
hospital-specific rate will be adjusted by the 
budget neutrality adjustment factor (that is, 
.998637) as discussed in section II.A.4.b of 
this Addendum. This resulting rate will be 
used in determining under which rate a sole 
community or Medicare-dependent small 
rural hospital is paid for its cost reporting 
period beginning on or after October 1,1990, 
based on the formula set forth above.

3. General Formula fo r Calculation o f 
Prospective Payment Rates fo r Hospitals 
Located in Puerto R ico Beginning On or After 
October 1,1990 and Before October 1,1991—  
a. Puerto R ico Rate. The Puerto Rico 
prospective payment rate is determined as 
follows:

Step 1—Select the appropriate adjusted 
average standardized amount considering the 
large urban, other urban, or rural designation 
of the hospital (see Table lc , section IV of the 
addendum).

Step 2—Multiply the labor-related portion 
of the standardized amount by the 
appropriate wage index (see Tables 4a and 
4b, section IV of the addendum).

Step 3—Sum the amount from step 2 and 
the nonlabor portion of the standardized 
amount.

Step 4—Multiply the result in step 3 by 75 
percent.

Step 5—Multiply the amount from step 3 by 
the weighting factor corresponding to the 
appropriate DRG weight (see Table 5, section 
IV to the addendum).

b. National Rate. The national prospective 
payment rate is determined as follows:

Step 1—Multiply the labor-related portion 
of the national average standardized amount 
(see Table lc , section IV of the addendum) by 
the appropriate wage index.

Step 2—Sum the amount from step 1 and 
the nonlabor portion of the national average 
standardized amount

Step 3—Multiply the result in step 2 by 25 
percent.

Step 4—Multiply the amount from step 3 by 
the weighting factor corresponding to the 
appropriate DRG weight (see Table 5, section 
IV of the addendum). ‘

The sum of the Puerto Rico rate and the 
national rate computed above equals the 
prospective payment of a given discharge for 
a hospital located in Puerto Rico.

III. Target Rate Percentages fo r Hospitals 
and Hospital Units Excluded From the 
Prospective Payment System

The inpatient operating costs of hospitals 
and hospital units excluded from the 
prospective payment system are subject to 
rate-of-increase limits established under the 
authority o f section 1886(b) of the Act, which 
is implemented in § 413.40 of the regulations. 
Under these limits, an annual target amount 
(expressed in terms of the inpatient operating 
cost per discharge) is set for each hospital, 
based on the hospital’s own historical cost 
experience, trended forward by the 
applicable update factors. This target amount 
is applied as a ceiling on the allowable costs 
per discharge for the hospital’s next cost 
reporting period.

A hospital that has inpatient operating 
costs per discharge in excess of its target 
amount would be paid no more than that 
amount. However, a hospital that has 
inpatient operating costs less than its target 
amount would be paid its costs plus the 
lower of—
(1) 50 percent of the difference between the

inpatient operating cost per discharge 
and the target amount; or

(2) 5 percent of the target amount.
Each hospital’s target amount is adjusted 

annually, before the beginning of its cost 
reporting period, by an applicable target rate 
percentage. For cost reporting periods 
beginning on or after October 1,1990 and 
before October 1,1991, section 
1886(b)(3)(B)(ii) of the Act provides that the 
applicable percentage increase is the market 
basket percentage increase. In order to 
determine a hospital’s target amount for its 
cost reporting period beginning in FY 1991, 
the hospital’s target amount for its reporting 
period that began in FY 1990 is increased by 
the market basket percentage increase for FY 
1991. The most recent forecasted market 
basket increase for FY 1991 for hospitals and 
units excluded from the prospective payment 
system is 5.3 percent (discussed in section V 
of the preamble of this final rule). Therefore, 
the applicable percentage increase is also 5.3 
percent.

IV. Tables

This section contains the tables 
referred to throughout the preamble to 
this final rule and in this addendum. For 
purposes of this final rule, and to avoid 
confusion, we have retained the 
designations of Tables la , lb , lc , 3c, 4a, 
4b, and 5 that were first used in the 
September 1,1983 initial prospective
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payment final ra ts ' (48 FR 39844}. Tabfes 
la; lb, lc, 2a, 2b, 3014a, 4fe; 4c, 4d; 4e, 4f, 
5, 6a, 6b, 6c, 6d, 6s, 0f, 6g, 6h, 6i, 6j, 6k; 6l, 
6m, 7A, 7B, 8, and 9 are presented 
below. The tables presented below are 
as fallows:
Table la —National Adjusted. Standardized.

Amounts, Labor/Nonlabor 
Table lb —Regional Adjusted' Standardized 

Amounts, Labor/Nonlabor 
Table lc —Adjusted Standardized Amounts 

for Puerto Rico, Labor/Nonlabor 
Table 2a—Prospective Payment. Hospital 

Market Basket (1987-BasedWeighis and 
Cost Categories)’

Table 2b—Excluded Hospital1 Market Basket 
(1987-Baseef Weightsand Cost 
Categories)

Tabid 3C—Hospital Case M ix Indexes, for 
Discharges Occurring in Federal Fiscal 
Year 1989

Table 4a—Wage Index for Urban Areas 
Table 4b—Wage Index for Rural» Areas

Table 4c-—Wäge Ihdäax for Rural': Counties 
Whose Hospitals: are Seem ed Urban-— 
Using» Urban Area Wage Index 

Table 4d—Wage Index for Rural. Counties 
Whose Hospitals are Deemed Urban-— 
Computed as Separate Urban Areas 

Table 4e—Wage, Index for. Rural- Counties. 
Whose Hospitals are Deemed U rb a n - 
Using Statewide-Ruraf Wage Index 

Table 4f—Wage Areas Subject ta W age 
Index Phase-In

Tablfe'5—Cist of Diagnosis Related Groups 
(DKGs),, Relative Weighting. Factors, 
Geometric Mean Length of Stay, and 
Length-of Stay Outlier Cutoff Point» Used- 
in the Prospective Payment System;

Table 6a— New Diagnosis Codes 
Table 6b— New Procedure. Codes:
Table 6c—Invalid Diagnosis. C o d e s d i g i t s }  
Table 6d—Invalid Procedure Code*
Table 6e— Additions Ur th e  CC Exclusions 

List
Table 6f—Deletions to, the CC ExcTusions List

Tablte eg1—AdtfiiionaLOR Procedures that 
Group; toD RG  477

Table-6h—Diagnosis Codes by Body Site 
Category for MDC 24

Table 6i—HIV-Related Conditions Necessary 
for Assignment1 to MDC 25 

Table: 6jj—Procedure Codes: Assigned-to 
Revised] DRGs in MDC 5 

TafaleGk—Diagnoses that Group to DRG 462 
when a Tracheostomy is Performed’ 

Table 61—Revised Diagnosis. Cade, Titles 
Table 6m—Revised Procedure Code Titles 
Table 7A—Medicare. Prospective. Payment* 

System Selected Percentile Lengths of 
Stay FY 89 MEDPAR1 Update 12/89 
GROUPER V7.0

Table 7R—Medicare Prospective Payment 
System Selected' Pbrcentile Lengths of 
Stay FV 89 MEDPAR Update 12/80 
GROUPER V8.0

Table 8—Statewide Average CosMo-Charge 
Ratios fbr Urban and Rural. Hospitals 
(Case Weighted);

Table 9—Sole Community Hospital:— 
Weather Data

Table 1a—National Adjusted Standardized Amounts’, Labqr/NonLabor

Large urban»
f

Other urban Rural

Labor-related’ * Nontebor-refated Labor-related' Nonlabor-reteted Labor-related. I Nonlabor-related

2,531.54 1,042.97 2,491.46 1,026.46
I

2r45QS79' 789.61

T able 1b.— Regional Adjusted Standardized, Amounts, Labor/Nonlabor

Largo urban: Other urban j Rural

f Labor-related i Nönlafeor- 
related  ̂ Labor-related Nonlabar- 

î related Labor-related ■■ Nonlabor- 
« related

1. New England (CT, ME, MA, NH, RI, VT),................................ 2,658.52 1,089.08 2,616.44 1T071,83 2,717.17 937.09
2. Middle Atlantic (PA, NJ, NY)................................................... 2,388.44 1,031.77 2,350.63 1,015.44 2,602.23 885.88
3. South Atlantic (DE, DC, FL, GA, MD, NC, SC, VA, WV)......... 2,549.58 952.21 2,509.22 937.14 2,487.62 768.17
4. East North Central (IL, IN, Ml, OH, Wl)............................. 2,689.19 1,126.63 2,646.62 1,108.79 2,519.04 853.77
5. East South Central (AL, KY, MS, TN)...................................... 2,446.90 862.21 2,408.16 848.57 2,465.48 716.34
6. West North Central (IA, KS, MN, MO, NE, ND, SD )..... ......... 2,550.31 1,026.55 2,509.93 1,010.29 2,396.28 765.30
7. West South Central (AR, LA, OK, TX) ................................. 2,535.64 945.77 2,495.49 930.79 2,298.12 703.80
8. Mountain (AZ, CO, ID, MT, NV, NM, UT, WY).......... ..... ........ . 2,445.98 1,013.05 2,407.26 997;00 2,324.01 809.47
9. Pacific (AK, CA, HI, OR, WA)................. .;................................ 2,379.27 1,157.19 2,341.60 1,138.87 2,260.30 911.91

T able 1c.— Adjusted Standardized Amounts for Puerto Rico, Labor/Nonlabor

Large urban Other urban Rural

Labor-related Nonlabor-
related Labor-related Nonlabor-

related Labor-related Nonlabor-
related

Puerto Rico................................................................. „ ........... 2,276.86
2,496.53

473 53 
972.87

2,240.81 466.03 1,670.52 360.13
National.............................

Table 2a.— Prospective Payment Hos­
pital Market Basket (1987-Based 
Weights and Cost Categories)

Expenses Categories
1987-based 

market 
basket 

weights •

1. Wages and Salaries 2....................... 52.2
2. Employee Benefits * 9.5
3. Other Professional Fees 2................ 1.7
4. Energy and Utilities............................ 2.4

T able 2a.— Prospective Payment Hos­
pital Market Basket (1987-Based 
Weights and Cost Categories)—  
Continued

1987-based
Expenses Categories market

basket
weights *

A. Fuel, Oil, Coal and Other Fuel... 0.6
B. Electricity.......... „....................... 1.1
C. Natural Gas............ ..........- ...... 0.3

Table 2a.— Prospective Payment Hos­
pital Market Basket (1987-Based 
Weights and Cost Categories)—
Continued

Expenses Categories
1987-based 

market 
basket 

weights *

D. Motor Gasoline'........................... 0.2
E. Water and Sewerage................. (3)
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T able 2a.— Prospective Payment Hos­
pital Market Basket (1987-Based 
Weights and Cost Categories)—  
Continued

Expenses Categories
1987 based 

market 
basket 

weights 1

Professional Liability Insurance......... 1.4

All Other............................................ 32 8

A. All Other Products:
(1) Pharmaceuticals................ 3.9
(2) Food...................................

(a) Direct Purchase......... 2.1
(b) Contract Service......... 1.2

(3) Chemicals.......................... 3.1
(4) Medical Instruments........... 2.7
(5) Photo Supplies.................. 2.6
(6) Rubber and Plastics........ 2.3
(7) Paper Products.................. 1.4
(8) Apparel.............................. 1.1
(9) Mach, and Equip............... 0.5
(9) Miscellaneous Products..... 0.8

Subtotal............................... 21.8

B. All Other Services:
(1) Business Services 2.......... 3.8
(2) Computer Services 2......... 2.0
(3) Transportation and Ship-

ping..................................... 1.2
(4) Telephone......................... 1.0
(5) Blood Services 2................ 0.6
(6) Postage 2........................... 0.4
(7) All Other Labor Inten-

sive2.................................... 1.2
(8) All Other Non-Labor In-

tensive................................. 0.8

Subtotal.......„...................... 11.0

1 These weights are used to develop the revised 
labor-related and nonlabor-related components of 
the standardized amounts in Tables 1a, 1b, and 1c. 
Total market basket weights may not equal 100 due 
to rounding.

2 Considered labor-related. 
s Rounds to less than 0.1

Ta b le  2b.— Excluded Hospital Market 
Basket (1987-Based Weights and 
Cost Categories)

Expense categories
1987-based 

market 
basket 

weights 1

1. Wages and Salaries.......................... 61.3
2. Employee Benefits............................ 13.0
3. Professional Fees............................. 1.4
4. Energy and Utilities........................... 2.8

A. Fuel Oil, Coal, Etc...................... 0.7
B. Electricity.................. ............... 1.3
C. Natural Gas............................... 0.4
D. Motor Gasoline.......................... 0.3
E. Water and Sewerage................. (*)

5. Professional Liability Ins.................... 1.0

6. All Other.......... ....„..... ...................... 20.6

A. All Other Products:
(1) Pharmaceuticals................ 1.6
(2) Food...................................

(a) Direct Purchase.......... 2.5
(b) Contract Service......... 0.7

(3) Chemicals.-....................... 1.9
(4) Medical Instruments.......... 1.6
(5) Photo. Supplies................. 1.6
(6) Rubber and Plastics........... 1.4
(7) Paper Products.................. 0.9
(8) Apparel.._.......................... 0.7
(9) Mach, and Equip........... 0.3
(10) Misc. Products................. 0.5

Subtotal.................. ............. 13.7

Ta b le  2b.— Excluded Hospital Market 
Basket (1987-Based Weights and 
Cost Categories)— Continued

Expense categories
1987-based 

market 
basket 

weights 1

B. All Other Services:
(1) Business Services.............. 2.4
(2) Computer Services............. 1.2
(3) Trans, and Shipping........... 0.8
(4) Telephone........................... 0.6
(5) Blood Services................... 0.4
(6) Postage................................ 0.2
(7) All Other Labor Intensive... 0.8
(8) All Other Nonlabor Inten- ' 

sive.......................................... 0.5

Subtotal.................................. 6.9

1 Total market basket weights may not equal 100 
due to rounding.

2 Rounds to less than 0.1.

Note—(1) The wage and price proxies are 
the same for the excluded and prospective 
payment system market baskets.

(2) The 1987 excluded hospital market 
basket has a composite set of weights for 
Medicare-certified psychiatric, long-term 
care, rehabilitation, and children’s hospitals.
BILLING CODE 4120-01-M
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T able 4a.— Wage Index for Urban 
Areas

[Areas that qualify as large urban areas are 
designated with an asterisk]

Urban area (constituent counties or 
county equivalents)

Wage
Index

Abilene, T X ........................... 0-9252
Taylor, TX

Aguadilla, PR............................. 0-4583
Aguada, PR
Aguadilla, PR
Isabella, PR
Moca, PR

Akron, OH................................... ' 0.9473
Portage, OH
Summit OH

Albany, GA............................ ..... 0.8078
Dougherty, GA
Lee, GA

Albany-Schenectady-Troy. N Y__ 0.8953
Albany, NY
Greene, NY
Montgomery, NY
Rensselaer, NY
Saratoga, NY
Schenectady, NY

Albuquerque, NM.......................... 1 0158
Bernalillo, NM

Alexandria, LA_______ ._____ 0.8304
Rapides, LA

Allentown-Bethlehem-Ea$tnn, PA -N J..... 0.9880
Warren, NJ
Carbon, PA
Lehigh, PA
Northampton, PA

Altoona, PA................................. 0.9270
Blair, PA

Amarillo, T X ........................ 0.8795
Potter, TX
Randall, TX

"Anaheim-Santa Ana, CA....... 1.2027
Orange, CA

Anchorage, AK............ ............. 1.4225
Anchorage, AK

Anderson, IN .......................... 0.9614
Madison, IN

Anderson, SC............ 0.7283
Anderson, SC

Ann Arbor, Ml......... 1.1423
Washtenaw, Ml

Anniston, AL.......................... 0.7958
Calhoun, AL

Appleton-Oshkosh-Neenah, Wl. 0.9210
Calumet Wl
Outagamie, Wl
Winnebago, Wl

Arecibo, PR........... ........... 0.3994
Arecibo, PR
Camuy, PR
Hatillo, PR
Quebradillas, PR

Asheville, NC.... ................ 0.8769
Buncombe, NC

Athens, G A.......... ............... 0.8237
Clarke, GA
Jackson, GA
Madison, GA
Oconee, GA

"Atlanta, G A.................. .... ........ 0.9629
Barrow, GA
Butts, GA
Cherokee, GA
Clayton, GA
Cobb, GA
Coweta, GA

T able 4a.— Wage Index for Urban 
Areas— Continued

[Areas that qualify as large urban areas are 
designated with an asterisk]

Urban area (constituent counties or 
county equivalents)

Wage 
. index

DeKalb, GA
Douglas, GA
Fayette, GA
Forsyth, GA
Fulton, GA
Gwinnett, GA
Henry, GA
Newton, GA
Paulding, GA
Rockdale, GA
Spalding, GA
Walton, GA

Atlantic City, N J ............ ..... ............... 1.0543
Atlantic, NJ
Cape May, NJ

Augusta, G A-SC....................................... 0.9433
Columbia, GA
McDuffie, GA
Richmond, GA
Aiken, SC

Aurora-Elgin, IL............. ....... 0.9698
Kane. IL
Kendall, IL

Austin, T X ........... ................. .......... 0.9600
Hayes, TX 
Travis, TX 
Wjlliamson, TX

Bakersfield, C A ......._____
Kern, CA

"Baltimore, .
Anne Arundel, MD 
Baltimore, MD 
Baltimore City, MD 
Carroll, MD 
Harford, MD 
Howard, MD 
Queen Annes, MD

Bangor, ME___
Penobscot, ME

Baton Rouge, LA..... .........
Ascension, LA 
East Baton Rouge, LA 
Uyingston, LA 
West Baton, LA

Battle Creek, Ml__ ___ .....
Calhoun, Ml

Beaumont-Port Arthur, T X . 
Hardin, TX 
Jefferson, TX 
Orange, TX

Beaver County, PA. .........
Beaver, PA

Bellingham, WA............. .
Whatcom. WA

1.0905

1.0191

0.9095

0.9120

0.9497

0.9637

1.0200

1.0533

Benton Harbor, Ml................. ..................
Berrien, Ml

"Bergen-Passaic, N J................
Bergen, NJ 
Passaic, NJ

Billings, M T............................. .

0.8169

1.0331

0.9357
Yeïiowstone, MT

Biloxi-Gulfport, MS.......................... 0.8090
Hancock, MS
Harrison, MS

Binghamton, NY.......... ......................... 0.9292
Broome, NY
Tioga, NY

Birmingham, AL.................. ......... . 0.8800
Blount, AL
Jefferson, AL
Saint Clair, AL

Table 4a.— Wage Index for Urban 
Areas— Continued

[Areas that qualify as large urbah areas are 
designated with an asterisk]

Urban area (constituent counties or 
county equivalents)

Shelby, AL
Walker, AL ^ . . v

Bismarck, ND 
Burleigh, ND 
Morton, NÒ

Bloomington, IN.................__ _
Monroe, IN

Bloomington-Normal, IL....._____
McLean, IL

Boise City, ID.„... ...... 1___ _____
Ada, ID

* Boston-Lawrence-Salem-Lowell-
Brockton, MA... ......................
Essex, MA 
Middlesex, MA 
Norfolk, MA 
Plymouth, MA 
Suffolk, MÂ

Boulder-Longmont, CO___ .....____ ....
Boulder, CO

Bradenton, FL .... ..........  ........
Manatee, FL

Brazoria, TX __________ ..........
Brazoria, TX

Bremerton, WA ......___ ....___
Kitsap, WA

Bridgeport-Stamford-Norwalk-Danbury,
CT __
Fairfield, CT

Brownsville-Harlingen, TX____.....___
Cameron, TX,

Bryan-College Station, TX__................
Brazos, TX

Buffalo, NY ......................___ ' ■
Erie, NY

Burlington, NC-.--’-“-----.----------'---------------.;,
Alamance, NC

Burlington, VT_________ ......................
Chittenden, VT 
Grand Isle, VT

Caguas, PR...____ _______
Caguas, PR 
Gurabo, PR 
San Lorenz, PR 
Aguas Buenas, PR 
Cayey, PR 
Cidra, PR

Canton, OH..»___
Carroll, OH 
Stark, OH

Casper, WY ...... .........................
Natrona, WY

Cedar Rapids, LA....__ _______
Linn, ÌA

Champaign-Urbana-Rantoul, IL............
Champaign, IL

Charleston, SC.... ............. ................
Berkeley, SC 
Charleston, SC 
Dorchester, SC

Charleston, WV..... ................. ‘
Kanawha, WV 
Putnam, WV

"Charlotte-Gastonia-Rock Hill, NC-SC... 
Cabarrus, NC 
Gaston, NC 
Lincoln, NC 
Mecklenburg, NC 
Rowan, NC 
Union, NC 
York. SC

Charlottesville, V A ;,Y

Wage
index

0.8843

0.8668

0.8786

0.9791

1,1749

1.0184

0.9294

0.9188

0.9568

1.2074

0.8631

0.9521

0.8939

0.8013

0.9390

0.4393

0.8733

0.8921

0.8938

0.8775

0.8360

0.9726

0.9281

0.9600
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Table 4a.—Wage Index for Urban 
Areas—Continued

[Areas that qualify as large urban areas are 
designated with an asterisk]

Urban area (constituent counties or 
county equivalents)

Atbermarle, VA 
Charlottesville City, VA 
Fluvanna, VA 
Greene, VA

Chattanooga, TN-GA........................
Catoosa, GA 
Dade, GA 
Walker, GA 
Hamilton, TN 
Marion, TN 
Sequatchie, TN

Cheyenne, WY..... .......... ....... .— ......
Laramie, WY

•Chicago, IL.............
Cook; IL 
Du Page, IL 
McHenry, IL

Chico, CA.............. ........................ .
Butte, CA

•Cincinnati, OH-KY-IN......... ..... ........
Dearborn, IN 
Boone, KY 
Campbell, KY 
Kenton, KY 
Clermont, OH 
Hamilton, OH 
Warren, OH

Clarksville-Hopkinsville, TN-KY........ .
Christian, KY 
Montgomery, TN

•Cleveland, OH...............................
Cuyahoga, OH 
Geauga, OH 
Lake, OH 
Medina, OH

Colorado Springs, CO.............. ........
El Paso, CO

Columbia, MO............. ..... ...... ..... ....
Boone, MO

Columbia, SC.... ........ ......................
Lexington, SC 
Richland, SC

Columbus, GA-AL...........................
Russell, AL 
Chattanocchee, GA 
Muscogee, GA

‘Columbus, OH............... .— ....
Delaware, OH 
Fairfield, OH 
Franklin, OH 
Licking, OH 
Madison, OH 
Pickaway, OH 
Union, OH

Corpus Christs, TX..........:...................
Nueces, 1X 
San Patncio. TX

Cumberland, MDrWV____ ______
Allegany, MD 
Mineral, WV

‘Dallas, TX..... ......
Collin, TX 
Dallas, TX 
Denton, TX 
Ellis, TX 
Kaufman, TX 
Rockwall, TX

Danville, VA.............
Danville City, VA 
Pittsylvania, VA

Davenport-Rock Island-Moline, IA—IL.. 
Scott, IÀ 
Henry, IL 
Rock Island, IL

Dayton-Springfield, OH...................__

Wage
index

0.9230

0.8009

1.0554

1.0572

0.9855

0.7344

1.0776

0.9850

0.9515

0,8971

0.7508

0.9706

Table 4a.—Wage Index for Urban 
Areas—Continued

[Areas that qualify as large urban areas are 
designated with an asterisk]

0.8624

0.8304

0.9395

0.7532

0.8595

0.9698

Urban area (constituent counties or 
county equivalents)

Clark, OH 
Greene, OH 
Miami, OH 
Montgomery, OH

Dayton Beach, FL.,.......,..............*---------
Volusia, FL

Decatur, Al.... ........................ ..............
Lawrence, AL 
Morgen, AL

Decatur, II------------- ---------------- .... ...--------
Macon, IL

‘ Denver, CO.— ...à...............................
Adams, CO 
Arapahoe, C O  
Denver, CO 
Douglas, CO 
Jefferson, CO

Des Moines, IA........... .........................
Dallas, IA 
Polk, IA 
Warren, IA

•Detroit, Ml........................... ...............
Lapeer, Ml 
Livingston, Ml 
Macomb, Ml 
Monroe, Ml 
Oakland, Ml 
Saint Clair, Ml 
Wayne, Ml

Dothan, AL.............. .................... ...... -
Dale, AL 
Houston, AL

Dubuque, IA....... ................ ..................
Dubuque, IA

Duluth, MN-WI.............................. «  
SL Louis, MN 
Douglas, Wl

Eau Claire, W l............... »......... ............
Chippewa, Wl 
Eau Claire, Wl

El Paso, TX.... ........................................
El Paso, TX

Elkhart-Goshen, IN........................ ......
Elkhart, IN

Elmira, NY.................. ........ »............. .
Chemung, NY

Enid, OK...........................................
Garfield, OK

Erie, PA................     .......
Erie, PA

Eugene-Springfield, OR......... .............
Lane, OR

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

Fargo-Moorbead, ND-MN.....u ......:.....
Clay, MN 
Cass, ND

Fayettevüîe, NC............. .......................
Cumberland, NC

FayettevüSe-Springdale, AR..... ............
Washington, AR 

Flint Ml 
Genesee, Ml

Florence, AL........................... .— .....
Colbert, AL 
Lauderdale, AL

Florence  ̂ SC..._..................... .— ,.
Florence, SC

Fort Collins-Loveland, C O .......... .......
Larimor, CO 

•Fort Lauderdale-Hollywood-Pompano 
Beach, F L ............... ..............

Wage
index

0.8974

0.7512

0.8314

1.0805

0.9202

1.0857

0.7581

0.8551

0.9550

0.8507

0.8744

0.8979

0.8841

0.8943

0.9187

0.9978

0.9393

0.9740

0.8324

0.7995

1.1583

0.7681

0.8389

1,0273

1.0392

Table 4a.—Wage Index for Urban 
Areas—Continued

[Areas that qualify as large urban areas are 
designated with an asterisk]

Urban area (constituent counties or 
county equivalents)

Broward, FL
Fort Myers-Cape Coral, FL.........

Lee, FL
Fort Pierce, FI____________—

Martin, FL 
St Lucie, FL

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

Fort Walton Beach, FI----------------
Okaloosa, FL

Fort Wayne, IN........................------
Allen, IN 
De Kalb, IN 
Whitley, IN

•Fort Worth-Arlington, TX......------
Johnson, TX 
Parker, TX 
Tarrant, TX

Fresno, CA............. ..................
Fresno, CA

Gadsden, Al—  ............. ........
Etowah, AL

Gainesville, FL......... .................
Alachua, FL 
Bradford, FL

Galveston-Texas City, TX..........
Galveston, TX

Gary-Hammond, IN.................-----
Lake, IN 
Porter, IN

Glens Falls, NY  ......................
Warren, NY 
Washington, NY

Grand Forks, ND.... ..................
Grand Forks, ND

Grand Rapids, Ml........
Kent Ml 
Ottawa, Ml

Great Falls, MT— ............
Cascade, MT

Greeley, CO---- ---------1..............
Weld, CO

Green Bay, Wl....... ............. ....
Brown, Wl

Greensboro-Winston-Salem-High
NC.....L.— ..;  — ........................
Davidson, NC 
Davie, NC 
Forsyth, NC 
Guilford, NC 
Randolph, NC 
StokeS, NC 
Yadkin, NC

Greenville-Spartanburg, SC............... ....
Greenville, SC 
Pickens, SC 
Spartanburg, SC

Hagerstown, MD .... .................
Washington, MD

Harnilton-Middletown, OH   .... ■—
Butler, OH

Harrisburg-Lebanon-Cartisle, PA...........
Cumberland, PA 
Dauphin, PA 
Lebanon, PA

•Hartford-Middletown-New Britain-Bris
toi, CU..... .............. ......................... ..
Hartford, CT 
Litchfield, CT 
Middlesex, CT 
Tolland, CT

Hickory, NC------------------------ -— :.........

Point

Wage
index

0.9778

1.1079

0.8003

0.8892

0.8932

0.9448

1.0514

0.8227

0.8592

0.9704

0.9887

0.9262

0.9610

0.9917

1.0026

0.9394

0.9618

0.8782

0.8848

0.9189

0.9417

0.9953

1.1916

0.8771
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T a b l e  4 a — W a g e  In d e x  f o r  U r b a n  
A r e a s — C ontinued

[Areas that qualify as large urban areas are 
designated with an asterisk]

T a b l e  4a.— W a g e  In d e x  f o r  U r b a n  
A r e a s — C ontinued

[Areas that qualify as large urban areas are 
designated with an asterisk]

Urban area (constituent counties or Wage Urban area (constituent counties or Wagecounty equivalents) index county equivalents) index

Alexander, NC Kalamazoo, Ml
Burke, NC Kankakee, IL ............................ 0.8518
Catawba, NC Kankakee, IL

Honolulu, HI........................... 1.1620 •Kansas City, K S -M O ................ .... ........ 0.9620
. Honolulu, HI Johnson, KS

Houma-Thibodaux, LA......................... 0.7202
Lafourche, LA Miami, KS
Terrebonne, LA Wyandotte, KS

•Houston, TX............................. 0 981?
Fort Bend, TX Clay, MO
Harris, TX Jackson, MO
Liberty, TX Lafayette, MO
Montgomery, TX Platte, MO
Waller, TX Ray, MO

Huntington-Ashland, WV-KY-OH .. 0.9470 Kenosha, Wl.......’.......... 0.9285
Boyd, KY Kenosha, Wl
Carter, KY Killeen-Temple, T X ... ..... ...................... 1 1334
Greenup, KY Be», TX
Lawrence, OH Coryell, TX
Cabell, WV Knoxville, T N ........................................ 0.6693
Wayne, WV Anderson, TN

Huntsville, A L .................... 0.8865 Blount, TN
Madison, AL Grainger, TN

•Indianapolis, IN.................... 0.9600 Jefferson, TN
Boone, IN Knox, TN
Hamilton, IN Sevier, TN
Hancock, IN Union, TN
Hendricks, IN Kokomo, IN.......'.......................... 0.9990Johnson, IN Howard, IN
Marion, IN Tipton, IN
Morgan, IN LaCrosse, W!....................................... 0.8987
Shelby, IN LaCrosse, Wl

Iowa City, IA................ ................ 0,9818 0.8269Johnson, IA Lafayette, LA
Jackson, Ml.............................. 0.9697

Jackson, Ml Lafayette, IN................................. 0.8461Jackson, MS......................... 0.7759 Tippecanoe, IN
Hinds, MS Lake Charles, LA.................. 0.8403Madison, MS Calcasieu, LA
Rankin, MS Lake County, IL........................... 1 0Ó28

Jackson, T N ............. _......... 07937 Lake, IL
Madison, TN Lakeland-Winter Haven, FL........ 0.8199Jacksonville, FI____________■_______ 0.9082 Polk, FL
Clay, FL Lancaster, PA........................... 0.9290Duval, FL Lancaster, PA
Nassau, FL 
St. Johns, FL

Lansing-East Lansing, M l.......................
Clinton, Ml

1.0258

Jacksonville, N C ________ 0.7179 Eaton, Ml
Onslow, NC Ingham, Ml

Jamestown-Dunkirk, NY................. 0.7761 Laredo, TX.... 0.7303Chatauqua, NY Webb, TX
Janesville, Beloit, W l....... 08495 0.7938Rock, Wl Dona Ana, NM
Jersey City, N J..................... t.0562 1.0667Hudson, NJ Clark, NV
Johnson City-Kingsport- Bristol, TN-VA 08698 Lawrence, KS............................ 0.9042Carter, TN Douglas, KS

Hawkins, TN Lawton, OK............................. 0 8417Sullivan, TN Comanche, OK
Unicoi, TN Lewiston-Auburn. ME............ ............. 0.9021Washington, TN Androscoggin, ME
Bristol City, VA Lexington-Fayette. KY.............................. 0.8475Scott, VA Bourbon, KY
Washington, VA Clark, KY

Johnstown, PA................. 0.9066 Fayette, KY
Cambria, PA Jessamine, KY
Somerset, PA Scott, KY

Joliet, IL.......................... 1.0314 Woodford, KY
Grundy, IL Lima, OH.„......................... 0.8282WiH, IL Allen, OH

Joplin, MO..................... 0.7926 Auglaize, OH
Jasper, MO Lincoln, N E........................... 0 8986Newton, MO Lancaster, N£

Kalamazoo, M l................... . 1.1750 Little Rock-North Little Rock, AR............. 0.8475

T a b le  4 a — W a g e  In d ex  fo r  U rban  
Ar e a s — C ontinued

[Areas that qualify as large urban areas are 
designated with an asterisk]

Urban area (constituent counties or 
county equivalents)

Faulkner, AR 
Lonoke, AR 
Pulaski, AR 
Saline, AR

Longview-MarshaK, TX ......... ....... .
Gregg, TX 
Harrison, TX

Lorain-Elyria, OH............................... .......
Lorain, OH

*Los Angeles-Long Beach, CA.......... .......
Los Angeles, CA

Louisville, KY-IN..................... ...............
Clark, IN 
Floyd, IN 
Harrison, IN 
Bullitt, KY 
Jefferson, KY 
Oldham. KY 
Shelby, KY

Lubbock, T X ......................................  -
Lubbock, TX

Lynchburg, VA........................ .............. ,.-j
Amherst, VA 
Campbell, VA 
Lynchburg City, VA

Macon-Wamer Robins, GA.......................
Bibb. GA 
Houston, GA 
Jones, GA 
Peach, GA

Madison, Wl............................... .........___
Dane, Wl

Manchester-Nashua, NH...........................
Hillsborough, NH 
Merrimack, NH

Mansfield, OH..................... ................. ....
RichlandL OH

Mayaguez, PR...................................... ....
Añasco, PR 
Cabo Rojo, PR 
Hormigueros, PR 
Mayaguez, PR 
San Germán, PR

McAllen-Edinburg-Mission, T X ......... ...... .
Hidalgo, TX

Medford, OR...................................... .......
Jackson, OR

Melboume-Titusville, FL....................... ....
Brevard, FL

Memphis, TN-AR-MS „.............................
Crittenden, AR 
De Soto, MS 
Shelby, TN 
Tipton, TN

Merced, CA..............................
Merced, CA

•Miami-Hisdeah, FL....................................
Dade, FL

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

Midland, TX................................................
Midland, TX

•Milwaukee, Wl....................................... ..
Milwaukee, Wl 
Ozaukee, Wl 
Washington, Wl 
Waukesha, Wl

*Minneapolis-St. Paul, MN-WI......... ........

Wage
index

0.8163

08981

1.2397

0.9123

0.8825

0.8573

0.8831

1.0347

1.0216

0.8421

0.4788

0.7163

1.0019

0.9231

0.9091

1.0415 

1.0223 

1.0437

1.0412

0.9752

1.0855
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T able 4a.— Wage Index for Urban 
Areas— Continued

[Areas that qualify as large urban areas are 
designated with an asterisk]

Urban area (constituent counties or 
county equivalents)

Anoka, MN 
Carver, MN 
Chisago, MN 
Dakota, MN 
Hennepin, MN 
Isanti, MN 
Ramsey, MN 
Scott, MN 
Washington, MN 
Wright, MN 
St. Croix, Wl

Mobile, AL..................
Baldwin, AL 
Mobile, AL

Modesto, CA...........
Stanislaus, CA

Monmouth-Ocean, N J.......— ................
Monmouth, NJ 
Ocean, NJ

Monroe, LA..............   ...............
Ouachita, LA

Montgomery, AL........       ;...
Autauga, AL 
Elmore, AL 
Montgomery, AL

Muncie, IN.................     ........
Delaware, IN

Muskegon, Ml........... ..............
Muskegon, Ml

Naples, FL................ ..........................
Collier, FL

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

. Wilson, TN
'Nassau-Suffolk, N Y ................... .........

Nassau, NY 
Suffolk, NY

Mew Bedford-Fall River-Attleboro, MA 
Bristol, MA

New Haven-Waterbury-Meriden, CT.... 
New Haven, CT

New London-Norwich, C T..................
New London, CT

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

'New York, NY....................
Bronx, NY 
Kings, NY 
New York City, NY 
Putnam, NY 
Queens, NY 
Richmond, NY 
Rockland, NY 
Westchester, NY

'Newark, N J......................................
Essex, NJ 
Morris, NJ 
Sussex, NJ 
Union, NJ

Niagara Falls, NY...;__ ________ ...__
Niagara, NY 

'Norfolk-Virginia Beach-Newport News.

Wage
index

0.8348

1.1569

0.9934

0.7891

0.7765

0.8488

0.9600

1.0360

0.9430

1.3003

1.0198

1.1883

1.1567

0.8931

1.3506

1.1271

0.8411

0.8544

T able 4a.— Wage Index for Urban 
Areas— Continued

[Areas that qualify as large urban areas are 
designated with an asterisk]

Urban area (constituent counties or 
county equivalents)

Chesapeake City, VA 
Gloucester, VA 
Hampton City, VA 
James City Co., VA 
Newport News City, VA 
Norfolk City, VA 
Poquoson, VA 
Portsmouth City, VA 
Suffolk City, VA 
Virginia Beach City, VA 
Williamsburg City, VA 
York, VA

'Oakland,: CA.... ....... ..............
Alameda, CA 
Contra Costa, CA

Ocala, FL...............................
Marion, FL

Odessa, TX............................ .
Ector, TX

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

Olympia, WA.............................
Thurston, WA

Omaha, NE-IA........     i
Pottawattamie, IA 
Douglas, NE 
Sarpy, NE 
Washington, NE

Orange County, NY................
Orange, NY

Orlando, FL.................... .—
Orange, FL 
Osceola, FL 
Seminole, FL

Owensboro, KY..............  ....
Daviess, KY

Oxnard-Ventura, CA................
Ventura, CA

Panama City, FI......................;
Bay, FL

Parkersburg-Marietta, WV-OH. 
Washington, OH 
Wood, WV

Pascagoula, MS....................
Jackson, MS

Pensacola, FL.......... ....;..... ....
Escambia, FL 
Santa Rosa, FL 

Peoria, IL.....................................
Peoria, IL 
Tazewell, IL 
Woodford, IL

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

'Phoenix, A2.............'...........
Maricopa, AZ

Pine Bluff, AR.... ......... ..... ....
Jefferson, AR

'Pittsburgh, PA.......... ...........

Wage
index

1.4332

0.8644

0.8996

0.9176

1.1040

0.9020

0.9649

0.9639

0.8189

1.2549

0.8597

0.8569

0.8785

0.8653

0.8875

1.0990

1.0464

0.7899

1.0162

T able 4a.— Wage Index for Urban 
Areas— Continued

[Areas that qualify as large urban areas are 
designated with an asterisk]

Urban area (constituent counties or 
county equivalents)

Allegheny, PA 
Fayette, PA 
Washington, PA 
Westmoreland, PA

Pittsfield, M A.....— ....... ................ ......
Berkshire, MA

Ponce, PR................— ..............--------.........
Juana Diaz, PR 
Ponce, PR

Portland, ME.................................. .. .. .. .. .. .

Cumberland, ME 
Sagadahoc, ME 
York, ME

'Portland, OR .....................
Clackamas, OR 
Multnomah, OR 
Washington, OR 
Yamhill, OR

Portsmouth-Dover-Rochester, NH..........
Rockingham, NH 
Strafford, NH

Poughkeepsie, N Y ---------- ----------------------•••
Dutchess; NY

'Providence-Pawtucket-Woonsocket, Rl. 
Bristol, Rl 
Kent Rl 
Newport, Rl 
Providence, Rl 
Washington, Rl

Provo-Orem, U T ..........   ........
Utah, UT

Pueblo, C O ........................................ ....
Pueblo, CO

Racine, W l........................................... ...
Racine, Wl

Raleigh-Durham, NC........... ......... ............
Durham, NC 
Franklin, NC 
Orange, NC 
Wake, NC

Rapid City, SD........................................
Pennington, SD

Reading, PA.......
Berks, PA

Redding, C A ........... ;.............•....... .........
Shasta, CA

Reno, NV................ «....- ......................-
Washoe, NV

Richland-Kennewick, WA..,............ ........

Benton, WA 
Franklin, WA

Richmond-Petersburg, V A .......................
Charles City Co., VA 
Chesterfield, VA 
Colonial Heights City, VA 
Dinwiddle, VA 
Goochland, VA 
Hanover, VA 
Henrico, VA 
Hopewell City, VA 
New Kent VA 
Petersburg City, VA 
Powhatan, VA 
Prince George, VA 
Richmond City, VA

*Riverside-San Bernardino, CA..............
Riverside, CA 
San Bernardino, CA

Roanoke, VA............ ................... ......•••
Botetourt VA 
Roanoke, VA 
Roanoke City, VA 
Salem City, VA

Rochester, MN.............. .— ...— .............

Wage
index

1.0819

0.4826

0.9320

1.1618

1.0115

1.0483

1.0584

0.9727

0.8752

0.8880

0.9498

0.8429

6.8818

1.0585

1.1658

0.9434

0.9450

1.1190

0.8313

1.1067
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T able 4a.— Wage Index for Urban 
Areas— Continued

Table 4a.— Wage Index fçr Urban 
Areas— Continued

[Areas that qualify as large urban areas are 
designated with an asterisk]

Urban area (constituent counties or 
county equivalents)

Wage
index

Olmsted, MN
Rochester, NY..................... 0.9744

Livingston, NY
Monroe, NY
Ontario, NY
Orleans, NY
Wayne, NY

Rockford, IL............................ 0.9315
Boone, IL
Winnebago, IL

•Sacramento, CA..................... 1.2274
Eldorado, CA
Placer, CA
Sacramento, CA
Yolo, CA

Saginaw-Bay City-Midland, Ml.......... ....... 1.0153
Bay, Ml
Midland, Ml
Saginaw, Ml

St. Cloud, MN............................... 0.9453
Benton, MN
Sherburne, MN
Stearns, MN

St. Joseph, MO......................... 0.9416
Buchanan, MO

*St. Louis, MO-IL............................ 0.9399
Clinton, IL
Jersey, IL
Madison, IL
Monroe, IL
St. Clair, IL
Franklin, MO
Jefferson, MO
St. Charles, MO
St. Louis, MO
St. Louis City, MO

Salem, O R ............................. 1.0481
Marion, OR
Polk, OR

Salinas-Seaside-Monterey, CA....... 1.3086
Monterey, CA

•Salt Lake City-Ogden, U T..... .. 0.8812
Davis, UT
Salt Lake, UT
Weber, UT

San Angelo, TX ....... ............... 0.8167
Tom Green, TX

*San Antonio, TX..................... 0.8433
Bexar, TX
Comal, TX
Guadalupe, TX

*San Diego, CA................... 1.1880
San Diego, CA

*San Francisco, CA.................... 1.4314
Marin, CA
San Francisco, CA
San Mateo, CA

*San Jose, C A ...................... 1.46S8
Santa Clara, CA

*San Juan, PR......................... 0.5004
Barcelona, PR
Bayamón, PR
Canovanas, PR
Carolina, PR 
Catafto, PR 
Corozal, PR

[Areas that qualify as targe urban areas are 
designated with an asterisk]

Urban area (constituent counties or Wage
county equivalents) index

Dorado, PR 
Fajardo, PR 
Florida, PR 
Guaynabo, PR 
Humacao, PR 
Juncos, PR 
Las Piedras, PR 
Loiza, PR 
Luquillo, PR 
Manati, PR 
Naranjito, PR 
Rio Grande, PR 
San Juan, PR 
Toa Alta, PR 
Toa Baja, PR 
Trujillo Alto, PR 
Vega Alta, PR 
Vega Baja, PR

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

Santa Cruz, C A .......................................
Santa Cruz, CA

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

Santa Rosa-Petaluma, CA........... ...........
Sonoma, CA

Sarasota, FL........................................ ....
Sarasota, FL

Savannah, G A............................... ..........
Chatham, GA 
Effingham, GA

Scranton-Wilkes Barre, PA.............. ........
Columbia, PA 
Lackawanna, PA 
Luzerne, PA 
Monroe, PA 
Wyoming, PA

•Seattle, WA................................. ........ ..
King» WA 
Snohomish, WA

Sharon. PA........................................ .... .
Mercer, PA

Sheboygan, Wl.........................................
Sheboygan, Wl

Sherman-Denison, T X ........... ..................
Grayson, TX

Shreveport, LA.......................... ....... .......
Bossier, LA 
Caddo, LA

Sioux City, IA-NE......................................
Woodbury, IA 
Dakota, NE

Sioux Falls, SD.......................................
Minnehaha, SD

South Bend-Mishawaka, IN......................
St. Joseph, IN

Spokane, W A............... ........ .............. .....
Spokane, WA

Springfield, IL ..................................... .......
Menard, IL 
Sangamon, IL

Springfield, M O ........................................ »
Christian, MO 
Greene, MO

Springfield, MA............................... ..........!
Hampden, MA 
Hampshire, MA

1.1809

1.2828

09170

1.3021

0.9814

0.8356

0.8966

1.0908

0.9092

0.8902

0.9113

0.9331

0.8533

0.8863

1.0102

1.0728

0.9327

0:8133

1.0254

Table 4a.— Wage Index for Urban 
Areas— Continued

[Areas that qualify as large urban areas are 
designated with an asterisk]

Urban area (constituent counties or 
county equivalents)

Wage
index

State College, PA..................................... 0 9935
Centre, PA

Steubenville-Weirton, OH-WV................... 0.8742
Jefferson, OH 
Brooke, WV 
Hancock, WV

Stockton, C A .........
San Joaquin, CA

Syracuse, NY.........
Madison, NY 
Onondaga, NY 
Oswego, NY

Tacoma, WA.........
Pierce, WA

Tallahassee, FL.....
Gadsden, FL 
Leon, FL

1.1289

0.9594

1.0353

0.9008

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

Terre Haute, IN....................................
Clay, IN 
Vigo, IN

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

Toledo, O H...........................................
Fulton, OH 
Lucas, OH 
Wood, OH

Topeka, KS...........................................
Shawnee, KS

Trenton, NJ....................................... ....
Mercer, NJ

Tucson, AZ..... „....................................
Pima, AZ

Tulsa, OK........................... ........ .........
Creeks, OK 
Osage, OK 
Rogers, OK 
Tulsa, OK 
Wagoner, OK

Tuscaloosa; A L .....................................
Tuscaloosa, AL

Tyler, TX....„...................................... .
Smith, TX

Utica-Rome, N Y....................................
Herkimer, NY 
Oneida, NY

Vallejo-Fairfield-Napa, CA.....................
Napa, CA 
Solano, CA

Vancouver, W A......................................
Clark, WA

Victoria, TX .............................................
Victoria, TX

Vineland-Millville-Bridgeton, NJ..............
Cumberland, NJ

Visalia-Tulare-Porterville, CA.................
Tulare, CA

Waco, T X __________________ ________
McLennan, TX

•Washington, DC-MD-VA......................
District of Columbia, DC

0.9220

0.8788

0.7919

0.9957

0.9299

1.0073

0.9624

0.8461

0.8610

0.9664

0.8352

1.3221

1.0836

08967

0.9793

1.1101

0.7857

1.0978
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Table 4a — W a g e  Index for Urban 
Areas— Continued

[Areas that qualify as large urban areas are 
designated with an asterisk}

Urban area (constituent counties or 
county equivalents)

Wage
index

Calvert, MD 
Charles, MD 
Frederick, MD 
Montgomery, MD 
Prince Georges, MD 
Alexandria City, VA 
Arlington, VA 
Fairfax, VA 
Fairfax City, VA 
Falls Church City, VA 
Loudoun, VA 
Manassas City, VA 
Manassas Park City, VA 
Prince WtWiam, VA 
Stafford, VA

Watefioo-Cedar Falls, IA..... ........................ 0.8667
Black Hawk, IA 
Bremer, IA

Wausau, Wl...................... ............................ 0.9782
Marathan, Wt

West Palm Beach-Boca Raton-Delray 
Beach, FL............... ................. •......... 1.0170
Palm Beach, FL

Wheeling, WV-OH........ ........................... 0.7865
Belmont, OH 
Marshall, WV 
Ohio, WV

Wichita, KS.................... ........................ ...... 0.9843
Butler, KS 
Harvey, KS 
Sedgwick, KS

Wichita Falls, TX................................ ......... 0.7919
Wichita, TX

Williamsport, PA............................................ 0.8887
Lycoming, PA

Wilmington, DE-NJ-MD.............................. 1.0906
New Castle, DE 
Cecil, MD 
Salem, NJ

Wilmington, NC.......... .................................. 0.8742
New Hanover, NC

Worcester-Fitchburg-Leominster, MA........
Worcester, MA

Yakima, WA...................................................

1.0413

1.0146
Yakima, WA

York, PA................................. ...................... 0.9052
Adams, PA 
York, PA

Youngstown-Warren, OH............................ 0.9900
Mahoning, OH 
Trumbull, OH

Yuba City, CA..,...... ..................................... 1.0202
Sutter, CA 
Yuba, CA

Yuma, AZ................................ ...................... 0.8916

Table 4b.— Wage Index for Rural 
Areas

Nonurban area Wage
index

Alabama.................................... 0 7106
Alaska.................... ..... 1 347 2
Arizona............................. 0  862 6
Arkansas............................. 0 6 9 9 0
California..................... 1 0155
Colorado.............................. 0  8438
Connecticut................... ...... ...... 1 1468
Delaware................... ........ 0.8601
Florida....... .................... 0.8760
Georgia»............. 0  7754
Hawaii....... .............. ..... 0.9599

T able 4b.— Wage Index for Rural 
Areas—Continued

Nor,urban area Wage
Index

Idaho.....;___ „.4..™....— .wiw.-
Illinois._______ ______________
Indiana..-------„   -------------------

Kansas ...™™™--------......— .......
Kentucky.....___ ..._.------   ...
Louisiana™.___ ______ ______
Maine....___ ...........__   ...
Maryland__ _______________
Massachusetts_________«__
Michigan_____________
Minnesota___ ____ ____
Mississippi___________ _
Missouri____ __....___
Montana___£ ™.™, 
Nebraska______ __;___
Nevada----------------- ---------
New Hampshire........ .....
New Jersey1___:___ ....
New Mexico.....____ ™.™
New York................ ......
North Carolina...............
North Dakota......
Ohio................ ..... .........
Oklahoma......™.............
Oregon........... ..............
Pennsylvania.... ..............
Puerto Rico....................
Rhode Island * ™...™.™™
South Carolina...............
South Dakota.................
Tennessee....................
Texas................. .............
Utah.....™...»............ .
Vermont........... ..
Virginia..  ...... ...... .....
Washington....................
West Virginia....„........ ...
Wisconsin......................
Wyoming .™................ .

0.8983
0.7738
0.7774
0.7533
0.7475
0.7820
0.7341
0.8321
0.8069
1.1320
0.8847
0.8337
0.6836
0-7202
0.8283
0.7043
0.0735
0.9420

0.8153
0.8445
0.7897
0.7745
0.8433
0.7414
0.9394
0.8668
0.4645

0.7637
0.7193
0.7351
0.7560
0.9013
0.9066
0.7832
0.9668
0.8535
0.8435
0.8486

All counties within the State are classified urban.

T able 4d.~Wage Index for Rural 
Counties Whose Hospitals Are 
Deemed Urban— Computed as Sepa­
rate Urban Areas

County Urban area Wage
index

Limestone Co., AL™.. Huntsville, Al™.......... 0.7398
Sarasota, F I ...... 0.8800

Indian River Co., FI__ Fort Pierce, F L ......... 0.9077
Henry Co., IN_______ Anderson, IN™.......... 0.8795
Lenawee Co., Ml------- Arm Arbor, Ml .......__ 0.9146

T able 4b.— Wage Index for Rural 
Counties Whose Hospitals Are 
Deemed Urban— Using Statewide 
Rural Wage Index

County Urban area Wage
index

Marshall Co., A L ....... Huntsville, AL______ 0.7106
Christian Co., 1L........ Springfield, II______... 0.7738
Cass Co., Ml............. Benton Harbor, M l.... 0.8847
Ionia Co., Ml__ » ...... Lansing-East 

Lansing, Ml.
0.8847

Tuscola Co., Ml--------- Saginaw-Bay City- 
Midland, Ml.

0.8847

Kalamazoo, Ml.......... 0.8847
Rochester, NY.......... 0.8445

Harnett Co., NC......... Fayetteville, NC........ 0.7897
Columbiana Co., OH., Beaver County, PA .™ 0.8433

Mansfield, OH........... 0.8433
0.8433

Lawrence Co., PA..... Beaver County, PA.... 0.8668

Table 4f.— Wage Areas Subject to  
Wage Index Phase-In (Wage Index 
Values Increase/Decrease More 
T han 8 Percent From FY 1990 (1984 
Wage Data) To FY 1991 (1988 Wage 
Data))

T able 4c.— Wage Index for Rural 
Counties Whose Hospitals Are 
Deemed Urban— Using Urban Area 
Wage Index

County Urban area Wage
index

Macoupin Co., IL....... SL Louis, MO-IL........ 0.9399
Mason Co., IL.......... Peoria, IL...'.........„..... 0.8875
Clinton, IN................. Lafayette,IN............... 0.8461
Jefferson Co,, KS....... Topeka, KS............... 0.9299
Allegan Co., Ml.... Grand Rapids, Ml...... 0.9917
Berry Co., M i............ Battle Creek, Ml....... 0.9497
Cherokee Co., Ml....... Greenville- 0.8848

Shiawassee Co., Ml... 
Clinton Co., MO........

Spartanburg, SC. 
Flint, M l.......... ..... . 1.1583
Kansas City, MO- 0.9620

Bedford Co., VA.......
KS.

Roanoke, V A ............ 0.8313
Frederickburg City, Washington, DC- 1.0978

VA.
Jefferson Co., Wl......

MD-VA.
Milwaukee, W l.......... 0.9752

Jefferson Co., WV...... Washington, DC- 1.0978

Walworth Co., Wl......
MD-VA.

Milwaukee, W l.......... 0.9752

Area
Actual
wage
index

FY 1991 
wage 
index

Florence, AL.............................. 0.7705 . 0.7681
Tuscaloosa, AL......................... 0.8551 0.8610
Fayetteville-Springdale, AR....... 0.8017 0.7995
Fort Smith, AR .................... ......
Little Rock-North Little Rock,

0.7959 0.8003

AR.......................................... 0.8449 0.8475
Modesto, C A ............................. 1.1582 1.1569
Oxnard-Ventura, C A .................. 1.2309 1.2549
Santa Rosa-Petaluma, CA........ 1.2987 1.3021
Visalia-Tulare-Porterviile, CA..... 1.0428 1.1101
Denver, CO................. .............. 1.0795 1.0805
Greeley, CO............................. . 0.9390 0.9394
Connecticut (Rural)....................
Hartford Middletown-New Brit-

1.1946 1.1468

ton-Bristd, C T .......................
New Haven-West Haven-Wa-

1.1957 1.1916

terbury-Meriden, C T............... 1.2136 1.1883
New London-Norwich, C T ........ 1.1611 1.1567
Fort Myers-Cape Coral, FL....... 0.9833 0.9778
Fort Walton Beach, F L ............. 0.8947 0.8892
Panama City, F L ........................ 0.8662 0.8597
Tallahassee, FL ........................ 0.9252 0.9008
Macon-Wamer Robins, G A ....... 0.8834 0.8631
Hawaii (Rural)............................
Davenport-Rock Island-Moline,

0.9651 0.9599

tA-ll .... 0.8500
0.8403

0.8595
Dubuque, IA............................... 0.8551
Iowa City, IA.............................. 0.3561 0.9818
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T able 4f.— Wage Areas Subject to  
Wage Index Phase-In (Wage Index 
Values Increase/Decrease More 
T han 8 Percent From FY 1990 (1984 
Wage Data) T o FY 1991 (1988 Wage 
Data))— Continued

Area
Actual
wage
index

FY 1991 
wage 
index

Bloomington-Normal, IL............ 0.8688 0.8786
Peoria, IL.............................. . 0.8740 0.8875
Water!oo-Cedar Falls, It........ 0.8634 0.8667
Munde, IN............................ . 0.8096 0.8488
Evansville, IN -KY..................... 0.9308 0.9393
Lawrence, KS............................ 0.8967 0.9042
Owensboro, KY........................ 0.8142 0-8189
Lafayette, LA............................. 0.8255 08269
Massachusetts (Rural)............... 1.1694 1.1320
Boston-Lowell-Brockton-

Lawrence, MA....................... 1.1820 1.1749
Worcester-Fitchburg-

Ledminster, MA...................... 1.0657 1.0413
Cumberland. MD-WV............. 0.8216 0.8304
Lenewee Co., Ml *......... 0.8869 0.9146
Columbia, M O ......................... 09482 0.9515

T able 4f.— Wage Areas Subject to  
Wage Index Phase-In (Wage Index 
Values Increase/Decrease More 
T han 8 Percent From FY 1990 (1984 
Wage Data) To FY 1991 (1988 Wage 
Data))— Continued

Area
Actual
wage
index

FY 1991 
wage 
index

Joplin, MO.... ............................. 0.7908 0.7926
S t  Joseph, MO.... ....................... 0.9446 0.9416
Springfield, MO............................ 0.8110 0.8133
Charlotte-Gastonia-Rock Hill, 

NC-SC................................... 0.9519 0.9281
Nebraska (Rural)......................... 0.7020 0.7043
Manchester-Nashua, NH........... 1.0296 1.0216
Orange County, NY.................... 0.9686 0.9649
Urna OH........ ............................... 0.8120 0.8282
Tulsa, OK................. .................. 0.8424 0.8461
Puerto Rico (Rural)...................... 0.4348 0.4645
Arecibo, PR.................................. 0.3967 0.3994
Caguas, P R .................................. 0.4494 0.4393
Ponce, P R .................................... 0.4617 0.4826
Providence-Pawtucket- 

Woonsocket, R l...................... 1.0654 1.0584

Table 4f.— Wage Areas Subject to 
Wage Index Phase-In (Wage Index 
Values Increase/Decrease More 
T han 8 Percent From FY 1990 (1984 
Wage Data) To FY 1991 (1988 Wage 
Data))— Continued

Area
Actual
wage
index

FY 1991 
wage 
index

Florence, S C ............................. 0.8458 0.8389
Amarillo, TX ............................... 0.8769 0.8795
Galveston-Texas City, TX ......... 0.9453 0.9704
Lubbock, T X .............................. 0.8713 0.8825
Victoria, TX ................................ 0.9025 0.8967
Waco, TX ................................... 0.7812 0.7857
Charlottesville, VA ..................... 0.9648 0.9600
Kenosha, Wl.............................. 0.8885 0.9285
Wheeling, WV-OH................. 0.7860 0.7865
Cheyenne, WY.......................... 0.7935 0.8009

1 Rural counties whose hospitals are deemed 
urban and computed as separate urban areas.

BILLING CODE 4120-01-M
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Ta b le  6 a .— Ne w  Diagnosis C ode

Diagnosis code and description

237.70 Neurofibromatosis, unspecified......... ....................................
237.71 Neurofibromatosis, Type 1 [von Recklinghausen's disease]
237.72 Neurofibromatosis, Type 2 [acoustic neurofibromatosis]___________ ______
374.87 Dermatochalasis....................................... ................................ ..........................
446.20 Hypersensitivity angiitis, unspecified...........................____________________
446.21 Goodpasture’s syndrome............................................................. ....................
446.29 Other specified hypersensitivity angiitis  __ __... ___ ______________ _
537.82 Angiodysplasia of stomach and duodenum................. .......................................
569.84 Angiodysplasia......................................................................................... ...........
753.10 Cystic kidney disease, unspecified.....................„................................... ..........
753.11 Congenital single renal cyst.......................... ......................................................
753.12 Polycystic kidney, unspecified type................ ...................................... .............
753.13 Polycystic kidney, autosomal dominant..............................................................
753.14 Polycystic kidney, autosomal recessive..............................................................
753.15 Renal dysplasia................................. ................ ...................... .........................
753.16 Medullary cystic kidney.................................. ........................... .........................
753.17 Medullary sponge kidney.............................. ............. ........................................
753.19 Other specified cystic kidney disease....................... ........... ...................... ....
996.85 Comolications of bone marrow transplant ...„....................„...............................

MDC DRG CC

1 34, 35 N
1 34, 35 N
1 34, 35 N
2 48, 47, 48 N
8 240. 241 Y
8 240, 241 Y
8 240, 241 Y
6 182, 183, 184 N
6 188, 189, 190 N

11 331, 332, 333 N
11 331, 332, 333 N
11 334, 332, 333 N
11 331,332,333 N
11 331, 332, 333 N
11 331, 332,333 N
11 331,332, 333 N
11 331, 332, 333 N
11 331, 332,333 N
16 398, 399 Y

Ta s le  6b .— New Procedure Codes

Procedure code and description op MDC DRG

33.6 Combined heart-lung transplantation 1...............................................................  ............... Y 5 103
39.66 Percutaneous cardiopulmonary bypass.............................................................. ...................
58.31 Endoscopic excision or destruction of lesion or tissue of urethra............. ................................ N .......................
58.39 Other local excision or destruction of lesion or tissue of urethra.................................................. N .................................................................
86.07 Insertion of totally implantable vascular access device fVADl.................................................... N ..................................... 9 269, 270

1 This procedure code is not currently covered under Medicare. MDC and DRG assignment would change if tiie procedure is eventually covered for diagnoses 
outside MDC 5.

Table 6c— Invalid Diagnosis Cooes <4 Digit)

Diagnosis code and description

237.7 Neurofibromatosis.................... ............... ................. .....................................................................................
446.2 Hypersensitivity angiitis....... .......................................... .......... ........................ .. .............................. .........
753.1 Cystic kidney disease.......... ................. ................................ ..................... ......................... „...... ..............

1 See Table 6a for New Diagnosis Codes (5 digits) that will be considered valid by the 1991 GROUPER.

Table 6d.— Invalid Procedure Code 1

Procedure code and description OR

58.3 Excision or destruction of urethral 
tissue or lesion.

N

1 See Table 6b for New Procedure Codes (4 digit) 
that will be considered valid by the FY 1991 
GROUPER.

MDC DRG CC

1 34,35 N
••»«Usée.... 8 240, 241 Y

— 11 331, 332, 333 N

BILLING CODE 4120-01-M
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Table 6e — Additions to the CC Exclusions List

CCs that are added to the list are in Table 6e~Additions to the CC Exclusions 
List. Each of the principal diagnoses is shown with an asterisk, and the revisions to 
the CC Exclusions List are provided in an indented column immediately following
the affected principal diagnosis.

*00321 *0721 11282 44621
3570 3570 11283 44629

*01300 *09042 *11282 *2515
3570 3570 1120 4560

*01301 *09181 1124 5307
3570 3570 1125 53100

*01302 *0942 11281 53101
3570 3570 11283 53110

*01303 *09889 *11283 53111
3570 3570 1120 53120

*01304 *10081 1124 53121
3570 3570 1125 53131

*01305 *1120 11281 53140
3570 1120 11282 53141

*01306 1124 3570 53150
3570 1125 *11289 53151

*01310 11281 1120 53160
3570 11282 *1129 53161

*01311 11283 1120 53171
3570 *1121 *1142 53191

*01312 1120 3570 53200
3570 1124 *11501 53201

*01313 1125 3570 53210
3570 11281 *11511 53211

*01314 11282 3570 53220
3570 11283 *11591 53221

*01315 *1122 3570 53231
3570 1120 *1179 53240

*01316 1124 1120 53241
3570 1125 *1300 53250

*0360 11281 3570 53251
3570 11282 *1398 53260

*03689 11283 1120 53261
3570 *1123 3570 53271

*0369 1120 *25070 53291
3570 1124 44620 53300

*0418 1125 44621 53301
3570 11281 44629 53310

*0419 11282 *25071 53311
3570 11283 44620 53320

*0470 *1124 44621 53321
3570 1120 44629 53331

*0471 1125 *25080 53340
3570 11281 44620 53341

*0478 11282 44621 53350
3570 11283 44629 53351

*0479 *1125 *25081 53360
3570 1120 44620 53361

*0490 1124 44621 53371
3570 11281 44629 53391

*0491 11282 *25090 53400
3570 11283 44620 53401

*0530 *11281 44621 53410
3570 1120 44629 53411

*05472 1124 *2$091 53420
3570 1125 44620 53421

53431 01304 4467 53171
53440 01305 *44621 53191
53441 01306 4460 53200
53450 01310 44620 53201
53451 01311 44621 53210
53460 01312 44629 53211
53461 01313 4463 53220
53471 01314 4464 53221
53491 01315 4465 53231
5693 01316 4466 53240
5780 0360 4467 53241
5781 0530 *44629 53250
5789 05472 4460 53251

*3200 0721 44620 53260
3570 09042 44621 53261

*3201 0942 44629 53271
3570 11283 4463 53291

*3202 1142 4464 53300
3570 11501 4465 53301

*3203 11511 4466 53310
3570 11591 4467 53311

*3207 3200 *4463 53320
3570 3201 44620 53321

*3208 3202 44621 53331
3570“ 3203 44629 53340

*3209 3207 *4464 53341
3570 3208 44620 53350

*3210 3209 44621 53351
3570 3210 44629 53360

*3211 3211 *4465 53361
3570 3212 44620 53371

*3212 3213 44621 53391
3570 3214 44629 53400

*3213 3218 *4466 53401
3570 3220 44620 53410

*3214 3221 44621 53411
3570 3222 44629 53420

*3218 3229 *4467 53421
3570 3570 44620 53431

*3220 *4460 44621 53440
3570 44620 44629 53441

*3221 44621 *4560 53450
3570 44629 5307 53451

*3222 *4461 53100 53460
3570 44620 53101 53461

*3229 44621 53110 53471
3570 44629 53111 53491

*34989 *44620 53120 5693
3570 4460 53121 5780

*3499 44620 53131 5781
3570 44621 53140 5789

*3570 44629 53141 *45989
01300 4463 53150 44620
01301 4464 53151 44621
01302 4465 53160 44629
01303 4466 53161 *4599
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4 4 6 2 0 5 3 4 2 1 5 3 3 5 1 5 3 3 9 1
4 4 6 2 1 5 3 4 3 1 5 3 3 6 0 5 3 4 0 0
4 4 6 2 9 5 3 4 4 0 5 3 3 6 1 5 3 4 0 1

5302 5 3 4 4 1 5 3 3 7 1 5 3 4 1 0
4 5 6 0 5 3 4 5 0 5 3 3 9 1 5 3 4 1 1
53 0 7 5 3 4 5 1 5 3 4 0 0 5 3 4 2 0
5 3 1 0 0 5 3 4 6 0 5 3 4 0 1 5 3 4 2 1
5 3 1 0 1 5 3 4 6 1 5 3 4 1 0 5 3 4 3 1
5 3 1 1 0 5 3 4 7 1 5 3 4 1 1 5 3 4 4 0
5 3 1 1 1 5 3 4 9 1 5 3 4 2 0 5 3 4 4 1
5 3 1 2 0 5 6 9 3 5 3 4 2 1 5 3 4 5 0
5 3 1 2 1 5 7 8 0 5 3 4 3 1 5 3 4 5 1
5 3 1 3 1 5 7 8 1 5 3 4 4 0 5 3 4 6 0
5 3 1 4 0 5 7 8 9 5 3 4 4 1 5 3 4 6 1
5 3 1 4 1 * 5 3 0 7 5 3 4 5 0 5 3 4 7 1
5 3 1 5 0 4 5 6 0 5 3 4 5 1 5 3 4 9 1
5 3 1 5 1 5 3 1 0 0 5 3 4 6 0 5 6 9 3
5 3 1 6 0 5 3 1 0 1 5 3 4 6 1 5 7 8 0
5 3 1 6 1 5 3 1 1 0 5 3 4 7 1 5 7 8 1
5 3 1 7 1 5 3 1 1 1 5 3 4 9 1 5 7 8 9
5 3 1 9 1 5 3 1 2 0 5 6 9 3 * 5 3 1 0 1
5 3 2 0 0 5 3 1 2 1 5 7 8 0 4 5 6 0
5 3 2 0 1 5 3 1 3 1 5781 5 3 0 7
53 2 1 0 5 3 1 4 0 5 7 8 9 5 3 2 0 0
5 3 2 1 1 5 3 1 4 1 * 5 3 1 0 0 5 3 2 0 1
5 3 2 2 0 5 3 1 5 0 4 5 6 0 5 3 2 1 0
5 3 2 2 1 5 3 1 5 1 5 3 0 7 5 3 2 1 1
5 3 2 3 1 5 3 1 6 0 5 3 2 0 0 5 3 2 2 0
53 2 4 0 5 3 1 6 1 5 3 2 0 1 5 3 2 2 1
5 3 2 4 1 5 3 1 7 1 5 3 2 1 0 5 3 2 3 1
5 3 2 5 0 5 3 1 9 1 5 3 2 1 1 5 3 2 4 0
53 2 5 1 5 3 2 0 0 5 3 2 2 0 5 3 2 4 1
53 2 6 0 5 3 2 0 1 5 3 2 2 1 5 3 2 5 0
53 2 6 1 5 3 2 1 0 5 3 2 3 1 5 3 2 5 1
53 2 7 1 5 3 2 1 1 5 3 2 4 0 5 3 2 6 0
5 3 2 9 1 5 3 2 2 0 5 3 2 4 1 5 3 2 6 1
5 3 3 0 0 5 3 2 2 1 5 3 2 5 0 5 3 2 7 1
53 3 0 1 5 3 2 3 1 5 3 2 5 1 5 3 2 9 1
5 3310 5 3 2 4 0 5 3 2 6 0 5 3 3 0 0
53 3 1 1 5 3 2 4 1 5 3 2 6 1 5 3 3 0 1
5 3320 5 3 2 5 0 5 3 2 7 1 5 3 3 1 0
5 3 3 2 1 5 3 2 5 1 5 3 2 9 1 5 3 3 1 1
53 3 3 1 5 3 2 6 0 5 3 3 0 0 5 3 3 2 0
5 3340 5 3 2 6 1 5 3 3 0 1 5 3 3 2 1
53341 5 3 2 7 1 5 3 3 1 0 5 3 3 3 1
53350 5 3 2 9 1 5 3 3 1 1 5 3 3 4 0
53351 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1
53360 5 3 3 0 1 5 3 3 2 1 5 3 3 5 0
53361 5 3 3 1 0 5 3 3 3 1 5 3 3 5 1
5 3371 5 3 3 1 1 5 3 3 4 0 5 3 3 6 0
53391 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1
53400 5 3 3 2 1 5 3 3 5 0 5 3 3 7 1
53 4 0 1 5 3 3 3 1 5 3 3 5 1 . 5 3 3 9 1
5 3410 5334Ò 5 3 3 6 0 5 3 4 0 0
5 3411 5 3 3 4 1 5 3 3 6 1 5 3 4 0 1
53420 5 3 3 5 0 5 3 3 7 1 5 3 4 1 0

5 3 4 1 1 5 3 4 4 0 5 3 4  60 5 6 9 3
5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 7 8 0

-53421 5 3 4 5 0 5 3 4 7 1 5 7 8 1
5 3 4 3 1 5 3 4 5 1 5 3 4 9 1 5 7 8 9
5 3 4 4 0 5 3 4 6 0 5 6 9 3 * 5 3 1 2 1
5 3 4 4 1 5 3 4 6 1 5 7 8 0 4 5 6 0
5 3 4 5 0 5 3 4 7 1 5 7 8 1 5 3 0 7
5 3 4 5 1 5 3 4 9 1 5 7 8 9 5 3 2 0 0
5 3 4  60 . 5 6 9 3 * 5 3 1 2 0 5 3 2 0 1
5 3 4  61 5 7 8 0 4 5 6 0 5 3 2 1 0
5 3 4 7 1 5 7 8 1 5 3 0 7 5 3 2 1 1
5 3 4  91 5 7 8 9 5 3 2 0 0 5 3 2 2 0
5 6 9 3 * 5 3 1 1 1 5 3 2 0 1 5 3 2 2 1
5 7 8 0 4 5 6 0 5 3 2 1 0 5 3 2 3 1
5 7 8 1 5 3 0 7 5 3 2 1 1 5 3 2 4 0
5 7 8 9 5 3 2 0 0 5 3 2 2 0 5 3 2 4 1

5 3 1 1 0 5 3 2 0 1 5 3 2 2 1 5 3 2 5 0
4 5 6 0 5 3 2 1 0 5 3 2 3 1 5 3 2 5 1
5 3 0 7 5 3 2 1 1 5 3 2 4 0 5 3 2 6 0
5 3 2 0 0 5 3 2 2 0 5 3 2 4 1 5 3 2 6 1
5 3 2 0 1 5 3 2 2 1 5 3 2 5 0 5 3 2 7 1
5 3 2 1 0 5 3 2 3 1 5 3 2 5 1 5 3 2 9 1
5 3 2 1 1 5 3 2 4 0 5 3 2 6 0 5 3 3 0 0
5 3 2 2 0 5 3 2 4 1 5 3 2 6 1 5 3 3 0 1
5 3 2 2 1 5 3 2 5 0 5 3 2 7 1 5 3 3 1 0
5 3 2 3 1 5 3 2 5 1 5 3 2 9 1 5 3 3 1 1
5 3 2 4 0 5 3 2 6 0 5 3 3 0 0 5 3 3 2 0
5 3 2 4 1 5 3 2 6 1 5 3 3 0 1 5 3 3 2 1
5 3 2 5 0 5 3 2 7 1 5 3 3 1 0 5 3 3 3 1
5 3 2 5 1 5 3 2 9 1 5 3 3 1 1 5 3 3 4 0
5 3 2 6 0 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1
5 3 2 6 1 5 3 3 0 1 5 3 3 2 1 5 3 3 5 0
5 3 2 7 1 5 3 3 1 0 5 3 3 3 1 5 3 3 5 1
5 3 2 9 1 5 3 3 1 1 5 3 3 4 0 5 3 3 6 0
5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1
5 3 3 0 1 5 3 3 2 1 5 3 3 5 0 5 3 3 7 1
5 3 3 1 0 5 3 3 3 1 5 3 3 5 1 5 3 3 9 1
5 3 3 1 1 5 3 3 4 0 5 3 3 6 0 5 3 4 0 0
5 3 3 2 0 5 3 3 4 1 5 3 3 6 1 5 3 4 0 1
5 3 3 2 1 5 3 3 5 0 5 3 3 7 1 5 3 4 1 0
5 3 3 3 1 5 3 3 5 1 5 3 3 9 1 5 3 4 1 1
5 3 3 4 0 5 3 3 6 0 5 3 4 0 0 5 3 4 2 0
5 3 3 4 1 5 3 3 6 1 5 3 4 0 1 5 3 4 2 1
5 3 3 5 0 5 3 3 7 1 5 3 4 1 0 5 3 4 3 1
5 3 3 5 1 5 3 3 9 1 5 3 4 1 1 53440"
5 3 3 6 0 5 3 4 0 0 5 3 4 2 0 5 3 4 4 1
5 3 3 6 1 5 3 4 0 1 5 3 4 2 1 5 3 4 5 0
5 3 3 7 1 5 3 4 1 0 5 3 4 3 1 5 3 4 5 1
5 3 3 9 1 5 3 4 1 1 5 3 4 4 0 5 3 4 6 0
5 3 4 0 0 5 3 4 2 0 5 3 4 4 1 5 3 4 6 1
5 3 4 0 1 5 3 4 2 1 5 3 4 5 0 5 3 4 7 1
5 3 4 1 0 5 3 4 3 1 5 3 4 5 1 5 3 4 9 1
5 3 4 1 1 5 3 4 4 0 5 3 4 6 0 5 6 9 3
5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 7 8 0
5 3 4 2 1 5 3 4 5 0 5 3 4 7 1 5*781
5 3 4 3 1 5 3 4 5 1 5 3 4 9 1 5 7 8 9
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* 5 3 1 3 0
4 5 6 0
5 3 0 7
5 3 2 0 0
5 3 2 0 1
5 3 2 1 0
5 3 2 1 1
5 3 2 2 0
5 3 2 2 1  
5 3 2 3 1
5 3 2 4 0
5 3 2 4 1
5 3 2 5 0
5 3 2 5 1
5 3 2 6 0
5 3 2 6 1  
5 3 2 7 1  
5 3 2 9 1
5 3 3 0 0
5 3 3 0 1
5 3 3 1 0
5 3 3 1 1
5 3 3 2 0
5 3 3 2 1  
5 3 3 3 1
5 3 3 4 0
5 3 3 4 1
5 3 3 5 0
5 3 3 5 1
5 3 3 6 0
5 3 3 6 1  
5 3 3 7 1  
5 3 3 9 1
5 3 4 0 0
5 3 4 0 1
5 3 4 1 0
5 3 4 1 1
5 3 4 2 0
5 3 4 2 1  
5 3 4 3 1
5 3 4 4 0
5 3 4 4 1
5 3 4 5 0
5 3 4 5 1
5 3 4 6 0
5 3 4 6 1  
5 3 4 7 1  
5 3 4 9 1  
5 6 9 3
5 7 8 0
5 7 8 1  
5 7 8 9

* 5 3 1 3 1
4 5 6 0
5 3 0 7
5 3 2 0 0
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5 3 2 0 1 5 3 2 2 1 5 3 2 5 0 5 3 2 7 1 5 3 3 1 0 5 3 3 3 1 5 3 3 5 1
5 3 2 1 0 5 3 2 3 1 5 3 2 5 1 5 3 2 9 1 5 3 3 1 1 5 3 3 4 0 5 3 3 6 0
5 3 2 1 1 5 3 2 4 0 5 3 2 6 0 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1
5 3 2 2 0 5 3 2 4 1 5 3 2 6 1 5 3 3 0 1 5 3 3 2 1 5 3 3 5 0 5 3 3 7 1
5 3 2 2 1 5 3 2 5 0 5 3 2 7 1 5 3 3 1 0 5 3 3 3 1 5 3 3 5 1 5 3 3 9 1
5 3 2 3 1 5 3 2 5 1 5 3 2 9 1 5 3 3 1 1 5 3 3 4 0 5 3 3 6 0 5 3 4 0 0
5 3 2 4 0 5 3 2 6 0 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1 5 3 4 0 1
5 3 2 4 1 5 3 2 6 1 5 3 3 0 1 5 3 3 2 1 5 3 3 5 0 5 3 3 7 1 5 3 4 1 0
5 3 2 5 0 5 3 2 7 1 5 3 3 1 0 5 3 3 3 1 5 3 3 5 1 5 3 3 9 1 5 3 4 1 1
5 3 2 5 1 5 3 2 9 1 5 3 3 1 1 5 3 3 4 0 5 3 3 6 0 5 3 4 0 0 5 3 4 2 0
5 3 2 6 0 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1 5 3 4 0 1 5 3 4 2 1
5 3 2 6 1 5 3 3 0 1 5 3 3 2 1 5 3 3 5 0 5 3 3 7 1 5 3 4 1 0 5 3 4 3 1
5 3 2 7 1 5 3 3 1 0  , 5 3 3 3 1 5 3 3 5 1 5 3 3 9 1 5 3 4 1 1 5 3 4 4 0
5 3 2 9 1 5 3 3 1 1 5 3 3 4 0 5 3 3 6 0 5 3 4 0 0  1 5 3 4 2 0 5 3 4 4 1
5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1 5 3 4 0 1 5 3 4 2 1 5 3 4 5 0
5 3 3 0 1 5 3 3 2 1 5 3 3 5 0 5 3 3 7 1 5 3 4 1 0 5 3 4 3 1 5 3 4 5 1
5 3 3 1 0 5 3 3 3 1 5 3 3 5 1 5 3 3 9 1 5 3 4 1 1 5 3 4 4 0 5 3 4 6 0
5 3 3 1 1 5 3 3 4 0 5 3 3 6 0 5 3 4 0 0 5 3 4 2 0 5 3 4 4 1 5 3 4 6 1
5 3 3 2 0 5 3 3 4 1 5 3 3 6 1 5 3 4 0 1 5 3 4 2 1 5 3 4 5 0 5 3 4 7 1
5 3 3 2 1 5 3 3 5 0 5 3 3 7 1 5 3 4 1 0 5 3 4 3 1 5 3 4 5 1 5 3 4 9 1
5 3 3 3 1 5 3 3 5 1 5 3 3 9 1 5 3 4 1 1 5 3 4 4 0 5 3 4 6 0 5 6 9 3
5 3 3 4 0 5 3 3 6 0 5 3 4 0 0 5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 7 8 0
5 3 3 4 1 5 3 3 6 1 5 3 4 0 1 5 3 4 2 1 5 3 4 5 0 5 3 4 7 1 5 7 8 1
5 3 3 5 0 5 3 3 7 1 5 3 4 1 0 5 3 4 3 1 5 3 4 5 1 5 3 4 9 1 5 7 8 9
5 3 3 5 1 5 3 3 9 1 '5 341 1 5 3 4 4 0 5 3 4 6 0 5 6 9 3 * 5 3 1 7 0
5 3 3 6 0 5 3 4 0 0 5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 7 8 0 4 5 6 0
5 3 3 6 1 5 3 4 0 1 5 3 4 2 1 5 3 4 5 0 5 3 4 7 1 5 7 8 1 5 3 0 7
5 3 3 7 1 5 3 4 1 0 5 3 4 3 1 5 3 4 5 1 5 3 4 9 1 5 7 8 9 5 3 2 0 0
5 3 3 9 1 5 3 4 1 1 5 3 4 4 0 5 3 4 6 0 5 6 9 3 * 5 3 1 6 1 5 3 2 0 1
5 3 4 0 0 5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 2 1 0
5 3 4 0 1 5 3 4 2 1 5 3 4 5 0 5 3 4 7 1 5 7 8 1 5 3 0 7 5 3 2 1 1
5 3 4 1 0 5 3 4 3 1 5 3 4 5 1 5 3 4 9 1 5 7 8 9 5 3 2 0 0 5 3 2 2 0
5 3 4 1 1 5 3 4 4 0 5 3 4 6 0 5 6 9 3 * 5 3 1 6 0 5 3 2 0 1 5 3 2 2 1
5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 2 1 0 5 3 2 3 1
5 3 4 2 1 5 3 4 5 0 5 3 4 7 1 5 7 8 1 5 3 0 7 5 3 2 1 1 5 3 2 4 0
5 3 4 3 1 5 3 4 5 1 5 3 4 9 1 5 7 8 9 5 3 2 0 0 5 3 2 2 0 5 3 2 4 1
5 3 4 4 0 5 3 4 6 0 5 6 9 3 * 5 3 1 5 1 5 3 2 0 1 5 3 2 2 1 5 3 2 5 0
5 3 4 4 1 5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 2 1 0 5 3 2 3 1 5 3 2 5 1
5 3 4 5 0 5 3 4 7 1 57 8 1 5 3 0 7 5 3 2 1 1 5 3 2 4 0 5 3 2 6 0
5 3 4 5 1 5 3 4 9 1 5 7 8 9 5 3 2 0 0 5 3 2 2 0 5 3 2 4 1 5 3 2 6 1
5 3 4 6 0 5 6 9 3 * 5 3 1 5 0 5 3 2 0 1 5 3 2 2 1 5 3 2 5 0 5 3 2 7 1
5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 2 1 0 5 3 2 3 1 5 3 2 5 1 5 3 2 9 1
5 3 4 7 1 5 7 8 1 53 0 7 5 3 2 1 1 5 3 2 4 0 5 3 2 6 0 5 3 3 0 0
5 3 4 9 1 5 7 8 9 5 3 2 0 0 5 3 2 2 0 5 3 2 4 1 5 3 2 6 1 5 3 3 0 1
5 6 9 3 * 5 3 1 4 1 5 3 2 0 1 5 3 2 2 1 5 3 2 5 0 5 3 2 7 1 5 3 3 1 0
5 7 8 0 4 5 6 0 5 3 2 1 0 5 3 2 3 1 5 3 2 5 1 5 3 2 9 1 5 3 3 1 1
5 7 8 1 5 3 0 7 5 3 2 1 1 5 3 2 4 0 5 3 2 6 0 5 3 3 0 0 5 3 3 2 0
5 7 8 9 5 3 2 0 0 5 3 2 2 0 5 3 2 4 1 5 3 2 6 1 5 3 3 0 1 5 3 3 2 1

5 3 1 4 0 5 3 2 0 1 5 3 2 2 1 5 3 2 5 0 5 3 2 7 1 5 3 3 1 0 5 3 3 3 1
4 5 6 0 5 3 2 1 0 5 3 2 3 1 5 3 2 5 1 5 3 2 9 1 5 3 3 1 1 5 3 3 4 0
5 3 0 7 5 3 2 1 1 5 3 2 4 0 5 3 2 6 0 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1
5 3 2 0 0 5 3 2 2 0 5 3 2 4 1 - 5 3 2 6 1 5 3 3 0 1 5 3 3 2 1 5 3 3 5 0
5 3 2 0 1 5 3 2 2 1 5 3 2 5 0 5 3 2 7 1 5 3 3 1 0 5 3 3 3 1 5 3 3 5 1
5 3 2 1 0 5 3 2 3 1 5 3 2 5 1 5 3 2 9 1 5 3 3 1 1 5 3 3 4 0 5 3 3 6 0
5 3 2 1 1 : 5 3 2 4 0 5 3 2 6 0 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1
5 3 2 2 0  5 3 2 4 1  5 3 2 6 1  5 3 3 0 1  5 3 3 2 1  5 3 3 5 0  5 3 3 7 1



5 3 3 9 1  i
5 3 4 0 0
5 3 4 0 1
5 3 4 1 0
5 3 4 1 1
5 3 4 2 0
5 3 4 2 1  
534 31
5 3 4 4 0
5 3 4 4 1  
5 3 4 5 0  
534 51 
5 3 4 6 0  
534 61 
5 3 4 7 1  
5 3 4 9 1  
5 6 9 3
5 7 8 0
5 7 8 1  
5 7 8 9

* 5 3 1 7 1
4 5 6 0
53 0 7
5 3 2 0 0
5 3 2 0 1
5 3 2 1 0
5 3 2 1 1
5 3 2 2 0
5 3 2 2 1  
5 3 2 3 1
5 3 2 4 0
5 3 2 4 1
5 3 2 5 0
5 3 2 5 1
5 3 2 6 0
5 3 2 6 1  
5 3 2 7 1  
5 3 2 9 1
5 3 3 0 0
5 3 3 0 1
5 3 3 1 0
5 3 3 1 1
5 3 3 2 0
5 3 3 2 1  
5 3 3 3 1
5 3 3 4 0
5 3 3 4 1
5 3 3 5 0
5 3 3 5 1
5 3 3 6 0
5 3 3 6 1  
5 3 3 7 1  
5 3 3 9 1
5 3 4 0 0
5 3 4 0 1  
5 3 4 1 0
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> 5 3 4 1 1 5 3 4 4 0 5 3 4 6 0 5 6 9 3 * 5 3 2 1 0 5 3 1 0 1 5 3 1 2 1
53420C 5 3 4 4 1 7  5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 1 1 0 5 3 1 3 1
5 3 4 2 1 5 3 4 5 0 5 3 4 7 1 5 7 8 1 5 3 0 7 5 3 1 1 1 5 3 1 4 0
5 3 4 3 1 5 3 4 5 1 534 91 5 7 8 9 5 3 1 0 0 5 3 1 2 0 5 3 1 4 1
5 3 4 4 0 534  60 5 6 9 3 * 5 3 2 0 1 5 3 1 0 1 5 3 1 2 1 5 3 1 5 0
5 3 4 4 1 5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 1 1 0 5 3 1 3 1 5 3 1 5 1
5 3 4 5 0 5 3 4 7 1 5 7 8 1 5 3 0 7 5 3 1 1 1 5 3 1 4 0 5 3 1 6 0
5 3 4 5 1 534 91 5 7 8 9 5 3 1 0 0 5 3 1 2 0 5 3 1 4 1 5 3 1 6 1
5 3 4 6 0 5 6 9 3 * 5 3 2 0 0 5 3 1 0 1 5 3 1 2 1 5 3 1 5 0 ' 5 3 1 7 1
5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 1 1 0 5 3 1 3 1 5 3 1 5 1 5 3 1 9 1
5 3 4 7 1 5 7 8 1 5 3 0 7 5 3 Ì 1 1 5 3 1 4 0 5 3 1 6 0 5 3 3 0 0
5 3 4 9 1 5 7 8 9 5 3 1 0 0 5 3 1 2 0 5 3 1 4 1 5 3 1 6 1 5 3 3 0 1
5 6 9 3 * 5 3 1 9 1 5 3 1 0 1 5 3 1 2 1 5315.0 5 3 1 7 1 5 3 3 1 0
5 7 8 0 4 5 6 0 5 3 1 1 0 5 3 1 3 1 5 3 1 5 1 5 3 1 9 1 5 3 3 1 1
5 7 8 1 5 3 0 7 5 3 1 1 1 5 3 1 4 0 5 3 1 6 0 5 3 3 0 0 5 3 3 2 0
5 7 8 9 5 3 2 0 0 5 3 1 2 0 5 3 1 4 1 5 3 1 6 1 5 3 3 0 1 5 3 3 2 1

* 5 3 1 9 0 5 3 2 0 1 5 3 1 2 1 5 3 1 5 0 5 3 1 7 1 5 3 3 1 0 5 3 3 3 1
4 5 6 0 5 3 2 1 0 5 3 1 3 1 5 3 1 5 1 5 3 1 9 1 5 3 3 1 1 5 3 3 4 0
5 3 0 7 5 3 2 1 1 5 3 1 4 0 5 3 1 6 0 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1
5 3 2 0 0 5 3 2 2 0 5 3 1 4 1 5 3 1 6 1 5 3 3 0 1 5 3 3 2 1 5 3 3 5 0
5 3 2 0 1 5 3 2 2 1 5 3 1 5 0 5 3 1 7 1 5 3 3 1 0 5 3 3 3 1 5 3 3 5 1
5 3 2 1 0 5 3 2 3 1 5 3 1 5 1 5 3 1 9 1 5 3 3 1 1 5 3 3 4 0 5 3 3 6 0
5 3 2 1 1 5 3 2 4 0 5 3 1 6 0 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1
5 3 2 2 0 5 3 2 4 1 5 3 1 6 1 5 3 3 0 1 5 3 3 2 1 5 3 3 5 0 5 3 3 7 1
5 3 2 2 1 5 3 2 5 0 5 3 1 7 1 5 3 3 1 0 5 3 3 3 1 5 3 3 5 1 5 3 3 9 1
5 3 2 3 1 5 3 2 5 1 5 3 1 9 1 53-311 5 3 3 4 0 5 3 3 6 0 5 3 4 0 0
5 3 2 4 0 5 3 2 6 0 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1 5 3 4 0 1
5 3 2 4 1 5 3 2 6 1 5 3 3 0 1 5 3 3 2 1 5 3 3 5 0 5 3 3 7 1 5 3 4 1 0
5 3 2 5 0 5 3 2 7 1 5 3 3 1 0 5 3 3 3 1 5 3 3 5 1 5 3 3 9 1 5 3 4 1 1
5 3 2 5 1 5 3 2 9 1 5 3 3 1 1 5 3 3 4 0 5 3 3 6 0 5 3 4 0 0 5 3 4 2 0
5 3 2 6 0 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1 5 3 4 0 1 5 3 4 2 1
5 3 2 6 1 5 3 3 0 1 5 3 3 2 1 5 3 3 5 0 5 3 3 7 1 5 3 4 1 0 5 3 4 3 1
5 3 2 7 Ì 5 3 3 1 0 5 3 3 3 1 5 3 3 5 1 5 3 3 9 1 5 3 4 1 1 5 3 4 4 0
5 3 2 9 1 5 3 3 1 1 5 3 3 4 0 5 3 3 6 0 5 3 4 0 0 5 3 4 2 0 5 3 4 4 1
5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1 5 3 4 0 1 5 3 4 2 1 5 3 4 5 0
5 3 3 0 1 5 3 3 2 1 5 3 3 5 0 5 3 3 7 1 5 3 4 1 0 5 3 4 3 1 5 3 4 5 1
5 3 3 1 0 5 3 3 3 1 5 3 3 5 1 5 3 3 9 1 5 3 4 1 1 5 3 4 4 0 5 3 4 6 0
5 3 3 1 1 5 3 3 4 0 5 3 3 6 0 5 3 4 0 0 5 3 4 2 0 5 3 4 4 1 5 3 4 6 1
5 3 3 2 0 5 3 3 4 1 5 3 3 6 1 5 3 4 0 1 5 3 4 2 1 5 3 4 5 0 5 3 4 7 1
5 3 3 2 1 5 3 3 5 0 5 3 3 7 1 5 3 4 1 0 5 3 4 3 1 5 3 4 5 1 5 3 4 9 1
5 3 3 3 1 5 3 3 5 1 5 3 3 9 1 5 3 4 1 1 5 ß 4 4 0 5 3 4 6 0 5 6 9 3
5 3 3 4 0 5 3 3 6 0 5 3 4 0 0 5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 7 8 0
5 3 3 4 1 5 3 3 6 1 5 3 4 0 1 5 3 4 2 1 5 3 4 5 0 5 3 4 7 1 5 7 8 1
5 3 3 5 0 5 3 3 7 1 5 3 4 1 0 5 3 4 3 1 7  5 3 4 5 1 5 3 4 9 1 5 7 8 9
5 3 3 5 1 5 3 3 9 1 5 3 4 1 1 5 3 4 4 0 5 3 4 6 0 5 6 9 3 * 5 3 2 2 1
5 3 3 6 0 5 3 4 0 0 5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 7 8 0 4 5 6 0
5 3 3 6 1 5 3 4 0 1 5 3 4 2 1 534  50 5 3 4 7 1 5 7 8 1 5 3 0 7
5 3 3 7 1 5 3 4 1 0 5 3 4 3 1 5 3 4 5 1 5 3 4 9 1 5 7 8 9 5 3 1 0 0
5 3 3 9 1 5 3 4 1 1 5 3 4 4 0 5 3 4 6 0 5 6 9 3 * 5 3 2 2 0 5 3 1 0 1
5 3 4 0 0 5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 1 1 0
5 3 4 0 1 5 3 4 2 1 5 3 4 5 0 5 3 4 7 1 5 7 8 1 5 3 0 7 5 3 1 1 1
5 3 4 1 0 5 3 4 3 1 5 3 4 5 1 534  91 5 7 8 9 5 3 1 0 0 5 3 1 2 0
5 3 4 1 1 5 3 4 4 0 5 3 4 6 0 5 6 9 3 * 5 3 2 1 1 5 3 1 0 1 5 3 1 2 1
5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 1 1 0 5 3 1 3 1
5 3 4 2 1 5 3 4 5 0 5 3 4 7 1 5 7 8 1 5 3 0 7 5 3 1 1 1 5 3 1 4 0
5 3 4 3 1 ■ 5 3 4 5 1  - 5 3 4 9 1 5 7 8 9 5 3 1 0 0 ' 5 3 1 2 0 5 3 1 4 1
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5 3 1 5 0
5 3 1 5 1
5 3 1 6 0
5 3 1 6 1  
5 3 1 7 1  
5 3 1 9 1
5 3 3 0 0
5 3 3 0 1
5 3 3 1 0
5 3 3 1 1
5 3 3 2 0
5 3 3 2 1  
5 3 3 3 1
5 3 3 4 0
5 3 3 4 1
5 3 3 5 0
5 3 3 5 1
5 3 3 6 0
5 3 3 6 1  
5 3 3 7 1  
5 3 3 9 1
5 3 4 0 0
5 3 4 0 1
5 3 4 1 0
5 3 4 1 1
5 3 4 2 0
5 3 4 2 1  
5 3 4 3 1
5 3 4 4 0
5 3 4 4 1
5 3 4 5 0
5 3 4 5 1
5 3 4 6 0
5 3 4 6 1  
5 3 4 7 1  
5 3 4 9 1  
5 6 9 3
5 7 8 0
5 7 8 1  
5 7 8 9

* 5 3 2 3 0
4 5 6 0
5 3 0 7
5 3 1 0 0
5 3 1 0 1
5 3 1 1 0
5 3 1 1 1
5 3 1 2 0
5 3 1 2 1  
5 3 1 3 1
5 3 1 4 0
5 3 1 4 1
5 3 1 5 0
5 3 1 5 1
5 3 1 6 0
5 3 1 6 1

5 3 1 7 1
5 3 1 9 1
5 3 3 0 0
5 3 3 0 1
5 3 3 1 0
5 3 3 1 1
5 3 3 2 0
5 3 3 2 1  
5 3 3 3 1
5 3 3 4 0
5 3 3 4 1
5 3 3 5 0
5 3 3 5 1
5 3 3 6 0
5 3 3 6 1  
5 3 3 7 1  
5 3 3 9 1
5 3 4 0 0
5 3 4 0 1
5 3 4 1 0
5 3 4 1 1
5 3 4 2 0
5 3 4 2 1  
5 3 4 3 1
5 3 4 4 0
5 3 4 4 1
5 3 4 5 0
5 3 4 5 1
5 3 4 6 0
5 3 4 6 1  
5 3 4 7 1  
5 3 4 9 1  
5 6 9 3
5 7 8 0
5 7 8 1  
5 7 8 9

* 5 3 2 3 1
4 5 6 0
5 3 0 7
5 3 1 0 0
5 3 1 0 1
5 3 1 1 0
5 3 1 1 1
5 3 1 2 0
5 3 1 2 1  
5 3 1 3 1
5 3 1 4 0
5 3 1 4 1
5 3 1 5 0
5 3 1 5 1
5 3 1 6 0
5 3 1 6 1  
5 3 1 7 1  
5 3 1 9 1
5 3 3 0 0
5 3 3 0 1

5 3 3 1 0
5 3 3 1 1
5 3 3 2 0
5 3 3 2 1  
5 3 3 3 1
5 3 3 4 0
5 3 3 4 1
5 3 3 5 0
5 3 3 5 1
5 3 3 6 0
5 3 3 6 1  
5 3 3 7 1  
5 3 3 9 1
5 3 4 0 0
5 3 4 0 1
5 3 4 1 0
5 3 4 1 1
5 3 4 2 0
5 3 4 2 1  
5 3 4 3 1
5 3 4 4 0
5 3 4 4 1  
534-50 
5 3 4 5 1
5 3 4 6 0
5 3 4 6 1  
5 3 4 7 1  
5 3 4 9 1  
5 6 9 3
5 7 8 0
5 7 8 1  
5 7 8 9

* 5 3 2 4 0
4 5 6 0
5 3 0 7
5 3 1 0 0
5 3 1 0 1
5 3 1 1 0
5 3 1 1 1
5 3 1 2 0
5 3 1 2 1  
5 3 1 3 1
5 3 1 4 0
5 3 1 4 1
5 3 1 5 0
5 3 1 5 1
5 3 1 6 0
5 3 1 6 1  
5 3 1 7 1  
5 3 1 9 1
5 3 3 0 0
5 3 3 0 1
5 3 3 1 0
5 3 3 1 1
5 3 3 2 0
5 3 3 2 1

5 3 3 3 1
5 3 3 4 0
5 3 3 4 1
5 3 3 5 0
5 3 3 5 1
5 3 3 6 0
5 3 3 6 1  
5 3 3 7 1  
5 3 3 9 1
5 3 4 0 0
5 3 4 0 1
5 3 4 1 0
5 3 4 1 1
5 3 4 2 0
5 3 4 2 1  
5 3 4 3 1
5 3 4 4 0
5 3 4 4 1
5 3 4 5 0
5 3 4 5 1
5 3 4 6 0
5 3 4 6 1  
5 3 4 7 1  
5 3 4 9 1  
5 6 9 3
5 7 8 0
5 7 8 1  
5 7 8 9

* 5 3 2 4 1
4 5 6 0
5 3 0 7
5 3 1 0 0
5 3 1 0 1
5 3 1 1 0
5 3 1 1 1
5 3 1 2 0
5 3 1 2 1  
5 3 1 3 1
5 3 1 4 0
5 3 1 4 1
5 3 1 5 0
5 3 1 5 1
5 3 1 6 0
5 3 1 6 1  
5 3 1 7 1  
5 3 1 9 1
5 3 3 0 0
5 3 3 0 1
5 3 3 1 0
5 3 3 1 1
5 3 3 2 0
5 3 3 2 1  
5 3 3 3 1
5 3 3 4 0
5 3 3 4 1  
5 3 3 5 0

5 3 3 5 1
5 3 3 6 0
5 3 3 6 1  
5 3 3 7 1  
5 3 3 9 1
5 3 4 0 0
5 3 4 0 1
5 3 4 1 0
5 3 4 1 1
5 3 4 2 0
5 3 4 2 1  
5 3 4 3 1
5 3 4 4 0
5 3 4 4 1
5 3 4 5 0
5 3 4 5 1  
53 4  60  
5 3 4 6 1  
5 3 4 7 1  
5 3 4 9 1  
5 6 9 3
5 7 8 0
5 7 8 1  
5 7 8 9

* 5 3 2 5 0 "
4 5 6 0
5 3 0 7
5 3 1 0 0
5 3 1 0 1
5 3 1 1 0
5 3 1 1 1
5 3 1 2 0
5 3 1 2 1  
5 3 1 3 1
5 3 1 4 0
5 3 1 4 1
5 3 1 5 0
5 3 1 5 1
5 3 1 6 0
5 3 1 6 1  
5 3 1 7 1  
5 3 1 9 1
5 3 3 0 0
5 3 3 0 1
5 3 3 1 0
5 3 3 1 1
5 3 3 2 0
5 3 3 2 1  
5 3 3 3 1
5 3 3 4 0
5 3 3 4 1
5 3 3 5 0
5 3 3 5 1
5 3 3 6 0
5 3 3 6 1  
5 3 3 7 1

5 3 3 9 1
5 3 4 0 0
5 3 4 0 1
5 3 4 1 0
5 3 4 1 1
5 3 4 2 0
5 3 4 2 1  
5 3 4 3 1
5 3 4 4 0
5 3 4 4 1
5 3 4 5 0
5 3 4 5 1
5 3 4 6 0
5 3 4 6 1  
5 3 4 7 1  
5 3 4 9 1  
5 6 9 3
5 7 8 0
5 7 8 1  
5 7 8 9

* 5 3 2 5 1
4 5 6 0
5 3 0 7
5 3 1 0 0
5 3 1 0 1
5 3 1 1 0
5 3 1 1 1
5 3 1 2 0
5 3 1 2 1  
5 3 1 3 1
5 3 1 4 0
5 3 1 4 1
5 3 1 5 0
5 3 1 5 1
5 3 1 6 0
5 3 1 6 1  
5 3 1 7 1  
5 3 1 9 1
5 3 3 0 0
5 3 3 0 1
5 3 3 1 0
5 3 3 1 1
5 3 3 2 0
5 3 3 2 1  
5 3 3 3 1
5 3 3 4 0
5 3 3 4 1
5 3 3 5 0
5 3 3 5 1
5 3 3 6 0
5 3 3 6 1  
5 3 3 7 1  
5 3 3 9 1
5 3 4 0 0
5 3 4 0 1  
5 3 4 1 0

5 3 4 1 1
5 3 4 2 0
5 3 4 2 1  
5 3 4 3 1
5 3 4 4 0
5 3 4 4 1
5 3 4 5 0
5 3 4 5 1
5 3 4 6 0
5 3 4 6 1  
5 3 4 7 1  
5 3 4 9 1  
5 6 9 3
5 7 8 0
5 7 8 1  
5 7 8 9

* 5 3 2 6 0
4 5 6 0
5 3 0 7
5 3 1 0 0
5 3 1 0 1
5 3 1 1 0
5 3 1 1 1
5 3 1 2 0
5 3 1 2 1  
5 3 1 3 1
5 3 1 4 0
5 3 1 4 1
5 3 1 5 0
5 3 1 5 1
5 3 1 6 0
5 3 1 6 1  
5 3 1 7 1  
5 3 1 9 1
5 3 3 0 0
5 3 3 0 1
5 3 3 1 0
5 3 3 1 1
5 3 3 2 0
5 3 3 2 1  
5 3 3 3 1
5 3 3 4 0
5 3 3 4 1
5 3 3 5 0
5 3 3 5 1
5 3 3 6 0
5 3 3 6 1  
5 3 3 7 1  
5 3 3 9 1
5 3 4 0 0
5 3 4 0 1
5 3 4 1 0
5 3 4 1 1
5 3 4 2 0
5 3 4 2 1  
5 3 4 3 1

5 3 4 4 0
5 3 4 4 1
5 3 4 5 0
5 3 4 5 1
5 3 4 6 0
5 3 4 6 1  
5 3 4 7 1  
5 3 4 9 1  
5 6 9 3
5 7 8 0
5 7 8 1  
5 7 8 9

* 5 3 2 6 1
4 5 6 0
5 3 0 7
5 3 1 0 0
5 3 1 0 1
5 3 1 1 0
5 3 1 1 1
5 3 1 2 0
5 3 1 2 1  
5 3 1 3 1
5 3 1 4 0
5 3 1 4 1
5 3 1 5 0
5 3 1 5 1
5 3 1 6 0
5 3 1 6 1  
5 3 1 7 1  
5 3 1 9 1
5 3 3 0 0
5 3 3 0 1
5 3 3 1 0
5 3 3 1 1
5 3 3 2 0
5 3 3 2 1  
5 3 3 3 1
5 3 3 4 0
5 3 3 4 1
5 3 3 5 0
5 3 3 5 1
5 3 3 6 0
5 3 3 6 1  
5 3 3 7 1  
5 3 3 9 1
5 3 4 0 0
5 3 4 0 1
5 3 4 1 0
5 3 4 1 1
5 3 4 2 0
5 3 4 2 1  
5 3 4 3 1
5 3 4 4 0
5 3 4 4 1
5 3 4 5 0
5 3 4 5 1
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534  60 5 6 9 3 * 5 3 2 9 0 5 3 1 0 1 5 3 4 2 1 5 7 8 1 5 3 4 4 0 * 5 3 3 4 0
5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 1 1 0 5 3 4 3 1 5 7 8 9 5 3 4 4 1 4 5 6 0
5 3 4 7 1 5 7 8 1 5 3 0 7 5 3 1 1 1 5 3 4 4 0 * 5 3 3 1 1 5 3 4 5 0 5 3 0 7
5 3 4 9 1 5 7 8 9 5 3 1 0 0 5 3 1 2 0 5 3 4 4 1 4 5 6 0 5 3 4 5 1 5 3 4 0 0
5 6 9 3 * 5 3 2 7 1 5 3 1 0 1 5 3 1 2 1 5 3 4 5 0 5 3 0 7 5 3 4 6 0 5 3 4 0 1
5 7 8 0 4 5 6 0 5 3 1 1 0 5 3 1 3 1 5 3 4 5 1 5 3 4 0 0 5 3 4 6 1 5 3 4 1 0
5 7 8 1 5 3 0 7 5 3 1 1 1 5 3 1 4 0 5 3 4 6 0 5 3 4 0 1 5 3 4 7 1 5 3 4 1 1
5 7 8 9 5 3 1 0 0 5 3 1 2 0 5 3 1 4 1 534 61 5 3 4 1 0 5 3 4 9 1 5 3 4 2 0

* 5 3 2 7 0 5 3 1 0 1 5 3 1 2 1 5 3 1 5 0 5 3 4 7 1 5 3 4 1 1 5 6 9 3 5 3 4 2 1
4 5 6 0 5 3 1 1 0 5 3 1 3 1 5 3 1 5 1 5 3 4 9 1 5 3 4 2 0 5 7 8 0 5 3 4 3 1
5 3 0 7 5 3 1 1 1 5 3 1 4 0 5 3 1 6 0 5 6 9 3 5 3 4 2 1 5 7 8 1 5 3 4 4 0
5 3 1 0 0 5 3 1 2 0 5 3 1 4 1 5 3 1 6 1 5 7 8 0 5 3 4 3 1 5 7 8 9 5 3 4 4 1
5 3 1 0 1 5 3 1 2 1 5 3 1 5 0 5 3 1 7 1 5 7 8 1 5 3 4 4 0 * 5 3 3 3 0 5 3 4 5 0
5 3 1 1 0 5 3 1 3 1 5 3 1 5 1 5 3 1 9 1 5 7 8 9 5 3 4 4 1 4 5 6 0 5 3 4 5 1
5 3 1 1 1 5 3 1 4 0 5 3 1 6 0 5 3 3 0 0 * 5 3 3 0 1 5 3 4 5 0 5 3 0 7 5 3 4 6 0
5 3 1 2 0 5 3 1 4 1 5 3 1 6 1 5 3 3 0 1 4 5 6 0 5 3 4 5 1 5 3 4 0 0 5 3 4 6 1
5 3 1 2 1 5 3 1 5 0 5 3 1 7 1 5 3 3 1 0 5 3 0 7 5 3 4 6 0 5 3 4 0 1 5 3 4 7 1
5 3 1 3 1 5 3 1 5 1 5 3 1 9 1 5 3 3 1 1 5 3 4 0 0 5 3 4 6 1 5 3 4 1 0 5 3 4 9 1
5 3 1 4 0 5 3 1 6 0 5 3 3 0 0 5 3 3 2 0 5 3 4 0 1 5 3 4 7 1 5 3 4 1 1 5 6 9 3
5 3 1 4 1 5 3 1 6 1 5 3 3 0 1 5 3 3 2 1 5 3 4 1 0 5 3 4 9 1 5 3 4 2 0 5 7 8 0
5 3 1 5 0 5 3 1 7 1 5 3 3 1 0 5 3 3 3 1 5 3 4 1 1 5 6 9 3 5 3 4 2 1 5 7 8 1
5 3 1 5 1 5 3 1 9 1 5 3 3 1 1 5 3 3 4 0 5 3 4 2 0 5 7 8 0 5 3 4 3 1 5 7 8 9
5 3 1 6 0 5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 4 2 1 5 7 8 1 5 3 4 4 0 * 5 3 3 4 1
5 3 1 6 1 , 5 3 3 0 1 5 3 3 2 1 5 3 3 5 0 5 3 4 3 1 5 7 8 9 5 3 4 4 1 4 5 6 0
5 3 1 7 1 5 3 3 1 0 5 3 3 3 1 5 3 3 5 1 5344t) * 5 3 3 2 0 5 3 4 5 0 5 3 0 7
5 3 1 9 1 5 3 3 1 1 5 3 3 4 0 5 3 3 6 0 5 3 4 4 1 4 5 6 0 5 3 4 5 1 5 3 4 0 0
5 3 3 0 0 5 3 3 2 0 5 3 3 4 1 5 3 3 6 1 5 3 4 5 0 5 3 0 7 5 3 4 6 0 5 3 4 0 1
5 3 3 0 1 5 3 3 2 1 5 3 3 5 0 5 3 3 7 1 5 3 4 5 1 5 3 4 0 0 5 3 4 6 1 5 3 4 1 0
5 3 3 1 0 5 3 3 3 1 5 3 3 5 1 5 3 3 9 1 5 3 4 6 0 5 3 4 0 1 5 3 4 7 1 5 3 4 1 1
5 3 3 1 1 5 3 3 4 0 5 3 3 6 0 5 3 4 0 0 5 3 4 6 1 5 3 4 1 0 5 3 4 9 1 5 3 4 2 0
5 3 3 2 0 5 3 3 4 1 5 3 3 6 1 5 3 4 0 1 5 3 4 7 1 5 3 4 1 1 5 6 9 3 5 3 4 2 1
5 3 3 2 1 5 3 3 5 0 5 3 3 7 1 5 3 4 1 0 5 3 4 9 1 5 3 4 2 0 5 7 8 0 5 3 4 3 1
5 3 3 3 1 5 3 3 5 1 5 3 3 9 1 5 3 4 1 1 5 6 9 3 5 3 4 2 1 5 7 8 1 5 3 4 4 0
5 3 3 4 0 5 3 3 6 0 5 3 4 0 0 5 3 4 2 0 5 7 8 0 5 3 4 3 1 5 7 8 9 5 3 4 4 1
5 3 3 4 1 5 3 3 6 1 5 3 4 0 1 5 3 4 2 1 5 7 8 1 5 3 4 4 0 * 5 3 3 3 1 5 3 4 5 0
5 3 3 5 0 5 3 3 7 1 5 3 4 1 0 5 3 4 3 1 5 7 8 9 5 3 4 4 1 4 5 6 0 5 3 4 5 1
5 3 3 5 1 5 3 3 9 1 5 3 4 1 1 5 3 4 4 0 * 5 3 3 1 0 5 3 4 5 0 5 3 0 7 5 3 4 6 0
5 3 3 6 0 5 3 4 0 0 5 3 4 2 0 5 3 4 4 1 4 5 6 0 5 3 4 5 1 5 3 4 0 0 5 3 4 6 1
5 3 3 6 1 5 3 4 0  V 5 3 4 2 1 5 3 4 5 0 5 3 0 7 5 3 4 6 0 534.01 . 5 3 4 7 1
5 3 3 7 1 5 3 4 1 0 5 3 4 3 1 5 3 4 5 1 5 3 4 0 0 5 3 4 6 1 5 3 4 * 0 5 3 4 9 1
5 3 3 9 1 5 3 4 1 1 5 3 4 4 0 5 3 4 6 0 5 3 4 0 1 5 3 4 7 1 5 3 4 1 1 5 6 9 3
5 3 4 0 0 5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 3 4 1 0 5 3 4 9 1 5 3 4 2 0 5 7 8 0
5 3 4 0 1 5 3 4 2 1 5 3 4 5 0 5 3 4 7 1 5 3 4 1 1 5 6 9 3 5 3 4 2 1 5 7 8 1
5 3 4 1 0 5 3 4 3 1 5 3 4 5 1 5 3 4 9 1 5 3 4 2 0 5 7 8 0 5 3 4 3 1 5 7 8 9
5 3 4 1 1 5 3 4 4 0 5 3 4 6 0 5 6 9 3 5 3 4 2 1 5 7 8 1 5 3 4 4 0 * 5 3 3 5 0
5 3 4 2 0 5 3 4 4 1 5 3 4 6 1 5 7 8 0 5 3 4 3 i 5 7 8 9 5 3 4 4 1 4 5 6 0
5 3 4 2 1 5 3 4 5 0 5 3 4 7 1 5 7 8 1 5 3 4 4 0 * 5 3 3 2 1 5 3 4 5 0 5 3 0 7
5 3 4 3 1 5 3 4 5 1 5 3 4 9 1 5 7 8 9 5 3 4 4 1 4 5 6 0 5 3 4 5 1 5 3 4 0 0
5 3 4 4 0 5 3 4 6 0 5 6 9 3 * 5 3 3 0 0 5 3 4 5 0 5 3 0 7 5 3 4 6 0 5 3 4 0 1
5 3 4 4 1 5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 4 5 1 5 3 4 0 0 5 3 4 6 1 5 3 4 1 0
5 3 4 5 0 5 3 4 7 1 5 7 8 1 5 3 0 7 5 3 4 6 0 5 3 4 0 1 5 3 4 7 1 5 3 4 1 1
5 3 4 5 1 5 3 4 9 1 5 7 8 9 5 3 4 0 0 5 3 4 6 1 5 3 4 1 0 5 3 4 9 1 5 3 4 2 0
5 3 4 6 0 5 6 9 3 * 5 3 2 9 1  * 5 3 4 0 1 5 3 4 7 1 5 3 4 1 1 5 6 9 3 5 3 4 2 1
5 3 4 6 1 5 7 8 0 4 5 6 0 5 3 4 1 0 5 3 4 9 1 5 3 4 2 0 5 7 8 0 5 3 4 3 1
5 3 4 7 1 5 7 8 1 5 3 0 7 5 3 4 1 1 5 6 9 3 5 3 4 2 1 5 7 8 1 5 3 4 4 0
5 3 4 9 1 5 7 8 9 5 3 1 0 0 5 3 4 2 0 5 7 8 0 5 3 4 3 1 5 7 8 9 5 3 4 4 1
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5 3 4 5 0 5 3 0 7
5 3 4 5 1 5 3 4 0 0
5 3 4 6 0 5 3 4 0 1
5 3 4 6 1 5 3 4 1 0
5 3 4 7 1 5 3 4 1 1
5 3 4 9 1 5 3 4 2 0
5 6 9 3 5 3 4 2 1
5 7 8 0 5 3 4 3 1
5 7 8 1 5 3 4 4 0
5 7 8 9 5 3 4 4 1

* 5 3 3 5 1 5 3 4 5 0
4 5 6 0 5 3 4 5 1
5 3 0 7 5 3 4 6 0
5 3 4 0 0 5 3 4 6 1
5 3 4 0 1 5 3 4 7 1
5 3 4 1 0 5 3 4 9 1
5 3 4 1 1 5 6 9 3
5 3 4 2 0 5 7 8 0
5 3 4 2 1 5 7 8 1
5 3 4 3 1 5 7 8 9
5 3 4 4 0 * 5 3 3 7 0
5 3 4 4 1 4 5 6 0
5 3 4 5 0 5 3 0 7
5 3 4 5 1 5 3 4 0 0
5 3 4 6 0 5 3 4 0 1
5 3 4 6 1 5 3 4 1 0
5 3 4 7 1 5 3 4 1 1
53 4  91 5 3 4 2 0
5 6 9 3 5 3 4 2 1
5 7 8 0 5 3 4 3 1
5 7 8 1 5 3 4 4 0
5 7 8 9 5 3 4 4 1

* 5 3 3 6 0 5 3 4 5 0
4 5 6 0 5 3 4 5 1
5 3 0 7 5 3 4 6 0
5 3 4 0 0 5 3 4 6 1
5 3 4 0 1 5 3 4 7 1
5 3 4 1 0 5 3 4 9 1
5 3 4 1 1 5 6 9 3
5 3 4 2 0 5 7 8 0
5 3 4 2 1 5 7 8 1
5 3 4 3 1 5 7 8 9
5 3 4 4 0 * 5 3 3 7 1 ,
5 3 4 4 1 4 5 6 0
5 3 4 5 0 5 3 0 7
5 3 4 5 1 5 3 4 0 0
5 3 4 6 0 5 3 4 0 1
5 3 4 6 1 5 3 4 1 0
5 3 4 7 1 5 3 4 1 1
5 3 4 9 1 5 3 4 2 0
5 6 9 3 5 3 4 2 1
5 7 8 0 5 3 4 3 1
5 7 8 1 5 3 4 4 0
5 7 8 9 5 3 4 4 1

* 5 3 3 6 1 5 3 4 5 0
4 5 6 0 5 3 4 5 1

5 3 4 6 0 5 3 1 0 1
5 3 4 6 1 5 3 1 1 0
5 3 4 7 1 5 3 1 1 1
5 3 4 9 1 5 3 1 2 0
5 6 9 3 5 3 1 2 1
5 7 8 0 5 3 1 3 1
5 7 8 1 5 3 1 4 0
5 7 8 9 5 3 1 4 1

* 5 3 3 9 0 5 3 1 5 0
4 5 6 0 5 3 1 5 1
5 3 0 7 5 3 1 6 0
5 3 4 0 0 5 3 1 6 1
5 3 4 0 1 5 3 1 7 1
5 3 4 1 0 5 3 1 9 1
5 3 4 1 1 5 3 2 0 0
5 3 4 2 0 5 3 2 0 1
5 3 4 2 1 5 3 2 1 0
5 3 4 3 1 5 3 2 1 1
5 3 4 4 0 5 3 2 2 0
5 3 4 4 1 5 3 2 2 1
5 3 4 5 0 5 3 2 3 1
5 3 4 5 1 5 3 2 4 0
5 3 4 6 0 5 3 2 4 1
5 3 4 6 1 5 3 2 5 0
5 3 4 7 1 5 3 2 5 1
5 3 4 9 1 5 3 2 6 0
5 6 9 3 5 3 2 6 1
5 7 8 0 5 3 2 7 1
5 7 8 1 5 3 2 9 1
5 7 8 9 5 6 9 3

* 5 3 3 9 1 5 7 8 0
4 5 6 0 5 7 8 1
5 3 0 7 5 7 8 9
5 3 4 0 0 * 5 3 4 0 1
5 3 4 0 1 4 5 6 0
5 3 4 1 0 5 3 0 7
5 3 4 1 1 5 3 1 0 0
5 3 4 2 0 5 3 1 0 1
5 3 4 2 1 5 3 1 1 0
5 3 4 3 1 5 3 1 1 1
5 3 4 4 0 5 3 1 2 0
5 3 4 4 1 5 3 1 2 1
5 3 4 5 0 5 3 1 3 1
5 3 4 5 1 5 3 1 4 0
5 3 4 6 0 5 3 1 4 1
534  61 5 3 1 5 0
5 3 4 7 1 5 3 1 5 1
5 3 4 9 1 5 3 1 6 0
5 6 9 3 5 3 1 6 1
5 7 8 0 5 3 1 7 1
5 7 8 1 5 3 1 9 1
5 7 8 9 5 3 2 0 0

* 5 3 4 0 0 5 3 2 0 1
4 5 6 0 5 3 2 1 0
5 3 0 7 5 3 2 1 1
5 3 1 0 0 5 3 2 2 0

5 3 2 2 1 5 3 1 1 0
5 3 2 3 1 5 3 1 1 1
5 3 2 4 0 5 3 1 2 0
5 3 2 4 1 5 3 1 2 1
5 3 2 5 0 5 3 1 3 1
5 3 2 5 1 5 3 1 4 0
5 3 2 6 0 5 3 1 4 1
5 3 2 6 1 5 3 1 5 0
5 3 2 7 1 5 3 1 5 1
5 3 2 9 1 5 3 1 6 0
5 6 9 3 5 3 1 6 1
5 7 8 0 5 3 1 7 1
5 7 8 1 5 3 1 9 1
5 7 8 9 5 3 2 0 0

* 5 3 4 1 0 5 3 2 0 1
4 5 6 0 5 3 2 1 0
5 3 0 7 5 3 2 1 1
5 3 1 0 0 5 3 2 2 0
5 3 1 0 1 5 3 2 2 1
5 3 1 1 0 5 3 2 3 1
5 3 1 1 1 5 3 2 4 0
5 3 1 2 0 5 3 2 4 1
5 3 1 2 1 5 3 2 5 0
5 3 1 3 1 5 3 2 5 1
5 3 1 4 0 5 3 2 6 0
5 3 1 4 1 5 3 2 6 1
5 3 1 5 0 5 3 2 7 1
5 3 1 5 1 5 3 2 9 1
5 3 1 6 0 5 6 9 3
5 3 1 6 1 5 7 8 0
5 3 1 7 1 5 7 8 1
5 3 1 9 1 5 7 8 9
5 3 2 0 0 * 5 3 4 2 0
5 3 2 0 1 4 5 6 0
5 3 2 1 0 5 3 0 7
5 3 2 1 1 5 3 1 0 0
5 3 2 2 0 5 3 1 0 1
5 3 2 2 1 5 3 1 1 0
5 3 2 3 1 5 3 1 1 1
5 3 2 4 0 5 3 1 2 0
5 3 2 4 1 5 3 1 2 1
5 3 2 5 0 5 3 1 3 1
5 3 2 5 1 5 3 1 4 0
5 3 2 6 0 5 3 1 4 1
5 3 2 6 1 5 3 1 5 0
5 3 2 7 1 5 3 1 5 1
5 3 2 9 1 5 3 1 6 0
5 6 9 3 5 3 1 6 1
5 7 8 0 5 3 1 7 1
5 7 8 1 5 3 1 9 1
5 7 8 9 5 3 2 0 0

* 5 3 4 1 1 5 3 2 0 1
4 5 6 0 5 3 2 1 0
5 3 0 7 5 3 2 1 1
5 3 1 0 0 5 3 2 2 0
5 3 1 0 1 5 3 2 2 1

Page 7 o f

5 3 2 3 1 5 3 1 1 1
5 3 2 4 0 ; 5 3 1 2 0
5 3 2 4 1 5 3 1 2 1
5 3 2 5 0 5 3 1 3 1
5 3 2 5 1 5 3 1 4 0
5 3 2 6 0 5 3 1 4 1
5 3 2 6 1 5 3 1 5 0
5 3 2 7 1 5 3 1 5 1
5 3 2 9 1 5 3 1 6 0
5 6 9 3 5 3 1 6 1
5 7 8 0 5 3 1 7 1
5 7 8 1 5 3 1 9 1
5 7 8 9 5 3 2 0 0

* 5 3 4 2 1 5 3 2 0 1
4 5 6 0 5 3 2 1 0
5 3 0 7 5 3 2 1 1
5 3 1 0 0 5 3 2 2 0
5 3 1 0 1 5 3 2 2 1
5 3 1 1 0 5 3 2 3 1
5 3 1 1 1 5 3 2 4 0
5 3 1 2 0 5 3 2 4 1
5 3 1 2 1 5 3 2 5 0
5 3 1 3 1 5 3 2 5 1
5 3 1 4 0 5 3 2 6 0
5 3 1 4 1 5 3 2 6 1
5 3 1 5 0 5 3 2 7 1
5 3 1 5 1 5 3 2 9 1
5 3 1 6 0 5 6 9 3
5 3 1 6 1 5 7 8 0
5 3 1 7 1 5 7 8 1
5 3 1 9 1 5 7 8 9
5 3 2 0 0 * 5 3 4 3 1
5 3 2 0 1 4 5 6 0
5 3 2 1 0 5 3 0 7
5 3 2 1 1 5 3 1 0 0
5 3 2 2 0 5 3 1 0 1
5 3 2 2 1 5 3 1 1 0
5 3 2 3 1 5 3 1 1 1
5 3 2 4 0 5 3 1 2 0
5 3 2 4 1 5 3 1 2 1
5 3 2 5 0 5 3 1 3 1
5 3 2 5 1 5 3 1 4 0
5 3 2 6 0 5 3 1 4 1
5 3 2 6 1 5 3 1 5 0
5 3 2 7 1 5 3 1 5 1
5 3 2 9 1 5 3 1 6 0
5 6 9 3 5 3 1 6 1
5 7 8 0 5 3 1 7 1
5 7 8 1 5 3 1 9 1
5 7 8 9 5 3 2 0 0

* 5 3 4 3 0 5 3 2 0 1
4 5 6 0 5 3 2 1 0
5 3 0 7 5 3 2 1 1
5 3 1 0 0 5 3 2 2 0
5 3 1 0 1 5 3 2 2 1
5 3 1 1 0 5 3 2 3 1



Federal Register /  VoK 55, No. 171 /  Tuesday, September 4 , 1990 /  Rules and Regulations 36133

Page 8 o f  9

5 3 2 4 0 5 3 1 2 0 5 3 2 4 1 5 3 1 2 1 5 3 2 5 0 5 3 1 3 1 5 3 2 5 1 5 3 1 4 0
5 3 2 4 1 5 3 1 2 1 5 3 2 5 0 5 3 1 3 1 5 3 2 5 1 5 3 1 4 0 5 3 2 6 0 5 3 1 4 1
5 3 2 5 0 5 3 1 3 1 5 3 2 5 1 5 3 1 4 0 5 3 2 6 0 5 3 1 4 1 5 3 2 6 1 5 3 1 5 0
5 3 2 5 1 5 3 1 4 0 5 3 2 6 0 5 3 1 4 1 5 3 2 6 1 5 3 1 5 0 5 3 2 7 1 5 3 1 5 1
5 3 2 6 0 5 3 1 4 1 5 3 2 6 1 5 3 1 5 0 5 3 2 7 1 5 3 1 5 1 5 3 2 9 1 5 3 1 6 0
5 3 2 6 1 5 3 1 5 0 5 3 2 7 1 5 3 1 5 1 5 3 2 9 1 5 3 1 6 0 5 6 9 3 5 3 1 6 1
5 3 2 7 1 5 3 1 5 1 5 3 2 9 1 5 3 1 6 0 5 6 9 3 5 3 1 6 1 5 7 8 0 5 3 1 7 1
5 3 2 9 1 5 3 1 6 0 5 6 9 3 5 3 1 6 1 5 7 8 0 5 3 1 7 1 5 7 8 1 5 3 1 9 1
5 6 9 3 5 3 1 6 1 5 7 8 0 5 3 1 7 1 5 7 8 1 5 3 1 9 1 5 7 8 9 5 3 2 0 0
5 7 8 0 5 3 1 7 1 5 7 8 1 5 3 1 9 1 5 7 8 9 5 3 2 0 0 * 5 3 4 9 1 5 3 2 0 1
5 7 8 1 5 3 1 9 1 5 7 8 9 5 3 2 0 0 * 5 3 4 7 0 5 3 2 0 1 4 5 6 0 5 3 2 1 0
5 7 8 9 5 3 2 0 0 * 5 3 4 5 1 5 3 2 0 1 4 5 6 0 5 3 2 1 0 5 3 0 7 5 3 2 1 1

* 5 3 4 4 0 5 3 2 0 1 4 5 6 0 5 3 2 1 0 5 3 0 7 5 3 2 1 1 5 3 1 0 0 5 3 2 2 0
4 5 6 0 5 3 2 1 0 5 3 0 7 5 3 2 1 1 5 3 1 0 0 5 3 2 2 0 5 3 1 0 1 5 3 2 2 1
5 3 0 7 5 3 2 1 1 5 3 1 0 0 5 3 2 2 0 5 3 1 0 1 5 3 2 2 1 5 3 1 1 0 5 3 2 3 1
5 3 1 0 0 5 3 2 2 0 5 3 1 0 1 5 3 2 2 1 5 3 1 1 0 5 3 2 3 1 5 3 1 1 1 5 3 2 4 0
5 3 1 0 1 5 3 2 2 1 5 3 1 1 0 5 3 2 3 1 5 3 1 1 1 5 3 2 4 0 5 3 1 2 0 5 3 2 4 1
5 3 1 1 0 5 3 2 3 1 5 3 1 1 1 5 3 2 4 0 5 3 1 2 0 5 3 2 4 1 5 3 1 2 1 5 3 2 5 0
5 3 1 1 1 5 3 2 4 0 5 3 1 2 0 5 3 2 4 1 5 3 1 2 1 5 3 2 5 0 5 3 1 3 1 5 3 2 5 1
5 3 1 2 0 5 3 2 4 1 5 3 1 2 1 5 3 2 5 0 5 3 1 3 1 5 3 2 5 1 5 3 1 4 0 5 3 2 6 0
5 3 1 2 1 5 3 2 5 0 5 3 1 3 1 5 3 2 5 1 5 3 1 4 0 5 3 2 6 0 5 3 1 4 1 5 3 2 6 1
5 3 1 3 1 5 3 2 5 1 5 3 1 4 0 5 3 2 6 0 5 3 1 4 1 5 3 2 6 1 5 3 1 5 0 5 3 2 7 1
5 3 1 4 0 5 3 2 6 0 5 3 1 4 1 5 3 2 6 1 5 3 1 5 0 5 3 2 7 1 5 3 1 5 1 5 3 2 9 1
5 3 1 4 1 5 3 2 6 1 5 3 1 5 0 5 3 2 7 1 5 3 1 5 1 5 3 2 9 1 5 3 1 6 0 5 3 3 0 0
5 3 1 5 0 5 3 2 7 1 5 3 1 5 1 5 3 2 9 1 5 3 1 6 0 5 6 9 3 5 3 1 6 1 5 3 3 0 1
5 3 1 5 1 5 3 2 9 1 5 3 1 6 0 5 6 9 3 5 3 1 6 1 5 7 8 0 5 3 1 7 1 5 3 3 1 0
5 3 1 6 0 5 6 9 3 5 3 1 6 1 5 7 8 0 5 3 1 7 1 5 7 8 1 5 3 1 9 1 5 3 3 1 1
5 3 1 6 1 5 7 8 0 5 3 1 7 1 5 7 8 1 5 3 1 9 1 5 7 8 9 5 3 2 0 0 5 3 3 2 0
5 3 1 7 1 5 7 8 1 5 3 1 9 1 5 7 8 9 5 3 2 0 0 * 5 3 4 9 0 5 3 2 0 1 5 3 3 2 1
5 3 1 9 1 5 7 8 9 5 3 2 0 0 * 5 3 4 6 1 5 3 2 0 1 4 5 6 0 5 3 2 1 0 5 3 3 3 1
5 3 2 0 0 * 5 3 4 5 0 5 3 2 0 1 4 5 6 0 5 3 2 1 0 5 3 0 7 5 3 2 1 1 5 3 3 4 0
5 3 2 0 1 4 5 6 0 5 3 2 1 0 5 3 0 7 5 3 2 1 1 5 3 1 0 0 5 3 2 2 0 5 3 3 4 1
5 3 2 1 0 5 3 0 7 5 3 2 1 1 5 3 1 0 0 5 3 2 2 0 5 3 1 0 1 5 3 2 2 1 5 3 3 5 0
5 3 2 1 1 5 3 1 0 0 5 3 2 2 0 5 3 1 0 1 5 3 2 2 1 5 3 1 1 0 5 3 2 3 1 5 3 3 5 1
5 3 2 2 0 5 3 1 0 1 5 3 2 2 1 5 3 1 1 0 5 3 2 3 1 5 3 1 1 1 5 3 2 4 0 5 3 3 6 0
5 3 2 2 1 5 3 1 1 0 5 3 2 3 1 5 3 1 1 1 5 3 2 4 0 5 3 1 2 0 5 3 2 4 1 5 3 3 6 1
5 3 2 3 1 5 3 1 1 1 5 3 2 4 0 5 3 1 2 0 5 3 2 4 1 5 3 1 2 1 5 3 2 5 0 5 3 3 7 1
5 3 2 4 0 5 3 1 2 0 5 3 2 4 1 5 3 1 2 1 5 3 2 5 0 5 3 1 3 1 5 3 2 5 1 5 3 3 9 1
5 3 2 4 1 5 3 1 2 1 5 3 2 5 0 5 3 1 3 1 5 3 2 5 1 5 3 1 4 0 5 3 2 6 0 5 3 4 0 0
5 3 2 5 0 5 3 1 3 1 5 3 2 5 1 5 3 1 4 0 5 3 2 6 0 5 3 1 4 1 5 3 2 6 1 5 3 4 0 1
5 3 2 5 1 5 3 1 4 0 5 3 2 6 0 5 3 1 4 1 5 3 2 6 1 5 3 1 5 0 5 3 2 7 1 5 3 4 1 0
5 3 2 6 0 5 3 1 4 1 5 3 2 6 1 5 3 1 5 0 5 3 2 7 1 5 3 1 5 1 5 3 2 9 1 5 3 4 1 1
5 3 2 6 1 5 3 1 5 0 5 3 2 7 1 5 3 1 5 1 5 3 2 9 1 5 3 1 6 0 5 6 9 3 5 3 4 2 0
5 3 2 7 1 5 3 1 5 1 5 3 2 9 1 5 3 1 6 0 5 6 9 3 5 3 1 6 1 5 7 8 0 5 3 4 2 1
5 3 2 9 1 5 3 1 6 0 5 6 9 3 5 3 1 6 1 5 7 8 0 5 3 1 7 1 5 7 8 1 5 3 4 3 1
5 6 9 3 5 3 1 6 1 5 7 8 0 5 3 1 7 1 5 7 8 1 5 3 1 9 1 5 7 8 9 5 3 4 4 0
57 8 0 5 3 1 7 1 5 7 8 1 5 3 1 9 1 5 7 8 9 5 3 2 0 0 * 5 6 9 3 5 3 4 4 1
5 7 8 1 5 3 1 9 1 5 7 8 9 5 3 2 0 0 * 5 3 4 7 1 5 3 2 0 1 4 5 6 0 5 3 4 5 0
5 7 8 9 5 3 2 0 0 * 5 3 4 6 0 5 3 2 0 1 4 5 6 0 5 3 2 1 0 5 3 0 7 5 3 4 5 1

* 5 3 4 4 1 5 3 2 0 1 4 5 6 0 5 3 2 1 0 5 3 0 7 5 3 2 1 1 5 3 1 0 0 5 3 4 6 0
4560 5 3 2 1 0 5 3 0 7 5 3 2 1 1 5 3 1 0 0 5 3 2 2 0 5 3 1 0 1 5 3 4 6 1
53 0 7 5 3 2 1 1 5 3 1 0 0 5 3 2 2 0 5 3 1 0 1 5 3 2 2 1 5 3 1 1 0 5 3 4 7 1
5 3 1 0 0 5 3 2 2 0 5 3 1 0 1 5 3 2 2 1 5 3 1 1 0 5 3 2 3 1 5 3 1 1 1 5 3 4 9 1
5 3 1 0 1 5 3 2 2 1 5 3 1 1 0 5 3 2 3 1 5 3 1 1 1 5 3 2 4 0 5 3 1 2 0 5 7 8 0
5 3 1 1 0 5 3 2 3 1 5 3 1 1 1 5 3 2 4 0 5 3 1 2 0 5 3 2 4 1 5 3 1 2 1 5 7 8 1
5 3 1 1 1 5 3 2 4 0 5 3 1 2 0 5 3 2 4 1 5 3 1 2 1 5 3 2 5 0 5 3 1 3 1 5 7 8 9
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5 7 4 4 0 5 3 4 3 1 ! 5 3 3 7 1 5 3 3 2 1 5 9 9 6
5 7 4 0 0 5 3 4 4 0 5 3 3 9 1 5 3 3 3 1 7 8 8 2

5 7 8 0 5 3 4 4 1 5 3 4 0 0 5 3 3 4 0 * 7 5 3 1 4
4 5 6 0 5 3 4 5 0 5 3 4 0 1 5 3 3 4 1 5 8 4 5
5 3 0 7 5 3 4 5 1 5 3 4 1 0 5 3 3 5 0 5 8 4 6
5 3 1 0 0 5 3 4 6 0 5 3 4 1 1 5 3 3 5 1 5 8 4 7
5 3 1 0 1 5 3 4 6 1 5 3 4 2 0 5 3 3 6 0 5 8 4 9
5 3 1 1 0 5 3 4 7 1 5 3 4 2 1 5 3 3 6 1 5 8 5
5 3 1 1 1 5 3 4 9 1 5 3 4 3 1 5 3 3 7 1 5 9 9 6
5 3 1 2 0 5 6 9 3 5 3 4 4 0 5 3 3 9 1 7 8 8 2
5 3 1 2 1 * 5 7 8 1 5 3 4 4 1 5 3 4 0 0 * 7 5 3 1 5
5 3 1 3 1 4 5 6 0 5 3 4 5 0 5 3 4 0 1 5 8 4 5
5 3 1 4 0 5 3 0 7 5 3 4 5 1 5 3 4 1 0 5 8 4 6
5 3 1 4 1 5 3 1 0 0 534  60 5 3 4 1 1 . 5 8 4 7
5 3 1 5 0 5 3 1 0 1 5 3 4 6 1 5 3 4 2 0 5 8 4 9
5 3 1 5 1 5 3 1 1 0 5 3 4 7 1 5 3 4 2 1 5 8 5
5 3 1 6 0 5 3 1 1 1 5 3 4 9 1 5 3 4 3 Ì 5 9 9 6
5 3 1 6 1 5 3 1 2 0 5 6 9 3 5 3 4 4 0 7 8 8 2
5 3 1 7 1 5 3 1 2 1 * 5 7 8 9 5 3 4 4 1 * 7 5 3 1 6
5 3 1 9 1 5 3 1 3 1 4 5 6 0 5 3 4 5 0 5 8 4 5
5 3 2 0 0 5314Q 5 3 0 7 5 3 4 5 1 5 8 4 6
5 3 2 0 1 5 3 1 4 1 5 3 1 0 0 5 3 4 6 0 5 8 4 7
5 3 2 1 0 5 3 1 5 0 5 3 1 0 1 5 3 4 6 1 5 8 4 9
5 3 2 1 1 5 3 1 5 1 5 3 1 1 0 5 3 4 7 1 5 8 5
5 3 2 2 0 5 3 1 6 0 5 3 1 1 1 5 3 4 9 1 5 9 9 6 '
5 3 2 2 1 5 3 1 6 1 5 3 1 2 0 5 6 9 3 7 8 8 2
5 3 2 3 1 5 3 1 7 1 5 3 1 2 1 * 7 5 3 1 0 * 7 5 3 1 7
5 3 2 4 0 5 3 1 9 1 5 3 1 3 1 5 8 4 5 5 8 4 5
5 3 2 4 1 5 3 2 0 0 5 3 1 4 0 5 8 4 6 5 8 4 6
5 3 2 5 0 5 3 2 0 1 5 3 1 4 1 5 8 4 7 5 8 4 7
5 3 2 5 1 5 3 2 1 0 5 3 1 5 0 5 8 4 9 5 8 4 9
5 3 2 6 0 5 3 2 1 1 5 3 1 5 1 585 5 8 5
5 3 2 6 1 5 3 2 2 0 5 3 1 6 0 5 9 9 6 5 9 9 6
5 3 2 7 1 5 3 2 2 1 5 3 1 6 1 7 8 8 2 7 8 8 2
5 3 2 9 1 5 3 2 3 1 5 3 1 7 1 * 7 5 3 1 1 * 7 5 3 1 9
5 3 3 0 0 5 3 2 4 0 5 3 1 9 1 5 8 4 5 5 8 4 5
5 3 3 0 1 5 3 2 4 1 5 3 2 0 0 58 4 6 5 8 4 6
5 3 3 1 0 5 3 2 5 0 5 3 2 0 1 58 4 7 5 8 4 7
5 3 3 1 1 5 3 2 5 1 5 3 2 1 0 5 8 4 9 5 8 4 9
5 3 3 2 0 5 3 2 6 0 5 3 2 1 1 5 8 5 5 8 5
5 3 3 2 1 5 3 2 6 1 5 3 2 2 0 5 9 9 6 5 9 9 6
5 3 3 3 1 5 3 2 7 1 5 3 2 2 1 7 8 8 2 7 8 8 2
5 3 3 4 0 5 3 2 9 1 5 3 2 3 1 * 7 5 3 1 2 * 9 9 6 7 3
5 3 3 4 1 5 3 3 0 0 5 3 2 4 0 5 8 4 5 V451
5 3 3 5 0 5 3 3 0 1 5 3 2 4 1 5 8 4 6 * 9 9 6 8 5
5 3 3 5 1 5 3 3 1 0 5 3 2 5 0 5 8 4 7 9 9 6 8 5
5 3 3 6 0 5 3 3 1 1 5 3 2 5 1 5 8 4 9 * 9 9 7 9
5 3 3 6 1 5 3 3 2 0 5 3 2 6 0 5 8 5 9 9 6 8 5
5 3 3 7 1 5 3 3 2 1 5 3 2 6 1 5 9 9 6
5 3 3 9 1 5 3 3 3 1 5 3 2 7 1 7 8 8 2
5 3 4 0 0 5 3 3 4 0 5 3 2 9 1 * 7 5 3 1 3
5 3 4 0 1 5 3 3 4 1 5 3 3 0 0 5 8 4 5
5 3 4 1 0 5 3 3 5 0 5 3 3 0 1 5 8 4 6
5 3 4 1 1 5 3 3 5 1 5 3 3 1 0 5 8 4 7
5 3 4 2 0 5 3 3 6 0 5 3 3 1 1 5 8 4 9
5 3 4 2 1 5 3 3 6 1 5 3 3 2 0 5 8 5

BILLING CODE 4120-01-C
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Table 6f—Deletions to the CC 
Exclusions List

T able 6g.— Additional OR Procedures 
that Group to  DRG 477

CCs that are deleted from the list a re  in 
Table 6f—Deletions to thè CC Exclusions 
List. Each of the principal diagnoses is shown 
with an asterisk, and the revisions to the CC 
Exclusions List are provided in an indented 
column immediately following the affected  
principal diagnosis.

*01700 *25071 5756
6824 4462 5758

*01701 *25080 *5750
6824 3490 5756

*01702 4462 5756
6824 *25081 *5758

*01703 3490 5758
6824 4482 5758

*01704 *25090 *5759
6824

3490
5758

*01705 4462 5756
6824 *25091 *5768

*01706 3490 5756
6824 4462 5758

*01790 *3490 *5769
6824 3490 5756

*01791 *34989 5758
6824 3490 *6824

*01792 *3499 6824
6824 3490 *6828

*01793 *4480 6824
6824 4462 *6829

*01794 *4481 6824
6824 4462 *6860

*01795 *4462 6824
6824 4460 *6881

*01796 4462 6824
6824 4463 *6868

*04089 4464 6824
6824 4465 *8869

*0410 4466 6824
6824 4467 *70583

*0411 *4463 6624
6824 4462 *7098

*0412 *4464 6824
6824 4462 *7531

*0413 *4465 5845
6824 4462 5846

*0414 *4466 5847
6824 4462 5849

*0415 *4467 585
6824 4462 5996

*0416 *45989 7882
6824 4462

*0417 *4599
6824 4462

*0418 *5752
6824 5756

*0419 5758
6824 *5753

*25060 5756
3490 5758

*25061 *5754
3490 5756

*25070 5758
4462 *5755

Procedure
code Description

04.99.. .

05.23.. .
06.02.. ;
06.23.. .

08.24.. .

08.3*...... .

C8.32........

08.34........

08.35««—

08.37.-_ .
08.38___
08.41___

08.42.. ._________

08.43___

08.44.. ._________

08.51«.—
08.61—

08.82...t_„

08.63:..;....

08.64.. .......

08.69.—...

08.71.. .;— 

08 .72 :.J.- 

08.73;— ,

09.0. — ,
09.11—
09.12—  
09.19___ ,

09.22—
09.23.___
09.3.____
09.4t__ „
09.42— .
09.43 _________
09.44 _________
09.49.___

Other operations on cranial and pe­
ripheral nerves, NEC.

Lumbar sympathectomy.
Reopening of wound of thyroid field.

' Excision of major lesion of eyelid, par­
tial-thickness.

: Excision of major lesion of eyelid, full- 
thickness.

Repair of btepharoptosis by frontalis 
muscle technique with suture.

Repair of btepharoptosis by frontalis 
muscle technique with fascial sting.

Repair of btepharoptosis by other leva­
tor muscle techniques.

Repair of btepharoptosis by tarsal 
technique.

Reduction of overcorrection of ptosis.
Correction of lid retraction.
Repair of entropion or ectropion by 

thermocauterization.
Repair of entropion or ectropion by 

suture technique.
Repair of entropion or ectropion with 

wedge resection.
Repair of. entropion or ectropion with 

lid reconstruction.
Canthotomy.
Reconstruction of eyelid with skin flap 

or graft
Reconstruction of eyelid with mucous 

membrane flap or graft
Reconstruction of eyelid with hair folfi- 

cie graft.
Reconstruction of eyelid with tarsocon- 

junctival flap.
Other reconstruction of eyelid with 

flaps or grafts.
Reconstruction of eyelid involving lid 

margin, partial-thickness.
Other reconstruction of eyelid, partial­

thickness.
Reconstruction of eyelid involving lid 

margin,, full-thickness.
incision of lacrimal gland.
Biopsy of lacrimal gland.
Biopsy of racrimal sac.
Other diagnostic procedures on lacri­

mal system.
Other partial dacryoadenectomy.
Total dacryoadenectomy.
Other operations on lacrimal gland.
Probing of lacrimal punctum.
Probing of lacrimal canaliculL
Probing of nasolacrimal duct
Intubation of nasolacrimal duct
Other manipulation of lacrimal pas-

09.51..
09.52.. .
09.53.. .
09.59.. . 
09.6.—
09.71.. .
09.72.. .
09.73.. .
09.81..
09.82.. . 
09.83«.

09.91.. .
09.99.. .

10.0—

10.1 —
10.21.. .

sage.
incision of lacrimal punctum.
Incision of lacrimal canadculi.
Incision of lacrimal sac.
Other incision of lacrimal passages. 
Excision of lacrimal sac and passage. 
Correction of everted punctum.
Other repair of punctum.
Repair of canaliculus. 
Dacryocystorhinostomy [OCR). 
Conjunctivocystorhinostomy. 
Conjunctivocvstorhinostomy with inser­

tion of tube or stent 
Obliteration of lacrimal punctum.
Other operations on lacrimal system, 

NEC.
Removal of embedded foreign body 

from conjunctiva by incision.
Other incision of conjunctiva.
Biopsy of conjunctiva.

T a b l e  6g.— A d d itio n a l  OR Pr o c e d u r e s  
t h a t  G r o u p  t o  DRG 477—Continued

Procedure
code Description

10.29._____

10:31—

10.32._____
10.39_____

10.41—___
10.42 _

10.43 _____

10.44 _____
10.49._____
10.5—

10.91____ _
10.99..____
11.0_____

11.1™.__...
11.21-____

11.22____
11.29— ____

11.31— .....
11.32.«— .

11.39— ___„
t i f i ­

l i . 42_____
11.43— ........
11.49.......

Other diagnostic procedures on con­
junctiva.

Excision of lesion or tissue of conjunc­
tiva.

Destruction of lesion of conjunctiva.
Other destructive procedures on con­

junctiva.
Repair of symblepharon with free graft
Reconstruction of conjunctival cul-de- 

sac with free graft
Other reconstruction of conjunctival 

cul-de-sac.
Other free graft to conjunctiva.
Other conjunctivoplaety.
Lysis of adhesions of conjunctiva ancf 

eyelid.
Subconjunctival injection.
Other operations on conjunctiva, NEC.
Magnetic removal of embedded foreign 

body from cornea.
Incision of cornea.
Scraping of cornea for smear or cul­

ture.
Biopsy of cornea.
Other diagnostic procedures on 

cornea.
Transposition of pterygium.
Excision of pterygium with cornea! 

graft
Other excision of pterygium.
Mechanical removal of corneal epithe­

lium.
Thermocauterization of corneal lesion;
Cryotherapy of comeal lesion
Other removal or destruction of corne­

al lesion
11.51____
11.52.. .;—.

11.53.. ._________

11.59..
11.60.. 
11.61.. 
11.62..
11.63.. .
11.64.. .
11.69.. .
11.71.. .
11.72.. . 
H.73...
11.74.. .
11.75.. .
11.76.. . 
11.79—

11.91.. . 
11,92«.

11.99.. .
12.00. ..

12.01...

1202.

12.11« 
12.12..___
12.13.. ..«—
12.14.. .« 
12.21««.

12.22.. ...

Suture of corneal laceration.
Repair of postoperative wound dehis­

cence of cornea.
Repair of corneal laceration or wound 

with conjunctival flap.
Other repair of cornea.
Corneal transplant NOS.
Lamellar keratoplasty with autograft
Other lamellar keratoplasty.
Penetrating keratoplasty with autograft
Other penetrating keratoplasty.
Other cornel transplant
Keratomeleusis.
Keratophakia.
Keratoprosthesis.
Thermokeratoplasty.
Radial Keratotomy.
Epikeratophakia.
Other reconstructive and refractive sur­

gery on cornea, NEC.
Tattooing of cornea.
Removal of artificial implant from 

cornea
Other operations on cornea, NEC.
Removal of intraocular foreign body 

from anterior segment of eye, NOS.
Removal of intraocular foreign body 

from anterior segment of eye with 
use of magnet

Removal of intraocular foreign body 
from anterior segment of eye without 
use of magnet

Iridotomy; with transfixion;
Other iridotomy;
Excision of prolapsed iris.
Other iridectomy.
Diagnostic aspiration of anterior cham­

ber of eye.
Biopsy of iris.
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T a b le  6g .— Additional O R P r o c e d u r e s  
th a t  G r o u p  t o  DRG 4 7 7 — Continued

Procedure
code Description

12.29......™ Other diagnostic procedures on iris, 
ciliary body, sclera, and anterior 
chamber.

12.31_____ Lysis of goniosynechiae.
12.32_____ Lysis of other anterior synechiae.
12.33...___ Lysis of posterior synechiae.
12.34_____
12.35..........

Lysis of comeovitreal adhesions. 
Coreopiasty.

12.39.......... Other iridoplasty.
12.40...___ Removal df lesion of anterior segment 

of eye, NOS.
12.41_____ Destruction of lesion of iris, nonexci- 

atonaL
12.42.____ Excision of lesion of iris.
12.43.....__ Destruction of lesion of ciliary body, 

nonexcisional.
12.44.......... Excision of lesion of ciliary body.
12.51.......... Goniopuncture without goniotomy.
12.52.......... Goniotomy without goniopuncture.
12.53..._.... Goniotomy with goniopuncture.
12.54......... Trabeculotomy ab extemo.
12.55........... Cyclodialysis.
12.59..____ Other facilitation of intraocular circula­

tion.
12.61........... Trephination of sclera with iridectomy.
12.62........... Thermocauterization of sclera with iri­

dectomy.
12.63........... Iridencleisis and Iridotasis.
12.64........... Trabeculectomy ab extemo.
12.65.:...... . Other scleral fistufization with iridecto- 

' my.
12.66........... Postoperative revision of scleral fistuti- 

zation procedure.
12-69........... Other fistulizing procedure.
12.71........... Cyclodiathermy.
12.73........... Cyclophotocoagulation.
12.74........... Diminution of ciliary body, NOS.
12.79........... Other glaucoma procedures.
12.81........... Suture of laceration of sclera.
12.82........... Repair of scleral fistula.
12.83........... Revision, of operative wound of anteri- . 

or segment, NEC.
12.84.:......... Excision or destruction of lesion of 

sclera.
12.85........... Repair of scleral staphyloma with graft
12.86........... Other repair of scleral staphyloma.
12.87.,........ Scleral reinforcement with graft
12.88........... Other scleral reinforcement
12.89........... Other operations on sclera.
12.91........... Therapeutic evacuation of anterior 

chamber.
12.92....... Injection into interior chamber.
12.93........... Removal or destruction of epithelial 

down growth from anterior chamber.
12.97.......... Other operations on iris.
12.98........... Other operations on ciliary body.
12.99........... Other operations on anterior chamber.
13.00.......... Removal of foreign body from lens, 

NOS.
13.01........... Removal of foreign body from lens 

with use of magnet
13.02..........; Removal of foreign body from lens 

without use of magnet.
13.72........... Secondary insertion of intraocular lens 

prosthesis.
14.00........... Removal of foreign body from posteri­

or segment of eye, NOS.
14.01........... Removal of foreign body from posteri­

or segment of eye with use of 
magnet.

14.02........... Removal of foreign body from posteri­
or segment of eye without use of 
magnet

14.11.......... Diagnostic aspiration of vitreous.
14.19...____ Other diagnostic procedures on retina, 

choroid, vitreous, and posterior 
chamber.

Table 6g.—Additional OR Procedures Table 6g.—Additional OR Procedures 
that Group to DRG 477—Continued that Group to DRG 477—Continued

Procedure
code Description

14,21........™. Destruction of chorioretinal lesion by 
diathermy.

14.22_____ Destruction of chorioretinal lesion by 
cryotherapy.

14.26_____ Destruction of chorioretinal lesion by 
radiation therapy.

14.27_____ Destruction of chorioretinal lesion by 
Implantation of radiation source.

14.29_____ Other destruction of chorioretinal 
lesion.

14.31.....__ Repair of retinal tear by diathermy.
14,32™___ Repair of retinal tear by cryotherapy.
14.39.......... Other repair of retinal tear.
14.41.......... Scleral buckling with implant.
14.49.......... Other scleral buckling.
14.51___ ... Repair of retinal detachment with dia­

thermy.
14.52...:....... Repair of retinal detachment with 

cryotherapy. ;
14.53........... Repair of retinal detachment with 

xenon arc photocoagulation.
14.54.......... Repair of retinal detachment with laser 

photocoagulation.
14.55__ „.... Repair of retinal detachment with pho­

tocoagulation of unspecified type.
14.59_____ Other repair of retinal detachment 

NEC.
14.6........;..., Removal of surgically implanted mate­

rial from posterior segment of eye.
14.9____ ..... Other operations on retina, choroid,

and posterior chamber.
15.01........... Biopsy of extraocular muscle or 

tendon.
15.09.......... Other diagnostic procedures on extra­

ocular muscles and tendons.
15.11.......... Recession of one extraocular muscle.
15.12.......... Advancement of one extraocular 

muscle.
15.19.......... Other operations on one extraocular 

muscle involving temporary detach-
ment from globe.

15.21™........ Lengthening procedure on one extra- 
ocular muscle.

15.22........... Shortening procedure on one extra­
ocular muscle.

15.29........... Other operations on one extraocular, 
muscle, NEC.

15.3™.......... Operations on two or more extraocular 
muscles involving temporary detach­
ment from globe, one or both eyes.

15.4............ Other operations on two or more ex­
traocular friuscles, one or both eyes.

15.5.............. Transposition of extraocular muscles.
15.6......... . Révision of èxtraôCular muscle sur­

gery.
15.7............ Repair of injury of extraocular muscle.
15.9.™......... Other operations on extraocular mus­

cles and tendons.
16.01.......... Orbitotomy with bone flap.
16.02........... Orbitotomy with insertion of orbital im­

plant
16.09.......... Other orbitotomy.
16.1...™...™.. Removal of penetrating foreign body 

from eye, NOS.
16.22.......... Diagnostic aspiration of orbit
16.23.......... Biopsy of eyeball and orbit
16.29.......... Other diagnostic procedures on orbit 

and eyeball.
16.31.......... Removal of ocular contents with syn­

chronous implant into scleral shell.
16.39.......... Other evisceration of eyeball.
16.41.......... Enucleation of eyeball with synchro­

nous implant into Tenon’s capsule 
with attachment of muscles.

16.42.......... Enucleation of eyeball with other syn­
chronous implant

16.49.......... Other enucleation of eyeball.

Procedure
code Description

16.51..™.™.. Exenteration of orbit with removal of 
adjacent structures.

16.52____ Exenteration of orbit with therapeutic 
removal of orbital bone.

16.59......... Other exenteration* of orhit
16.61..™__ Secondary insertion of ocular implant
16.62........... Revision and reinsertion of ocular im- 

plant
16.63.......... Revision of enucleation, socket with 

graft
16.64..™...... Other revision of enucleation socket
16.65_____ Secondary graft to exenteration cavity.
16.66......... Other révision of exenteration cavity.
16.69.......... Other secondary procedures after re- 

moval of eyeball.
16.71_____ Removal of ocular implant
16.72_____ Removal of orbital implant
16.81_____ Repair of wound of orbit
16.82.......... Repair of rupture of eyeball.
16.89.......... Other repair of injury of eyeball or 

orbit
16.92........... Excision of lesion of orbit.
16.93,.,.™..™ Excision of lesion of eye, unspecified 

structure.
16.98.......... Other operations on orbit
16.99........... Other operations on eyeball.
18.79™...™,.. Other plastic repair of external ear.
19.4............ Myringoplasty.
20.49..,......™ Other mastoidectomy.
20.51........... Excision of lesion of middle ear.
21.09..™...™. Control of épistaxis by other means.
21.69.... ...... Other turbinectomy.
22.63.......... Ethmoidectomy.
24.4...... ..... Excision of dental lesion of jaw.
28.2............. Tonsillectomy without adenoidectomy.
29.4........... Plastic operation on pharynx.
31.98.......... Otfier operations on larynx.
37.89........... Revision or removal of pacemaker 

device.
38.09.......... Incision of vessel, lower limb veins.
39.32 Suture of vein.
39.53.™....... Repair of arteriovenous fistula.
40.3............ Regional lymph node excision.
44.15........... Open biopsy of stomach. :
45.11.™....... Transabdominal endoscopy of small in­

testine.
45.21.......... Transabdominal endoscopy of large in­

testine.
45.26........... Open biopsy of large intestine.
46.41™........ Revision of stoma of small intestine.
46.52.......... Closure of stoma of large intestine.
48.25.......... Open biopsy of rectum.
48.81.......... Incision of perirectal tissue.
48.82.......... Excision of perirectal tissue.
49.11........... Anal fistulotomy.
49.12.......... Anal fistulectomy.
49.49.......... Other procedures on. hemorrhoids.
49.59.......... Other anal sphincterotomy.
49.79.......... Other repair of anal sphincter.
51.99.......... Other operations on biliary tract NEC.
53.51........... Incisional hernia repair.
54.4............ Excision or destruction of peritoneal 

tissue.
54.64.......... Suture of peritoneum.
55.12.......... Pyelostomy.
56.52.......... Revision of cutaneous uretero-ileosto- 

my.
57.22.......... Revision or closure of vesicostomy.
57.91.......... Sphincterotomy of bladder.
57.97........... Replacement of electronic bladder 

stimulator.
57.98.......... Removal of electronic bladder stimula­

tor.
58.5............ Release of urethral stricture.
58.99.......... Other operations on urethra and per­

iurethral tissue, NEC.
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Table 6g —Additional OR Procedures 
that GROUP to DRG 477—Continued

Procedure
code

59.79.:.™.™

64.98 .
64.99 ................... ...................

65.61...........

68.29........ .

68.5™v........
70.14.... .
70.50.. ..
71.09...... .....
76.11.. .__ ...
77.38...........

77.40.. ..........
77.66.. ..........

77.88.. ... ™„

78.03...........
78.62.™.......

78.66.. ..........

78,67.... :......

78.69.. ..__ ...

79.12......... .

80.18...........
80.46.... .

80.76.........
80.86..........

81.57.
81.83.
82.01.
82.09.
83.01.
83.09. 
83.13.
84.01.

86.65.
86.89.

87.53.

Description

Other repair of urinary stress inconti­
nence, NEC.

Other operations on penis.
Other operations on male genital 

organs, NEC.
Removal of both ovaries and tubes at 

same operative episode.
Other excision or destruction of lesion 

of uterus.
Vaginal hysterectomy.
Other vaginotomy.
Repair of cystocele and rectocele.
Other incision of vulva and perineum.
Biopsy of facial bone.
Other division of bone, tarsals and me­

tatarsals.
Biopsy of bone, unspecified site.
Local excision of lesion or tissue of 

bone, patella.
Other partial osteotomy, tarsals and 

metatarsals.
Bone graft radius and ulna.
Removal of implanted devices from 

bone, humerus.
Removal of implanted devices from 

bone, patella.
Removal of implanted devices from 

bone, tibia and fibula.
Removal of implanted devices from 

bone, NEC.
Closed reduction of fracture with inter­

nal fixation, radius and ulna.
Other arthrotomy, foot and toe.
Division of joint capsule, ligament or 

cartilage, knee.
Synovectomy, knee.
Other local excision or destruction of 

lesion of joint, knee.
Replacement of joint of foot and toe.
Other repair of shoulder.
Exploration of tendon sheath of hand.
Other incision of soft tissue of hand.
Exploration of tendon sheath.
Other incision of soft tissue.
Other tenotomy.
Amputation and disarticulation of 

finger.
Heterograft to skin.
Other repair and reconstruction of skin 

and subcutaneous tissue.
Intraoperative cholangiogram.

Table 6h.—Diagnosis Codes by Body Site 
Category for MDC 24

801.10-802.49 874.12
801.52-801.55 900.01-900.03
801.60-801.99 900.1
803.02-803.05 900.81-900.82

Body Site Category 2: Chest
807.07-807.08 901.0-901.42
807.14-807.19 901.83
807.3-807.6 901.89
819.1 901.9
839.71 927.01
860.0-860.5 958.0
831.00-862.9 958.1

Body Site Category 3: Abdomen
863.0-863.59 868.09
863.81-865.19 868.12-968.19
868.02 902.0-902.9

Body Site Category 4: Kidney
866.00- 868.13 
868.01 
868.11

Body Site Category 5: Urinary
867.0- 867.9

Body Site Category 6: Pelvis, Spine
805.8
805.7
806.00-806.60
606.70-806.9
808.0-808.9
809.1
639.52
839.59

868.03
868.04 
926.11
926.19-926.9
952.00-952.9
953.5
953.8
954.8

Body Site Category 7: Upper Limb
812.10- 812.19
812.30
812.31
812.50- 812.59
813.10- 813.18 
813.30-813.33
813.50- 813.54 
813.90-813.93 
818.1

831.10- 831.19
832.10- 832.19
887.0- 887.7
903.00- 903.9
927.00- 927.8 
953.4 
954.9
955.0- 955.8 
958.6

Body Site Category 8: Lower Limb
820.00- 821.39
823.10- 823.12 
823.30-823.32 
823.90-823.92 
828.0
828.1
835.10- 835.13 
836.60-836.69 
637.1
896.0- 897.7

904.0- 904.2 
904.40-904.54
904.7 
926.12
928.00- 928.11
928.8
928.9
956.0- 956.3
956.8
956.9

Body Site Category 1: Head
800.02-800.05 803.10803.49
800.10 803.52803.55
800.12-800.19 803.60803.99
800.20 804.02804.08
800.22-900.29 804.10-804.48
800.30 804.52804.55
800.32-800.39 804.60804.66
800.40 " 804.70804.99
800.42-800.49 850.2850.4
8G0.52-800.55 851.00851.05
600.60800.99 851.09851.99
801.02801.05 852.00854.19

Table 6i.—HIV-Related Conditions 
Necessary for Assignment to MDC 25

Diagnosis code Description Major

003.1803.9........... Salmonella.................... Yes.
007.2...................... Coccidiosis...................
009.0809.3........... Infectious enteritis........ No.
010.00818.96....... Tuberculosis................. Yes.
031.8831.9........... Mycobacterial disease... Yes.
038.0838.9........... Septicemia.................... Yes.
039.0-039.9........... Actinomycotic Yes.

infections.

Table ©.—HIV-Related Conditions 
Necessary for Assignment to MDC 
25—Continued

Diagnosis code Description Major

Oaf? 3 .................. Progressive multifocal 
leukoencephalo- 
pathy.

Slow virus infection of

Yes.

046.8846.9........... Yes.

047.9.......................

central nervous 
system, NEC and 
NOS.

Viral meningitis, NOS ....
Non-arthropod-borne 

viral disease of 
central nervous 
system, NEC and 
NOS.

Herpes zoster...............

No.
049.8849.9............ Yes.

053.0853.9___ __ Yes.
nsa 0-054 a Herpes simplex............ Yes.
078.5................. . Cytomegalic inclusion 

disease.
Viral infection, NOS......

Yes.

07Q O ............. No.
iin n _ iio a  , Dermatophytosis........... No.
111.0-111.9 Dermatomycosis, 

other and 
unspecified.

Candidiasis of mouth....

No.

1190 ................... Yes.
1193-1190 Candidiasis.................... Yes.
114.0-114.9 Coccidioidomycosis...... Yes.
11*; no-11* on Histoplasmosis............. Yes.
117 fi ................. Cryptococcosis............. Yes.
118.......... .......... Opportunistic mycoses.. 

Strongyloidiasis............
Yes.

197 9 Yes.
130.0-130 O Toxoplasmosis.............. Yes.
138 3 Pneumocystosis........... Yes.
173.0-173.9 Other malignant 

neoplasm of skin. 
Reticulosarcoma..........

Yes.

200 00-200.08 Yes.
200.20-200.28____

200.80-200.88.....
202.80-202.88........
280-980 0 ..............

Burkitt's tumor or 
lymphoma.

Other named variants....
Other lymphomas........
Nutritional deficiencies..

Yes.

Yes.
Yes.
No.

978 fi Volume depletion.......... Nò.
279.00-279.9......... Disorders involving the 

immune mechanism.
Iron deficiency 

anemias.
Acquired hemolytic 

anemias.
Aplastic anemia, NEC 

and NOS.
Anemia, NOS................

No.

980 0-981 0 ........... No.

283 0-983 0 ........ No.

284.8-284.9........... No.

98fi O No.
287 A .................. Secondary

thrombocytopenia.
Thrombocytopenia,

NOS.
Agranulocytosis............

No.

287.5...................... No.

988 0 No.
289.4....................... Hypersplenism.............. No.
289.9...................... Diseases of blood and No.

290.10-290.13........
294.9......................

blood-forming 
organs, NOS.

Presenile dementia.......
Organic brain 

syndrome (chronic), 
NOS.

Psychoses, NOS..........

Yes.
Yes.

298.9....................... Yes.
310.9....................... Nonpsychotic mental 

disorder following 
organic brain 
damage, NOS.

Encephalitis, NOS........

Yes.

323.9....................... Yes.
338 0 ...................... Disease of spinal 

cord, NOS.
Demyeiinating disease 

of central nervous 
system, NOS.

Encephalopathy, NOS...

Yes.

341.9...................... Yes.

348.3....................... Yes.
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T a b l e  6i.— H IV -R e l a t e d  C o n d i t i o n s  
N e c e s s a r y  f o r  A s s i g n m e n t  t o  MDC 
25— Continued

Diagnosis code

348.9.

349.9.

357.0........... ..

357.8-357.9__

362.10-362.18.

369.00-369.9.

480.9.. 
486...

51.6.8.«,....._

527.9.

528.6..

558.1-558.9.

579.9.

683....
709.9.

711.00-711.09.
711.90- 711.99.
716.90- 716.99.
729.2...............

780.6..

780.7.__ _
780.8___
782.1___

783.2.,

783.4.

785.6...............

786.00-786.09.

789.1
789.2 
799.4

Description

Condition of brain, 
NOS.

Disorders of central 
nervous system, 
NOS.

Acute infective 
polyneuritis. 

Polyneuropathy, NEC 
and NOS.

Other background 
retinopathy and 
retinal vascular 
changes.

Profound impairment, 
both eyes.

Viral pneumonia, NOS.. 
Pneumonia, Morganism, 

NOS. . j . . .
Other specified 

alveolar and 
parietoalvèolar 
pneumonopathies. 

Unspecified disease of 
the salivary glands. 

Leukoplakia of oral 
mucosa, including 
tongue.

Other noninfectious 
gastroenteritis and 
colitis.

Intestinal
malabsorption, NOS.

Acute lymphadenitis.....
Disorder of skin and 

subcutaneous 
tissue, NOS.

Pyogenic arthritis_____
Infective arthritis, NOS.. 
Arthropathy, NOS 
Neuralgia, neuritis, 

and radiculitis, NOS. 
Pyrexia of unknown 

origin.
Malaise and fatigue__ _
Hyperhidrosis___ _____
Rash and other 

nonspecific skin 
eruption.

Abnormal loss of 
weight.

Lack of expected 
normal physiological 
development. 

Enlargement of lymph 
nodes.

Dyspnea and 
respiratory 
abnormalities.

Hepatomegaly.......___ _
Splenomegaly......- ...... .
Cachexia » ................... .

Major

Yes.

Yes.

No.

No.

No.

No.

Yes.
Yes.

No.

No.

No.

No.

No.

No.
No.

No.
No.
No.
No.

No.

No.
No.
No.

No.

No.

No.

No.

T a b l e  6j.— P r o c e d u r e  C o d e s  A s s i g n e d  
t o  R e v is e d  DRG s  in  MDC 5

Procedure
code Description

DRG 108, Other 
35.3Ì.. .....
35.32 __________
35.33 __________
35.34 ..................

Cardiothoracic Procedures 
Operations on papillary muscle. 
Operations on chordae tendineae. 
Annuioplasty.
Infundibulectomy.

T a b l e  6j.— P r o c e d u r e  C o d e s  A s s ig n e d  
t o  R e v is e d  D RG s  in  MDC 5— Continued

Procedure
code

35.35..

35.39..

35.42_____
35.50__

35.51.. ...________

35.52 .................. ..................

35.53 _

35.54 _

35.60..........

35.61 _

35.62 .

35.63.. ....._______

35.70 ..................

35.71 _

35.72._____

35.73_____

35.81..
35.82..

35.83._____
35.84_____

35.91_____

35.92.. ....________

3 5 .9 3 ._ .

35.94.. ........

35.95_____

35.98 _
35.99 _
36.03__ .....

36.2..

36.3.. «
36.91..

36.99..
37.10..
37.11..
37.32.
37.33.

Description

Operations on trabeculae cameae 
cordis.

Operations on other structures adja­
cent to valves of heart 

Creation of septal defect in heart 
Repair of unspecified septal defect of 

heart with prosthesis.
Repair of atrial septal defect with pros­

thesis, open technique.
Repair of atrial septal defect with pros­

thesis, closed techniqua 
Repair of ventricular septal defect with 

prosthesis.
Repair of endocardial cushion defect 

with prosthesis.
Repair of unspecified septal defect of 

heart with tissue graft 
Repair of atrial septal defect with 

tissue graft
Repair of ventricular septal defect with 

tissue graft
Repair of endocardial cushion defect 

with tissue graft
Other and unspecified repair of un­

specified septal defect of heart 
Other and unspecified repair of atrial 

septal defect
Other and unspecified repair of ventric­

ular septal defect.
Other and unspecified repair of endo­

cardial cushion defect 
Total repair of tetralogy of Fallot 
Total repair of total anomalous pulmo­

nary venous connection.
Total repair of truncus arteriosus.
Total correction of transposition of 

great vessels, NEC.
Interatrial transposition of venous 

return.
Creation of conduit between right ven­

tricle arid pulmonary artery.
Creation of conduit between left ventri­

cle and aorta.
Creation of conduit between atrium 

and pulmonary artery.
Revision of corrective procedure on 

heart
Other operations on septa of heart 
Other operations on valves of heart 
Open chest coronary artery angio­

plasty.
Heart revascularization by arterial im­

plant.
Other heart revascularization.
Repair of aneurysm of coronary 

vessel.
Other operations on vessels of heart 
Incision of heart NOS.
Cardiotomy.
Excision of aneurysm of heart.
Excision or destruction of other lesion 

or tissue of heart.
Or, the following combination of procedures
38.44— s___Resection of vessel with replacement

aorta, abdominal.
38.45........... Resection of vessel with replacement

thoracic vessel.
DRG 110, Major Cardiovascular Procedures with CC 
DRG 111, Major Cardiovascular Procedures without 

CC
35.00. .

35.01..
35.02..
35.03..

Closed heart valvotomy, unspecified 
valve.

Closed heart valvotomy, aortic valve. 
Closed heart valvotomy, mitral valve. 
Closed heart valvotomy, pulmonary 

valve.

T a b l e  6].— P r o c e d u r e  C o d e s  A s s ig n e d  
t o  R e v is e d  D R G s  in  MDC 5— Continued

Procedure
code

35.04..

36.00..

37.12____
37.24____
37.31........
37.4_____
37.61 __________
37.62 __________
37.63 __________....

37.91... 
37.99....

38.04 __________...
38.05 _

38.06 _
38.07 ____________________
38.14_____
38.15...___

38.16.. .
38.34.. .

38.35...

38.36..

38.37...

38.44.

38.45.

38.46.

38.47.

38.55.

38.64.

38.65.

38.66.

38.67.

38.84.

38.85....__

38.86.

38.87.

39.0. ..
39.1.. .
39.21.
39.22.
39.23.

39.24.
39.25. 
39.26..

39.52.
39.54.

Description

Closed heart valvotomy, tricuspid 
valve.

Removal of coronary artery obstruc­
tion, NOS.

Pericardiotomy.
Biopsy of pericardium.
Pericardiectomy.
Repair of heart and pericardium. 
Implant of pulsation balloon.
Implant of other heart assist system. 
Replacement and repair of heart assist 

system.
Open chest cardiac massage.
Other operations on heart and pericar­

dium, NEC.
Incision of vessel, aorta.
Incision of vessel, other thoracic ves­

sels.
Incision of vessel, abdominal arteries. 
Incision of vessel, abdominal veins. 
Endarterectomy, aorta.
Endarterectomy, other thoracic ves­

sels.
Endarterectomy, abdominal arteries. 
Resection of vessel with anastomosis, 

aorta.
Resection of vessel with anastomosis, 

other thoracic vessels.
Resection of vessel with anastomosis, 

abdominal arteries.
Resection of vessel with anastomosis, 

abdominal veins.
Resection of vessel with replacement, 

aorta, abdominal.
Resection of vessel with replacement, 

thoracic vessel.
Resection of vessel with replacement 

abdominal arteries.
Resection of vessel with replacement 

abdominal veins.
Ligation and stripping of varicose 

veins, thoracic vessel.
Other excision of vessels, aorta, ab­

dominal.
Other excision of vessels, thoracic 

vessel.
Other excision of vessels, abdominal 

arteries.
Other excision of vessels, abdominal 

veins.
Other surgical occlusion of vessels, 

aorta, abdominal.
Other surgical occlusion of vessels, 

thoracic vessel.
Other surgical occlusion of vessels, 

abdominal arteries.
Other surgical occlusion of vessels, 

abdominal veins.
Systemic to pulmonary artery shunt 
Intra-abdominal venous shunt 
Caval-pulmonary artery anastomosis. 
Aorta-subclavian-carotid bypass.
Other intrathoracic vascular shunt or 

bypass.
Aorta-renal bypass.
Aorta-iliac-femoral bypass.
Other intra-abdominal vascular shunt 

or bypass.
Other repair of aneurysm.
Re-entry operation (aorta).

DRG 112, Percutaneous Cardiovascular Procedures
35.96____
36.01____

Percutaneous valvuloplasty.
Single vessel percutaneous translu­

minal coronary angioplasty IPTCA] 
without mention of thrombolvtic
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Table 6j.— Procedure Codes Assigned 
to  Revised ORGs in MDC 5— Continued

Procedure
code Description Procedure

code Description

36.02........™. Single vessel percutaneous translu- 39.53........... Repair of arteriovenous fistula.
minai coronary angioplasty [PTCA] 
with thrombolytic agent

39.55........... Reimplantation of aberrant renal 
vessel.

36.05.__ ..... Multiple vessel percutaneous translu­
minal coronary angioplasty [PTCA]

39.56........... Repair of blood vessel with tissue 
patch graft

performed during the same oper­
ation, with or without mention of

39.57.......... Repair of blood vessel with synthetic 
patch graft

thrombolytic agent 39.58......... Repair of blood vessel with unspecified
36.09.......... Other specified removal of coronary type of patch graft

arferÿ obstruction. 39.59..™.™™ Other repair of vessel.
37.26.......... Cardiac eiectrophysiologic stimulation 39.7.™......... Periarterial sympathectomy.

and recording studies. 39.8.™......... Operations on carotid body and other
37.27.......... Cardiac mapping. vascular bodies.
37.34........... Catheter ablation of lesion or tissues 39 91 .. Freeing of vessel

Replacement of vessel-to-vessel can-of heart 39.94..........
DRG 478, Other Vascular Procedures with CC 
DRG 479, Other Vascular Procedures with CC
05.24____ _ Presserai sympathectomy.
37.64........ Removal of heart assist system.
38!00™.™__ Incision of vessel, NOS. .
38.02.. ..___  Incision of vessel, other- vessels of

head and neck.
38.03.. .____  Incision of vessel, upper limb vessels.
38.08.. . . »   Incision of vessel, lower Nmb arteries.
38.10..........  Endarterectomy, NOS.
38.12.. ._ Endarterectomy, other vessels of head

and neck.
38.13..........  Endarterectomy, upper Nmb vessels.
38.18..... Endarterectomy of lower limb arteries.
38.21.»...;..:. Biopsy of blood vessel.
38.29.. ™...... Other diagnostic procedures on blood

vessels.
38.30..........  Resection of vessel with anastomosis,

NOS.
38.32.. ...________ ... Resection of vessel with anastomosis,

other vessels of head and neck.
38.33..........  Resection of vessel with anastomosis,

upper limb vessels.
38.38..........  Resection of vessel with anastomosis,

lower limb arteries.
38.40.. .......... Resection of vessel with replacement,

NOS.
38.42 . Resection of vessel with replacement,

other vessels of head and neck.
38.43 . Resection of vessel with replacement,

upper limb vessels.
38.48 .................. ..................  Resection of vessel with replacement,

lower limb arteries.
38.52..........  Ligation and stripping of varicose

veins, other vessels of head and 
neck;

38:57...™...... Ligation and stripping of varicose
veins, abdominal veins.

38.60.. .....™.. Other excision of vessels, NOS;
38.62..........  Other excision of vessels, other ves­

sels of head and neck.
38.63.. ......... Other excision of vessels, upper limb

vessels.
38.68..........  Other excision of vessels, lower limb

arteries.
38.7;,..,........  Interruption of the vena cava.
38.80..........  Other surgical occlusion of vessels,

NOS.
38.82 .................. ..................  Other surgical occlusion of vessels,

other vessels of head and neck.
38.83 . Other surgical occlusion of vessels,

upper limb vessels.
38.88.. .™...... Other surgical occlusion of vessels,

lower limb arteries.
39.29.— ;—  Other (peripheral) vascular shunt or 

bypass.
39.30.. ..™..... Suture of unspecified vessel.
39:31...------- Suture of artery.
39.41— ...... Control of hemorrhage following vas­

cular surgery.
39.49 ------------------ ... Other revisions of vascular procedure.
39.51----------  Clipping of aneurysm.

T able 6j.— Procedure Codes Assigned 
to  Revised D RG s  in MDC 5— Continued

39.99..
nula.

Other operation on vessels.

Table 6k.—Diagnoses That Group to 
DRG 482 When a Tracheostomy is 
Performed

Diagnosis code

012.30-012.36™.
032.0 ................... ................... ...................
032.1 ................... :™,*..........
032.2.. ........
032.3.™™..™........
034.0_________
074.0. ™..--------
098.6.. ._____ ....

101.. ..™..........
102.5_______...
140.0- 140.9.........
141.0- 141.9........
142.0- 142.9........

143.0- 143.9.........
144.0- 144.9........

145.0- 145.9........

146.0- 146 9

147.0- 147.9

148.0- 148.9

149.0- 149.9

160.0- 160.9

161.0- 161.9
165.0. .:.................

193.. ...™....

195.0. ...........

196.0_____

200.Ö1.......

200.11_____

Description

Tuberculous laryngitis.
Faucial diphtheria.
Nasopharyngeal diphtheria.
Anterior nasal diphtheria.
Laryngeal diphtheria.
Streptococcal sore throat
Herpangma.
Gonococcal infection of phar­

ynx
Vincent’s angina.
Gangosa.
Malignant neoplasm of lip.
Malignant neoplasm; of tongue.
Malignant neoplasm of major 

salivary gland.
Malignant neoplasm of gum..
Malignant neoplasm of floor of 

mouth.
Malignant neoplasm of other 

and unspecified parts of 
mouth.

Malignant neoplasm of orophar­
ynx.

Malignant neoplasm of naso­
pharynx.

Malignant neoplasm of hypo- 
pharynx.

Malignant neoplasm of other 
and ill-defined sites within the 
lip, oral cavity, and pharynx.

Malignant neoplasm of nasal 
cavities, middle ear, and ac­
cessory sinuses.

Malignant neoplasm of larynx.
Malignant neoplasm of upper
: respiratory tract, NOS.
Malignant neoplasm of thyroid 

gland.
Malignant neoplasm of of head, 

face, and neck, NOS.
Secondary and unspecified ma­

lignant neoplasm of lymph
nodes of head, face, and
neck.

Reticulosarcoma of lymph
nodes of head, face, and
neck.

Lymphosarcoma of lymph
nodes of head, face, and
neck.

T able 6k.— Diagnoses T hat Group to 
DRG 482 When a T racheostomy is 
Performed— Continued

Diagnosis code

200.21. 

200.81.

201.01 .

201.11 :

201.21.

201.41.

201.51.

201.61. 

201.71 ,

201.91.

202.01 ,

202.11

202.21

202.31

202.41

202.51

202.61

202.81

202.91

210.0-210.9.

212.0..........

212.1.
213.0. .

213.1.. 

226....

230.0. .

231.0. .
235.0. ,

235.1.

235.6.

Description

Burkitt’s tumor or lymphoma of 
head, face, and neck.

Lymphosarcoma and reticulo- 
Sarcoma of lymph nodes of 
head, face, and neck, NEC.

Hodgkin’s paragranuloma of 
lymph nodes of head, face, 
and neck,

Hodgkin’s granuloma of lymph 
nodes of head, face, and 
neck.

Hodgkin’s sarcoma of lymph 
nodes of head, face, and 
neck.

Lymphocytic-histiocytic predomi­
nance of lymph nodes of 
head, face, and neck.

Nodular sclerosis of lymph 
nodes of head, face, and
neck.

Mixed cellularity of lymph nodes 
of head, face, and neck.

Lymphocytic depletion of lymph 
nodes of head, face, and
neck.

Hodgkin’s disease of lymph 
nodes of head, face, and
neck, NOS.

Nodular, lymphoma of lymph 
nodes of head, face, and
neck.

Mycosis fungoides of lymph 
nodes of head, face, and
neck.

Sezary’s disease of lymph 
nodes of head, face, and
neck.

Malignant histiocytosis of lymph 
nodes of head, face, and
neck.

Leukemic reticuloendotheliosis 
of lymph nodes of head, face, 
and neck.

Letterer-Siwe disease of lymph 
nodes of head, face, and
neck.

Malignant mast celt tumors of 
lymph nodes of head, face, 
and neck.

Lymphomas of lymph nodes of 
head, face, and neck.

Malignant neoplasms of lymphr 
oid and histiocytic tissue of 
lymph nodes of head, face, 
and neck.

Benign neoplasm of lip, oral 
cavity, and pharynx.

Benign neoplasm of nasal cav­
ities, middle ear, and acces­
sory sinuses.

Benign neoplasm of larynx.
Benign neoplasm of bones of 

skull and face.
Benign neoplasm of lower jaw 

bone.
Benign neoplasm of thyroid 

glands.
Carcinoma in situ of lip, oral 

cavity, and pharynx.
Carcinoma in situ of larynx.
Neoplasm of uncertain behavior 

of major salivary glands.
Neoplasm of uncertain behavior 

of lip, oral cavity, and phar­
ynx

Neoplasm of uncertain behavior 
of larynx.
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T a b l e  6k.— D i a g n o s e s  T h a t  G r o u p  t o  
DRG 482 W h e n  a T r a c h e o s t o m y  is  
P e r f o r m e d — Continued

Diagnosis code

242.00-242.91.

245.0-245.9. 
246.3______

246.8 __
246.9 .................. .................. ..................
460..................
462 .....
463 .....
464.0 .....
464.20-464.21. 
464J30-464.31.
464.4......... .....
470__________
472.1 .....
472.2 .................. ..................
474.0-474.9 ...„

475..................
476.0 ___
476.1 ___
478.20-478.29.,
478.30-478.34..

478.4 ______________________________
478.5 .................. .................. .................. ....
478.6 .................. .................. .................. ..................
478.70-478.79,. 
478.8________

478.9...........

520.0-529.9.

748.2..
748.3..

750.0...............
750.10-750.19.
750.25 ___
750.26 ......
750.27 ___
750.29_______
784.8................
807.5________

807.6...............

873.20-873.29.

873.30-873.39..

873.43 ......

873.44 ......

873.53.
873.54.

873.60. 

873.61 .

873.62.

873.64.

873.65. 

873.69.

Description

Thyrotoxicosis with or without 873.70....
goiter.

Thyroiditis. 873.71 ....
Hemorrhage and infarction of 

thyroid. 873.72....
Disorders of thyroid, NEC. 
Disorders of thyroid, NOS. 
Acute nasopharyngitis.

873.74....

Acute pharyngitis. 873.75....
Acute tonsillitis. 
Acute laryngitis. 873.79....
Acute laryngotracheitis. 
Acute epiglottitis. 874.00....
Croup.
Deviated nasal septum. 
Chronic pharyngitis. 874.01 ....
Chronic nasopharyngitis.
Chronic disease of tonsils and 874.10....

adenoids.
Peritonsillar abscess. 874.11.....
Chronic laryngitis. 
Chronic laryngotracheitis. 874.2.....
Diseases of pharynx, NEC. 
Paralysis of vocal cords or 

larynx. 874.3.......
Polyp of vocal cord or larynx. 
Disease of vocal cords, NEC. 874 4
Edema of larynx.
Diseases of larynx, NEC. 874.5.......
Upper respiratory tract hyper­

sensitivity reaction, site un- 933.0.......
specified. 933.1___

Other and unspecified diseases 935.0___
of upper respiratory tract 947.0.......

Diseases of oral cavity, salivary V10.01.....
glands, and jaws. 

Web of larynx. V10.02._
Anomalies of larynx, trachea, 

and bronchus, NEC.
Tongue tie. V10.21.....

Congenita] fistula of lip.
Anomaly of mouth, NEC.
Diverticulum of pharynx.
Anomaly of pharynx, NEC.
Hemorrhage from throat.
Fracture of larynx and trachea, 

closed.
Fracture of larynx and trachea, 

open.
Open wound of nose, without 

mention of complication.
Open wound of nose, compli­

cated.
Open wound of lip, without 

mention of complication.
Open wound of jaw, without 

mention of complication.
Open wound of lip, complicated.
Open wound of jaw, complicat­

ed.
Open wound of mouth, without 

mention of complication, 
NOS.

Open wound of buccal mucosa, 
without mention of complica­
tion.

Open wound of gum, without 
mention of complication.

Open wound of tongue and 
floor of mouth, without men­
tion of complication.

Open wound of palate, without 
mention of complication.

Open wound of mouth, without 
mention of complication, 
NEC.

rABLE 6k.— Diagnoses T hat Group to  
DRG 482 When a T racheostomy is 
Performed— Continued

Diagnosis code Description

Open wound of mouth, compli­
cated, NOS.

Open wound of buccal mucosa, 
complicated.

Open wound of gum, complicat­
ed.

Open wound of tongue and 
floor of mouth, complicated.

Open wound of palate, compli­
cated.

Open wound of mouth, compli­
cated, NEC.

Open wound of larynx with tra­
chea, without mention of 
complication.

Open wound of larynx, without 
mention of complication.

Open wound of larynx with tra­
chea, complicated.

Open wound of larynx, compli­
cated.

Open wound of thyroid gland, 
without mention of complica­
tion.

Open wound of thyroid gland, 
complicated.

Open wound of pharynx, with­
out mention of complication.

Open wound of pharynx, com­
plicated.

Foreign body in pharynx.
Foreign body in larynx.
Foreign body in mouth.
Bum of mouth and pharynx.
Personal history of malignant 

neoplasm of tongue.
Personal history of malignant 

neoplasm of oral cavity and 
pharynx, NEC.

Personal history of malignant 
neoplasm of larynx.

T a b l e  6 l .— ■Re v is e d  D ia g n o s is  C o d e  
T i t l e s

Diagnosis code Description

250.00.

250.01

250.10.

250.11

250.20.

250.21

Diabetes mellitus without men­
tion of complication, Type li 
[non-insulin dependent type] 
[NIDDM type] [adult-onset 
type] or unspecified type.

Diabetes mellitus without men­
tion of complication, Type I 
[insulin dependent type] 
[IDDM type] [juvenile type].

Diabetes with ketoacidosis, 
Type II [non-insulin depend­
ent type] [NIDDM type] 
[adult-onset type] or unspeci­
fied type.

Diabetes with ketoacidosis, 
Type I [insulin dependent 
type] [IDDM type] [juvenile 
type].

Diabetes with hyperosmolar 
coma, Type II [non-insulin 
dependent type] [NIDDM 
type] [adult-onset type] or 
unspecified type.

Diabetes with hyperosmolar 
coma, Type I [insulin depend­
ent type] [IDDM type] [juve­
nile type].

T a b l e  6 l .— R e v is e d  D ia g n o s is  C o d e  
T  i t l e s — Continued

Diagnosis code

250.30.

250.31.. .

250.40.. .

250.41

250.50____

250.51

250.60____

250.61 ____

250.70_____

250.71

250.80.

250.81

250.90.

250.91

654.20.

654.21 .„

654.23.

654.90.

654.91.

Description

Diabetes with other coma, Type 
II [non-insulin dependent 
type] [NIDDM type] [adult- 
onset type] or unspecified 
type.

Diabetes with other coma, Type 
I [insulin dependent type] 
[IDDM type] [juvenile type]. 

Diabetes with renal manifesta­
tions, Type II [non-insulin de­
pendent type] [NIDDM type] 
[adult-onset type] or unspeci­
fied type.

Diabetes with renal manifesta­
tions, Type I [insulin depend­
ent type] [IDDM type] [juve­
nile type].

Diabetes with ophthalmic mani­
festation, Type II [non-insulin 
dependent type] [NIDDM 
type] [adult-onset type] or 
unspecified type.

Diabetes with ophthalmic mani­
festations, Type I [insulin de­
pendent type] [IDDM type] 
[juvenile type].

Diabetes with neurological 
manifestations, Type II [non­
insulin dependent type] 
[NIDDM type] [adult-onset 
type] or unspecified type. 

Diabetes with neurological 
manifestations, Type I [insulin 
dependent type] [IDDM 
type] [juvenile type].

Diabetes with peripheral circula­
tory disorders, Type II [non- 
nsulin dependent type] 
[NIDDM type] [adult-onset 
type] or unspecified type. 

Diabetes with peripheral circula­
tory disorders, Type I [insulin 
dependent type] [IDDM 
type] [juvenile type].

Diabetes with other specified 
manifestations. Type II [non­
insulin dependent type] 
[NIDDM type] [adult-onset 
type] or unspecified type. 

Diabetes with other specified 
manifestations. Type I [insulin 
dependent type] [IDDM 
type] [juveniie type].

Diabetes with unspecified com­
plications, Type II [non-insulin 
dependent type] [NIDDM 
type] [adult-onset type] or 
unspecified type.

Diabetes with unspecified com­
plications, Type I [insulin de­
pendent type] [IDDM type] 
[juvenile type].

Previous cesarean section un­
specified as to episode of 
care or not applicable.

Previous cesarean section de­
livered, with or without men­
tion of antepartum condition. 

Previous cesarean section ante­
partum condition or complica­
tion.

Abnormality of organs and soft 
tissues of pelvis, unspecified 
as to episode of care or not 
applicable.

Other and unspecified deliv­
ered, with or without mention 
of antepartum condition.
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Ta b le  6 l.— R evised  Diagnosis Co d e  
T  u l e s — Continued

Diagnosis code Description

654 fl? ............... Other and unspecified deliv­
ered, with mention of postpar­
tum complication.

Other and unspecified antepar­
tum condition or complication.

Other and unspecified postpar­
tum condition or complication.

Encounter for dialysis.

654 93 .............

654.94...................

V56.....*---- ----------».

Ta b le  6 l . ~ R evised  Diagnosis Co d e  
T ITLES— Continued

Diagnosis code Description

VRfl Encounter for other a n d  un­
specified procedures and af­
tercare.

Encounter for radiotherapy. 
Encounter for chemotherapy.

Vfifl o ..........................
Vfift 1

Ta b le  6m .— R evised  P r o ced u r e  Code 
T itles

Procedure code Description

39.6................... . Extracorporeal circulation and 
procedures auxiliary to heart 
surgery.

Ligation of esophageal varices.
Insertion of totally implantable 

infusion pump.

42.91....................
86.06......................

BILLING CODE 4L20-01-M
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T able 8.— Statewide Average Cost- 
to -Charge Ratios For Urban and 
Rural Hospitals (Case Weighted) 
9/90

State Urban Rural

Alabama..-................. ............„ „ 0 51?? 0 5582
Alaska........................................... 0 5420 n 6409
Arizona.......... ...... ................. 0 600? 08257
Arkansas.......................... ........ 0 6171 0 5992
California............... ...................... 0 R7?7 0 693?
Colorado........... ........................... 0.6241 0 6736
Connecticut.................................. 0.7217 0.7820
Delaware...................................... 0 6396 0.6546
District of Columbia..................... 0.5908
Florida............................ .............. 0 5394 0 5326
Georgia.......................................... 0.6069 0.5864
Hawaii.........,....... ............... ........... 0 6134 0 7537
Idaho............................................ 0.7P99 0.7299
Illinois........................................... 0.6002 O 6565
Indiana............... ............................ 0.7101 0.7328
Iowa............................................... 0 65R1 0 7236
Kansas.......................................... 0.6326 0.7418
Kentucky....................................... 0.6077 0.5974
Louisiana................................ ...... 0.6458 0.6720
Maine....... ............... ................ . 07112 0.6855
Maryland....................................... 0 7731 0 769?
Massachusetts........................ . 0 6836 0 769?
Michigan........................................ 0.6209 0.6909
Minnesota.................................. 0.6912 0.7336
Mississippi..................................... 0.6233 0.6471
Missouri......................................... 0.5765 0.6080
Montana........................................ 0.6468 0.6979
Nebraska....................................... 0.6110 0.7165
Nevada.......................................... 0.5244 0.7414
New Hampshire........ 0.7217 0.6980
New Jersey................................... 0.7241
New Mexico.................................. 0.6371 0.5900
New York.................................... 0.6695 0.7599
North Carolina............................... 0.6945 0.6236
North Dakota................................. 0.7551 0.6862
Ohio............................................. 0 6672 0 6611
Oklahoma...................................... 0.5937 0.6276
Oregon.................................... 0.6774 0.7067
Pennsylvania...................... 0.5546 0.6107
Puerto Rico................................... 0.5293 0.6658
Rhode Island................................. 0.7640
South Carolina............................... 0.5981 0.5834
South Dakota................................. 0.6289 0.6852
Tennessee................................. 0.5792 0.6008
Texas...................................... 0.5847 0 0783
Utah........ .................................. 0 66«? 0 7051
Vermont.................................... 0.6979 0.7119
Virginia........................... ............ 0 6151 0 6196
Washington................................. 0.7169 0.7417
West Virginia............................ 0.6301 0.5872
Wisconsin................................... 0.7777 0.7847
Wyoming.................................... 0.7299 0.7949

Table 9.— Sole Community Hospital- 
Weather Data

NOAA weather station 
city/state

Average annual days of

Precipi­
tation

Snow/
ice Fog

Birmingham, AL 
(Municipal Airport)....... 116.4 0.6 8.5

Birmingham, AL (City 
Office)......................... 115.0 0.6 « N/A

Huntsville, Al..... ........... 116.2 1.3 19.8
Mobile, AL...................... 122.4 0.2 40.1
Montgomery, AL............. 107.6 0.2 21.8
Anchorage, AK............... 115.5 20.2 25.7
Annette, AK.................... 224.7 15.8 15.2
Barrow, A K ..................... 77.4 6.7 59.8
Barter Island, A K ........... 87:2 12.3 72.9
Bethel, AK....................... 137.7 15.7 50.3

Table 9.— Sole Community Hospital- 
Weather Data— Continued

NOAA weather station 
city/state

Average annual days of

Precipi­
tation

Snow/
ice Fog

Betties, AK............ ........ 107.3 26 0 5 8
Big Delta, AK................. 91 8 167 9 £
Cold Bay, AK................. 223.1 20 6 2? ?
Fairbanks, AK .............. 106.0 21 4 18 5
Gulkana, A K .................. 89 8 16 1 178
Homer, AK..................... 145 3 20 4 9.0
Juneau, AK.................... 220.5 26 8 21 a
King Salmon, AK 152.0 151 33 2
Kodiak, AK 193 7 ?? 6 1? 5
Kotzebue, AK .:............. 106.6 15.3 184
McGrath, AK....... 136 5 26 2 13 0
Nome, AK.............. ....... 128 4 18 0 21.3
St. Paul Island, AK 206.6 18 0 57.5
Talkeetna, AK...... ........ 136.6 34.0 4.2
Valdez, AK..................... 197.8 56.8 17.8
Yakutat, A K ......... ......... 234.8 48.2 30.8
Flagstaff, AZ.................. 81.4 22.1 11.4
Phoenix, AZ.................... 35.8 0.0 16
Tucson, AZ.................... 53.0 0.5 1.0
Winslow, A Z .;........... ..... 54.6 4.1 4.3
Yuma, AZ....................... 17.0 0.0 1.5
Fort Smith, A R ............... 95.6 2.7 15.1
Little Rock, AR............... 103.3 2.0 15.9
North Little Rock, AR..... 106.6 2.8 23.3
Bakersfield, C A .............. 37.0 0.5 22.9
Bishop, CA...................... 30.0 2.5 0.3
Blue Canyon, C A ........... 90.4 39.9 67.1
Eureka, C A ..................... 117.8 0.1 50.1
Fresno, C A .................... 45.0 0.1 39.7
Long Beach, CA............. 32.2 0.0 44.7
Los Angeles, CA (CA

International Airport).... 35.7 0.0 38.7
Los Angeles, CA (CA

Civic Center)............... 35.5 0.0 16.8
Redding, C A ................... 74.3 1.5 12.5
Sacramento, CA............. 57.9 0.5 34.3
San Diego, C A ............... 42.5 0.0 24.6
San Francisco, CA (CA

International Airport).... 62.4 0.5 15.2
San Francisco, CA (CA

Mission Dolores)......... 67.7 0.0 1 N/A
Santa Barbara, CA......... 31.4 0.0 19.3
Santa Maria, CA............. 46.1 0.0 86.7
Stockton, C A .................. 51.8 0.0 43.0
Alamosa, C O .................. 67.7 11.7 16.1
Colorado Springs, C O .... 89.8 12.3 21.1
Denver, CO..................... 88.3 17.8 9.8
Grand Junction, CO........ 72.7 8.8 8.4
Pueblo, C O ..................... 69.6 9.5 8.2
Bridgeport, C T ................ 116.8 7.4 29.5
Hartford, C T .................... 126.5 12.6 28.7
Wilmington, DE............... 116.0 5.9 34.8
Washington, DC

(National Airport)......... 111.4 4.7 10.5
Washington, DC (Dulles

International Airport).... 115.6 6.0 30.8
Apalachicola, F L............ 105.3 0.0 27.2
Daytona Beach, FL......... 114.2 0.0 28.2
Fort Myers, FL................ 112.2 0.0 20.5
Gainesville, FL................ 116.4 0.0 38.8
Jacksonville, F L ............. 115.3 0.0 37.7
Key West, FL................. 108.9 0.0 1.0
Miami, FL....................... 129.1 0.0 6.2
Orlando, FL.................... 115.5 0.0 27.0
Pensacola, F L ................ 109.6 0.1 35.3
Tallahassee, FL............. 115.8 0.0 50.0
Tampa, F L ........... .......... 106.8 0.0 21.9
Vero Beach, FL.............. 121.2 0.0 14.8
West Palm Beach, F L.... 132.2 0.0 7.5
Athens, G A ..................... 109.9 0.9 38.8
Atlanta, GA............. ....... 114.8 0.6 29.7
Augusta, G A................... 106.7 0.4 28.1
Columbus, G A................ 110.1 0 2 17.8
Macon, GA...................... 110.1 0.4 24.5
Savannah, GA................ 110.9 0.1 39.2
Hilo, HI.............. ............. 278.3 0.0 0.0

Table 9.— Sole Community Hospital- 
Weather Data— Continued

NOÄA weather station 
city/state

Average annual days of

Precipi- 
• tation

; Snow/ 
ice Fog

Honolulu, HI................... 99.5 0.0 00
Kahului, HI..................... 97.4 i ‘ 0.0 00
Lihue, HI........ ............... 201.3 ; oo 0.0
Boise, ID....................... 90.7 7.8 19.6
Lewiston, ID................... 102.9 5.4 21 1
Pncfltelln, ID 96 0 14 4 16.6

. Chicago, IL (O’Hare
International Airport)... 126.2 12.0 14.4

Moline, IL...................... 113.4 98 17 7
Peoria, IL....................... 113 2 8 2 21 6
Rockford, IL................... 116.8 11.3 22 3
Springfield, IL,............... 113.4 7 6 17 3
Evansville, IN .... 115.2 4 3 138
Fort Wayne, IN.............. 131.0 100 194
Indianapolis, IN ............. 124.9 7 8 20 0
So Bend, IN........ .......... 143.6 23.1 23.1
Des Moines, IA.............. 106.5 10.4 17.4

; Dubuque, IA___ -______ 116.1 13 9 28 1
Sioux City, IA................. 98.4 10 0 18.7
Waterloo, IA................... 100.8 10.0 20.4
Concordia, KS................ 88.3 7.5 16.9
Dodge City, KS............... 78.0 6.3 23«
Good land, KS................. 76.5 11.9 27.8
Topeka, KS....... ............. 96.0 6.9 144
Wichita, KS.......... .......... 85.7 4.9 16.9
Jackson, K Y ................... 138.4 7.1 62.4
Lexington, KY................. 129.5 5.4 19.1
Louisville, KY.................. 123.8 4.8 8.6

100 0 4 0
Baton Rouge, LA........... 108.5 0.1 35.8
Lake Charles, LA........... 100.0 0.1 49.9
New Orleans, LA............ 113.9 0.1 28.0
Shreveport, LA— ........... 96.8 0.6 19:4
Caribou, ME.................... 160.1 29.6 26.9
Portland, ME................... 127.9 17.6 48.9
Baltimore, M D................ 112.3 6.6 25.8
Boston, MA..................... 126.1 10.8 23.3
Milton, MA (Blue HiU

Observatory)............... 133.8 15.4 ‘ N/A
Worcester, MA............... 130.9 ‘ 17.0 83.8
Alpena, M l..................... 147.0 25.9 -  27.5
Detroit, Ml (Metro

Airport)........................ 135.1 13.4 20.4
Flint, Ml.......................... 133.4 14.4 18.2
Grand Rapids, Ml........... 144.2 23.3 25.6
Houghton Lake, Ml........ 143.0 25.4 28.9
Lansing, Ml..................... 140.4 16.0 21.1
Marquette Co. Airport,

Ml................................ 163.1 46.6 29.0
Muskegon, Ml................. 144.0 31.1 22.5
Sauft Ste Marie, Ml........ 165.8 37.0 43.6
Duluth, MN— .................. 134.0 21.7 53.1
International Falls, MN.... 131.1 18.9 15.3
Minneapolis-St. Paul,

MN.............................. 114.2 14.9 10.8
Rochester, MN............... 117.8 14.5 32.3
Saint Cloud, MN............. 108.8 14.0 19.6
Jackson, MS................... 108.9 0.3 22.6
Meridian, MS_________ 105.1 0.4 26.7
Tupelo, MS......... .......... 103.3 1.9 18.1
Columbia, MO________ 110.4 7.7 22.3
Kansas City, MO

(International Airport)... 104.5 7.1 19.9
Kansas City, MO

(Downtown Airport)..... 98.0 6.2 10.7
St Louis, M O................. 110.5 6.4 11.6
Springfield, M O .............. 107.9 5.4 20.6
Billings, M T..................... 95.6 18.5 17.7
Glasgow, M T.................. 89.5 8.9 13.1
Great Fads, M T.............. 100.6 19.5 13.0
Helena, MT„................... 95.4 14.1 8.0
Kalispell, MT........ ....... 131.1 21.7 32.9
Miles City, M T................ 90.5 12.1 10.7
Missoula, M T.................. 123.3 15.6 27.0
Grand Island, N E........... 86.4 9.4 17.4
Lincoln, N E..................... 91.7 8.7 11.6
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Ta b l e  9 .— S o l e  C om m un ity  Ho s p it a l - 
W e a t h e r  Data— Continued

NOAA weather station 
city/state

Average annual days of

Precipi­
tation

Snow/
icé Fog

Norfolk, NE........ 90.2 9.9 13.7
North Platte, NE........
Omaha, NE (Eppley

83.7 9.1 18.4

Airfield)....................... 98.1 9.5 15.5
Omaha, NE (North)......... 100.2 9.6 16.2
Scottsbluff, NE............... 86.1 13.1 10.2
Valentine, N E ................. 82.7 10,2 5.4
F.lko, NV.......* .......- ...... 78.8 14.5 ; 5.8
Ely, NV........u......:.....:;..... 73;6 16.0 2;4
Las Vegas, NV........... 26.3 0.4 0.7
Reno, NV....................... 50.8 ' 8.2 7.2
Winnemucca, NV......... 68.9 8.7 4.5
Concord, NH...................
Gorham, NH (Mt. 

Washington

124.9 17.7 49.8

Observatory)...............
Atlantic City, NJ

209.2 69.0 314.1

(Pomona).......... i.........
Atlantic City, NJ (State

111.6 4.6 43.7

Marina)...................... 110.4 « N/A 1 N/A
Newark, N J.................. 121.2 7.3 17.0
Albuquerque, NM........... 60.7 4.2 5.6
Clayton, NM.................... 68.0 7.7 10.9

55.9 4.6 16.0
Albany, NY.......... 134.1 15.9 22.1
Binghamton, NY............. 161,3 23.7 52.5
Buffalo, N Y......... ........... 168.4 26.6 18.4
Islip, NY........ ......s...... .
New York City, NY

116.0 8.0 36.8

(Central Park)........ .....
New York City, NY 

(JFK International

120.6 8.0 0.0

Airport)............. ...... .
New York City, NY

117.6 6.9 30.6

(LaGuardia Field)........ 118.3 6.9 23.6
Rochester, NY................ 157.8 27.4 12.4
Syracuse, NY............... 169.7 33.2 8.5
Asheville, NC.................. 123.1 4.5 78.9
Cape Hatteras, N C......... 119.0 0.6 15.2
Charlotte, NC......... ........ 110.6 1.7 26.3
Greensboro, NC........... 115.9 2.6 32.6
Raleigh, N C.................... 110.8 2.3 34.6
Wilmington, N C ......... 116.3 0.6 24.5
Bismark, N D ................... 96.3 12.8 11.5
Fargo, ND...................... 99.4 11.6 12.5
WilHston, ND................... 92.5 12.5 9.5
Akron, OH........... ........... 153.8 15.0 26.1
Cincinnati, OH (Greater

Cincinnati Airport)....... 128.4 7.2 24.4
Cleveland, OH................ 155.8 18.2 12.5
Columbus, OH................ 136.6 9.3 16 0
Dayton, OH............. ....... Î31.6 8.8 22.2
Mansfield, O H ................ 441.6 14.4 29.4
Toledo, OH............ . 136.4 11.9 17.5
Youngstown, OH............ 159.9 18.5 28.6
Oklahoma City, OK........ 61.9 3.1 19.4
Tulsa, OK....................... 89.5 3.5 10.3
Astoria, OR.................... 192.3 15 41 5
Eugene, OR................ 136.9 2.1 59.5
Medford, OR........ .......... 101.2 2.6 49.7
Pendleton, OR.....;............ 99.1 6.1 30.3
Portland, OR.....5........... Î52.4 2.2 33.5
Salem, OR .„.............. 147.1 2.1 37.5
Sexton, Summit, OR....... 126.4 27.3 159.3
Allentown, PA.................
Avoca, Wilkes-Barre,

124.3 9.0 26.2

Scranton, PA.............. 138.9 13.1 22.7
Erie, PA.......................... 164.0 26.0 13.2
Harrisburg, PA................ 124.1 9.4 18.7
Philadelphia, PA.............
Pittsburgh, PA (Greater

116.4 5.9 22.3

Pittsburgh Airport)....... 153.6 t3.3 17.8
Williamsport, PA............. 140.8 12.0 37.2
San Juan, PR................. 195.3 0.0 0.0
Block Island, Rl.............. 110.1 6.4 78.8
Providence, Rl 123.5 10.0 24.9

T a b l e  9 .— S o l e  C o m m u n ity  Ho s p it a l - 
W e a t h e r  Data— Continued

NOAA weather station 
city/state

Average annual days of

Precipi­
tation

Snow/
ice Fog

112.4 0.2 28.0
Columbia, SC..................
Greenville-Spartanburg,

108.2 0.5 27.3

SC.............. ....... ......... 116.7 1.9 34.0
Aberdeen, SD................. 86.7 11.4 18.3
Huron, SD.......!............... 92.4 12.0 14.8
Rapid City, SD............ 95.6 12.4 16.0
Sioux Falls, SD........... .
Briston, Johnson City,

96.8 11.1 21.5

Kingsport T N ............. 132.8 5.0 44.0
Chattanooga, TN............ 119.7 1.8 34.1
Knoxville, T N .................. 126.0 3.8 31.3
Memphis, T N .................. 105.9 1.9 10.4
Nashville, T N .................. 118.5 3.7 17.4
Oak Ridge, T N ............... 127.2 3.4 33.7
Abilene, TX..................... 65.9 1.9 7.2

69.5 4.9 26.7
Austin, T X ...................... 83.2 ; 0.4 23.1
Brownsville, T X ........ .... 72.6 0.0 27.2
Corpus Christi, TX.......... 76.6 0.1 29.1
Dallas-Fort Worth, T X .... 77.9 1.2 11.3
Del Rio, T X ..................... 61.8 0.3 14.5
El Paso, TX.................... 48.1 1.8 2.2
Galveston, T X ................ 95.9 0.5 1 N/A
Houston, TX.................... 104.5 0.3 31.7
Lubbock, T X ................... 62.5 3.4 17.5
Midland-Odessa, TX ..... 51.5 1.9 15.5
Port Arthur, T X ........ 104.1 0.1 38.8
San Angelo, TX,.... . 58.3 1.2 7.4
San Antonio, TX............. 81.3 0.2 22.0
Victoria, T X .................... 89.0 0.1 40.3
Waco, TX ....................... 77.7 0.6 13.3
Wichita Falls, TX............. 70.8 2.2 12.2
Milford, U T ..................... 67.5 15.0 6.7
Salt Lake City, UT.......... 90.4 18.0 11.5
Burlington, VT................ 153.6 22.1 15.2
Lynchburg, VA................ 118.7 5.4 39.0
Norfolk, VA ..................... 114.5 2.1 20.6
Richmond, V A ..... 112.5 3.9 27.6
Roanoke, VA................ . 118.5 6.5 23.7
Olympia, WA................... 162.7 5.4 90.3
Quillayute Airport, WA....
Seattle, WA (Seattle-

210.6 4.7 52.8

Tacoma Airport).........
Seattle, WA (Urban

155.8 4.0 43.6

Climatology Station).... 151.3 2.4 * N/A
Spokane, W A ................. 113.0 17.2 48.7
Stampede Pass, W A...... 201.8 85.6 252.2
Yakima, WA.................... 68.9 8.1 18.6
Berkley, WV............. 158.8 19.7 48.4
Charleston, w v 150.9 10.3 102.7

82.8Elkins. W V ...................... 170.2 24.2
Huntington, WV............... 139.3 8.2 62.2
Green Bay, Wl................ 120.7 14.7 24.5
La Crosse, W l................ -.110.4 12.7 19.6
Madison, Wl........... ........ 118.6 12.9 22.1
Milwaukee, Wl.............. 125.0 13.5 26.2
Casper, WY............... „... 95.1 24.7 9.0
Cheyenne, W Y.......... . 98.5 16.7 23.2
Lander, WY................. 71.7 24 3 ;  4.0
Sheridan, W Y..........aü,..-.; 106.7 23.4 5.7

1 N/A means not available.

Appendix A—Regulatory Impact 
Analysis
/. Introduction

Executive Order (E.O.) 12291 requires us to 
prepare and publish a regulatory impact 
analysis for any final rule that meets one of 
the E ,0 . 12291 criteria for a “major rule;” that 
is, a rule that will be likely to result in—

• An annual effect on the economy of $100 
million or more;

• A major increase in costs or prices for 
consumers, individual industries, Federal, 
State, or local government agencies, or 
geographic regions-; or

• A significant adverse effect on 
competition, employment, investment, 
productivity, innovation, or on the ability of 
United States-based enterprises to compete 
with foreign-based enterprises in domestic or 
export markets.

In addition, we generally prepare a 
regulatory flexibility analysis that is 
consistent with the Regulatory Flexibility Act 
(RFA) (5 U.S.C. 601 through 612), unless the 
Secretary certifies that a final rule will not 
have a significant economic impact on a 
substantial number of small entities. For 
purposes of the RFA, we consider all 
hospitals to be small entities. ,

Also, section 1102(b) of the Act requires the 
Secretary to prepare a regulatory impact 
analysis for any final rule that will have a 
significant impact on the operations of a 
substantial number of small rural hospitals. 
SuCh an analysis must conform to the 
provisions of section 604 of the RFA. With the 
exception of hospitals located in certain rural 
counties adjacent to urban areas and . 
hospitals located in certain New England 
counties, for purposes of section 1102(b) of 
the Act, we define a small ruraj hospital as a 
hospital with fewer than 50 beds located 
outside of a Metropolitan Statistical Area or 
New England County Metropolitan Area. 
(Section 1886(d)(8)(B) of the Act specifies that 
hospitals located in certain rural counties 
adjacent to one or more urban areas are 
deemed to be located in an adjacent urban 
area. We have identified 54 rural hospitals, 
some of which may be considered small, that 
we have reclassified as urban hospitals. Also, 
section 601(g) of the Social Security 
Amendments of 1983 (Pub. L. 9S-21) 
designated hospitals in certain New England 
counties as belonging to the adjacent New 
England Metropolitan County. Thus, for 
purposes of the prospective payment system, 
we also reclassified these hospitals as urban 
hospitals.)

It is clear that the changes being 
implemented in this document will.affect 
both a substantial number of small rural 
hospitals as well as other classes of 
hospitals, and the effects on some may be 
significant. Therefore, the discussion below, 
in combination with the rest of this final rule, 
constitutes a combined regulatory impact 
analysis, regulatory flexibility analysis, and 
rural hospital impact statement in 
accordance with E .0 .12291, the RFA, and 
section 1102(b) of the Act.

Since we have not significantly altered our 
final policy from the proposed, the impact of 
this final rule will be virtually identical to the 
impact presented in our initial analysis. The 
only differences in this final analysis from the 
initial impact analysis are to reflect the 
availability of more recent data since  
publication of the proposed rule (including 
corrected wage survey data), and the receipt 
of public comments directed specifically at 
the initial impact analysis. Thus, the 
following analysis revises those portions of
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the initial impact analysis that are affected 
by the availability of more recent and 
complete data and responds to the three 
comments that concerned the impact 
analysis.

II. Impact on Excluded Hospitals and Units 
Approximately 990 M edicare hospitals and

1*750 units in hospitals included in the 
prospective payment system currently are 
paid on a reasonable cost basis subject to the 
rate-of-increase ceiling requirement of 
§ 413.40. For cost reporting periods beginning 
in FY 1991, these hospitals will have their 
individual target amounts increased by the 
percentage increase in the market basket 
applicable to excluded hospitals. The 
hospital market basket increase will be 5.3 
percent for excluded hospitals and units.

The effect this will have on affected 
hospitals and units will vary depending on 
each hospital’s or unit’s existing relationship 
of costs per discharge to its target amount, 
and the relative gains in productivity 
(efficiency! the hospital or unit is able to 
achieve. For hospitals and units that incur per 
discharge costs lower than their target 
amounts, the primary impact will be on the 
level o f incentive payments made under 
§ 413.40(d). A hospital may receive incentive 
payments for incurring costs that are lower 
than its target amount, but may not receive 
payments for costs that exceed the target 
amount. We expect the increased ceiling on 
payment will maintain existing incentives for 
economy and efficiency experienced by 
excluded hospitals and'units.

III. Effects on Sole Community Hospitals 
(SCHs) and Medicare-Dependent, Small 
Rural Hospitals (MDHs)

Section 6003(e) of Public Law 101-239 
revised the payment methodology for 
hospitals classified as SCHs effective with 
hospital cost reporting periods beginning on 
or after April 1,1990. As of that date, as 
provided in section 1886(d)(5)(D)(i) of the Act, 
SCHs will be paid based on whichever of the 
following rates yields the highest aggregate 
payment for the cost reporting period:

• The Federal rate applicable to the 
hospital;

• The updated hospital-specific rate based 
on FY 1982 cost per discharge; or

• The updated hospital-specific rate based 
on FY 1987 cost per discharge.

In a similar provision, section 6003(f) of 
Public Law 101—239, which added a new 
section 1886(d)(5)(G) of the Act, creates a 
new category of hospitals eligible for a 
special payment adjustment under the 
prospective payment system. The adjustment 
is limited to Medicare-dependent small rural 
hospitals and is effective for cost reporting 
periods beginning on or after April T, 1990 
and ending on or before March 31,1993. 
Section 6003(f) of Public Law 101-239 
provides Medicare-dependent small rural 
hospitals the same payment options afforded 
to sole community hospitals under section 
6003(e) of Public Law 101—239. The criteria for 
being classified as a Medicare-dependent 
small rural hospital is discussed in the April 
2 0 ,199ft final rule with comment (55 FR 
15154).

In our analysis, we assume that the fiscal 
year for every Medicare-dependent small

rural hospital and sole community hospital is 
the same as the Federal fiscal year. To 
determine the effect of the final policy 
changes on these hospitals, we first 
compared payment amounts based on the 
hospital-specific rates (using the higher of the 
updated FY 1982 and FY 1987 base period 
costs) to the total projected amounts the 
hospital will receive based on the final FY 
1991 national standardized payment amount. 
We then compared the.projected amounts the 
hospital will receive under the FY 1991 
payment alternative that will yield the 
highest aggregate payments to the projected 
amounts the hospital will receive under the 
payment alternative that will yield the 
highest aggregate payments using payment 
rules that were effective April T, 1990.

Below, we show percentages for each o f 
the three payment methodologies provided 
for in the law, based on FY 1991 payment 
rules, which will produce the highest 
payment for each of the Medicare-dependent 
small rural hospitals for which we have cost 
report data.

• 24 percent of the identifiable Medicare- 
dependent, small rural hospitals will be paid 
a hospital-specific rate based on their FY 
1982 cost reporting period.

• 20 percent of the hospitals will be paid a 
hospital-specific rate based on their FY 1987 
cost reporting period.

• 56 percent of the hospitals will be paid 
the Federal national payment rale. This 
represents a 4 percentage point increase in 
the percentage of hospitals paid the Federal 
rate compared to those paid the Federal rate 
under the payment rules effective for cost 
reporting periods beginning April 1,1990.

W e made similar determinations for all 
sole community hospitals (including sole 
community hospitals that are also rural 
referral centers) concerning which method of 
payment will result in the highest payment 
for eaeh hospital. Using the available cost 
report data, we determined that—

• 34 percent of all sole community 
hospitals will be paid a hospital-specific rate 
based on their FY 1982 cost reporting period;

• 22 percent of all sole community 
hospitals will be paid a hospital-specific rate 
based on their FY 1987 cost reporting period; 
and

• 43 percent will be paid the Federal 
national payment rate. This represents a 6 
percentage point increase in the percentage 
of hospitals paid the Federal rate compared 
to those paid the Federal rate under the 
payment rules effective for cost reporting 
periods beginning April 1,1990.

TV. Offset for Physician Assistant Services 
As discussed in section VI.F. of the 

preamble, section 9338(d) of Public Law 99-  
509 allows the Secretary to reduce the 
amount of Medicare payments made to 
hospitals in order to eliminate estimated 
duplicate payments attributable to physician 
assistant services described in section 
1861(s)(2)(K)(i) of the. Act.

In the proposed rule, we proposed to 
amend the regulations at § 412.120 to provide 
for an offset to DRG payments for 100 percent 
of the reasonable charges attributable to any 
services performed by physician assistants 
on or after October % 1990 in portions o f the

hospital subject to the prospective payment 
system; In this final rule, w e are amending 
the regulations to provide for an offset only 
for services performed by a physician 
assistant who is paid by the hospital.

W e anticipate that this offset will result in 
the following savings:

Table 1.— Projected M edicare savings— 
offset fo r physician assistant services 1

Fiscal year 1991... ................ .......... ..........  $5
Fiscal year 1992....................................... $10
Fiscal year 1993.......................................... $10
Fiscal year 1994....................................... $10
Fiscal year 1995..................... ...................  $10

* Rounded to the nearest $5 million.

V. Quantitative Impact Analysis of the Final 
Policy Changes on Prospective Payment 
Hospitals
A. Basis and Methodology of Estimates

The data used in developing the following 
quantitative analysis of changes in payments,, 
presented in Table II below, are taken from 
FY 1989 billing data and hospital-specific 
data for FY  1987 and FY 1988. As in previous 
analyses, we propose to compare the effects 
of changes being implemented in this 
document for FY 1991 to our estimate of the 
payment amounts in effect for FY 1990.

In addition, we have treated all hospitals in 
our data base as if they have cost reporting 
periods that coincide with the Federal fiscal 
year. By establishing the same cost reporting 
period for all hospitals, we can show the 
effect of policy changes on payments for 
comparable 12-month periods. Moreover, our 
analysis does not take into account any 
behavioral changes hospitals may adopt in 
response to the final policy changes being set 
forth in this document.

The tables and the discussion that follow 
reflect our best effort to identify and quantify 
the effects of the final changes being set forth 
in this document It should be noted, 
however, that as a result of gaps in our data, 
we are unable to quantify some of the effects 
of this final rule. Also, we could not utilize all 
the hospitals in the DRG recalibration or 
outlier data sets for modeling the impact 
analysis because in some cases the hospital- 
specific data necessary for constructing our 
impact model were missing. Data on hospital 
bed size and type of control were the data 
elements most frequently missing. The absent 
data prevented us from properly classifying 
and displaying these hospitals in the impact 
analysis. The missing data, however, did not 
prevent us from using the discharges from 
these hospitals in recalibrating the DRG 
weights or calculating the final outlier 
payments that are included in the final 
column of Table II showing the combined 
effects of all implemented changes.

Our ability to quantify the impacts of the 
implemented changes has been made more 
problematic tins year by the need to account . 
for the expanded inpatient hospital benefits 
available under the Medicare Catastrophic 
Coverage Act that are reflected in the FY 
1989 billing data for discharges occurring on 
or after January 1,1989. Since the expanded
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benefits were repealed effective for 
discharges occurring on or after January 1, 
1990, we have removed an estimate of the 
additional outlier payments attributable to 
the catastrophic benefits from our baseline 
data before analyzing the impact of the 
changes being implemented.

The following analysis examines 
separately the elimination of the regional 
floor and the rebasing and revising of the 
hospital market basket, wage index changes, 
and DRG reclassification and recalibration. 
That is, all variables except those associated 
with, the provision under examination were 
held constant so as to display the effects of 
each provision compared to the baseline (FY 
1989) provisions. In the last column (column 
V), we present the combined effect of all 
changes being implemented in this rule. That 
is, column V displays the combined effects of 
the previous four columns as well as the FY 
1991 update factor and the updating of the 
outlier payment thresholds. As such, this last 
column is the only one in which the effects of 
all the quantifiable payment policy changes 
on simulated FY 1991 payments are reflected.

The following discussion is divided into 
two parts. The first part describes the 
individual effects of four major changes being 
implemented in this document: elimination of 
the regional floor; the rebasing and revising 
of the hospital market basket; the annual 
changes to the DRG classification system and 
recalibration of the DRG weights required 
under section 1886(d)(4)(C) of the Act; and 
replacement of the current wage index based 
on 1984 wage data with a wage index based 
on 1988 wage data discussed in section III.C. 
of the preamble. Columns H V  of Table II

reflect the quantitative impact of each change 
by various categories of hospitals. The 
second section discusses the combined effect 
of all provisions being implemented in this 
rule and references column V of Table II.

Comment: One commenter expressed  
concern about the impact that psychiatric 
residency programs would experience as a 
result of HCFA's proposal to replace the one 
day counting methodology with a full year 
counting methodology for determining the 
number of JFTE interns and residents in 
prospective payment hospital inpatient 
settings and outpatient departments. In 
addition, they requested a more detailed 
impact analysis including an analysis of the 
additional administrative costs associated  
with the increased recordkeeping that the full 
year counting methodology would entail.

Response: If the one day counting 
methodology has been implemented correctly 
by hospitals, the difference in the total 
number of FTEs that are counted based on 
the one-day count and the revised  
methodology should be negligible. Thus, there 
will be virtually no impact on hospitals in 
general. Due to lack of data, we are unable to 
estimate the additional administrative costs 
associated with the change in the counting 
methodology. However, we note that with the 
exception of documentation supporting the 
amount of time residents worked in either a  
part of the hospital subject to the prospective 
payment system or in an outpatient 
department, the revised methodology does 
not pose additional reporting requirements to  
those required for the GME count Hospitals 
will have additional time to make those 
administrative changes necessary to

accommodate this new counting 
methodology, since we are delaying 
implementation of this provision until July 1, 
1991.

Comment: One commenter suggested that 
we had incorrectly asserted that the impact 
for the proposed revision of the counting 
methodology for determining the number of 
FTE interns and residents in prospective 
payment hospital inpatient settings and 
outpatient departments for purposes of 
computing the IME adjustment was 
negligible.

Response: W e believe that, on average, the 
impact of the revision in the method of 
computing the FTE count for purposes of the 
IME adjustment will be negligible. However, 
that is not to say that individual hospitals 
may not be disproportionately affected 
because of inconsistencies in their 
implementation of the one-day count; that is, 
the one-day count was not representative of 
the average FTE count for the hospital’s cost 
reporting period.

Comment: W e received one comment 
urging that the impact statement analyze 
operating margins rather than changes in the 
level of payment resulting from changes in 
the regulation.

Response: We responded previously to a 
similar comment (54 FR 36583, September 1, 
1989). Because it is anticipated that changes 
in the regulations will result in changes in 
hospital behavior, we do not believe that it is 
possible to predict with any degree of 
accuracy what the impact of regulations will 
be on operating margins.

Ta b le  II.— Im pact o f  th e  F inal C hanges in th e  P r o spec tiv e  Paym ent S y st e m  for  FY 1991

Number of 
hospitals 1 Col I, Labor 

share change
Col li, Wage 

index 
changes2

Col III, 
Reclassifica­

tion and 
recalibra­

tion2

Col IV,
Elimination of 
regional floor

CotV, All 
changes 4

All Hospitals...»....„................................................................................... 5,546 0.0 0.0 0.0 - 0.2 5.1
U rb a n  b y  R e g io n
New England............................................................................................ 178 - 0.2 5.4 - 0.2 -0 .7 9.8
Middle Atlantic.......................................................................................... 475 - 0.6 1.3 0.8 0.0 6.9
South Atlantic..........................................................„................. „............ 438 0.4 2.0 - 0.2 0.0 7.5
East North Central..................... „............................................................ 524 0.1 -1 .5 0.2 - 1.0 3.0
East South Central................................................................................... 173 0.6 -0 .7 0.1 0.0 5.3
West North Central................................................................................... 193 0.2 -3 .5 0.1 0.0 2.0
West South Central.......................... „............................„.................. ...... 361 0.5 -2 .3 0.1 0.0 3.5
Mountain....................................................................................... 117 0.3 - 1.1 - 0 . 2 0.0 4.3
Pacific....................... 505 - 0.2 - 0.1 -02 0.Q 4.7
Puerto Rico........... ....... .......... ................................ ....... 51 1.2 -4 .2 012 0.0 2.0
R u ra l by R e g io n
New England......................... „ ............................ ..................................... 60 0.2 3.7 -0 .7 -0 .9 6.8
Middle Atlantic___ _____ ____________ ______________ 90 0.0 1.0 -0 .4 -0 .5 5.3
South Atlantic....„ ..... ........ ..... ............................................ 334 0.3 2.1 -0 .7 0.0 7.0
East North Central....................................... 324 02 -1 .5 — 0.9 -0 .7 2.2
East Soutti Central............................ ............................................................................. 301 0.5 -0 .6 - 0.8 0.0 4.4
West North Central......................................................................................................... 574 0.2 -3 .4 -1 .0 0.0 0.9
West South Central......................................................................................................... 408 0.4 -1 .4 -0 .9 0.0 3.2
Mountain.............................................. 246 0.1 0.5 -0 .9 0.0 4.8
Pacific............................. 159 - 0.2 -1 .3 -0 .9 0.0 2.8
Puerto Rico........... ........... ............. 6 2.0 -8 .9 - 1.2 0.0 -3 .5
La rg e  U rb a n  A re a s
(population over t million)......................................................................... „ .......„ ...... 1,507 -0 2 0.4 0.3 - 0.2 5.6
O th e r U rb a n  A re a s
(population of 1 million or fewer)................................ .................................... 1,526 0.3 -0 .3 OjO - 0.2 5.0
U rb a n  H o s p ita ls 3,033 0 . 0 0.1 0.1 - 0.2 5.3
0-99 Beds____________________ 662 - 0.1 -0 .3 - 0.8 - 0.2 3.9
100-199 Beds____ _________ 779 0 . 0 0.3 -0 .5 - 0.1 5.0
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T a b l e  II.— Im p a c t  o f  t h e  F in a l  C h a n g e s  in t h e  P r o s p e c t i v e  P a y m e n t  S y s t e m  f o r  F Y 1991— Continued

Col III,
Number of 
hospitals 1 Col I, Labor 

share change
Col II, Wage 

index 
changes 2

Reclassifica­
tion and 
recalibra-

Col IV,
Elimination of 
regional floor

Col V, All 
changes 4

tion 8
200-299 Beds.............................................. 597

642
292

2,513

0.0
0.0
0.0
0.3

0.0
0.1

- 0.1
300-399 Beds................................................
400+ Beds................................................................

O.J

R u ra l H o s p ita ls
0-49 Beds...............................................................

-0 .4
- 1.1
-0 .5
-0 .5
- 0.1
- 0.2

- 0.8 - 0.2 4.0
1,023

812
363
147
146

- 0.1
0.0
0.2
0.4
0.7

50-99 Beds......................................................
100-149 Beds.........................................................
150-199 Beds........................................................
200+ Beds.........................................................
T e a c h in g  S ta tu s
Nonteaching................................................................ 4,356 0.1 0.0
Resident/Bed Ratio

Less than 0.25............................................................ 963 0.1 -0 .4 0.2
Resident/Bed Ratio

0.25 or Greater.................................................................. 227 -0 .3 0.9 1.2
D is p ro p o rtio n a te  S h a re  H o s p ita ls  (D S H ) 
Non-DSH........................................................... 3,987 0.1 - 0.1
Urban DSH

100 Beds or More.............................................................. 1,149
80

- - 0.1 
0.0

0.1
-0 .5

0.5
0.1Fewer Than 100 Beds........................................... ......

Rural DSH
100 Beds or More— not Rural Referral Centers or Sole Community

Hospitals.................................................................. 80 0.2 0.2 -0 .7
Fewer Than 100 Beds not Rural Referral Centers or Sole Commu-

nity Hospitals.................................................................. 164
49

0.2
0.0

0.1
0.1

- 1.2
- 0.8Sole Community Hosf)itals........................................................ - 0.1

Rural Referral Centers and Sole Community Hospitals or Rural
Referral Centers................................................................ 37 0.9 0.1 - 0.2

U rb a n  Te a c h in g  a n d  D S H
Both Teaching and DSH.......... ..................................... - 0.2609

498
620

1,306

- 0.1
0.1
0.1
0.1

0.0
0.0

0.8
Teaching only.................................................
DSH oniy..................................................
Nonteaching and Non-DSH....................................... 01 -0 .5
O th e r S p e c ia l 
S ta tu s  (.ru ra l)
Sole Community

Hospitals (SCHs)..................................................... 382 0.0 -0 .3
Rural Referral

Centers (RRCs)........................................... 217 0.8 -0 .4 -0 .4
Sole Community &

Rural Referral......................................... 27
557

0.5
0.0

0.8
Medicare-Dependent.........................................
T y p e  o f  O w n e rs h ip
Voluntary............................................... 3,050 

873 
1 532

Proprietary...........................................
Government........................................

O.w

M e d ic a re  U tiliz a tio n  a s  P e rc e n t o f  in p a tie n t D a y s  
0-25..................................................... 373 

2 932
02

0.0

25-50.......................................... .........
50-65.............................................. 1 695
Over 65....................................... 396 9.0

. ‘ Because data necessary to classify some hospitals by category were missing, some hospitals were omitted from the analysis. Therefore, the total number of
hospitals in each category may not equal the national total.
. *I|]e tj.nal wa9® index constricted entirely from 1988 hourly wage data was compared to the current wage index which is based entirely on 1984 hourly wage

a a , ’ " e tinalwage^ index also reflects changes required by section 1884(d)(8)(C) of the Act concerning the redesignation of certain rural hospitals as urban, 
•i ,2!? « a weights and classification changes are based on FY 1989 MEDPAR data and are performed annually in accordance with section
1886(d)(4)(C) of the Act.

* jf*'s column shows the combined effects of all the previous columns as well as the effects of updating the FY 1990 standardized payment amounts by the 
market basket increase as mandated by section 1886(b)(3)(B)(i) of the Act For the comparative effects of updating the FY 1990 standardized amounts by the update 
factors we are proposing to recommend to the Congress as required by Section 1886(e)(4) of the Act see Appendix D to this document. Also, FY 1990 baseline 
payments reflect an estimate of outlier payments at 5.0 percent in contrast to the 5.1 percent set for the outlier pool. These estimates of outlier payments contain an 
adjustment to remove the effects of the elimination of the day limitation on inpatient hospital services under Pub. L  100-360. Because our total FY 1991 estimated 
payments do not peipetuate this 0.1 percentage point decrease in outlier payments relative to the outlier pool, this column reflects the 0.1 j>ercent increase in total 
prospective payments necessary to ensure equality between projected outlier payments and the outlier offsets. In addition, this column captures interactive effects 
that we are not able to quantify.

B. Individual E ffects

1. Change in the Labor/Nonlabor Shares o f 
the Hospital Market Basket. Colum n I show s  
the effect of the change in the lab o r/n o n lab o r  
sh ares of the hospital m arket b asket. A s  
exp lained  in section  V.B o f the pream ble, w e  
a re  using a  revised  hospital input p rice ind ex

(that is, hospital market basket) in developing 
the FY 1991 update factor for the prospective 
payment rates. The market basket will be 
revised as follows:

• We will rebase to reflect 1987, rather 
than 1982, cost data.

• W e will modify certain  v ariab les used as 
the price p roxies for som e of the co st  
categories.

In connection with the rebasing of the 
hospital input price index we have, under the 
authority of sections 1886 (d)(2)(H) and 
(d)(3)(E) of the Act, re-estimated the labor-
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related sh are o f the stand ard ized  am ounts. 
B ased  on the co st w eights d escrib ed  in Table  
2 of section  IV o f th e addendum  to this rule» 
the labor-related  sh are that is su b ject to 
hospital w age index adjustm ents (based  on  
w ages and salaries, em ployee benefits, 
professional fees, business services, 
com puter an d  d a ta  processing blood services, 
postage and all other labor-intensive  
services] is 71.40 p ercen t an d  the nonlabor- 
related  sh are is 28 .60 percent. Previously, the 
labor sh are w as 74.39 p ercen t and the 
nonlabor sh are w as 25.61 percent.

W e h ave recom puted the stand ard ized  
am ounts b ased  on the revised  lab or m arket 
share. N ationally, the lab o r sh are ch ange h as  
no effect on aggregate paym ents. Large urban  
areas, w hich tend to h ave a  w age index v alu e  
greater th an  1.0, will exp erien ce  a  0 .2  p ercen t  
reduction in paym ents. Both o th er urban  
hospitals an d  rural hospitals w ill exp erien ce  
increases of 0 .3  p ercen t respectively .

The effect on hospitals in different urban  
areas v aries from  a  1.2 p ercen t in crease  in 
paym ents for h ospitals in the urban a re a s  of  
Puerto Rico to a  0 .6  p ercen t reduction in 
paym ents for hospitals in the urban a re a s  o f  
the middle A tlan tic  cen su s division. This 0.6  
percent reduction  rep resen ts the largest 
d ecrease a cro ss  all h ospital categories. The  
labor sh are  change will in crease  paym ents in 
seven of the ten urban cen su s divisions, and  
d ecrease p aym ents in three cen su s divisions.

The effect of the labor sh are  ch ange on  
rural hospitals ran ges from a  2 .0  p ercen t 
increase for hospitals in Puerto R ico  to  a  0 .2  
percent reduction  in p aym ents fo r hospitals 
in the Pacific cen sus division. The 2 .0  p ercen t 
increase in p aym ents to  Pu erto  R ico  rural 
hospitals rep resents the larg est in crease  
across all hospital categories. N ine of the ten  
rural census divisions will exp erien ce  an  
increase in paym ents. A m ong ru ral h ospitals, 
the increase in p aym ents is co n cen trated  in 
the larger bed  size categories and am ong  
rural referral cen ters.

2. Wage Index. Column II of Tab le II 
displays the estim ated  effects o f  changes to  
the w age in d ex  being im plem ented in this 
final rule. A s d iscu ssed  in section  IV.B o f  this 
preamble, section  1886(d ](3)(E ) of the A ct, (as  
amended by section  6003(h)(6) o f  Pub. L. 1 0 1 -  
239) requires th at w age ind exes be updated  
not later than O cto b er 1 ,1 9 9 0  and annually  
beginning O cto b er 1 ,1 9 9 3 .

Therefore, w e  w ill b ase  th e F Y 1991 w age  
index entirely on the 1988  w age su rvey  
described under section  IV .B o f this 
preamble. This w age ind ex will reflect total 
hospital salaries and hours, excluding  
salaries and hours asso ciated  with skilled  
nursing facility o r other nonhospital co st  
centers, and including hom e office salaries  
and hours, and fringe benefits for all included  
salaries. The exclusion  of nonhospital co sts  
and the inclusion of hom e office co sts  and  
fringe benefits rep resents a  change from  the  
FY 1990 hospital w age index.

Since w ide sw ings w ere noted  for som e  
geographical a re a s  betw een the current and  
the final a rea  w age ind exes, w e will 
implement a 1 -y ear phase-in  of the updated  
w age index for F Y  1991 by limiting the 
percentage ch an ge in the final w age index  
com pared to the cu rrent w age ind ex. A s of 
FY 1992, the actu al a re a  w age ind ex value

w ill be used. A s d iscu ssed  in section  IV .E o f  
this pream ble, the phase-in  provides th at th e  
effect o f the change from  the cu rrent w age  
ind ex to the final w ag e  ind ex will be  
m itigated by a  form ula w hich  u ses a  8 .00  
p ercen t ch ange a s  the b ase  and ad d s 50  
p ercen t of the rem aining difference b etw een  
the actu al im p act o f the w age ind ex and the
8.00 p ercen t threshold to obtain  the area  
w age index values for the affected  areas .

N ationally, a s  a  result o f budget neutrality, 
the w age ind ex ch ange h as no m easurable  
effect on aggregate program  paym ents. 
O verall, p aym en ts to  large urban hospitals  
will in crease  b y  0 .4  p ercen t. Paym en ts to  
o th er urban h ospitals an d  to  ru ral hospitals  
will d ecrease  by 0 .3  p ercen t an d  0 .4  percent, 
respectively .

Th e effect on hospitals in geographical 
a re a s  varies from an av erag e  5.4 p ercen t 
in crease  in p aym ents for hospitals in the  
urban a re a s  o f the N ew  England cen sus  
division to a  4 .2  p ercen t reduction  in 
paym ents for hospitals in the urban a re a s  o f  
Puerto R ico. T h e 5.4 p ercen t in crease  in 
paym ents to N ew  England urban h ospitals  
rep resen ts th e  largest in crease  a c ro s s  all 
hospital categories. Seven o f the ten urban  
cen sus regions w ill exp erien ce  red u ctions in. 
paym ents.

The ran ge for rural hospitals is from  a 3.7  
p ercen t in crease  for h ospitals located  in the  
N ew  England cen sus division to a  8.9 p ercen t 
reduction  in p aym en ts for h ospitals lo ca ted  in 
the Puerto R ico  cen sus division. The 8.9  
p ercen t reduction  in p aym ents to Puerto Rico  
rural h ospitals rep resents the larg est 
p ercen tage reduction  a cro ss  all hospital 
categories. S ix  o f the ten rural cen sus  
divisions will exp erien ce  reductions in 
paym ent.

A ll rural h ospitals a s  categorized  by bed  
size w ill exp erien ce  red u ctions in paym ents. 
Th ese reductions range from  1.1 p ercen t (0 -4 9  
beds) to 0.1 p ercen t (1 5 0 -2 0 0  beds). T w o  rural 
hospital bed  size categories will exp erien ce  
0.5 p ercen t reductions in paym ents: 50 to 99  
beds and 1 0 0 -1 4 9  beds.

The effect on h ospitals categorized  by type  
of ow nership varies from  a  0.1 p ercen t  
reduction  in p aym ents for governm ent ow ned  
hospitals to a  0 .2  p ercen t in crease  in 
paym ents for p roprietary  hospitals.

Th e range for the effect o f the w age index  
change on hospitals categorized  b y  M ed icare  
utilization a s  a  p ercen t of inpatient d ays is 
from a  0 .6  p ercen t reduction  in paym ents for 
h ospitals w ith M ed icare utilization o f 0 -2 5  
p ercen t to a  1.2 p ercen t in crease  in p aym ents  
for h ospitals w ith M ed icare  utilization of over 
65 percent.

Rural hospitals subject to special paym ent 
provisions will exp erien ce reductions in 
p aym ent ranging from  0.3 p ercen t (sole  
com m unity hospitals) to 1 .0  p ercen t 
(M edicare-dependent hospitals). The only  
excep tion  to  these reductions is those rural 
hospitals classified  a s  both a  solely  
com m unity hospital an d  rural referral cen ter. 
Th ese hospitals will exp erien ce an  0.8  
p ercen t in crease  in paym ents.

3. Revising theD R G  Classification System 
and Recalibration o f theD R G  Weights. In 
Colum n III, w e p resen t the com bined effects  
of revising the current DRG definitions and  
recalibratin g the w eights to reflect ch anges in

treatm en t patterns, technology and an y  oth er 
facto rs th at m ay  change the relative u se  of 
hospital resou rces a s  required each  y ear by  
section  1886(d)(4)(C ) o f the A c t . T h ese  
changes are  d escribed  in section  UI.B o f the 
pream ble to this final rule. In the following 
an alysis, w e com p ared  estim ated  F Y  1991 
hospital p aym ents using an  estim ate of each  
hospital’s case-m ix  index b ased  on the final 
F Y  1991 DRG classification s an d  weighting  
fac to rs to  F Y  1991 sim ulated paym ents using 
an estim ate o f e a ch  hospital’s  case -m ix  ind ex  
b ased  on the im plem ented DRG  
classification s and recalib rated  weighting  
factors.

W e  are  using the sam e b a sic  m ethodology  
for the F Y  1991 recalib ration  a s  w e did for F Y  
1990. T h at is. w e will reca lib ra te  the w eights 
b ased  on ch arge d ata  for M ed icare  
d isch arges. H ow ever, w e will use th e  m ost 
cu rrent ch arge inform ation availab le, w hich  
is the F Y  1989  M EDPAR file.

S ection  6003(b) o f Public L aw  1 0 1-239  
requires that reclassification  and  
recalib ration  ch anges beginning w ith F Y  1991  
be m ad e in a  m anner that assu res th at the 
aggregate p aym ents a re  n ot g reater o r less  
than  the aggregate paym ents th at w ill h ave  
b een  m ad e w ithout the changes. N ationally, 
a s  a  result o f  budget n eutrality , the DRG  
recalib ration  change h as no aggregate effect 
on program  paym ents. The ch anges w ill 
in crease  paym ents to large urban hospitals  
by 0 .3  percent, h ave no m easu rab le effect on  
paym ents to oth er urban hospitals, an d  will 
red u ce paym ents to ru ral h ospitals by 0 .8  
percent.

The effect on h ospitals in different 
geographic a re a s  varies from an  av erag e  0 .8  
p ercen t in crease  in paym ents for hospitals in 
the urban a re a s  of the M iddle A tlan tic cen sus  
division to  a  0 .2  p ercen t reduction  in 
paym ents for hospitals in the urban a re a s  of 
the N ew  England, South A tlan tic, M ountain, 
and P acific cen sus divisions. Five of th e ten  
urban cen sus divisions w ill exp erien ce an  
in crease  in paym ents.

In co n trast, rural hospitals in all ten cen su s  
divisions will exp erien ce  reductions in 
paym ent. T h ese p aym ent reductions range  
from  0.4 p ercen t in th e  M iddle A tlan tic  
cen sus division to  1.2 p ercen t in the Puerto  
R ico  cen su s division.

In addition to rural Puerto R ico  hospitals, 
rural disproportionate sh are hospitals with  
few er than 10 0  beds th at a re  not classified  as  
rural referral cen ters o r sole com m unity  
hospitals and M edicare-dependent hospitals  
w ill h ave  a  1.2 p ercen t reduction  in 
p aym ents. T h ese are  the largest p ercen tage  
d ecreases  in paym ents due to DRG  
recalib ration  ch anges a cro ss  all hospital 
categories. The largest in crease  in p aym ents  
is found in those h ospitals categorized  as  
having less than 25 p ercen t M ed icare  
utilization a s  a p ercen t o f inpatient days. 
T h ese hospitals will exp erien ce a  1.3 p ercen t 
in crease  in p aym ents. M ajor teaching  
hospitals will exp erien ce a  1.2 p ercen t 
in crease.

R ecalib ration  tends to in crease  p aym ents  
to larger hospitals. The effect on urban  
hospitals categorized  by bed size v aries from  
an  av erag e  0 .7  p ercen t in crease  in paym ents  
to hospitals w ith o ver 500 beds to a  0.8
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p ercen t reduction in p aym ents to h ospitals  
w ith 0 -9 9  beds.

All rural hospitals categorized  by bed size 
w ill exp erien ce reductions in paym ents 
ranging from 0.3 to 1.1 percent. The 1.1 
p ercen t reduction  in paym ents will be 
exp erien ced  by hospitals w hose bed sizes a re  
0 -4 9  and 5 0 -9 9  and the 0.3 p ercen t reduction  
w ill be exp erien ced  by hospitals w ith m ore  
than  200 beds.

4. Elimination o f the Regional Floor. 
Colum n IV show s the effect o f the elim ination  
o f the regional floor. S ection  4002(d) o f Public 
L aw  1 0 0-203  am ended section  
1886(d )(l)(A )(iii) o f the A ct to establish  a  
“regional floor” for the p rosp ective paym ent 
ra te  applicable to  a  hospital effective for 
disch arges occurring on o r after April 1 ,1 9 8 8  
an d  before O ctob er 1 ,1 9 9 0 . In acco rd an ce  
w ith this section , hospital paym ents h ave  
b een b ased  on the g reater o f the national 
av erag e  stand ard ized  am ount o r the sum o f  
85  p ercen t o f the n ational average  
stand ard ized  am ount an d  15 p ercen t o f the  
av erag e  stand ard ized  am ount for the C ensus  
region in w hich they a re  located . B ecau se  the 
statu tory  authority for use o f the regional 
floor exp ires on O ctob er 1 .1 9 9 0 , w e will 
discontinue its use effective w ith disch arges  
occurring on or after O cto b er 1 ,1 9 9 0 .

In F Y 1990, the regional floor is applicable  
to urban hospitals located  in the N ew  
England, E a st N orth C entral and E a s t  South  
C en tral cen sus divisions and to rural 
hospitals located  in the N ew  England, M iddle 
A tlan tic, and E a st N orth C entral census  
divisions. Therefore, the elim ination of the 
regional floor will h ave an  im pact on these  
geographic a re a s  only.

N ationally, the elim ination o f the regional 
floor will result in a  0 .2  p ercen t reduction in 
p aym ents. It will result in a  0 .2  p ercen t 
reduction in paym ents to large urban and  
oth er urban hospitals and rural hospitals.

Th e effect on urban hospitals in affected  
geographic a re a s  v aries from a  1.0 percent 
reduction  in p aym ents to hospitals in the  
urban a re a s  of the E a st North C entral census  
division to a  0 .7  p ercen t reduction for urban  
hospitals in the N ew  England cen sus division.

The range for affected  rural hospitals is 
from  a 0.9 p ercen t reduction in paym ents to  
hospitals in the rural a re a s  of the N ew  
England cen sus division to a  0 .5  percent 
reduction  for hospitals in the M iddle A tlan tic  
cen sus division.

The 1 .0  p ercen t reduction in paym ent to 
hospitals in the E a s t  N orth C entral urban  
cen sus division rep resents the largest 
reduction in p aym ents acro ss  all hospital 
categories.

D. Combined Effects. Colum n V  of T ab le II 
sh ow s the F Y  1991 ra tes  that incorporate the

com bined effects o f all the final changes w e  
a re  able to quantify. In addition to the 
ch anges described  in colum ns L II . HI, and IV, 
colum n V show s the effects of updating the 
F Y  1990 stand ard ized  p aym ent am ounts by  
the m arket b ask et in crease  a s  m an d ated  by  
section  1886(b)(3)(B)(i) of the A ct. The m arket 
b ask et in crease  is estim ated  a t 5.2  percent.

B ecau se  Colum n V  com bines the final F Y  
1991 paym ent ra te s  and all o th er final 
changes, the effects displayed also  include 
the p aym ent offset for outlier paym ents  
required under section  1886(d)(5)(A ) o f the 
A c t  S ection  1886(d)(3)(B) o f the A ct requires  
that the urban and rural stand ard ized  
am ounts be sep arately  red u ced  by the 
proportion of estim ated  total DRG paym ents  
attributable to estim ated  outlier paym ents for 
hospitals located  in urban a re a s  an d  those  
located  in rural a reas . Section  
1886{d)(9)(B )(iv) o f the A ct requires th at the  
urban an d  rural stand ard ized  am ounts be  
red u ced  by the proportion o f estim ated  total 
paym ents m ad e to hospitals in Puerto Rico  
attributable to estim ated  outlier p aym ents.

W e  h ave  set the outlier thresholds so  a s  to 
result in estim ated  outlier paym ents equal to
5.1 p ercen t o f total p rosp ective paym ents.
Th e m odel th at w e use to determ ine the 
outlier thresholds n e ce ssa ry  to target our 
desired  outlier pool for F Y  1991 em ploys F Y  
1989 ch arges. W e  a re  adjusting th at m odel to 
tak e into acco u n t the effect o f  ch anges in 
M ed icare  coverage for inpatient hospital 
services during F Y  1989 th at resulted  from  the 
en actm en t o f the C atastro p h ic C overage A ct  
of 1988 (Pub. L. 1 0 0 -360). T h ese catastro p h ic  
cov erag e  provisions w ere effective w ith  
d isch arges occurring on o r after Jan u ary  1, 
1989 (the seco n d  q u arter o f F Y  1989) and  
w ere rep ealed  by the M ed icare  C atastrop h ic  
C overage A ct o f 1989 (Pub. L. 101 -234)  
effective for d isch arges occurring on or after  
Jan u ary  1 ,1 9 9 0 .

N ationally, the effects o f all ch anges w e  
are implem enting are  exp ected  to result in a
5.1 p ercen t p aym ent in crease. Th ese changes  
will in crease  paym ents to large urban  
hospitals by 5 .6  p ercen t, to o th er urban  
hospitals by 5 .0  p ercen t, an d  to rural 
hospitals by 4 .0  p ercen t. All categ ories of 
hospitals, w ith the excep tio n  of rural 
hospitals in the Puerto R ico cen sus division  
will exp erien ce in creases in p aym ents. The  
p ercen tage in creases range b etw een  0 .9  and  
9 .8  percent.

The effect on hospitals in different urban  
a re a s  varies from  an  av erag e  9 .8  p ercen t  
in crease  in paym ents for hospitals in the  
urban a re a s  of the N ew  England cen sus  
division to a  2.0 p ercen t in crease  in p aym ents  
for hospitals in the urban a re a s  of the W e st

North C entral and Puerto R ico cen sus  
divisions. The 9 .8  p ercen t in crease  
resp resen ts the largest in crease  a cro ss  all 
hospital categories and is attributable to the 
w age index change.

Th e effect o f all changes on rural hospitals  
v aries from  an  average 7 .0  p ercen t in crease  
for hospitals in the South A tlan tic census  
division to  hospitals in the W e st North  
C entral cen sus division that will receive an  
av erag e  0 .9  p ercen t in crease in paym ents. 
H ow ever, rural hospitals in Puerto Rico will 
exp erien ce an  av erag e  3.5 p ercen t reduction  
in paym ents. This 3.5 p ercen t reduction  
rep resents the la rg est reduction  acro ss  all 
hospital categories and is largely explained  
by the w age ind ex change.

U rban hospitals a s  categorized  by bed size  
will receiv e  in creases in paym ents ranging 
from  3.9 to 5.9 percen t. The in crease  in 
paym ents to rural hospitals a s  categorized  by  
bed size will range from  2.7 to 5.2 percent. F o r  
both urban and rural hospitals a s  the num ber 
o f beds in crease, the p ercen tage in crease  in 
paym ents b ecom es larger.

Th e in crease  in p aym ents that will be 
exp erien ced  by hospitals categorized  by type 
o f ow nership is n e a r the national average, 
ranging from a  5.1 p ercen t in crease in 
paym ents for voluntary hospitals to a  5.3 
p ercen t in crease  in paym ents for proprietary  
and governm ent hospitals. H ospitals  
categorized  a s  o th er special statu s rural will 
receive in creases in p aym ents b elow  the  
national av erage of 5.1 p ercen t w ith the 
excep tion  o f those rural hospitals categorized  
a s  sole com m unity and rural referral cen ter  
hospitals. T h ose hospitals will receive  
in creases in paym ents o f 5 .4  percent.

W e  m ust point out th at there are  
interaction s that result from the com bining of 
the various sep arate  provisions an alyzed  in 
the previous colum ns that w e are  unable to 
iso late . Thus, the valu es appearing in column  
V  do not rep resent m erely the additive effects 
o f the previous colum ns plus the update  
factors.

T ab le III p resen ts the projected  F Y  1991  
av erag e  paym ents p er ca se  for urban and  
rural hospitals an d  for the different 
categories of hospitals show n in T ab le II, and  
com p ares them  to the av erage estim ated  per 
ca se  p aym ents for F Y  1990. A s such, this 
table p resen ts the com bined effects o f the 
im plem ented ch anges presented  in Tab le II in 
term s of the av erag e  dollar am ounts paid per 
discharge. T h at is, the p ercen tage change in 
av erag e  p aym ents from F Y  1990 to  F Y  1991 
equals the p ercen tage changes show n in the 
last colum n o f Tab le II.

T a b l e  111.— C o m p a r i s o n  o f  P a y m e n t  P e r  C a s e  (FY 1991 C o m p a r e d  t o  FY 1990)

Number of 
hospitals

Col. I: Average 
FY 1990 

payment per 
case

Col. II: Average 
FY 1991 

payment per 
case

Col. Ill: 
Percentage 

change 1

All hospitals.............. ...............................
Urban by region:

New England................................
Middle Atlantic........................................ g9
South Atlantic.................................... 75
East North Central................................... 524 5,328 5,488 3.0
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T a b l e  Ilf.— C o m p a r i s o n  o f  P a y m e n t  P e r  C a s e  ( F Y 1991 C o m p a r e d  t o  F Y 1990)— Continued

Number of 
hospitals

Col. 1: Average 
FY 1990 

payment per 
case

Col. II: Average 
FY 1991 

payment per 
case

Col. Hi: 
Percentage 
change>

East South Central________ _____________________ ________ __________ ___________ 173 4,663 4,908 5.3
West North Central......... ............................ .................................. .................. ................ 193 5,454 5,561 2.0
West South Central... ....................................... .................... .... ...................................... 361 5,030 5,207 3.5
Mountain.......... .............................. ................. .................. ................ .............................. 117 5,368 5,600 4.3
Pacific 505 6,297 6,595 4.7
Pureto Rico...................................................... ....................................................... .... ......... 51 2,190 2,232 2.0

Rural by region:
New England........................................................................................................................ 60 4,007 4,282 6,8
Middle Atlantic.............................. ............. ....... ................................................................... 90 3,679 3,874 5.3
South Atlantic.................... ....................................................................................... ......... 334 3,301 3,532 7.0
East North Central......................................... ............... .......  .......„................... ...... ....... 324 3,315 3,387 2.2
East South Central....... ......................................................................................................... 301 2,913 3,040 4.4
West North Central............................................................................................................. 574 3,122 3,151 0.9
West South Central................................................................................................................ 408 3,011 3,108 3.2
Mountain.................................................... ........................................................................... 246 3,500 3,666 4.8
Pacific......................„...................................................................................................... „.... 159 4,034 4,146 2.8
Puerto Rico.................. ..................................................................... ............ ................... 6 1,537 1,483 -3 .5

L a rg e  u rb a n  a re a s  (populations over 1 million)................................................................... ....... 1,507 5,937 6,270 5.6
O th e r u rb a n  a re a s  (populations with 1 million or fewer)............................ .............................. . 1,526 4,937 5.182 5.0
Urban hospitals___________ _________________________ ___________________________ ___ 3,033 5,445 5.734 5.3

0-99 beds .......................................... ....................................................................... .......... 662 4,042 4,198 3J9
100-199 beds....................................................................... ........„....................................... 779 4,650 4,881 5.0
200-299 beds........................................................................................................................ 597 5,043 5,298 5.1
300-399 beds........................................................................................................................ 642 5,506 5,797 5.3
400-(-beds....................................... ..................................................................................... 292 6,571 6,956 5.9

Rural hospitals............................................................................................................................... 2,513 3,267 3,398 4.0
0-49 beds......... .............. ...................................................... ................................... .... ..... 1,023 3 ,8 3 7 2,913 2.7

812 2,998 3.097 3.3
100-149 beds................................................................................................ ........................ 363 3*203 3,321 3.7
150-199 beds..._____ __________________ ______________________________________ 147 3,449 3,606 4.6
200+beds.............................................................................................................................. 146 3,815 4,013 5.2

Teaching status:
Nonteaching................ ................................ .......................................................................... 4,356 4,149 4,345 4.7
Resident/bed ratio less than 0.25......... _............................................................................. 963 5 ,4 7 0 5,739 4.9
Resident/bed ratio 0.25 or greater....................................................................................... 227 8,348 8,928 6.9

Disproportionate share hospitals (DSH);
Non-DSH............................................................ .............'____________________________ 3,987 4,499 4,712 4.7
Urban DSH:

100 beds or more...........................................................................................................I 1,149 6,077 6,424 5.7
Fewer than 100 beds..................................„..................................................... ........ 80 4,092 4,292 4.9

Rural DSH:
100 beds or more Not rural referreal Centers or sole Community hospitals................ 80 2,927 3,065 4.7
Fewer than 100 beds not rural referral centers or sole community hospitals_____ _ 164 2,590 2,697 4.1
Sole community hospitals...... .............. ....................................................................... 49 3,241 3,381 4.3
Rural referral centers and sole community or rural referral centers............... ............. 37 4,027 4,269 6.0

Urban teaching and DSH:
Both teaching and DSH................................................................................... ..................... 609 6,728 7,119 5.8
Teaching only........................................................................................................................ 498 5,560 5,844 5.1
DSH oniy............................................................................................................................... 620 4,894 5,159 5.4
Nonteaching and norvDSH...................... „.......................................................................... 1,306 4.523 4,741 4.8

Other special status (rural):
Sole community hospital..................................................................................................... 382 3,379 3,503 3.7
Rural referral center (RRC)................. „.... „............................................................................ 217 3,823 4,015 5.0
Sole community and rural referral center................................................................. .............. 27 4,125 4,348 5.4
Medicare-dependent................................................................................................................. 557 2,924 3,010 2.9

Type of ownership:
Voluntary............................................ _............ ... ....................... ....... ............. .......... 3,050 5,151 5,412 5.1
Proprietary........................................................ .... ................................................... „...... 873 4,483 4,720 5.3
Government.......................................... ........................... .............. ........ ........... ..................... 1,532 4,568 4,830 5.3

Medicare utilization as percent of inpatient days:
0-25...........................................................................  ......................... 373 6,823 7,204 5.6
25-50...................... ..... ................................................................... ............. ....... ...... ......... 2,932 ¿202 5,468 5.1
50-65.......„...................................................... .................... 1,695 4,373 4,586 4.9
Over 65....................................................................................... 396 4,202 4,447 5.8

1 Percentage changes shown in this column are taken from Table It, column V. Because the dollar amounts shown in this table are rounded to the nearest dollar, 
percentage changes computed on the basis of these amounts will differ slightly from those displayed in this column.

Appendix B—Data Sources Used To 
Estimate the Market Basket Relative 
Weights and Choice of Price Proxy 
Variables

As discussed in the preamble of this final 
rule, we are rebasing and revising the

hospital m arket b ask et (input price index). 
This appendix d escrib es the techn ical 
featu res o f the 1987-b ased  ind ex th at w e are  
using in this final rule. Th e differences  
betw een the p roposed 1987-b ased  m arket 
b ask et and the previous 1982-based  m arket 
b ask et a re  noted. In Septem ber 3 ,1 9 8 6  (a t 51

F R  31461) w e d iscu ssed  the 1982-based  
hospital m arket basket.

We present this description of the market 
basket in three steps:

• A  synopsis o f the structural differences  
betw een the 1982-based  ind ex and the 
proposed 1987-b ased  m arket basket.
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• A  description  of the m ethodology used to  
develop the co st category  w eights in the 1987- 
b ased  m arket basket, making n ote of the 
differences from  the m ethodology used to  
develop the 1982-b ased  m arket basket.

• A  description  o f the d ata  sou rces used to  
m easure price inflation for e a ch  com ponent 
o f the 1987-based  m arket basket, making note  
o f the differences from  the price p roxies used  
in the 1982-b ased  hospital m arket basket.

A. Synopsis o f Structural Changes Adopted 
in the Rebased 1987Hospital Market Basket

Three m ajor stru ctural differences exist 
b etw een  the 1982-based  and the current 1987- 
b ased  hospital m arket basket:

1. S ep arate  M arket B ask ets W ill Be U sed  for 
P rospective Paym ent System  and E xclud ed  
H ospitals

The 1982-b ased  m arket basket co st  
ca teg ory  w eights w ere  derived from  
expenditure d a ta  gathered  by the A H A  
A nnual Survey for both p rosp ective p aym ent 
system  (short-term  acu te  care ) and exclud ed  
(long term  care , children’s rehabilitation and  
p sych iatric hospitals). Although H C FA  uses  
sep ara te  m ethodologies for paying  
prosp ective p aym ent system  and exclud ed  
hospitals, the 1982-b ased  hospital m arket 
b ask et h as been used to update paym ents to 
both types o f hospitals. W e will use sep arate  
m arket b ask ets for p rosp ective p aym ent and  
exclu d ed  hospitals in ord er to recognize the 
differences b etw een  hospitals in the 
consum ption o f labor, goods, services and  
oth er inputs. A s a  result, the 1987-based  
p rosp ective p aym ent hospital m arket b asket 
w eights w ere derived from d ata  pertaining  
exclu sively  to p rosp ective paym ent hospitals. 
W e  h ave developed an d  will use a  sep arate  
1987-b ased  exclu d ed  hospital m arket basket, 
w hose w eights w ere derived  from  d ata  
pertaining to exclud ed  hospitals.

2. M ore R ecen t H ospital Expenditures D ata  
A re Being U sed  in the 1987-B ased  H ospital 
Market Baskets

Th e 1982-based  m arket b ask et contained  
co st sh ares that w ere derived' in p art from the 
A nnual Survey o f the A m erican  H ospital 
A ssociation  (A H A ) for 1983 (1982 d ata). The  
1987-b ased  m arket b ask ets use d ata  from  the 
1988 A H A  A nnual Survey for 1987 costs.

3. N ew  H ospital T yp es W ere  Included in the 
1987-B ased  P rospective Paym ent H ospital 
M arket Basket

In the 1982-b ased  m arket b asket, alcohol 
and su bstan ce-ab u se facilities w ere  
Considered exclu d ed  h ospitals. H ad H C FA  
used sep arate  m arket b ask ets for prosp ective  
paym ent system  an d  exclu d ed  hospitals a t  
th at time, alcohol and su b stan ce abuse  
facilities w ould h ave been updated  according  
to the exclu d ed  index.

H ow ever, a s  provided for in the Septem ber 
1 ,1 9 8 7  final rule, effective w ith co st reporting  
periods beginning on or a fter O cto b er 1 ,1 9 8 7 , 
alcohol an d  su b stan ce-ab u se hospitals w ere  
included for paym ent under the prosp ective  
paym ent system  (52 FR  33043). Effective w ith  
co st reporting periods beginning on o r after  
O cto b er 1 ,1 9 8 7 , hospitals in Puerto R ico  w ere  
also  included for p aym ent under the 
p rosp ective paym ent system  (52 FR  33043). 
A ccordingly, the 1987 p rosp ective paym ent

system  hospital m arket b ask et w eights  
include both su bstan ce-ab u se hospitals and  
hospitals in Puerto Rico.

B. Methodology for Developing the Cost 
Category Weights

C ost category  w eights for the 1987-based  
m arket b ask et w ere developed in four stages. 
First, b ase  w eights for the five m ain  
categories (W ag es and S alaries, Em ployee  
Benefits, Professional F ees, C apital an d  All 
O th er Item s) w ere derived  from  the 1987  
A H A  A nnual Survey. Second, the five m ain  
b ase  w eights w ere divided into su bcategories  
using four m ajor d a ta  sou rces:

• C ost sh ares derived  from  the 1987 A H A  
H ospital A dm inistrative S ervices Survey.

• P rojected  co st sh ares from  the 1986 A H A  
A nnual Survey (for tw o o f the categories not 
availab le  in the 1988 A nnual Survey).

• C ost sh ares derived  from  the 1987  
M ed icare  C ost Report.

• R esidual co st sh ares w ere aged to 1987  
using price ch anges.

Third, the co st ca teg ory  w eights w ere  
assem bled  and sorted  into their appropriate  
positions. N ote th at the co n tra ct nursing 
w eight w as rem oved from  the A ll O ther Item s 
categ ory  and w a s  split b etw een  the 
com pensation  categ ories (W ag es and  
S alaries, Fringe Benefits). Finally, w eights for 
the categ ories th at a re  exem p ted  from  
p aym ent under the p rosp ective paym ent 
system  (residents, m ed ical fees and cap ital) 
w ere rem oved  and the rem aining w eights 
w ere renorm alized  to equal one hundred  
p ercen t. Tab le 1, located  a t the end of this 
appendix, d escrib es the p ro cess by w hich the 
p rosp ective paym ent system  m arket basket 
w eights w ere developed. Below , w e d escribe  
the sou rce of the five m ain  categ ory  w eights 
an d  their su bcategories in the 1987-b ased  
m arket b asket. W e  m ak e note o f the 
differences b etw een  the m ethodologies used  
to develop the 1982-b ased  and 1987-b ased  
m arket b askets.

1. Wages and Salaries: Th e w ages and  
salaries co st categ ory  is one o f the five b ase  
w eights derived  from  the 1988 A H A  A nnual 
Survey (1987 d ata). This co st categ ory  w as  
d isaggregated  into nine occu pation al 
su bcategories (professional and technical, 
m an agers and adm inistration, sales, clerical, 
craft and kindred, operatives excluding  
tran sport, tran sport equipm ent operatives, 
nonfarm  lab orers an d  service  w orkers) to 
reflect the m ix of labor inputs used  by  
hospitals. Th e 1982-b ased  m arket b ask et used  
a  survey con du cted  by the U.S. C ensus  
Bureau of em ploym ent in the hospital 
industry as published in the 1980 C ensus of 
Population, Subject Report, O ccup ation  by  
Industry in M ay 1984 to develop the nine 
occu pation al w eights. In the 1987-b ased  
m arket basket, the occu p ation al su bcategory  
w eights for w ages an d  sa laries w ere  
developed from  the 1987 Current Population  
Survey.

2. Fringe Benefits: The fringe benefits co st  
categ ory  is one of the five b ase  w eights 
derived from  the 1988 A H A  A nnual Survey  
(1987 d ata). Like w ages and salaries, the 
fringe benefit w eight in the 1987-b ased  
m arket b ask et is a  com p osite o f nine labor 
su b categories. The fringe benefits categ ory  in 
the 1982-b ased  m arket b ask et w a s not a  
com p osite of labor inputs.

3. Professional Fees: The professional fees  
co st category  w as derived from the 1988  
A H A  A nnual Survey (1987 d ata). It w as split 
into the su bcategories m edical and oth er fees  
using d ata  derived from  the A m erican  
M edical A ssociation . M edical fees is one of 
the su b categories th at w as exclu d ed  from the 
hospital m arket basket.

4. Utilities: Until 1986, the A H A  Annual 
Survey show ed utilities a s  a  sep arate  co st  
category . The 1987-b ased  m arket basket 
w eight for utilities w a s derived  by  
extrap olatin g the 1986 A H A  A nnual Survey  
(1985 d ata ) utilities co st w eight forw ard  to 
1987 using the ra te  of grow th in the H A S  
M onitrend co st w eight for utilities betw een  
1985 an d  1987. The 1982-b ased  m arket b ask et  
co st w eight for utilities w as derived from  the 
A H A  survey. Sub categories for the utilities 
ca teg ory  (fuel oil, coal, and electricity ; 
natu ral gas; m otor gasoline; an d  w a te r and  
sew erage) w ere derived  by applying relative  
sh ares (price adjusted) from the Bureau of 
E conom ic A n alysis’ Input-Output structure  
for hospital industry.

5. Professional Liability Insurance: The  
1982-b ased  m arket b ask et had  a  w eight for 
professional liability insu ran ce that w as  
derived from  the H A S/M on itrend  survey. The  
w eight for the 1987-based  m arket b ask et is a 
1987 M ed icare  C ost Report estim ate of the 
m ean  sh are of hospital expenditures that 
w ent to the co st of professional liability  
in su ran ce.

6. A ll Other Goods and Services: The all 
oth er goods and services category  h as m ore 
su b categories than  an y  other m arket b asket 
category . G oods found in this category  
include: d irect service  food, co n tract service  
food, p harm aceu ticals, chem icals, m edical 
instrum ents, photo supplies, rubber and  
p lastics, p ap er products, apparel, m achinery  
and equipm ent and m iscellaneous products. 
S ervices found in this categ ory  include: 
business services, com puter services, 
tran sportation  and shipping, telephone, blood  
services, postage, oth er lab or intensive  
services an d  oth er nonlabor intensive  
services. W ith  the excep tion  o f d irect service  
food and p h arm aceu ticals, relative sh ares  
from  the 1982 regulation m arket b ask et w ere  
aged forw ard  to 1987 and used to divide the 
all oth er goods and services categ ory  into its 
su bcategories. The w eights for d irect service  
food and p harm aceu ticals w ere derived from  
the 1987 H A S/M on itrend  surveys.

C. Price Proxies Used to Measure Cost 
Category Growth

The m easu res used to determ ine price  
grow th for the p rosp ective paym ent system  
and exem p t m arket b askets a re  identical. 
H ow ever, a s  d iscu ssed  ab ove, the tw o  
in d exes differ in term s of the w eights for their 
resp ective co st categories.

1. Wages and Salaries: F o r m easuring price 
grow th in the 1987-b ased  m arket basket, ten  
price p roxies a re  applied to the nine 
occu pation al su b categories within the w ages  
and sa laries  com ponent. Th e professional 
and techn ical su bcategory w a s split in half. 
A gain st one h alf o f the professional and  
tech n ical subcom ponent an  Em ployee C ost 
In d ex (ECI) for hourly w ages and salaries  
paid to civilian hospital em ployees w as
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applied. A gain st the o th er h alf of the 
professional and techn ical com ponent an  ECI 
of hourly w ages and salaries paid to 
professional and techn ical w orkers in private  
industry w as applied. The 1982-based  m arket 
basket used A verage Hourly Earnings (A H E) 
for private hospital w orkers as a  m easure of 
price grow th instead  of the, ECI for civilian  
hospital w orkers for the internal 50 p ercen t of 
the w eight. The oth er eight occupational 
subcategories of the w ages and salaries  
com ponent received  ECI for w ages and  
salaries for private industry w orkers in their 
respective occupational categories. Tab le 2 a t  
the end of this appendix d escribes the w ages  
and salaries com ponent of the m arket basket.

2. Employee Benefits: The 1987-based  
hospital m arket basket uses occu pation - 
specific EC Is for em ployee benefits. The  
distribution of w eights and price p roxies is 
the sam e a s  for w ages and salaries d iscu ssed  
above. The com ponents a re  sum m ed into a  
composite index. This p rocess is d escribed  
more fully in the pream ble of this rule. The  
employee benefits com posite of the 1982- 
based m arket b ask et used U.S. D epartm ent of 
Com m erce econom y-w ide em ployee benefits 
per w orker a s  an  ind icator of em ployee  
benefit co st pressure.

3. Non-Medical Professional Fees: The ECI 
for w ages and salaries to em ployees in 
professional and techn ical w orkers in private  
industry is applied to this category. The sam e  
price m easure w as used in the 1982-based  
market basket.

4. Fuel Oil, C oal and O ther Fuel: The  
percentage change in the price of middle 
distillates as m easured  by the Produ cer Price  
Index (PPI) Com m odity Code # 0 5 7 3 )  w as  
applied to this com ponent. The sam e price  
m easure w as used  in the 1982-based  m arket 
basket.

5. Electricity: The p ercen tage change in the 
price of industrial pow er, 500 kw -dem and, as  
measured by the PPI (Com m unity Code  
#0543) w as applied to this com ponent. The 
same price m easure w as used in the 1982- 
based m arket b asket.

6. Natural Gas: The percen tage change in 
the price of g as fuels a s  m easured  by the PPI 
(Commodity Code # 0 5 3 1 ) w as applied to this 
component. The sam e price m easure w as  
used in the 1982-based  m arket basket.

7. Motor Gasoline: The p ercen tage change  
in the price of gasoline a s  m easured  by the 
PPI (Comm odity Code # 0 5 7 1 )  w as applied to 
this com ponent. The sam e price m easure w as  
used in the 1982-based  m arket basket.

8. Water and Sewerage: The p ercen tage  
change in the price of w ater and sew erage  
m aintenance as m easured  by the Consum er 
Price Index (CPI) for all urban consum ers  
w as applied to this com ponent. The sam e  
price m easure w as used in the 1982-based  
market basket.

9. Professional Liability Insurance: The  
p ercen tage change in the professional 
liability insu ran ce price a s  estim ated  by the 
Insurance S ervices O ffice w as applied to this 
com ponent. The sam e price m easure w as  
used in the 1982-b ased  m arket basket.

10. Pharmaceuticals: The p ercen tage  
change in the price of ethical p rep aration s as  
m easured  by the PPI (Com m odity Code  
# 0 6 3 5 )  w as applied to this variab le . The  
sam e price m easure w as used  in the 1982- 
b ased  m arket basket.

11. Food, Direct Purchases: The p ercen tage  
change in the price of p ro cessed  foods and  
feeds as m easured  by the PPI (Com m odity  
Code # 0 2 )  w as applied to this com ponent.
The sam e price m easure w as used in the 
1982-based  m arket b asket.

12. Food, Contract Services: The  
p ercen tage change in the p rice o f food  
p urchased  aw ay  from  hom e a s  m easured  by  
the CPI for all urban consum ers w as applied  
to this com ponent. The sam e price m easure  
w as used  in the 1982-b ased  m arket b asket.

13. Chemical and Cleaning Products: The  
p ercen tage change in the price of industrial 
chem ical products a s  m easured  by the PPI 
(Com m odity Code # 0 6 1 )  w as applied to this 
com ponent. The sam e price m easure w as  
used in the 1982-b ased  m arket b asket.

14. Surgical and M edical Equipment: The  
p ercen tage change in the p rice of m ed ical and  
surgical instrum ents a s  m easured  by the PPI 
(Com m odity C ode # 1 5 6 2 )  w as applied to this 
com ponent. The sam e price m easure w as  
used in the 1982-b ased  m arket b ask et. ,

15. Photographic Supplies: The p ercen tage  
change in the p rice o f photographic supplies 
a s  m easured  b y  the PPI (Com m odity Code  
# 1 5 4 2 ) w as applied to this com ponent. The  
sam e price m easure w as used in the 1982- 
b ased  m arket b asket.

16. Rubber and Plastics: The p ercen tage  
change in the price of rubber an d  p lastic  
products a s  m easured  by the PPI (Com m odity  
Code # 0 7 )  w as applied to this com ponent. 
The sam e price m easure w a s used  in the 
1982-b ased  m arket b ask et.

17. Paper Products: The w eighted average  
of the p ercen tage change in the price of  
con verted  p aper and p aperboard  produ cts as  
m easured  by the PPI (Com m odity C ode # 0 9 1 5  
(59.9 p ercen t)) an d  the p ercen tage change in 
the price of p aper excluding new sprint and  
packaging p aper (Com m odity C ode #0 9 1 3 0 1  
(40.1 p ercen t)) w as applied to this com ponent. 
The sam e price m easure w as used in the 
1982-b ased  m arket b asket.

18. Apparel: The p ercen tage change in the 
price of textile  house furnishings as m easured  
by the PPI (Com m odity C ode # 3 8 2 )  w as  
applied to this com ponent. The sam e price  
m easure w as used  in the 1982-b ased  m arket 
b asket.

19. M inor Machinery and Equipment: The  
p ercen tage change in the price of m achinery

and equipm ent a s  m easured  by the PPI 
(Com m odity C ode # 1 1 )  w as applied to this 
com ponent. Th e sam e p rice m easure w as  
used in the 1982-b ased  m arket basket.

20. Miscellaneous Products: The  
p ercen tage change in the price of all finished  
goods a s  m easured  by the PPI w as applied to  
this com ponent. The sam e price m easure w as  
used in the 1982-b ased  m arket basket.

21. Business Services: The p ercen tage  
change in the A H Es of em ployees engaged in 
the business services industry a s  m easured  
by the Bureau of L abor S tatistics  (SIC Code  
# 7 3 )  w a s  applied to this com ponent. The  
sam e price m easure w as used in the 1982- 
b ased  m arket basket.

22. Computer and Data Processing 
Services: The p ercen tage ch ange in the A H E  
of em ployees engaged in firm s furnishing 
com puter d ata  processing services (SIC Code 
# 7 3 7 )  w a s  applied to this com ponent. The  
sam e price m easure w as used  in the 1982- 
b ased  m arket basket.

23. Transportation and Shipping: The  
p ercen tage change in the tran sportation  
com ponent of the CPI for all urban consum ers  
w as applied to this com ponent. The sam e  
price m easure w as used in the 1982-based  
m arket basket.

24. Telephone: The p ercen tage change in 
the price of telephone services a s  m easured  
by the CPI for all urban consum ers w as  
applied to this com ponent. Th e sam e price  
m easure w as used  in the 1982-b ased  m arket 
basket.

25. Blood Services: The p ercen tage change  
in the price of providing blood and related  
biologicals as m easured  by the PPI 
(Com m odity Code #0 6 3 7 1 1 ) w as applied to 
this com ponent. The sam e price m easure w as  
used in the 1982-b ased  m arket basket.

26. Postage: The p ercen tage change in the 
price o f postage a s  m easured  by the CPI for 
all urban consum ers w as applied to this 
com ponent. The sam e price m easure w as  
used in the 1982-based  m arket basket.

27. A ll Other Services, Labor Intensive:
Th e p ercen tage change in the EC I for w ages  
an d  salaries paid  to service  w orkers  
em ployed in private industry w as applied to  
this com ponent. The sam e price m easure w as  
used in the 1982-b ased  m arket basket.

28. A ll Other Services, Nonlabor Intensive: 
The p ercen tage change in the all-item s 
com ponent of the CPI for all urban consum ers  
w as applied to this com ponent. The sam e  
price m easure w as used  in the 1982-based  
m arket b ask et.

F o r further discussion  o f the rationale  for 
w hy the price p roxies for specific 
noncom p ensation  related  co st w eights w ere  
ch osen, the read er is referred  to the 
Septem ber 3 ,1 9 8 6 , Federal Register (51 FR  
31582).
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App e n d ix  B , T a b l e  2 .— HCFA B l e n d e d  
W a g e s  and  S a l a r ie s  In d ex

Wage and salaries 
component of the 1987- 

based market basket
Price proxy

(1) Professional and 
Technical.

(2) Managers and 
Administrators.

(3) Sales........................

(4) Clerical workers........

(5) Craft and Kindred.....

(6) Operatives except 
transport.

(7) Transport equipment 
operatives. >

(8) Nonfarm laborers

(9) Service workers.

Total wages and 
salaries.

50/50 blend of ECI 
wages and salaries for 
civilian hospital 
workers and ECI for 
wages and salaries of 
professional specialty 
and technical workers.

ECI for wages and 
salaries for executives, 
administrative and 
managerial workers.

ECI for wages and 
salaries for sales 
workers.

ECI for wages and 
salaries for 
administrative support 
including clerical 
workers.

ECI for wages and 
salaries for precision 
production, craft and 
repair workers.

ECI for wages and 
salaries for machine 
operators, assemblers 
and inspectors.

ECI for wages and 
salaries for 
transportation and 
material moving 
workers.

ECI for wages and 
salaries for handlers, 
equipment cleaners, 
helpers and laborers.

ECI wages and salaries 
for service 
occupations.

Total weight for wages 
and salaries is 52.2.

Appendix C—Final Recommendation of 
Update Factors for Rates of Payment for 
Inpatient Hospital Services
/. Background

Several provisions of the Social Security 
Act (the Act) apply to setting update factors 
for services furnished in F Y 1991 by hospitals 
subject to the prospective payment system 
and those excluded from the prospective 
payment system. Section 1886(b)(3)(B)(i) of 
the Act, sets the FY 1991 applicable 
percentage increases for prospective payment 
hospitals for FY 1991 as the market basket 
percentage increase for all hospitals in all 
areas. Section 1886(b)(3)(B) of the Act also 
governs the target rate-of-increase limits for 
hospitals excluded from the prospective 
payment system. Therefore, in accordance 
with section 1886(d)(3)(A) of the Act, we are 
updating the average standardized amounts 
and the target rate-of-increase limits for 
hospitals excluded from the prospective 
payment system as provided for in section 
1886(b)(3)(B) of the Act, as set forth above.

Section 1886(e)(3)(A) of the Act requires 
that the Prospective Payment Assessment 
Commission (ProPAC) recommend to the 
Secretary by March 1,1990 an update factor 
that takes into account changes in the market

basket index, hospital productivity, 
technological and scientific advances, the 
quality of health care provided in hospitals, 
and long-term cost effectiveness in the 
provision of inpatient hospital services.

Section 1886(e)(4) of the Act, as amended 
by section 4002(f) of Public Law 100-203, 
requires that the Secretary, taking into 
consideration the recommendations of 
ProPAC, recommend update factors for FY 
1991 that take into account the amounts 
necessary for the efficient and effective 
delivery of medically appropriate and 
necessary care of high quality.

As required by section 1886(e)(5) of the 
Act, we published the recommended FY 1991 
update factors that are provided for under 
section 1886(e)(4) of the Act as Appendix D of 
the proposed rule (55 F R 19566).

We note that although we recommended 
appropriate update factors, requested and 
received public comments on these 
recommendations, and are providing a final 
recommendation, Congress actually 
prescribed the update factors to be used in 
FY 1991 in section 1886(b)(3)(B)(i) of the Act, 
as amended by section 4002(a) of the 
Omnibus Budget Reconciliation Act of 1989 
(Pub. L. 101-239). That is, as explained in the 
addendum to this final rule, the applicable 
percentage increase of FY 1991 for inpatient 
hospital services for hospitals subject to the 
prospective payment system is equal to the 
market basket rate of increase forecasted for 
FY 1991. The most recent forecasted hospital 
market basket increase for FY 1991 is 5.2 
percent. Therefore, the applicable percentage 
increase for prospective payment hospitals is
5.2 precent.

For cost reporting periods beginning on or 
after October 1,1989, and before October 1, 
1990, section 1886(b) (3)(B) (ii) of the Act, as 
amended by section 4002(e) of Public Law 
100-203, provides that the applicable 
percentage increase for hospitals and 
hospital units excluded from the prospective 
payment system equals the hospital market 
basket rate of increase. The most recent 
forecasted market basket for excluded 
hospitals increase is 5.3 percent; therefore, 
the increase in these hospitals and hospital 
units target rate is also 5.3 percent.

We received several items of 
correspondence during'the public comment 
period concerning our proposed 
recommendation. After consideration of all 
the arguments presented, we have decided 
that our final recommendation will be the 
same as our proposed recommendation. That 
is, we recommend that the prospective 
payment rates be increased, on average, by 
an amount equal to the market basket 
percentage increase minus 1.5 percentage 
points. Based on the most recent forecasted 
market basket increase, that is, 5.2 percent, 
the recommended update is 3.7 percent on 
average.

However, we recommend that rural 
hospitals receive an update equal to the rate 
of increase in the hospital market basket, or
5.2 percent, and that urban hospitals receive 
an update equal to the rate of increase in the 
hospital market basket minus 1.75 percentage 
points, or 3.45 percent.

We also recommend that hospitals 
excluded from the prospective payment

system receive an update equal to the market 
basket percentage increase, based on a new 
market basket that measures input price 
increases for services rendered by excluded 
hospitals. That market basket forecast is 5.3 
percent.

In recommending these increases, we took 
into account the requirement in section 
1886(e)(4) of the Act that the amounts be high 
enough to ensure the efficient and effective 
delivery of medically appropriate and 
necessary care of high quality. In addition, as 
required by section 1886(e)(4) of the Act, we 
have taken into consideration ProPACs 
recommendations.

We are recommending an update that is 
consistent with the Administration’s budget 
proposal that, on average, all hospitals 
receive an update in their payments for FY 
1991 equal to the market basket percentage 
increase minus 1.5 percentage points. Our 
recommendation is supported by analyses 
that account for changes in hospital 
productivity, scientific and technological 
advances, practice pattern changes, and 
changes in case mix.

At the beginning of the prospective 
payment system update process, HCFA 
established a conservative normative 
standard for hospital productivity increases 
of 1.0 percent per year. In the short run, any 
increases in productivity in excess of 1.0 
percent would be kept by hospitals as 
increases in the operating margin. Increases 
in productivity of less than 1.0 percent would 
be discouraged by this standard. Hospitals 
have made substantial increases in 
productivity since the implementation of the 
prospective payment system, and we believe 
that productivity gains can and should 
continue. Therefore, we believe that a —1.0 
percent adjustment for productivity increases 
continues to be appropriate.

We rely on the results of studies such as 
those conducted by ProPAC to estimate the 
impact of scientific and technological 
advances. ProPAC estimates that the 
incremental costs of cost-increasing new 
technologies on operating costs range from 
0.5 to 0.9 percent with a best estimate of 0.7 
percent. (The impact of cost-decreasing 
technologies, which ProPAC estimates at 
—0.4 to —0.6 percent with a best estimate of 
—0.5 percent, is reflected in the productivity 
factor).

We measured practice pattern changes 
based on changes in average length of stay 
since the beginning of the prospective 
payment system. Average length of stay 
declined dramatically during the first years of 
the prospective payment system and 
gradually increased in subsequent years. We 
have recommended gradual adjustments over 
time for this factor in order to avoid a 
precipitous reaction to the implementation of 
the prospective payment system. We believe 
that an adjustment of as much as —1.0 
percent for cumulative changes in practice 
patterns would be appropriate.

Overall, the combined adjustment for 
productivity, technology, and practice pattern 
changes could range from —0.1 to 1.5 
percentage points. Recognizing —1.0 percent 
for productivity, + .5  percent for technology, 
and —.5 percent for practice pattern changes
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would result in a net adjustment of —1.0 
percentage points.

In addition, our analysis takes into account 
changes m case mix, net of changes 
attributable to improved coding practices and 
DRG reclassification and recalibration. W e 
found that observed increase in case-m ix was
2.3 percent during FY 1989. W e estimate real 
case mix increase at 1.0 to 1-2 percent. This 
estimate is supported by preliminary findings 
from a study by RAND Corporation on case  
mix change. In addition, we estimate that 
DRG reclassification and recalibration in FY 
1989 resulted in a  0.6 percent decrease in case  
mix. The resulting adjustment to account fin 
changes in case mix during FY I960, the most 
recent year for which data are available, 
could range from —0.7 to —0.5 percent {the 
sum of -2 .3 ,  + 1 .0  to 1.2, and +0.6.).

We believe the above analysis supports a 
recommendation that, on average, hospitals 
receive an update for FY 1991 equal to the 
market basket percentage increase minus 1.5 
percentage points.

However, we believe a differential update 
for rural hospitals would be more appropriate 
and are recommending that rural hospitals 
receive the full market basket rate of 
increase, that is, 5.2 percent. To determine 
whether we should recommend a differential 
update for FY 1991, we examined the FY 1988 
prospective payment system profit margin 
data (the most recent data available). The 
actual margin data indicate rural hospitals 
continued to have a significantly lower 
margin than urban hospitals in FY 1988. The 
average FY 1988 margin for rural hospitals 
was —2.53 percent compared to an average 
margin of 3.0 percent for urban hospitals. We 
also analyzed the relative impact of the 
Public Law 101-239 payment changes on 
Medicare operating margins. This analysis 
indicated that the provisions of Public Law 
101-239 tended to favor rural hospitals 
relative to urban hospitals. If the revised 
payment rules had been in effect in FY 1988, 
rural hospitals would have had Medicare 
operating margins that were equivalent to the 
Medicare operating margins for “other urban” 
hospitals. The margins for hospitals in large 
urban areas would have been somewhat 
higher than those of the other geographic 
areas.

Although our analysis suggests that Public 
Law 101-239 has significantly improved the 
margins for rural hospitals relative to urban 
hospitals, we believe a higher update for 
rural hospitals is stifl w arranted in view of 
the impact that changes w e are proposing to 
make in FY 1991 would have on relative 
payment levels. In recent years, DRG 
reclassification and recalibration has resulted 
in greater increases in the weights for the 
more resource-intensive DRGs relative to the 
less resource-intensive DRGs, and thus has 
tended to favor urban hospitals. Our impact 
analysis indicates that this trend will 
continue with the FY 1991 DRG 
reclassification and recalibration. Moreover, 
our impact analysis indicates that the wage 
index will reduce payments to rural hospitals 
relative to urban hospitals. Although the 
reduction in the labor market portion of the 
standardized amount resulting from the 
market basket rebasing will increase 
payments to rural hospitals, this increase will

not offset the reductions in payments 
resulting from the DRG weights and wage 
index.

To offset the effects of the changes and in 
recognition that rural hospitals have not 
fared as well as urban hospitals in the past 
under the prospective payment system, we 
are recommending that rural hospitals 
receive an update equal to foe rate of 
increase m foe hospital market basket, or 5.2 
percent. To maintain the average update at 
market basket minus 1.5 percentage points, 
we are recommending that urban hospitals 
receive an update equal to market basket 
minus 1.75 percentage pints, or 3.45 percent. If 
our update recommendation were adopted, 
foe FY 1991 changes would result in a higher 
increase in payments to rural hospitals than 
to urban hospitals.

Below is foe esimtated impact of foe final 
FY 1991 rule on program payments based on 
a uniform market basket update as provided 
for under current law compared to what foe 
esimtated impact would be if our 
recommended update factors became law.

C o m b in ed  E f f e c t  o f  Al l  F Y  1 9 91  
Ch a n g e s

[Percentage Increase In Program Payment]

Current
taw

update

Recom­
mended
update

All Hospital»............. ............ .... 5 J 36
Large Urban Hospitals.............. 5.6 3.9
Other Urban Hospitals 5.0 3.3
Rural Hospitals........................... 4.0 4.0

Comment: A number of commenters took 
issue with our recommendation for an update 
in foe prospective payment rates of foe 
market basket increase mirras an average of
1.5 percentage paints, or 3.7 percent based on 
a market basket increase of 5.2 percent The 
majority of commenters stated that in order 
to ensure the financial viability of hospitals, 
the update should be equal to foe full market 
basket increase. Some commenters suggested 
that foe update should equal foe amount 
recommended by ProPAC, which 
recommended that foe update equal, on 
average, foe increase in foe market basket as 
modified by ProPAC, minus 0.5 percent, or 4.9 
percent.

Response: W e believe that foe update that 
we recommend is appropriate and is 
supported by our analytic framework and by 
our analysis of overall operating margins in 
the hospital industry.

The prospective payment system operating 
margins have been declining since foe first 
year, to approximately 2.2 percent for fiscal 
year 1988, the most recent year for which we 
have sufficient data to calculate operating 
margins based on audited data. The 
Secretary’s prospective payment system 
update recommendation is based on a full 
history of foe prospective payment system 
costs and operating margins as they relate to 
foe financial viability, of foe hospital industry, 
rather than a  speculative projection based on 
information that is not yet available.
Although Medicare operating margins have 
diminished because costs have been rising

faster than revenues, we have observed foat 
rapidly increasing costs for individual 
hospitals are associated with generous 
operating margins in previous cost reporting 
periods. Observers have noted a strong 
relationship between increases in a hospital’s 
costs per discharge in a year and the 
hospital’s margin in the prior year. Steven 
Sheingoid (Health Affairs, Fall, 1989) 
observed that, when hospitals were arrayed 
by the prospective payment system profit 
margins into quintiles, hospitals with high 
profits in a fiscal year showed higher costs 
per discharge in foe following fiscal year.
This relationship held for all quintiles. 
Sheingoid attributed a substantial portion of 
foe increase in costs to foe existence of high 
margins and suggests that hospitals tend to 
spend up to expected margins. Thus hospitals 
with low expected margins tended to 
increase their expenditures less than 
hospitals with high expected margins. 
Sheingoid further speculated foat the 
evidence shows foat increasingly restrictive 
prospective payment system rate increases 
resulted in hospitals spending surpluses at a 
reduced rate. Sheingold’s findings were 
supplemented by an internal study by HCFA 
showing over a three year span foe 
relationship between average profit margins 
and average cost increases. The study found 
that hospitals with low profit margins in a 
year had higher than average cost increases 
in that year but lower than average cost 
increases in the following year and that 
hospitals with high profit margins m a year 
had lower than average cost increases in that 
year but higher foan average cost increases 
in foe following year. These findings suggest 
that, over time, hospitals manage their 
operating margins, controlling costs in 
response to losing money and spending more 
in response to high profits. Given the 
incentive of lower or negative profit margins, 
hospitals appear to be able to restrain foe 
growth in costs per Gase. These stndies 
appear to support the premise underlying foe 
Secretary’s update recommendation, foat 
given the level o f past prospective payment 
system margins and the current financial 
viability of the hospital, it is within the ' 
capability of hospitals to further contain 
increases in prospective payment system 
costs in order to maintain a reasonable level 
of return on prospective payment system 
revenues.

Further, we note that cumulative Medicare 
net income (including prospective payment 
pass-through items) revenue margins in foe 
first five years of the prospective payment 
system exceeded the analogous measure for 
the overall hospital industry. Over the first 
five years of the prospective payment system, 
cumulative prospective payment system 
margins, including pass-throughs, were 7.8 
percent compared to a total net income rate 
for the community hospital sector of 5.3 
percent. W e believe it appropriate to take 
this into account in recommending an update 
factor. The hospital industry continues to 
demonstrate strong financial viability despite 
declining prospective payment system 
operating margins. Overall community 
hospital margins increased in the first two 
years of foe prospective payment system and
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declined in the following three years of the 
prospective payment system. In the most 
recent years. 1989 and 1990, a period for 
which prospective payment system margins 
are expected to decline, overall community 
hospital margins have increased and 
currently maintain a level of 5.3 percent, 
equivalent to that experienced in FY 1983, the 
year preceding implementation of the 
prospective payment system.

The historical context suggests that 
hospitals have been rewarded well under the 
prospective payment system. Further, it 
suggests that an appropriate response to 
falling margins is to encourage hospitals to 
improve their cost containment programs. 
Finally, we believe that a balanced 
assessment of the history of the prospective 
payment system and the community hospital 
sector show that further restraint in increases 
in prospective payment system revenues of 
the magnitude recommended by the 
Secretary are justified and that such 
restraints have not, nor are expected to, be a 
threat to overall hospital financial viability. 
Therefore, we conclude that the one 
percentage point difference between the 
Secretary’s recommendation and ProPAC’s 
recommendation is justified.

Comment We received several comments 
on the analytic framework used to support

our update recommendation. One commenter 
took issue with the assumption used in the 
analytic framework that hospital productivity 
increased 1.0 percent in a year. ProPAC 
argued that the analytic framework should 
include an adjustment for within-DRG 
changes in case complexity. ProPAC also 
took issue with our reduction of 0.5 percent 
for changes in practice patterns on the basis 
that earlier recommended adjustments for 
site of care substitution were sufficient. 
Another commenter argued that there was no 
basis for assuming that average length of stay 
had decreased. One commenter suggested 
that we had no basis for supporting changes 
in case mix used in the analytic framework.

Response: We consider 1.0 percent annual 
productivity growth in the hospital industry 
to be a conservative normative standard that 
has widespread use as an indicator of 
hospital productivity improvements. Several 
studies over the years have resulted in 
conclusions that are not inconsistent with 1.0 
percent annual growth. In particular, a study 
by ProPAC to develop alternative 
productivity measures found that 
productivity increased by approximately 1 
percent per year over the period 1986-1988. 
Productivity increased relatively rapidly in 
the first two years of the prospective 
payment system, then declined before

leveling at a rate of increase of about 1 
percent.

We do not agree that a separate item in the 
analytic framework for within-DRG increases 
in case complexity is necessary. Changes 
related to within-DRG case complexity are 
reflected in scientific and technological 
advances and in the practice pattern 
components of the framework. Our estimate 
of overall real case mix change is supported 
by a study conducted by the RAND 
corporation.

Our estimate of change in practice patterns 
is proxied by our observation of cumulative 
changes in average length of stay since the 
beginning of the prospective payment system. 
Average length of stay declined dramatically 
during the first years of the prospective 
payment system and has gradually increased 
in subsequent years. We have made and will 
continue to make only gradual adjustments 
for this factor over time to avoid precipitous 
adjustments to the update amount. We have 
yet to adjust fully for the cumulative decline 
in average length of stay since the inception 
of the prospective payment system.
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