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VI. Paynent Rates
The | RF prospective paynent systemin this final
rule utilizes Federal prospective paynment rates across
100 distinct CMGs. The Federal paynment rates are
establ i shed using a standard paynent amount (referred to
as the budget neutral conversion factor). A set of
relative paynent weights that account for the relative
difference in resource use across the CMGs is applied to
t he budget neutral conversion factor and, finally, a
nunber of facility-level and case-I|evel adjustnents may
apply. The facility-level adjustnents include those that
account for geographic variation in wages (wage index),
di sproportionate share hospital (DSH) percentages, and
| ocation in a rural area. Case-level adjustnents include
those that apply for interrupted stays, transfer cases,
short-stays, cases in which patients expire, and outlier
cases, as described later in this section.
The budget neutral conversion factor provides the

basis for determ ning the CMG based Federal paynment
rates. It is a standardi zed paynent anmpunt that is based
on average costs from a base period and also reflects the
conbi ned aggregate effects of the paynment weights,

various facility-level and case-level adjustnents, and
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ot her policies discussed in this section. Consequently,
in discussing the nethodol ogy for devel opment of the
Federal paynent rates, we begin by describing the various
adj ustments and factors that serve as the inputs used in
establishing the budget neutral conversion factor.

We devel oped prospective paynments for | RFs using the
foll owi ng maj or steps:

? Develop the CMG rel ative wei ghts.

? Determ ne the paynment adjustnents.

? Calcul ate the budget neutral conversion factor.

? Calcul ate the Federal CMG prospective paynents.

A description of each step and a discussion of our
final policies follow

A. Devel opnent of CMG Rel ative Wi ghts

Section 1886(j)(2)(B) of the Act requires that an
appropriate relative weight be assigned to each CMG
Rel ative weights are a primary el enent of a case-m x
adj usted prospective paynent systemthat account for the
variance in cost per discharge and resource utilization
anong the paynent groups. The establishnent of relative
wei ghts will help ensure that beneficiaries have access
to care and receive the appropriate services that are

commensurate to other beneficiaries that are cl assified
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to the same CMG. I n addition, prospective paynents that
are based on relative weights encourage provider
efficiency and, hence, help ensure a fair distribution of
Medi care paynents. Accordingly, under 8412.620(b)(1) of
the final regulations, we calculate a relative weight for
each CMG that is proportional to the resources needed by
an average inpatient rehabilitation case in that CVMG
For example, cases in a CMGwith a relative weight of 2,
on average, will cost twice as nuch as cases in a CMG
with a relative weight of 1. W discuss the details of
devel oping the relative wei ghts bel ow.

As indicated in section Il1l. of this final rule, we
bel i eve that the RAND anal ysis has shown that CMGs based
on functional-related groups (adjusted for conorbidities)
are effective predictors of resource use as neasured by
proxi es such as length of stay and costs. The use of
t hese proxies is necessary in developing the relative
wei ght s because data that neasure actual nursing and
therapy tinme spent on patient care, and other resource
use data, are not available. Throughout this section of
the final rule, we describe how we used these proxy
measures of resource use to develop the relative weights

for each CMG and the specific case-Ilevel adjustnents.
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1. Overview of Devel opnent of the CMG Rel ative Wi ghts

To calculate the relative weights, we estinmate
operating (routine and ancillary services) and capital
costs of IRFs. For the paynment rates set forth in this
final rule, we use the sane nmethod for calculating the
cost of a case as we did for the proposed rule; however
we have used the nost recent data avail abl e.
Specifically, for the relative weights set forth in this
final rule, we obtained cost-to-charge ratios for
ancillary services and per diemcosts for routine
services fromthe nost recent avail able cost report data
(FYs 1998, 1997, and/or 1996). We obtai ned charges from
cal endar year 1999 Medicare bill data and derived
correspondi ng functi onal neasures fromthe FIMdata. W
omtted data fromrehabilitation facilities that are
classified as all-inclusive providers fromthe
cal cul ation of the relative weights, as well as fromthe
paranmeters that we use to define transfer cases, because
these facilities are paid a single, negotiated rate per
di scharge and they do not maintain a charge structure.

For ancillary services, we calculate both operating
and capital costs by converting charges from Medi care

claims into costs using facility-specific, cost-center
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specific cost-to-charge rati os obtained from cost
reports. Qur data analysis showed that some departnenta
cost-to-charge ratios were mssing or found to be outside
a range of statistically valid values. For
anest hesi ol ogy, a value greater than 10, or less than
0.01, was found not to be statistically valid. For al
ot her cost centers values greater than 10 or less than
0.5 were found not to be statistically valid. As with
t he proposed rule, we replace individual cost-to-charge
rati os outside of these thresholds. The replacenent
val ue that we use for these aberrant cost-to-charge
ratios is the mean val ue of the cost-to-charge ratio for
the cost-center within the same type of hospital (either
freestanding or unit).

For routine services, per diemoperating and capital
costs are used to develop the relative weights. In
addi tion, per diem operating and capital costs for
special care services are used to develop the relative
wei ghts. (Special care services are furnished in
intensive care units. W note that fewer than 1 percent
of rehabilitation days are spent in intensive care
units.) Per diemcosts are obtained fromeach facility’'s

Medi care cost report data. W use per diemcosts for
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routi ne and special care services because, unlike for
ancillary services, we cannot obtain cost-to-charge
ratios for those services fromthe cost report data. To
estimate the costs for routine and special care services
i ncluded in developing the relative weights, we sumthe
product of routine cost per diem and Medi care inpatient
days and the product of the special care per diem and the
nunber of Medi care special care days.

In this final rule, we use a hospital-specific
relative value nmethod to calculate relative weights as
described in the proposed rule. W use the follow ng
basic steps to calculate the relative weights for this
final rule:

The first step in calculating the CMG weights is to
estimate the effect that conorbidities have on costs.

The second step is to adjust the cost of each Medicare

di scharge (case) to reflect the effects found in the
first step. In the third step, the adjusted costs from
the second step are used to calculate “rel ative adjusted
wei ghts” in each CMG using the hospital -specific relative
val ue method. The final steps are to calculate the CMG
relative weights by nodifying the “rel ative adjusted

wei ght” with the effects of the existence of the
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conorbidity tiers (explained below) and normalize the
wei ghts to 1.

We descri be each of these steps in greater detai
bel ow.

2. Steps for Calculating the Relative Wights

Step 1--Estimate the effect of conorbidities on
costs.

We use regression analyses to determne if we should
establish a separate relative weight for cases in a CMG
with conorbidities nmeeting the appropriate criteria
described in section V.B. of this preanble. 1In the
proposed rule, we indicated that a higher paynent would
be made for cases that have at | east one rel evant
conorbidity fromthe list included in Appendix C of the
proposed rule. Under the proposed policy, paynent for a
case with one relevant conorbidity would be the sanme as a
case with nmultiple relevant conorbidities.

Comrent: Several comrenters suggested that
addi ti onal paynents should be nade for nore than one
conorbidity. Further, sone commenters suggested that
paynment for conorbidities should be based on a tiered
approach. Specifically, a tiered approach provides for

different paynments based on the cost of the conorbidity.
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Response: In response to these comments, for this
final rule we analyzed the use of a tiered approach that
consists of three weighting levels that account for
variations in severity of relevant conorbidities. The
data indicate that arraying conorbidities into three
cat egori es based on whether the costs associated with the
conorbidities are considered high, nmedium or |ow
i nproves the extent to which paynment matches cost. As
described later in this final rule, separate relative
wei ghts for three tiers will now be cal cul ated for each
CMG usi ng the wei ghting nethodol ogy. Then, separate
payment rates will be calculated by multiplying the
relative weights by a standardi zed paynent anmount which
is also discussed later in this final rule. The result
is variations in paynent for CMc based on differences in
costs anong relevant conorbidities for each tier. Wen a
case has nore than one conorbidity, the applicable CMG
payment rate will be determ ned by the conorbidity that
results in the highest paynment. We believe the use of
this 3-tiered approach will inprove the extent to which
the | RF prospective paynents accurately reflect case
costs. Therefore, we will use the 3-tiered approach for

the paynment rates set forth in this final rule.
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Coment: Several comrenters suggested that the |i st
of conorbidities in the proposed Appendi x C shoul d be
expanded to include specific diagnoses. |In contrast,
sone commenters recomended that certain di agnoses should
be excluded fromthe |list of conorbidities because they
suggested these codes were inappropriate for care
furnished in an inpatient rehabilitation setting.

Response: W anal yzed the conorbidities listed in
Appendi x C in the proposed rule extensively to determ ne
t he appropriateness of the diagnoses and inprove the
list. Based on the results of the anal yses described
bel ow, we are nmodifying the list of conporbidities in
Appendix C of this final rule. Specifically, we applied
the follow ng general criteria to refine the conorbidity
list further: W deleted codes that we found to be
irrelevant to the inpatient rehabilitation population and
added codes that we found to be associated with higher
costs in the inpatient rehabilitation popul ation. W
removed fromthe |ist those conorbidities that we
determ ned to be preventable by good nmedical care. An
exanpl e woul d be not to pay extra for urinary tract
i nfections, many of which can be prevented by renoving

unnecessary Foley catheters. In addition, as we
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proposed, conditions that we determ ned to be inherent to
a specific RIC were excluded fromthe |ist of relevant
conorbidities for that RIC

We will continue to exam ne the appropriateness of
the conorbidities and may refine the list in the future
if warranted. W used the final list of conorbidities in
Appendi x C of this final rule to construct the paynment
rates effective with this final rule. This list of
conorbidities will help determ ne which conorbidity tier
may be appropriate for paynent.

To compute paynents for the conorbidity tiers, we
perfornmed a regression analysis to determne if the
conorbidity tiers affect costs per case by RIC. In the
anal ysis, we found that each conorbidity tier does not
have the same effect on each RIC. Therefore, if
coefficients by RIC are positive and significant and the
conorbidity is deened to be relevant clinically to the
CMG, we cal cul ate separate relative weights for cases for
each conorbidity tier in Step 3 bel ow.

Comrent: One commenter requested clarification
regardi ng why the CMGs that depicted expired patients

were not affected by conorbidities.
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Response: The process of determning the effects of
conorbidities excludes cases that end in death. The
nunmber of cases used to calculate the relative weights
for cases that end in death is too snall to devel op
different paynments based on conorbidities. However, the
effects of conmorbidities are still accounted for in the
payments. To the extent that conorbidities occur with
cases ending in death, the costs of conorbidities are
included in the average cost and, thus, the relative
wei ght for these cases reflects conorbidities for these
cases.

Step 2--Adjust the costs of each discharge for the
effects of conorbidities.

The second step in the calculation of the weights is
to adjust the resource use for each case to elimnate the
effect of conorbidities. The adjusted cost (A) for a
di scharge is calculated as follows: Let x be a vector (a
gquantity conpletely specified by a nmagnitude and a
direction) with three elenents, one for each conorbidity
tier. Each elenment of x will be 1 if the case is in that
tier and O otherwise. The a is the transposed vector of
coefficients corresponding to each tier in the RIC for

the case. Then A = cost per discharge/exp(a*x). These
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adj usted costs for each discharge are then used to
cal culate the adjusted relative weight for each CMG
thereby elimnating the effect of conorbidities fromthe
wei ght (signified by wk in the formula described in step
3 bel ow).

Step 3--Calculate the CMG rel ative wei ghts adj ust ed
for conorbidity tiers, on an iterative basis.

The process of calculating the CMG rel ati ve wei ghts
is iterative. First, we give an initial case-m x index
(CM) value of 1 to each facility. Then, for each case,
we calculate a facility-specific relative val ue by
di viding the conorbidity-adjusted cost of the case by the
average conorbidity-adjusted cost of all cases at the
facility, and nultiplying the result by the facility's
CM. We then set the CMG adjusted weights in proportion
to the average of the facility-specific relative val ues.
The result is a new CM for each facility and, therefore,
new facility-specific, relative values. The process
continues until there is convergence between the weights
produced at adjacent steps, for exanple, when the maxi mum
difference is less than 0.0001. After the first
iteration, we renmpve statistical outlier--cases that

differ fromthe CMG nean by nore than three standard
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deviations in the log scale of standardi zed cost. W
believe this nmethod is a reasonable statistical approach
to remove aberrant values that could skew the remai nder
of the data. We treat discharges that neet the
definition of a transfer case as a fraction of a case.
(See discussion of transfers in section VI.B. of this
preanble.) W calculate relative weight for each
rel evant conbi nation of CMG “w thout conorbidity”, “tier
1”7, “tier 2", and “tier 3", using the follow ng fornula:

Wk, x) = exp(a*x)w
where x and a are the vectors described in step 2 (al
el ements of x are 0 if no conorbidities were present, so
exp(a*x) = 1 when no conorbidities are present). The
vari able (w) equals the conorbidity adjusted weight. |If
the coefficient (a) is not positive and significant as
previously discussed in Step 1, then (a) will be set to
equal O in the fornmula. This results in exp(a*x), in the
formula, to equal 1 and the weight (W will equal (w).

Step 4--Cal cul ate the wei ght by nodifying the
relative adjusted weight with the effects of conmorbidity
and normalizing the weights to 1.0.

This step entails calculating a relative weight for

each rel evant conbi nation of CMG and conorbidity tier.
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In this step, we determ ne the average cost per discharge
for all the cases and use that value as the divisor to
calculate the relative weights. For exanmple, if the
average cost per discharge across all discharges is
$12, 000, then the relative weight for a CMGwith an
average cost of $12,000 is 1, and the relative weight for
a CMG with an average cost per discharge of $20,000 is
1.67. If "r" is the relative adjusted weight for a case
ina CMcwith a conorbidity given by:
w =k r exp(a*x),

then k is determ ned so that the average value of wis 1.

Table 1 in the Addendumto this final rule lists the
CMGs, the conorbidity tiers, and their respective
relative weights. The relative weights reflect the
i nclusion of cases with a very short interruption (return
on day of discharge or either of the next 2 days).
| nformati on obtained fromthe first assessnent will be
used to determ ne the appropriate CMG and correspondi ng
paynent .

Comrent: A few commenters suggested that additional
paynments should be made if the conorbidity devel ops at

any time during the course of the inpatient stay, rather
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than only if the condition is recorded on the adm ssion
assessnment.

Response: For the proposed rule, we stated that we
proposed to pay an additional amount with the presence of
a relevant conorbidity based on the initial assessnent.
In this final rule, we are using a nodified version of
t he UDSnr patient assessnment instrument, the FIM For
the FIMinstrunent, conorbidity data are not coded until
t he di scharge assessnment. Because we are nodifying our
patient assessnment instrument to reflect nore closely the
items and data collection methods fromthe FIM we w |
obtain information regardi ng conorbidities fromthe
di scharge assessnment. However, we will not use any
conorbidities identified on the day prior to the day of
di scharge or the day of discharge to determ ne a
conorbidity tier. W believe increasing paynent for
conorbidities that occur at the end of a beneficiary's
stay is inappropriate because these conorbidities have
| ess effect on the resources consuned during the entire
stay. Often, the occurrence of a conorbidity at the end
of the stay may be part of the reason the rehabilitation
stay was ended. Conorbidities that are identified on the

day prior to the day of discharge or the day of discharge
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shoul d not be listed on the discharge assessnment; we w ||
reeval uate the appropriateness of this type of coding in
the future. Therefore, in order to determ ne the
appropriate conorbidity, we will use the |ICD 9-CM codes
(item 24 on the patient assessnent instrunment) obtained
fromthe di scharge assessnent.

If a relevant conorbidity is indicated on the
di scharge assessnment, paynent will be based on the
relative weight fromthe appropriate conorbidity tier
colum in Table 1 in the Addendumto this final rule.

Comnment: Several comenters expressed concern
regarding rel ati ve wei ght conpression in the proposed
classification system

Response: Subsequent to issuance of the proposed
rul e our analysis showed that the proposed CMG rel ative
wei ght s exhi bited wei ght conpressi on and suggested a
met hodol ogy for addressing it. Weight conpression nmay
exi st when paynent for "high weighted" cases is |ess than
the cost of the case and paynent for "low wei ghted"” cases
is more than the cost of the case. Simlarly, CM
conpressi on may exi st when facilities with high CMs have
hi gher standardi zed costs relative to their CMG t han

facilities with | ow CM s.
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To nmeasure conpression, we use regression analysis
to assess the relationship of the log of the average cost
m nus outlier paynents at a facility and the | og of the
CM. The coefficient on the CM illustrates how much
cost increases with increasing the CM. If the weights
are neither conpressed or deconpressed, the coefficient
will be 1. A value greater than 1 indicates conpression.
The relative weights conmputed for this final rule also
exhi bited CM conpression with a coefficient of about
1.10. In other words, a facility with a case-m x i ndex
that is 10 percent higher than another facility will, on
average, cost about 11.0 percent nore.

In Iight of the coefficient, we explored possible
reasons for conpression. Analysis of the data supports
an assunption that the use by IRFs of a single uniform
per diem charge for routine services may be a major cause
of the observed conpression. This results in data on IRF
claims that may not fully reflect the relative resource
requi rements for nursing and other routine services.
Further analysis also indicates that the |ikely causes
for the conpression nmay be due to the bundling of
ancillary services into routine costs and varyi ng nursing

intensity across CMGs. However, at the present tine,
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there is a lack of data to resolve these issues directly.
When staff tinme measurenments beconme available in the
future (as discussed in section Ill. of this final rule),
we will analyze these data in terns of potential
expl anati on of conpression and nodify the relative
wei ghts or paynent nethodol ogies, if warranted.

We believe it is inportant to alleviate conpression
to the extent that payment for higher cost cases is |ower
t han costs, and paynent for |ower cost cases is higher
than costs. |If the weights are not adjusted,

i nappropriate incentives will exist to admt the | ower
cost cases. Limting access to higher cost cases is not
a desirable outcome. In order to adjust the relative

wei ghts for this final rule, we devel oped an al gorithm
using the relationship of | RF average costs and CM. W
believe that using this algorithmto adjust the relative
wei ghts will, to the extent possible, elimnate CM
conpression and result in weights that are a better
measure of costs than the conpressed weights. Therefore,
we adjust the relative weights using the follow ng basic

f or mul a:

Aw(i) = w(i) + 0.10(w(i)-1)
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where nw(i) is the new relative weight and w(i) is
the relative weight prior to the adjustnment.

The adjusted relative weights result in average
payments per |IRF that vary directly with average costs at
the IRF. Although this fornmula is used to adjust the
relative weights for each CMG, we do not apply it to the
short-stay CMG because the result would be a negative
relative weight. Instead, we reduce the case wei ght by
15 percent, which we believe based on our analysis is an
appropriate anount to offset the increase in the relative
wei ghts at the high end (that is, over 1.0) and results
in weights that we find are a better measure of costs
than the conpressed wei ghts.

B. Transfer Paynent Policy

1. Background

I n the Novenber 3, 2000 proposed rule, we proposed a
transfer policy under 8412.624(f) to provide for paynents
that nmore accurately reflect facility resources used and
services delivered. This reflected our belief that it is
inportant to mnim ze the inherent incentives
specifically associated with the early transfer of
patients in a discharge-based paynent system

Di scharging patients early can be profitable in that |IRFs
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can receive the full CMG paynment w thout providing a
conplete course of treatnent. As we previously stated,
| ength of stay has been shown to be a good proxy nmeasure
of costs. Thus, in general, reducing |lengths of stay
wi Il be profitable under the | RF prospective paynent
system We are concerned that incentives m ght exist for
| RFs to discharge patients prematurely, as well as to
admt patients that may not be able to endure intense
i npatient therapy services. Even if patients were
transferred before receiving the typical, full course of
i npatient rehabilitation, the IRF could still be paid the
full CMG paynment rate in the absence of a transfer
policy. Accordingly, we proposed a transfer policy that
reduces the full CMG paynent rate when a Medicare
beneficiary is transferred.
2. Definition of Site of Care

In the proposed rule, for the purposes of our
transfer policy, we proposed to define site of care as an
“institutional site”, although we were considering the
option to extend the definition of site of care to the
“provider site” definition. |In addition, we solicited
comments regarding the inclusion of nursing hones in the

definition of site of care.
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3. Criteria for Defining Transfer Cases

In the proposed rule, we proposed that in order for
a discharge froman IRF to be classified as an early
transfer, the length of stay for the discharge nust be
| ess than the average length of stay for the given CMG
(as shown in section XlIlI. of the proposed rule), and the
patient must be discharged to another rehabilitation
facility, a long-term care hospital, an inpatient
hospital, or a nursing home that accepts paynment under
ei ther the Medicare programor the Medicaid program or
both (65 FR 66346).

Comrent: Sone commenters suggested that we limt or
conpletely elimnate the transfer policy. Specifically,
sone conmenters noted that a prospective paynent system
by design, is based on averages, nmaking adjustnments for
transfer cases unnecessary. O her conmmenters suggested
t hat nursing hones be renmoved fromthe definition of
transfer cases. Another comrenter focused on potenti al
access barriers for patients who use a nursing hone as
their residence.

Response: W th the devel opnent of each new
prospective paynment system analysis of the inherent

incentives is necessary to determ ne what factors w !l
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notivate providers to optim ze their paynents
i nappropriately. As we stated in the proposed rule, a
di scharge- based paynent system based on national average
costs contains the inherent incentive to discharge
patients prematurely and admt patients inappropriately.
| f these incentives are not addressed, Medicare funds
will not be distributed in the nost equitable manner
possi bl e or, nore specifically, to those IRFs that are
providing the full course of rehabilitative services. W
note that a transfer policy for IRFs is contenplated
under the statute. Specifically, section 1886(j) (1) (E)
of the Act states: "Nothing in this subsection shall be
construed as preventing the Secretary from providing for
an adjustnment to paynents to take into account the early
transfer of a patient froma rehabilitation facility to
anot her site of care.”

Sone commenters suggested that applying our transfer
policy to cases discharged to nursing hones will pose
access barriers to patients whose permanent residence is
a nursing honme because discharge prior to the average
| ength of stay for a CMG will always involve a transfer
payment. Thus, I RFs may decide to not admt nursing hone

patients because they want to avoid the risk of receiving
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a transfer paynent for their services. W believe that
payments for such cases (which include an additional half
day paynent for the first day) are adequate to cover
costs of care and should mtigate any potenti al
incentives not to admt these patients (see comment and
response regarding increasing paynent for transfer
cases). Accordingly, we are not adopting the comenters’
recomendation to elimnate or narrow the focus of the
transfer policy.

I n the November 3, 2000 proposed rule, we stated
that we were analyzing clains data to determ ne the
extent to which we could distinguish anong services that
coul d be considered a substitution of care rather than an
ext ensi on of the normal progression for inpatient
rehabilitation care, and to determ ne the frequency and
intensity of both home health and outpatient therapy
services. W noted that estimating the potenti al
substitution of hone health therapy services was made
nore chal | engi ng because we had just devel oped the HHA
prospective payment system and it was difficult to
antici pate how therapy services would be delivered after

i npl ement ati on of that system
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We indicated in the proposed rule that we were not
proposing to include hone health services, outpatient
t herapy, and “day programs” in our transfer policy.
However, we were considering including these services to
the extent that we could distinguish when hone health and
out patient therapy services are nore intensive and used
as a substitution for inpatient rehabilitation care. W
proposed that if we could determ ne that the care is used
as a substitution rather than just the normal progression
of care, then we believed that these types of intensive
home health and outpatient therapy services should be
i ncluded as part of the transfer policy. W specifically
solicited coments on this option.

Comment: Several commenters reconmended that the
transfer policy should not be extended to include hone
heal th and outpatient rehabilitation services.
Specifically, the comenters noted that many Medi care
beneficiaries need and benefit from some short-term hone
health or outpatient therapy follow ng discharge from an
| RF. They al so observed that hone health and out pati ent
t herapy services are the nost appropriate and cost

effective way to continue their care.
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Response: To date, clains data are not available to
determ ne the extent to which we can distinguish those
services that represent a substitution of care rather
t han an extension of the normal progression for inpatient
rehabilitation care, and to determ ne the frequency and
intensity of both home health and outpatient therapy
services. Therefore, we believe it would be
i nappropriate to expand the transfer policy at this tinme
to include discharges of patients who will receive hone
heal th and outpatient therapy services. W acknow edge
that many patients will require sonme form of therapy
after discharge fromthe IRF. However, we renmin
concerned about incentives to discharge patients
prematurely under the |IRF prospective paynment system and
as part of the nmonitoring systemwe will analyze data to
conpare practice patterns prior to and after its
i npl ementation. Based on future analysis of practice
patterns, we may refine paynents in the future, if
war r ant ed.

I n the November 3, 2000 proposed rule, we al so
solicited comments on a nonitoring systemthat includes
transfers or discharges froman IRF to “provider sites.”

This woul d have included transfers or discharges from an
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IRF to a SNF, a long-termcare facility, an HHA, or an
i npatient hospital. The nmonitoring system woul d include
di scharges and transfers fromone IRF to a different |RF,
i ncluding situations where the transfer occurs between
organi zati ons of common ownership. W indicated that
al though it does not currently appear that this type of
transfer occurs frequently, further analysis of data
regarding this type of transfer between | RFs nay warrant
an adjustment to paynments. We did not receive any
comments in response to our solicitation, and we will
continue to develop a nonitoring systemthat will allow
us to assess the inpact of the | RF prospective paynent
system on these types of situations.
4. Transfer Case Paynent

For the Novenmber 3, 2000 proposed rule, we proposed
to compute the per diem based paynent for a transfer case
as follows: first, calculate the unadjusted per diem
amount for each CMG (except the short-stay CM3 by
di viding the average |length of stay for nontransfer cases
(those cases discharged to the community with a | ength of
stay exceeding 3 days) in the CMGinto the Federal
prospective paynment (with or w thout conorbidities) for

that CMG. Next, multiply the CMG per diem paynent from
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the first step by the nunber of days that the beneficiary
was in the IRF prior to his or her transfer. The result
equal s the proposed unadjusted Federal prospective
payment for the transfer case. W solicited coments on
t he appropriateness of our proposed nethodol ogy for
conputing paynents for transfer cases.

Coment: Several comrenters suggested that there
are additional costs associated with the initial day in
conparison to each additional day a patient is in the
| RF, and therefore recomrended that we pay transfer cases
at a higher rate. Further, the commenters noted the
addi tional costs of the initial day are related to:
processing the patient through the adm ssions departnent;
integrating the patient into the facility; assessing the
patient; and providing appropriate diagnostic tests,
pharmaceuti cals, and supplies. Most of the comenters
recommended an additional half day paynment for the first
day to account for the higher costs incurred at the
begi nning of the stay. Some commenters recommended a
transfer paynent methodology simlar to the acute
transfer paynment nethodol ogy, where the initial day is
paid two tines the per diem and each additional day at

the per diem
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Response: In |ight of these coments, we anal yzed
cost data for each day of stay to determne if per diem
costs were significantly higher for the first day
relative to subsequent days. The data support the
comenters' recomendations to include an additional half
day paynent for the first day of a stay for transfer
cases. However, the data do not support paynent at two
times the per diemfor the first day. Therefore, under
8412.624(f) of these final regulations, we will pay
transfer cases a per diem anount and include an
addi tional half day paynment for the first day. As with
ot her adjustnments, this payment will be nmade in a budget
neutral manner. We are concerned that this nore precise
mat chi ng of payment to average historical costs has the
potential to provide an incentive for IRFs to admt
patients who are not appropriate for an intensive
inpatient rehabilitation program These patients may be
| ess expensive to care for than patients requiring
i ntensive rehabilitation and, thus, my be nore
profitable to hospitals even though these patients are
soon transferred to another setting. W will nonitor the
appropri ateness of adm ssions for patients who have

shorter than average stays and are then transferred to
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anot her setting. We may make future paynent refinenents
based on the extent to which this type of case increases.

Comment: Several comenters suggested that the
proposed paynents did not account for |ong-stay
transfers. The commenters stated that |ong-stay
transfers would not receive adequate paynents and
suggested an increase in paynent for these cases.

Response: Based on the comrents received, we
believe it is necessary to clarify which cases were
included in the construction of the CMGs, and also to
identify the types of cases that were included in the
construction of the relative weights for the CMGs. The
cases included in the construction of the CMG were those
cases in which the patient returned home and had a | ength
of stay greater than 3 days (short-stay and expired CMGs
were created based on the remai nder of the cases). For
the proposed rule, we also used these data to determ ne
t he average length of stay for the groups based on these
cases. Once we constructed the CMGs for the proposed
rule, we then calculated the relative weights for each
group using cases in which the patient returned hone and
had a |l ength of stay greater than 3 days in addition to

the |l ong-stay transfer cases. Therefore, |ong-stay
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transfer cases were included for cases other than short
stays and expired cases in the construction of the
relative weights for the CMGs.

For this final rule, we calculate the average |ength
of stay for the CMGs which included those cases in which
the patient returned home and had a | ength of stay
greater than 3 days as well as long-stay transfer cases.
We cal cul ate the average | ength of stay in this manner so
that the inputs are consistent with those used to devel op
the relative weights. For CMGs that have a very snal
nunber of cases (less than 10 cases), we use a nodel to
estimte the average length of stay for that CMG  To do
this, we estimate the average length of stay from an
anal ysis of variance using the log of the length of stay
as the dependent variable. The independent variables are
the CMG and the conorbidity tier coefficient for each
RIC. It is possible that paynment for an individual case
nm ght be |lower than the cost of the case, but for other
cases, the total paynment m ght be higher than costs.

C. Special Cases That Are Not Transfers

Section 1886(j)(3)(A)(v) of the Act permts us to
adj ust the paynent rates by such factors as the Secretary

determ nes are necessary to properly reflect variations
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in necessary costs of treatnment anong rehabilitation
facilities. There are three types of special cases that
are not transfers. The special cases include short-stay
outliers, cases in which the patient expires, and
interrupted stays.

1. Short-Stay Qutliers
We proposed under 8412.620(b)(2) of the proposed
rule to devel op separate weighting factor(s) for patients
who are discharged (and not transferred) within a
speci fied nunber of days after admi ssion. W proposed to
define a short-stay outlier as a case that has a length
of stay of 3 days or less (regardless of the CM5 and
t hat does not neet the definition of a transfer (as
di scussed in section VI.B. of this final rule).
Paynment-to-cost ratios for these cases show that, if
facilities received a full CMG paynent, the paynent would
substantially exceed the resources the |RF had expended.
We proposed to pay short-stay outliers a relative
wei ght of 0.1908. We conputed this relative weight for
short-stay outlier discharges by identifying all cases in
which the |l ength of stay is 3 days or |ess and the
di scharge does not neet the policy criteria to be

considered a transfer. In the proposed rule, we
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cal cul ated the relative weight for short-stay cases using
t he hospital -specific relative value nethodol ogy. For
this final rule, we will pay short-stay cases a relative
wei ght of 0.1651. This ampbunt al so was derived using the
hospi tal -specific relative value nethod. However, we use
t he nost recent data avail able (cal endar year 1999
Medi care bills with corresponding FI M data) and we adj ust
the weight due to the results of the regression anal yses
described earlier in this preanble which neasured the
extent to which the relative weights reflect case costs.

In addition, in the proposed rule we specifically
solicited comments on the appropriate tine period for our
short-stay criteria. W proposed that the considerations
underlying the short-stay policy nmght also apply to
cases with a length of stay greater than 3 days. Moire
specifically, we noted that sone beneficiaries my have
| onger | engths of stay, and yet may not require intensive
i npatient rehabilitative care, or may |lack the capacity
to participate in an intensive rehabilitation program
Thus, we were al so considering a short-stay policy that
coul d enconpass certain cases with a length of stay
| onger than 3 days. W indicated that we were in the

process of further analyzing clainms data for Medicare
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beneficiaries to determ ne the nost appropriate nunber of
days to use in the definition of a short-stay case. W
stated that if analysis of the data supported increasing
t he nunmber of days for the short-stay criteria, we m ght
adopt in the final rule a definition covering a |onger
timeframe than the 3-day period.

Coment: One commenter suggested that adjustnents
for short-stay outliers are unnecessary, because the
prospective paynent systemis based on averages; sone
patients have a |l onger |ength of stay, while others have
a shorter length of stay.

Response: Section 1886(j)(3)(A)(v) of the Act
provides us with broad authority to adjust the paynent
rates under the I RF prospective paynent system by such
factors as the Secretary detern nes are necessary to
properly reflect variations in necessary costs of
treatment anong rehabilitation facilities. Because the
prospective paynment systemis based on a system of
averages, certain cases could be paid significally nore
than their cost if the facility receives the full CMG
paynment. Due to the budget neutrality provision,
excessive paynent for short-stay outlier cases that do

not actually entail the full course of rehabilitative
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care results in reducing paynment for those cases that
warrant full paynent based on the rehabilitation services
delivered. Adjusting for short-stay outlier cases is a
means of matching paynment as closely to cost as possible.
Therefore, we are not adopting the suggestion to
elimnate the short-stay outlier policy.

Comment: Some conmmenters maintained that the tine
period used to define the short-stay outlier policy (3
days or less) is appropriate. O her commenters di sagreed
with increasing the short-stay outlier policy to
enconpass cases with a length of stay of |onger than 3
days.

Response: In devel oping the short-stay CMG for the
proposed rule, we perfornmed extensive anal yses using the
frequency distribution of existing clains data to
determ ne the nost appropriate |length of stay for the
short-stay CMG. Specifically, we found that a | ength of
stay of 3 days or less will capture the majority of those
cases in which the beneficiary is unlikely to receive and
benefit froma full course of rehabilitative treatnent.
Further, based on consultation with clinical experts, we
determned the mninmum |l ength of tine needed to acclimte

a beneficiary to an I RF before intensive rehabilitation
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can begin. In view of adm nistrative processes and the
initial assessnment activities, we believe that 3 days is
appropriate. Based on these anal yses, we are not
expandi ng the 3-day period for the short-stay outlier
policy. However, we will nmonitor the extent to which
practice patterns change as a result of inplenenting this
policy, and we may make refinenments in the future, if
war r ant ed.

2. Cases in Which the Patient Expires

I n general, paynent for cases that end in death
m ght substantially exceed the costs if facilities
received the full CMG paynent for these cases. Even
excluding all of the
short-stay cases with a length of stay of 3 days or
fewer, paynment for the remaining expired cases as a whol e
woul d still be substantially nore than the costs.

In the proposed rule, we indicated that we had
anal yzed paynent-to-cost ratios and found that we coul d
i nprove the accuracy of the paynents if we split expired
cases into two categories based on the RI C--one for
ort hopedi c cases and one for all other types of RICs. W
further found that splitting these cases based on | ength

of stay also inproves the accuracy of the paynent system
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Therefore, under proposed 8412.620(b)(3), we proposed to
determ ne weighting factor(s) for patients who expired
within a specified nunber of days after adm ssion. W
proposed that expired cases in which a beneficiary dies
within 3 days after admi ssion are classified into the
short-stay CMG. Expired cases with a |length of stay
greater than 3 days are classified into one of four CMGs,
based on length of stay and whether the discharge falls
within an orthopedic RIC (RICs 07, 08, and 09). More
specifically, one group includes orthopedic discharges
with a length of stay of nore than 3 days but |ess than
or equal to the average |length of stay for expired cases
classified within the orthopedic RIC. The second group
i ncludes orthopedic discharges with a I ength of stay
greater than the average |length of stay for expired cases
classified within the orthopedic RIC. The third group
i ncl udes nonorthopedic discharges with a |length of stay
of nore than 3 days but |ess than or equal to the average
| ength of stay of expired cases that are not classified
within the orthopedic RIC. The fourth group includes
nonort hopedi ¢ di scharges with a |l ength of stay greater
t han the average length of stay of expired cases that are

not classified within the orthopedic RIC. W cal cul ated
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the proposed relative weights for each expired CMG using
t he hospital -specific relative val ue nethodol ogy
di scussed previously in this preanble.

Comrent: A few commenters suggested that
adj ustnments for cases that end in death are not necessary
in the I RF prospective paynment system Specifically, one
commenter indicated that, since the systemis based on
averages, it should account for atypical cases.

Response: Section 1886(j)(3)(A)(v) of the Act
permts us to adjust the paynment rates by such factors as
the Secretary determ nes are necessary to properly
reflect variations in necessary costs of treatnment anong
rehabilitation facilities. |In the proposed rule, we
noted that certain cases (such as cases in which the
patient expires) that receive |less than the full course
of treatnent for a specific CMG woul d be paid
i nappropriately if the facility received the full CMG
paynent. | n general, cases in which the patient expires
m ght be paid substantially nore than costs if we did not
create separate CMzs for these cases. Further, other
cases that warrant full paynment because they receive the
full course of rehabilitative care would instead receive

reduced paynents, due to the budget neutrality provision
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of the statute. Adjusting for cases in which the patient
expires is a neans of matching paynment nore closely to
the cost of the case. Expired cases may al so warrant
addi tional outlier paynents if the estinmated cost of the
case exceeds the adjusted CMG paynent anmount and the
adj usted | oss threshold anount. Therefore, in this final
rule we are adopting as final the provision at proposed
8412.620(b)(3), which provides for the devel opnent of
wei ghting factor(s) for cases in which patients expire
within the nunmber of days after adm ssion that we
specify.

3. Interrupted Stay

I n proposed 8412. 602, we proposed to define an
interrupted stay as a stay in which the beneficiary is
di scharged and returns to the same IRF within 3
consecutive cal endar days. We proposed to pay one
di scharge paynent for these cases. The assessnent from
the initial stay would be used to determ ne the
appropri ate CMG.

Comrent: Several comrenters expressed concern about
the proposed interrupted stay policy. Sonme comenters
recommended that the interrupted stay policy be

elimnated or limted to a 24-hour tinme period.
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Response: W believe that, in the absence of an
interrupted stay policy, incentives m ght exist for
facilities to attenpt to i nappropriately receive nore
t han one CMG paynment for the sane patient by noving the
patient out of the IRF, only to return the patient to
the same IRF, solely to maxi m ze paynents. W believe
this would be an undesirable outcome of the IRF
prospective payment system Therefore, we are not
adopting the recommendation to elim nate or reduce the
interrupted stay policy. |In addition, in this final
rule, we are clarifying in 8412.602 that the duration of
the interruption of stay of 3 consecutive cal endar days
begins with the day of discharge fromthe I RF and ends on
m dni ght of the third day.

Coment: One commenter suggested that we include
the interrupted stay policy in the codified regul ations
text.

Response: In response to this conment, we are
addi ng | anguage to the regulation text at 8412.624(Qq).

Comrent: Other commenters requested clarification
regardi ng how services during the interruption of the IRF

stay woul d be paid.
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Response: As stated above, in this final rule we
are addi ng a paragraph (g) to proposed 8412.624 to
specify special paynment provisions for interrupted stays
when a beneficiary is discharged fromthe IRF to an acute
care hospital. Under 8412.624(g), there will be no
separate DRG paynment to the acute care hospital when the
beneficiary is discharged and returns to the same |IRF on
the same day. However, if a beneficiary receives
i npatient acute care hospital services, the acute care
hospital can receive a DRG paynment if the beneficiary is
di scharged fromthe | RF and does not return to that IRF
by the end of that same day.

D. Adjustnents

Section 1886(j)(6) of the Act requires an adjustnment
to the Federal prospective paynents to account for
geographi c area wage variation. Section 1886(j)(3)(A) (V)
of the Act confers broad discretion on the Secretary to
adj ust prospective paynents “by such other factors as the
Secretary determ nes are necessary to properly reflect
variations in necessary costs of treatnment anong
rehabilitation facilities.” Section 1886(j)(4) of the

Act aut horizes (but does not require) the Secretary to
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make specified paynent adjustnents (including an
adj ustment for outlier cases).

Consi stent with what we proposed in the
Novenber 3, 2000 proposed rule, in this final rule we
wi || adjust payments for facilities |located in rural
areas, in addition to the geographical wage adjustnent.
Further, we will adjust paynents to reflect the
percent age of |lowincone patients. W discuss these
adj ustnments and the final paynent nethodol ogi es bel ow.
1. Area Wage Adj ust nent

Section 1886(j)(6) of the Act specifies that paynment
rates under the |IRF prospective paynent system nust be
adj usted to account for geographic area wage variation.
The statute requires the Secretary to adjust the
| abor-related portion of the prospective paynent rates
for area differences in wage |levels by a factor
reflecting the relative facility wage level in the
geographic area of the rehabilitation facility conpared
to the national average wage |level for these facilities.
In accordance with 8412.624(e)(1) of this final rule, we
wi || adjust paynent rates for geographic wage vari ations

usi ng the foll ow ng met hodol ogy:
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To account for wage differences, we first identify
t he proportion of |abor and nonl abor conponents of costs.
In general, the | abor-related share is the sum of
relative inportance of wages, fringe benefits,
pr of essi onal fees, postal services, |abor-intensive
services, and a portion of the capital share from an
appropri ate market basket. We use the excluded hospital
mar ket basket with capital costs to determ ne the |abor-
rel ated share. The excluded hospital market basket with
capital costs is derived from avail able cost data for
rehabilitation hospitals, |long-termcare hospitals,
psychiatric hospitals, cancer hospitals, and children's
hospitals. In the proposed rule, we estimted the | abor-
related share for FY 2001. However, because
i npl ementation of the |IRF prospective paynment systemis
effective with cost reporting periods beginning on or
after January 1, 2002 and before October 1, 2002, we are
now estimating the | abor-related share for FY 2002.

The | abor-rel ated share is the sum of the weights
for those cost categories contained in the excluded
hospital with capital market basket that are influenced
by local |abor markets. These cost categories include

wages and sal aries, enployee benefits, professional fees,
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| abor-intensive services and a 46-percent share of
capital -rel ated expenses. The |abor-related share for FY
2002 is the sumof the FY 2002 relative inportance of
each | abor-related cost category, and reflects the
different rates of price change for these cost categories
bet ween t he base year and FY 2002. The sum of the
relative inportance for FY 2002 for operating costs
(wages and sal ari es, enpl oyee benefits, professional
fees, and | abor-intensive services) is 68.821 percent, as
shown in the chart below. The portion of capital that is
i nfluenced by | ocal |abor markets is estimted to be 46
percent, which is the same percentage used for the
hospital inpatient capital-related prospective paynent
system Because the relative inportance for capital is
7.770 percent of the excluded hospital with capital
mar ket basket in FY 2002, we take 46 percent of 7.770
percent to determ ne the | abor-related share for FY 2002.
The result is 3.574 percent, which we add to 68.821
percent for operating cost to determ ne the total I abor-
rel ated share for FY 2002. Thus, the |abor-related share
that we will use for rehabilitation facilities in FY 2002
is 72.395 percent, as show in the chart bel ow,

Tot al Labor-Rel at ed Share
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Cost Category Rel ative | nportance
(Percent) FY 2002

Wages and sal ari es 50. 038
Enpl oyee benefits 11. 285
Pr of essi onal fees 2.045
Postal services 0. 245
Al'l other | abor
I ntensi ve services 5.208
SUBTOTAL 68. 821
Labor-rel ated share of 3.574
capital costs
TOTAL 72. 395

Comrent: A few commenters requested clarification
of references to different |abor-related shares in the
proposed rul e.

Response: In the proposed rule, we described the
nmet hodol ogy for conputing the | abor-rel ated share for
FY 2001 (71.301 percent). We proposed a wage adj ust nment
using an estimted FY 2001 | abor-rel ated share which was
appropriate given that the I RF prospective paynent system
was proposed to be inplenmented on or after April 1, 2001
However, in this final rule, we use the estimted FY 2002
| abor-related share of 72.395 to devel op the inpacts
anong the various classes of IRFs, as well as for
determ ni ng the paynent rates set forth in this final

rul e. We use the estimted FY 2002 | abor-rel ated share
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for these purposes because the paynent systemw || be
i npl ement ed during FY 2002, and we updated the paynents
used in the inpact analysis in section VIII. of this
final rule to the m dpoint of FY 2002.

In the proposed rule as well as in this final rule,
we apply an estimated | abor-rel ated share of 70.5 percent
(FY 1998) in order to determne the facility-1|evel
adj ust nrents ot her than the wage adjustnment. For purposes
of determning facility-level adjustnments (other than the
wage adjustnent), the FY 1998 | abor-rel ated share
continues to be appropriate, given that, for the proposed
rule, the | abor-related share was applied to FY 1998 cost
report and cost per case data. Although we obtained nore
recent Medicare bill and FIM data in devel oping the
paynment rates set forth in this final rule, the cost
report data are still primarily fromFY 1998. Therefore,
we believe the estimted | abor-related share for FY 1998
remai ns nost appropriate to apply to the data used in the
regressi on analyses to determne the facility-Ievel
adj ust nrents ot her than the wage adjustnment.

The | abor-rel ated portion of the unadjusted Federal

payment is nultiplied by a wage i ndex val ue to account



236
for area wage differences. W use inpatient acute care
hospital wage data to conpute the wage indices.

The inpatient acute care hospital wage data that we
use include the follow ng categories of data associ at ed
with costs paid under the inpatient acute care hospital
prospective payment system (as well as outpatient costs):
sal aries and hours from short-term acute care hospitals,
home office costs and hours, certain contract |abor costs
and hours, and wage-rel ated costs. The wage data excl ude
t he wages for services provided by teaching physicians,
interns and residents, and nonphysician anesthetists
under Medicare Part B, because these services are not
covered under the I RF prospective paynent system

Consi stent with the wage index methodol ogies in
ot her prospective paynent systens, we divide hospitals
into | abor market areas. For purposes of defining |abor
mar ket areas, we define an urban area as a Metropolitan
Statistical Area (MSA) or New Engl and County Metropolitan
Area (NECMA), as defined by the Executive Ofice of
Managenent and Budget. We define a rural area as any
area outside an urban area. For the purposes of
conputing the wage index for IRFs, we determ ne the wage

i ndex val ues for urban and rural areas wi thout regard to
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geogr aphic reclassification under section 1886(d)(8) or
1886(d) (10) of the Act.

Coment: One commenter questioned how we woul d
conpute the wage index for providers with nore than one
MSA. Also, a few commenters requested that we use "post-
reclassification" wage data, that is, wage data that
reflects any geographic reclassification, to conpute the
| RF wage i ndex.

Response: We believe the actual |ocation of an IRF
as opposed to the location of affiliated providers is
nost appropriate for determ ning the wage adjustnment
because the data support the prem se that the prevailing
wages in the area in which a facility is |ocated
influence the cost of a case. Further, |IRFs provide
services that are considered part of the post-acute
continuum of care. In order to be consistent with the
area wage adjustnments nmade to other post-acute care
providers (that is, under the existing SNF and HHA
prospective paynent systens), we are using the inpatient
acute care hospital wage data wi thout regard to any
approved geographic reclassifications under
section 1886(d)(8) or 1886(d)(10) of the Act. Therefore,

we are not adopting the use of "post-reclassification”
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wage data and the wage index used by an IRF will be based
on the facility’ s actual |ocation, as shown in Tables 3A
and 3B in the Addendumto this final rule, w thout regard
to the urban or rural designation of any affiliated or
rel ated providers.

I n the November 3, 2000 proposed rule, we proposed
to use an | RF wage index that was based on FY 1996
i npati ent acute care hospital wage data (65 FR 66349).
These data were also used to conpute the FY 2000 hospital
i npati ent prospective payment system wage indices. In
t he proposed rule, we also indicated that we proposed to
use FY 1997 inpatient acute care hospital wage data to
devel op the wage index for IRFs for this final rule.
Because these are the nost recent final data avail abl e,
for this final rule, we used the FY 1997 inpatient acute
care hospital wage data to devel op the wage index for the
| RF prospective paynent system

Comment: Sonme conmenters reconmended that we
research the devel opnent of a separate wage index for
rehabilitation facilities. Further, comenters stated
that the acute care hospital wage structure and | abor
classification are not necessarily representative of

rehabilitative staffing and wages.
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Response: At this tinme, we are unable to develop a
separate wage index for rehabilitation facilities. There
is a lack of specific IRF wage and staffing data
necessary to devel op a separate |IRF wage index
accurately. Further, in order to accunul ate the data
needed for such an effort, we would need to make
nodi fications to the cost report. |In the future, we wll
continue to research a wage index specific to I RF
facilities. Because we do not have an | RF specific wage
i ndex that we can conpare to the hospital wage index, we
are unable to determne at this tine the degree to which
the acute care hospital data fully represent |IRF wages.
However, we believe that a wage index based on acute care
hospital wage data is the best and nost appropriate wage
index to use in adjusting paynents to IRFs, since both
acute care hospitals and I RFs conpete in the sane | abor
mar ket s.

The final | RF wage indices are computed as foll ows:

e Conpute an average hourly wage for each urban and
rural area.

» Conpute a national average hourly wage.

e Divide the average hourly wage for each urban and
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rural area by the national average hourly wage--the
result
is a wage index for each urban and rural area.

To calculate the adjusted facility paynments for the
paynment rates set forth in this final rule, the
prospectively determ ned Federal prospective paynent is
mul tiplied by the | abor-rel ated percentage (72.395) to
determ ne the | abor-rel ated portion of the Federal
prospective paynments. This |abor-related portion is then
mul tiplied by the applicable | RF wage i ndex shown in
Tabl e 3A for urban areas and Table 3B for rural areas in
t he Addendumto this final rule.

The resulting wage-adjusted | abor-related portion is
added to the nonl abor-related portion, resulting in a
wage- adj ust ed payment. The follow ng exanple illustrates
how a Medicare fiscal intermediary would cal culate the
adjusted facility Federal prospective paynent for |IRF
services with a hypothetical Federal prospective paynent
of $10,000 for services provided in the rehabilitation
facility located in Heartland, USA. The rehabilitation
wage i ndex value for facilities |ocated in Heartland, USA
is 1.0234. The | abor-related portion (72.395 percent) of

t he Federal prospective paynent is $7,239.50 =
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($10, 000*72. 395 percent), and the nonl abor rel ated
portion (27.605 percent) of the Federal prospective
payment is $2,760.50 = ($10, 000*27.605 percent).
Ther ef or e,
t he wage-adj usted paynent calculation is as foll ows:

$10, 169.40 = ($7,239.50*1.0234) + $2,760.50
2. General Specifications to Determ ne O her Adjustnments

As indicated earlier, section 1886(j)(3)(A)(v) of
the Act confers broad authority on the Secretary to
adj ust prospective paynents “by such other factors as the
Secretary determ nes are necessary to properly reflect
variations in necessary costs of treatnment anong
rehabilitation facilities." To determ ne whether other
payment adjustnments are warranted for the | RF prospective
paynment system we conducted extensive regression
anal yses of the relationship between I RF costs (including
both operating and capital costs per case) and several
facility characteristics such as percentage of | owincome
patients, geographic |ocation, and other factors that may
af fect costs. The appropriateness of potential paynent
adj ustnments is based on both cost effects estinmated by

regressi on anal ysis and other factors, including
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simul ated paynents that we discuss in section VIII.B. 2.
of this final rule.

Qur anal yses for devel opi ng the paynent adjustnents
set forth in this final rule included 714 facilities for
whi ch cost and case-m x data were avail able. W
estimted costs for each case by taking facility
specific, cost-center specific cost-to-charge ratios and
mul ti plying them by charges. W obtained cost-to-charge
ratios from FYs 1996, 1997, and/or 1998 cost report data,
and obtai ned charges fromthe cal endar years 1998 and
1999 Medicare clainms data. W cal cul ated the cost per
case by summing all costs and dividing by the nunmber of
equi val ent full cases. After calculating the cost per
case for both years, we conmbined the nunber of cases and
total costs for both years. For this final rule, we did
not adjust the 1998 cost per case by the case-wei ghted
average change in cost per case between 1998 and 1999
because the difference is less than 0.2 percent and
adj usting the 1998 costs would have such a small effect.
Using the data from both years should provide nore
stability in the paynment adjustnments than would using

data for a single year. Wen data for only one year are
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avai l abl e, we use the costs and nunber of equival ent
cases for that year.

Mul tivariate regression analysis is a standard way
to examne facility cost variation and anal yze potenti al
paynment adjustnments. We |ooked at two standard nodel s:
(1) fully specified explanatory nodels to exani ne the
i mpact of all relevant factors that m ght potentially
affect facility cost per case; and (2) paynent nodels
t hat exam ne the inpact of those factors specifically
used to determ ne paynent rates. The genera
specification for the nulti-variate regression is that
the estimated average cost per case (the dependent
variable) at the facility can be explained or predicted
by several independent variables, including the CM, the
wage i ndex for the facility, and a vector of additional
expl anatory variables that affect a facility' s cost per
case, such as its teaching program or the proportion of
| ow-i ncome patients. The CM is the average of the CMG
wei ghts derived by the hospital-specific relative val ue
met hod for each facility. W give transfer cases a
partial weight based on the ratio of the length of stay
for the transfer to the average | ength of stay for the

CMG in addition to an increase to account for the half-
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day paynent for the first day. W count interrupted stay
cases as a single stay. Using the regression
coefficients, we then sinmulated paynents and cal cul at ed
payment -t o-cost ratios for different classes of
hospitals, for specific conmbinations of paynent policies.

For the proposed rule, we used paynent vari abl es
fromthe hospital inpatient prospective paynment system
i ncludi ng DSH pati ent percentage, both capital and
operating teaching variables (resident-to-average daily
census and resident-to-bed ratios, respectively) as well
as the teaching variable (resident-to-adjusted average
daily census ratio) used in the anal yses for the hospital
out pati ent prospective paynent system and variables to
account for location in a rural or |arge urban area.

For this final rule, we updated the vari abl es
descri bed above based on the availability of nore recent
data and refined sone of the independent vari abl es based
on suggestions fromthe coments received. A discussion
of the major paynent variables and our findings for this
final rule appears bel ow
3. Adjustnments for Rural Location

We exam ned costs per case for both |arge urban and

rural IRFs. In the regression nodels, both explanatory
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and paynent, the variable for rural I RFs was positive and
significant (p<0.05). The standardized cost per case for
rural IRFs is alnpst 16 percent higher than the national
average. On average, rural IRFs tend to have fewer
cases, a longer length of stay, and a higher average cost
per case. The difference in costs becones nore evident
when the average cost per case is standardi zed for the
CM and the wage index. In the regression nodels, |arge
urban IRFs were not significantly different from other
urban facilities. Under 8412.624(e)(3) of this final
rule, we adjust for rural IRFs by nultiplying the paynent
by 1.1914. This adjustnent was determ ned by using the
coefficients derived fromthe regressions.

Comrent: Two commenters suggested that we consider
the patient’s residence to determne eligibility for the
rural adjustnent, as opposed to the physical |ocation of
the | RF.

Response: Qur analysis of the IRF data has shown
that the physical |ocation of IRFs corresponds with the
cost of a case, with rural | RFs experiencing higher costs
ot her things being equal. Rural | RFs have higher costs
because they exhibit practice patterns that contribute to

i ncreased expense relative to other facilities, such as
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| ower transfer rates for |onger |engths of stay.
Further, if any effects in costs are associated with
beneficiaries who reside in rural |ocations, the relative
wei ght s shoul d address these differences. The purpose of
the relative weights is to account for the |evel of
severity of a given case. |f beneficiaries who reside in
rural |ocations require nore costly care, the relative
wei ght s shoul d account for these costs. Therefore, we
are not adopting the recomendati on to consider the
beneficiary's place of residence to determine eligibility

for the rural adjustnent.
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4. Adjustnments for Indirect Teaching Costs

I n general, facilities with major teaching prograns
tend to be located in |large urban areas and have nore
cases, a higher case m x, and a higher proportion of | ow
income patients. For the proposed rule, we found that
when the regressi on nodels used only the paynment
vari abl es that m ght warrant an adjustnent under the
prospective paynment system (that is, percentage of | ow
i ncome patients or rural/urban status, rather than for-
profit and not for-profit), the indirect teaching cost
vari abl e was not significant. Accordingly, we did not
propose an adjustnent for indirect teaching costs.

For the proposed rule, we | ooked at different
specifications for the teaching variable. W used a
resident-to-average daily census ratio and a resident-to-
bed ratio that we based on the estimated nunber of
residents assigned to the inpatient area of the
rehabilitation facility. W also used a resident-to-
adj usted average daily census ratio based on the total
nunmber of residents at the hospital conpl ex and
outpatient as well as inpatient vol une.

For this final rule, we assessed the extent to which

we coul d inprove the variable used to neasure indirect
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teaching intensity in order to reassess the
appropri ateness for an adjustnent. However, devel oping
an appropriate nmeasure is conplicated by differences in
reporting resident counts for freestanding rehabilitation
hospitals and units.

To deternmine if an adjustnent for indirect teaching
costs is warranted for this final rule, we use the sanme
approach that we used in the proposed rule to calcul ate
the nunmber of full-time equivalent (FTE) residents. That
is, we use the nunber of residents reported for the
rehabilitation units of acute care hospitals. For
freestandi ng hospitals, we estinmate the nunber of
residents assigned to the routine area (that is, room and
board and direct nursing care) based on the ratio of
resi dent salaries apportioned to those areas to total
resident salaries for the facility. W define teaching
intensity as the ratio of FTE residents-to-average daily
census. As in the proposed rule, the indirect teaching
variable was insignificant in the paynent regressions.
Therefore, we will not adjust paynments for costs

associated with indirect teaching.
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Coment: A few commenters requested that we
reconsi der an adjustment for costs associated with
i ndi rect teaching.

Response: As we previously stated, the results of
the regression anal yses for the proposed rule showed that
the indirect teaching variable was significant only with
the fully specified regression, and not with the paynent
regression. However, in the anal yses conducted for this
final rule, the indirect teaching variable was not
significant for either the fully specified regression or
t he paynment regression. Also, the inpacts anong the
various classes of facilities reflecting the fully
phased-in | RF prospective paynent systemin section VIII.
of this final rule illustrate that IRFs with the highest
measures of indirect teaching | ose approximtely 2
percent of estimated paynents under the | RF prospective
paynment system Further, these inpacts anong the various
classes of facilities do not account for changes in
behavior that facilities will likely adopt in response to
the inherent incentives of the |IRF prospective paynment
system Accordingly, I RFs can change their behavior in
ways to mtigate any potential |osses. |In considering

the inpacts anmong these types of facilities and the
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results of the regression analyses, we wll not adjust
payments for indirect teaching because we believe that
this type of adjustnment is not supported by our
regressi on anal yses or inpact anal yses.

5. Adjustments for Low-Inconme Patients

We assessed the appropriateness of adjustnents for
facilities serving |owincome patients. For the proposed
rule, we limted our analysis to the effects of serving
| ow-i ncome patients on costs per case rather than a
subsi dy for unconpensated care.

Al so, in the proposed rule, we evaluated a facility-
| evel adjustnent that takes into account both the
percent age of Medicare patients who are receiving
Suppl enental Security Income (SSI) and the percentage of
Medi cai d patients who are not entitled to Medicare. W
proposed to use the sane nmeasure of the percentage of
| ow-i ncome patients currently used for the acute care
hospital inpatient prospective paynent system which is
the DSH variable. The |Iowincone paynent adjustnent we
chose i nproves the explanatory power of the IRF
prospective paynment system because as a facility's
percent age of |owincone patients increases, there is an

incremental increase in a facility's costs. W proposed
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to adjust paynments for each facility to reflect the
facility's percentage of |owincome patients using the
DSH measur e.

Comrent: One commenter suggested that the paynent
for the percentage of |owincone patients adjustnment
should reflect all |owincome patients, including
uni nsured patients.

Response: While we recogni ze that an adjustnment
accounting for the costs of serving uninsured patients
may be desirable, we do not currently have access to data
that would allow us to nmeasure unconpensated care.
However, we anal yzed the performance of other nmeasures of
| ow-i ncome patients, in addition to DSH, such as the SSI
ratio, dual eligibles (Medicare beneficiaries entitled to
Medi cai d), and self-pay/charity cases (determ ned by
UDSnr non- Medi care data by primary and secondary payer)
in order to determ ne the neasure that npst accurately
mat ches paynent to costs. To do this, we used data for
the IRFs for which we had all payer information. These
data indicate that the DSH vari abl e i nproves the
expl anat ory power of the groups better than the other
nmeasures, with an r-squared of .0529. The neasure of

dual eligibles, self-pay/charity, and the SSI ratio did
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not predict costs as well as DSH. Further, the SSI ratio
nmeasure was not significant in our regression anal yses.
After exam ning the use of these alternative |owincone
measures, we found the DSH vari abl e expl ai ned costs nore
fully than the other variables that we exam ned.
Therefore, we are not adopting the comenter's suggestion
and will use the DSH variable as the basis of the
adj ustment for |owinconme patients.

Coment: A few commenters noted that the adjustnent
for |l owincome patients was not consistent with the nane
of the adjustnent, "disproportionate” share adjustnent.

I n general, one comenter stated that if all I RFs are
eligible to receive this adjustnment, then the adjustnent
is not applicable only to those IRFs that treat a

"di sproportionate” share of |owincome patients.

Response: In response to this coment, in this
final rule, we will refer to the adjustnment for | ow-
income patients as the LIP adjustnment. However, we wll

use the term DSH when we refer to the neasure used to
conpute I RF's percentage of |owincone patients because
it is the sane neasure used to measure | owincone

patients in acute care hospitals.
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Comment: Sonme commenters suggested that the LIP
adj ustmrent have a threshold simlar to the inpatient
acute care hospital prospective paynent system

Response: W anal yzed different specifications for
the LIP adjustnment. One option had a threshold of 5
percent. In general, under this option, a facility would
not be allowed to receive the LIP adjustnent unless its
DSH was greater than 5 percent. Although we consi dered
this option, we favored the use of a LIP adjustnment that
mat ches paynent as closely to cost as possible. The LIP
adj ust mrent we chose i nproves the explanatory power of the
| RF prospective paynment system because as a facility's
percent age of | owincone patients increases, there is an
increnmental increase in a facility's cost. It is also
inportant to note that the threshol ds established under
the inpatient acute care hospital prospective paynment
system were statutorily mandated. Thus, we have deci ded
to adjust the IRF paynents set forth in this final rule
for the percentage of |owinconme patients, but the
adj ust nrent does not have a threshold anmount.

As we stated in the proposed rule, section 4403(b)
of the BBA requires us to devel op a Report to the

Congress containing a forrmula for determ ning additional
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paynment anounts to hospitals under section 1886(d)(5)(F)
of the Act. In light of our current study of a new
payment formula for determ ning adjustnments for hospitals
serving | owincome patients and MedPAC s rel at ed
recommendation, in the Novenmber 3, 2000 proposed rule, we
i ndi cated that we woul d consider these study results and
ot her information as they becone avail abl e and
potentially refine the LIP adjustnent in the future to
ensure that we pay facilities in the nobst consistent and
equi t abl e manner possible.

Coment: One commenter requested clarification of
whet her all facilities will receive a LIP adjustnent.

Response: All IRFs are eligible to receive a LIP
adjustnment. There is not a required threshold for a
m ni mum nunber of beds or a m nimum anmobunt of DSH in
order to receive the adjustnment.

I n accordance with proposed 8412.624(e)(2), which we
are adopting as final, for the paynent rates set forth in
this final rule, we nultiply each I RF's paynent by the
following formula to account for the cost of furnishing
care to |l owinconme patients:

(1+DSH) raised to the power of .4838

Where DSH = Medi care SSI Days + Medi cai d, Non- Medi care
Days
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Total Medi care Days Tot al Days

Comment: One commenter stated that the cal cul ation
of the LIP adjustnment should exclude the data that we
i nputed for 46 IRFs. The commenter indicated that the
regressions are extrenely sensitive to these inmputed
val ues.

Response: In light of this comment, we analyzed the
data to assess the extent to which the results of the
mul tivariate regressions are sensitive to the inputed DSH
val ues used to cal cul ate the proposed adjustnments. For
the proposed rule, we used a 2-step process to inpute
m ssing values for our |owincome patient nmeasures: (1)
For rehabilitation units where we were m ssing only the
Medi cai d days, we estinmated the Medicaid rehabilitation
days by applying the ratio of Medicaid acute care days to
total acute care inpatient days to the total inpatient
rehabilitation days. (2) If we were m ssing the SSI days
or if we were also m ssing Medicaid days for the
hospital, we inputed |owincome variable val ues by
assigning the State average DSH percentage for | arge
urban and other facilities as appropriate. CQur
regressi on anal yses indicated that the facilities with

m ssing values were significantly different from other
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facilities. The findings indicate that the results are
sensitive to the inputation methodol ogy descri bed above.

In this final rule, we have nodified the inputation
nmet hodol ogy for inputing DSH val ues for the LIP
adj ustnments. To inpute, we estimte the proportion of
non- Medi care days in the rehabilitation facility that are
attributable to Medicaid patients as a function of two
variables: the facility's percentage of Medicare patients
who are entitled to SSI and the State in which the
facility is located. The results of the regressions are
not sensitive to this nmethodol ogy (r-squared = .4159).
We believe the value of including the inputations is that
it allows us to address other concerns the industry
expressed in its coments. Specifically, these concerns
referred to the nunber of facilities used to calcul ate
the paynment rates. Using an inputation nmethod allows us
to include nore facilities than we could have ot herw se
if we had not inmputed DSH values for this final rule. 1In
order for an IRF to be included in the analysis for the
facility-level adjustnment, all values of the independent
vari abl es exam ned under the regression nust exist. For
example, if we are mssing the DSH val ue for certain

facilities, even if we know the remai nder of the
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i ndependent vari abl es (such as the wage i ndex), we cannot
include these facilities in the regression. Therefore,
inthis final rule we use an inproved i nputation
nmet hodol ogy for the DSH vari abl e that does not influence
the results of the adjustnents.

Comrent: Several comrenters expressed concern about
the data used to neasure DSH for purposes of cal cul ating
the LI P adjustnent. Specifically, sone commenters
preferred the use of a DSH neasure that better reflected
the inpatient rehabilitation units, while others
preferred the use of the overall acute care hospital DSH
measure for the units.

Response: We constructed the DSH vari abl e, as
descri bed above, using the | atest data avail able at the
time that we devel oped the proposed rule. Specifically,
we used
the ratio of Medicaid days to total days specific to the
rehabilitation unit when the facility identified this
information on its cost report. When the unit-specific
i nformati on was unavail able, we used the overall Medicaid
days and total days for the entire facility. For the SSI

portion of the DSH variable, we used the acute care
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hospitals’ ratio of SSI days to total Medicaid days for
the rehabilitation units.

For purposes of constructing the LIP adjustnent for
this final rule, we obtained unit specific neasures of
the ratio of the SSI days to the total nunber of Medicare
days. Further, we used the ratio of Medicaid (non-

Medi care days) to total days when this information was
avai l abl e on the cost reports, in addition to the

i mproved i nputation nethodol ogy descri bed above.
Therefore, to the extent possible, the LIP adjustnment set
forth in this final rule is based on data specific to
inpatient rehabilitation units, as well as freestandi ng

i npatient rehabilitation hospitals. W believe data that
are nost reflective of the characteristics of the
inpatient rehabilitation setting are nost appropriate in
det erm ni ng paynments under the |RF prospective paynent
system

Comrent: Sone conmmenters suggested that differences
in Medicaid coverage rules woul d di sadvantage I RFs in
certain States because of the LIP adjustnent.

Response: In order to evaluate these concerns, we
exam ned the feasibility of making an adjustment for the

percent age of |owinconme patients using only the ratio of
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SSI to Medicare days. The results of this analysis
indicated that the ratio of SSI to Medi care days woul d
not predict the cost of a case as well as using the DSH
vari able. Specifically, the r-square value for the DSH
variable is .0609 conpared to the r-square value of .0525
for the SSI variable. Therefore, using the DSH vari abl e
enabl es us to devel op a paynent systemthat better
predicts | RF costs conpared to using the SSI vari abl e.
We acknow edge that Medicaid coverage rules may vary from
State to State. However, based on considerabl e anal ysis,
we believe that the DSH variable is the best current
predi ctor of costs associated with treating | owincome
patients in IRFs. In addition, it is unclear whether
certain IRFs in States are di sadvantaged in the context
of the entire paynment (reflecting all adjustnents).
Further, analysis of the "new paynent to current paynent
ratios"” illustrated in Table Il of section VIII. of this
final rule indicates that the IRFs with the | owest DSH
percent ages gain approximtely 2 percent of estimted
payments under the | RF prospective paynent system while
| RFs with noderate | evels of DSH | ose approxi mately 1 or
2 percent of estimated paynents under the | RF prospective

payment system Therefore, if an IRF has a DSH anpunt
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that is | ower than average due to Medicaid coverage rules

for its State, the IRF may still experience a gain in
paynments under the |RF prospective paynent system In
the future, we will assess the extent to which DSH

continues to neasure the percentage of |owincone
patients adequately. This future analysis may include
the effect of the LIP adjustnent on IRFs in various
St at es.
Comment: Sone commenters requested clarification of
how new provi ders woul d recei ve DSH paynent adj ustnents.
Response: New providers will receive a LIP
adj ust nrent when cost report data are available to
determ ne a DSH anount. Until information fromthe cost
report is available, the information used to cal cul ate
DSH i s unknown and we will not be unable to determ ne the
LI P adjustnent. Once we have the information fromthe
cost report, we will make final paynents for the previous
appropriate year in a lunp sumand we will use these data
in the calculation of future interimpaynents. W wil]l
i ssue further instructions in a Medicare program

menor andum regardi ng the details of inplementing this

policy.
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Coment: One commenter suggested that the LIP
adj ustnment i s beyond our |egislative authority and stated
that the LIP adjustnment fulfills no policy objectives.

Response: Section 1886(j)(3)(A)(v) of the Act gives
the Secretary broad authority to adjust the prospective
payment rates by "such other factors as the Secretary
determ nes are necessary to properly reflect variations
in necessary costs of treatnment anong rehabilitation
facilities." Through the nmultivariate regression
anal yses descri bed above, we found that providing a LIP
adj ustment would allow us to match paynent nore closely
to cost. Therefore, as a matter of policy, the purpose
of the LIP adjustnment for the paynent rates set forth in
this final rule is to pay IRFs nore accurately for the
increnmental increase in Medicare costs associated with
the facility's percentage of |owincone patients.
6. Adjustnments for Al aska and Hawai i

Section 1886(j)(4)(B) provides that the Secretary is
aut horized, but not required, to take into account the
uni que circunstances of IRFs | ocated in Al aska and
Hawaii. There are currently three IRFs in Hawaii and one
in Alaska. However, for the proposed rule, we had cost

and case-m x data for only one of the facilities in



262
Hawaii (982 cases) and the facility in Al aska (117
cases). Due to the small nunmber of cases, anal yses of
the sinmulation results were inconclusive regarding
whet her a cost-of-1iving adjustnment would inprove paynent
equity for these facilities. Therefore, we did not
propose to nmake an adjustment for rehabilitation
facilities located in Alaska and Hawai i .

Comrent: A few comenters suggested that a
cost-of-living adjustnent for Hawaii and Al aska shoul d be
revisited.

Response: As with the proposed rule, in determ ning
the adjustnments for the final rule, we had cost and case-
m x data for only one of the facilities in Hawaii and the
facility in Alaska. Further, the total nunber of cases
in the 1999 data (783) is smaller. Due to the small
nunber of cases, analyses of the sinulation results were
i nconcl usi ve regardi ng whether a cost-of-1living
adj ust mrent woul d i nprove paynment equity for these
facilities. Therefore, we are not making an adj ustnent
under section 1886(j)(4)(B) of the Act for rehabilitation
facilities located in Alaska and Hawaii for the paynent
rates set forth in this final rule.

7. Adjustnments for Cost CQutliers
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Section 1886(j)(4) of the Act specifies that the
Secretary is authorized, but not required, to provide for
addi ti onal paynments for outlier cases. Further,
section 1886(j)(4)(A) (iii) of the Act specifies that the
total amount of the additional paynments for outliers
cannot be projected to exceed 5 percent of the total
Medi care paynments to IRFs in a given year. Providing
addi ti onal paynents for costs that are beyond a
facility's control can strongly inprove the accuracy of
the | RF prospective payment systemin determ ning
resource costs at the patient and facility level. In
general, outlier paynents reduce the financial risk that
woul d ot herw se be substantial due to the relatively
smal | size of many rehabilitation facilities. These
addi ti onal paynents reduce the financial | osses caused by
treating patients who require nore costly care and,
therefore, will reduce the incentives to underserve these
patients.

In the Novenmber 3, 2000 proposed rule (65 FR 66357),
we consi dered various outlier policy options.
Specifically, we exam ned outlier policies using 3, 4,
and 5 percent of the total estimted paynents. |n order

to determ ne the nost appropriate outlier policy, we
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anal yzed the extent to which the various options reduce
financial risk, reduce incentives to underserve costly
beneficiaries, and i nprove the overall fairness of the
system We proposed an outlier policy of
3 percent of total estimated paynments because we believed
this option would optim ze the extent to which we coul d
protect vulnerable facilities, while still providing
adequat e paynent for all other cases.

We proposed under 8412.624(e)(4) to make outlier
payments for di scharges whose estinmated cost exceeds an
adj usted threshold amunt ($7,066 nultiplied by the
facility's adjustnments) plus the adjusted CMG paynment.

We woul d adj ust both the | oss threshold and the CMG
payment anmount for wages, rural |ocation, and

di sproportionate share. W proposed to calcul ate the
estimted cost of a case by multiplying an overal
facility-specific cost-to-charge ratio by the charge.
Based on anal ysis of paynment-to-cost ratios for outlier
cases, and consistent with the margi nal cost factor used
under section 1886(d) of the Act, we proposed to pay
outlier cases 80 percent of the difference between the
estimted cost of the case and the outlier threshold (the

sum of the CMG paynent and the | oss anount of $7,066, as
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adjusted). We calculated the outlier threshold by
si mul ati ng aggregate paynents with and wi thout an outlier
policy, and applying an iterative process to determ ne a
threshold that would result in outlier paynents being
equal to 3 percent of total paynments under the
simul ati on.

Coment: Sone commenters suggested that adjusting
the outlier threshold by the rural adjustnent and the LIP
adj ust mrent woul d be i nappropriate.

Response: In the proposed rule, we stated that the
outlier threshold of $7,066 was to be nultiplied by the
facility-level adjustnments reflecting facility
characteristics such as geographic | ocation and LIP.
Before the above cal cul ati on can be done, we nmust first
determine if any facility characteristics affect the cost
of a case. Then we determ ne adjustnents for these
characteristics. As we previously discussed, the data
showed t hat wage variation, |IRFs |located in rural areas,
and the percentage of |owincome patients affect case
costs. Further, we calculate an | RF standardi zed budget
neutral conversion factor that elimnates the effects of
t he | RF adj ustnents. We then determ ne the appropriate

outlier percentage based on anal yses of the data. As in
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the proposed rule, in this final rule we calculate the
st andar di zed t hreshold anount by elimnating the effects
of the various adjustnents. The standardi zed outlier
threshold for the paynent rates set forth in this final
rule is $11,211. In this final rule, as with the
proposed rule, the standardi zed outlier threshold is then
adj usted for each IRF to account for its wage adjustnent,
its LIP adjustnment, and its rural adjustnent, if
applicable. Using this facility-specific adjusted
threshold amount to deternmine eligibility for outlier
paynments results in facility paynments that do not unduly
harm any particular class of |IRFs and appears to
di stribute paynments nore equitably anong the various
cases as shown in section VIII. of this final rule.
Therefore, we believe applying the facility-Ievel
adjustnment to the threshold anount is appropriate.

Comment: Sonme conmenters, including MedPAC,
suggested increasing the outlier provision fromthe
proposed 3 percent to the full 5 percent allowed under
the BBA. One comrenter suggested that if we address the
i ssue of conpression with the relative weights (which we

di scuss in response to an earlier coment in this section
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VI. of this final rule), the increase to 5 percent my
not be necessary.

Response: Since outlier paynents are a
redistribution of paynment, it is inportant to set the
outlier percentage so that it nmaxim zes resources
avai l able for all types of cases while still protecting a
facility fromthe financial risk associated with
extrenmely high-cost cases. As we stated earlier, section
1886(j)(4) of the Act authorizes, but does not require,
us to provide for additional paynments for outlier cases.
Further, section 1886(j)(4)(A)(iii) of the Act provides
that the total amount of the additional paynents cannot
be projected to exceed 5 percent of the total paynents
projected or estinmated to be nade to prospective paynment
units in a given year. The outlier policy options
specified in the proposed rule were eval uated by
anal yzing financial risk, accuracy of paynent at the case
| evel, and accuracy of paynment at the hospital |evel.

We nmeasure financial risk of an I RF using the
st andard devi ation of annual profit as a fraction of
expected annual revenue. The outlier paynent decreases
the financial risk of an IRF as the outlier percentage

i ncr eases. However, financial risk decreases at a
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declining rate of inprovenments as the outlier percentage
i ncreases. These results indicate that an outlier
percent age | ower than the statutory maxi num anount of 5
percent of total estimated paynments would allow us to pay
nore appropriately for both outlier and
nonoutl i er cases.

I ncreasing the percentage of the outlier policy
woul d | eave | ess paynents avail able to cover the costs of
nonoutlier cases, due to the budget neutral provision of
the statute. Specifically, an increase in the outlier
percent age woul d decrease the budget neutral conversion
factor and reduce paynent for all nonoutlier cases.

Al t hough the purpose of outlier paynents is to funnel
nore payments to high-cost cases in which the IRF
prospective paynment system paynment woul d be substantially
| ess than the cost of the case, it is possible that in
sonme instances the I RF total prospective paynment,
including the outlier paynment, will exceed the cost of
the case. Paying cases nore than costs may occur with
outlier paynments because an IRF's overall cost-to-charge
ratio, which is used to derive the estimted cost of the
case to deternmne if the case is an outlier may differ

substantially froman actual departnent (for exanple, a
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physi cal therapy cost center) cost-to-charge ratio in
whi ch the services are delivered. Specifically, analysis
of the various outlier percentage options for the
proposed rule illustrated that the amunt by which
paynment is nore than cost increases substantially as the
outlier percentage increases. Simulating paynents using
the 1997 data, the 1l-percent outlier paynment policy
option resulted in an estimted total "overpaynent" of
approxi mately $300, 000. \When we sinmul ated a 3-percent
outlier percentage, estinmated "overpaynents” were at $1.0
mllion, and when we sinulated outlier paynents at 5
percent, "overpaynents" al nost doubled to $1.9 mllion.

Qutlier paynments funnel nore resources to the npost
costly cases, which inproves accuracy of paynment at the
case level. This is evident in the analysis of r-squared
val ues, a statistical nmeasure of how well the outlier
paynment matches the costs of the case. The percent
i nprovenent of the predictive r-squared val ue decreases
as the outlier paynent percentage increases. Using the
1997 cost data, going fromthe "no outlier" policy option
to setting the outlier policy at 1 percent increases the

r-squared value by 30.7 percent, while going froma 4-
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percent to a 5-percent outlier paynment percentage
i ncreases the r-squared value by only 4.2 percent.

To evaluate an outlier policy at the hospital I|evel,
we conpared paynent-to-cost ratios over each outlier
percentage option. Because outliers in the data sanple
appeared to be widely distributed across all types of
hospitals, we found that the amount of the outlier
payment has little effect on the paynment-to-cost ratio
for any specific group at the hospital |evel.

In summary, the results of financial risk, accuracy
at the case level, and accuracy at the hospital |evel
suggest that there should be a limt on the outlier
percentage that is less than the statutory limt and that
bal ances the need to conpensate accurately for high-cost
care while still maxim zing remaining resources to
i nprove the payment accuracy of nonoutlier cases. The 3-
percent outlier policy set forth in the proposed rule
reflected a careful analysis of the previously discussed
i ssues and research that supported this policy.
Therefore, under 8412.624(e)(4) of this final rule, we
are adopting the outlier policy that we had proposed.

Accordingly, we are establishing
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an outlier policy to adjust paynents under 8412.624(d) (1)
of this final rule. This outlier policy reflects 3
percent of estimated aggregate paynents under the |IRF

prospective paynment system

Comment: Sone commenters requested clarification of
how new facilities will be able to qualify for outlier
paynments, since these facilities will not have the

hi storical cost reports needed to conmpute the estinated
cost that determnes if the case is an outlier.

Response: We will cal cul ate national average cost-
to-charge ratios for urban and rural areas. We wll
apply these cost-to-charge ratios to new facilities based
on the facility's urban or rural status.

Comrent: Sone commenters requested clarification of
whet her we will pay nore or less for outlier cases
retrospectively based on actual cost-to-charge ratios
once they exist.

Response: We will not nmke any retrospective
adj ustnments for outlier paynments.

Comrent: A few commenters suggested that we adjust
paynments in the initial 5 years of the I RF prospective
payment systemin order to provide a financial cushion

for hospitals that experience significant |osses.
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Response: W devel oped the adjustnments described in
this final rule based on an anal ysis of enpirical data,
as well as consideration of numerous comments. The
i npacts of the | RF prospective paynent system anong the
various classes of providers are shown in section VIII.
of this final rule. 1In general, the new paynent to
current paynent ratios in Table Il of section VIII. of
this preanble illustrate that nost groups of providers
wi ||l benefit under the | RF prospective paynent system
Further, based on these inpacts, there is no strong
i ndication that any particular group of providers wll
experience significant | osses under the | RF prospective
paynment system Therefore, we are not adopting the
suggestion to provide an additional adjustment for those
facilities that may be paid | ess than their costs under
the | RF prospective paynent system

Coment: Sonme commenters requested clarification
regarding the order in which the case-level and facility-
| evel paynment provisions apply to a case.

Response: First, we will discuss the order in which
the case-level adjustnments (excluding outlier paynments)
may apply to a case. Then we will describe the order in

which the facility-level adjustnents apply. Lastly, we
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wi || discuss the possible application of outlier
paynments.

The first case-level adjustnment that needs to be
consi dered for possible application is whether or not the
case neets the definition of an interrupted stay. |If the
case neets the definition of an interrupted stay, then
one CMG paynent will be nmade based on the assessnents
fromthe initial stay. Also, if the case neets the
definition of an interrupted stay, the total nunber of
days the beneficiary was in the IRF, both prior to and
after the interruption, is counted in order to determ ne
if the case neets the definition of a transfer case or
the short-stay CMG

The next case-|evel adjustnent considered for
application is the transfer policy. To do this, the
|l ength of stay is considered, as well as the discharge
destination. Specifically, if the length of stay of the
case is less than the average |length of stay for the
given CMG and the patient is transferred to another |RF,
| ong-term care hospital, inpatient hospital, or nursing
home that accepts Medicare or Medicaid, then the case
will be considered to be a transfer. |If the case is not

a transfer, then we determ ne whether or not the case
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falls under the short-stay CMG where the | ength of stay
is 3 days or less, irrespective of whether the
beneficiary expired. |If the beneficiary's |length of stay
is more than 3 days and he or she expires, one of the
four CMGs for expired cases will be applicable, depending
on the length of stay and whether the beneficiary is
classified to an orthopedic RIC or not. |[If none of the
above case-level adjustnents are applicable to a given
case, then the case is classified to the appropriate CVG

After the appropriate case-|evel adjustnents and the
CMG is assigned, facility-level adjustnments will be
applied. First, the wage adjustnment is applied by taking
the | abor-rel ated share of the paynment, nultiplying by
t he appropriate wage i ndex, and adding the results to the
nonl abor-rel ated portion of the paynment. Then the
adj ustment for |lowincone patients is determ ned and
mul tiplied by the wage adjusted paynent. Also, if the
IRF is a rural facility, the paynent will be further
multiplied by 1.1914. After all the adjustnents
descri bed above, both case-level and facility-Ilevel, are
applied to a case, a determ nation can be nmade as to
whet her or not an outlier paynment is warranted.

E. Calculation of the Budget Neutral Conversion Factor
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1. Overview of Devel opnent of the Budget Neutral
Conver si on Fact or

Prior to BIPA, section 1886(j)(3)(B) of the Act
specified that, for prospective paynent units during
FYs 2001 and 2002, the amobunt of total paynents,

i ncludi ng any paynent adjustnents under sections
1886(j)(4) and (6) of the Act, nust be projected to equal
98 percent of the anount of paynents that woul d have been
made during these fiscal years for operating and capital-
rel ated costs of rehabilitation facilities had section
1886(j) of the Act not been enacted. We proposed to
incorporate this provision in proposed 8412.624(d).

Under proposed 8412.624(c)(1) and (c)(3), we
proposed to cal cul ate the budget neutral conversion
factor using the follow ng steps:

Step 1--Update the |atest cost report data to the
m dpoint of the fiscal year 2001.

Step 2--Estimte total paynents under the current
paynment system

Step 3--Cal cul ate the average wei ghted payment per
di scharge amount under the current paynent system

Step 4--Estimte new paynents under the proposed

paynment system wi t hout a budget neutral adjustnment.
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Step 5--Determ ne the budget neutral conversion
factor.

These sane steps are used in devel oping the paynent
rates set forth in this final rule.

However, in this final rule, we update the | atest
cost report data to the m dpoint of the FY 2002 because
the | RF prospective paynent systemw || be inplenented on
or after January 1, 2002 and before October 1, 2002.

2. Steps for Devel oping the Budget Neutral Conversion
Fact or

? Data Sources

I n the Novenmber 3, 2000 proposed rule, the data
sources that we proposed under 8412.624(a)(1) to
construct the budget neutral conversion factor included
the cost report data from FYs 1995, 1996, and 1997, a
list obtained fromthe fiscal internmediaries of facility-
specific target amounts applicable for providers that
applied to rebase their target amount in FY 1998, and
cal endar year 1996 and 1997 Medicare clains with
corresponding UDSnr or COS (FIM data. We used data from
508 facilities to calculate the budget neutral conversion
factor. These facilities represented those providers for

whi ch we had cost report data available from FYs 1995,
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1996, and 1997. We used the 3 years of cost report data
to trend the data to the m dpoint of the year 2001 based
on the facilities' historical relationship of costs and
t arget anounts.

In the proposed rule, we indicated that we were
unabl e to cal cul ate paynent under the current paynent
system for sone | RFs because cost report data were
unavail able. W stated that we would attenpt to obtain
the nost recent paynent anounts for these IRFs through
their Medicare fiscal intermediaries and we would
consi der using these data to construct the paynent rates
for the final rule. W also indicated that we would
exam ne the extent to which certain IRFs (such as new
facilities) are not included in the construction of the
budget neutral conversion factor, and woul d consider the
appropri ateness of an adjustnment to reflect total
esti mted paynents for |IRFs nore accurately.

I n addition, because we did not have FIM data for
all rehabilitation facilities, we indicated that for the
final rule we would further analyze the extent to which
the data used to construct the budget neutral conversion
factor accurately reflect the relationship between case-

m x and cost. W stated that we were considering the use
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of wei ghted averages to account nmore fully for those
types of facilities that m ght be underrepresented with
the given data.

Comrent: Sone commenters suggested that the sanple
of IRFs used to devel op the budget neutral conversion
factor was not representative of all IRFs in terns of
size, location, and case-m x. They added that a
nonrepresentative sanple would skew t he devel opnment of a
budget neutral conversion factor.

Response: To address these concerns, for the final
rule we used nore IRFs in the construction of the budget
neutral conversion factor. To do this, we nodified the
updat e net hodol ogy to include newer |IRFs for which we
were unable to obtain cost report data for FYs 1996,
1997, and 1998. We explain the nodifications to the
updat e net hods bel ow.

For IRFs that did not have cost report data for FYs
1996, 1997, and 1998, we updated their cost report data
by applying the excluded hospital operating market basket
update. For instance, if an IRF was new in FY 1997, we
applied the excluded hospital operating market basket to
update its cost report data to FY 1999. |If the IRF was

new in FY 1998, we used the excluded hospital operating
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mar ket basket update to update its cost report data for
FY 1999 and FY 2000. For IRFs that were not considered
“new,” we used cost report data from FYs 1996, 1997, and
1998 to trend the data to the m dpoint of the year 2001
based on the IRF's historical relationship of costs and
target anmpunts. The FY 1996 cost report data were used
to determ ne the update to be used for FY 1999; the FY
1997 cost report data were used to determ ne the update
to be used for FY 2000; and the FY 1998 cost report data
were used to determ ne the update for FY 2001.

In the proposed rule, we discussed the nmethodol ogy
for devel oping the budget neutral conversion factor in
whi ch we used data fromonly those I RFs that we had
mat ching bill and FIM data and historical cost report
data. In the proposed rule, we stated our intent to
further analyze the extent to which the data used to
construct the budget neutral conversion factor accurately
reflects the relationship between case-n x and cost.
Through this further analysis, we are able to include
nore IRFs into the data used to construct the budget
neutral conversion factor. Including nmore IRFs with
characteristics, as well as nore cases in addition to the

data for which we have Medicare bills matched with FIM
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data, allows for the devel opment of prospective paynents
that will better reflect the I RF popul ati on.

The CM for an IRF is conputed as the average of the
CMG rel ative weights for all rehabilitation cases for
that particular facility. The CM reflects resource use
and can be regarded as a neasure of the average relative
cost of each IRF's cases. Because case paynent under the
|RF will be a function of the budget neutral conversion
factor as well as case-level and facility-Ievel
adj ustments, the conversion factor can be influenced by
each facility's historical CM.

In an attenpt to include IRFs, as well as cases,
with mssing FIMdata in the calculation of the budget
neutral conversion factor, we devel oped a technique to
estimate CM data for these facilities. By utilizing the
rel ati onshi p between case-level and facility-Ievel
characteristics and their predictive power of an IRF' s
CM, we can include nore IRFs in the calculation of the
budget neutral conversion factor, which should better
reflect the characteristics of all types of facilities.
We are able to estimate the CM because we can obtain
pertinent information regarding the characteristics of

all I RFs, such as the facility's TEFRA paynent, the
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facility's adjustnent factor(s), (the wage adjustnent,
the LI P adjustnent, and, if applicable, the rural
adj ustnment) and other facility characteristics (for
exanmpl e, freestanding/unit status). W also use
pertinent information regarding the characteristics of a
case (even those cases for which we do not have matched
FI M data) such as surgical procedures perfornmed during
t he precedi ng acute care stay, the principal diagnosis of
the acute care stay, and all the diagnoses for the
rehabilitation stay, the length of stay, and the type of
facility the beneficiary may be transferred to after the
rehabilitation stay. Using these facility and case
characteristics, we estimted the CM. W then conbi ned
these CM estimates with the CMs derived fromthose
cases for which we had matching bill and FIM data and we
cal cul ated the budget neutral conversion factor using the
met hodol ogy described in the proposed rule and in this
final rule.

By using these estimated CM s, the data used to
construct the budget neutral conversion factor better
represents IRFS. The overall effect of using nore data
in the construction of the budget neutral conversion

factor is an increase of 1.0 percent. The majority of
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this increase occurs because IRFs are less likely to
report FIMdata for very short stay cases.

In summary, in this final rule, we specify under
8412.624(a) (1) the data sources used to construct the
budget neutral conversion factor (the basis for the
prospective paynent). For this final rule, the | atest
avai l abl e data include the cost report data from FYs
1996, 1997, and 1998 and cal endar year 1998 and 1999
Medi care clainms with corresponding FIM data. W used
data from 1,024 facilities to calcul ate the budget
neutral conversion factor.

The steps bel ow descri be the methodol ogy we used to
cal cul ate the budget neutral conversion factor for the
payment rates set forth in this final rule.

Step 1--Update the |atest operating and capital cost
report data to the m dpoint of fiscal year 2002.

Section 1886(j)(3)(A) (i) of the Act and 8412.624(b)
of these final regul ations specify that the per-paynent-
unit anount is to be updated to the m dpoint of the
fiscal year 2001, using the weighted average of the
appl i cabl e percentage increases provi ded under section
1886(b)(3)(B)(ii) of the Act. The statute allows us nore

di scretion in determ ning an appropriate nethodol ogy to
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update fromthe year 2000 to 2001. For this final rule,
under 8412.624(c)(2), we update fromthe m dpoint of the
year 2001 to the m dpoint of the year 2002 using the sane
nmet hodol ogy provi ded under section 1886(b)(3)(B)(ii) of
the Act. For this final rule, as in the proposed rule,
we determ ne the appropriate update factor for each
facility by using one of the follow ng four
nmet hodol ogi es:

? For facilities with costs that equal or exceed
their target anounts by 10 percent or nore for the nost
recent cost reporting period for which information is
avai l abl e, the update factor is the market basket
per cent age i ncrease.

? For facilities that exceed their target by | ess
than 10 percent, the update factor is equal to the market
basket m nus .25 percentage points for each percentage
poi nt by which operating costs are | ess than 10 percent
over the target (but in no case |less than 0).

? For facilities that are at or below their target
but exceed two-thirds of the target ampunt, the update
factor is the market basket mnus 2.5 percentage points

(but in no case less than 0).
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? For facilities that do not exceed two-thirds of
their target anount, the update factor is 0 percent.

Step 2--Estimate total payments under the current
paynment system

Operating paynents are cal cul ated using the
foll owi ng net hodol ogy:

Step 2a--We determne the facility-specific target
anmount, subject to the applicable cap on the target
amounts for rehabilitation facilities. There are two
national caps for rehabilitation facilities. W used the
cap anmounts for excluded rehabilitation hospitals and
units published in the August 1, 2000 Federal Regi ster
(65 FR 47096). For facilities certified before
Cctober 1, 1997, the applicable cap for FY 2001 is
$15, 164 for the | abor-related share, adjusted by the
appropri ate geographi c wage i ndex and added to $6, 029 for
t he nonl abor-related share. For facilities certified on
or after October 1, 1997, the cap applicable for FY 2001
is $13,002 for the | abor-related share, adjusted by the
appropri ate geographi c wage i ndex and added to $5, 169 for
t he nonl abor-rel ated share (65 FR 47098). W then
inflate these ambunts to the m dpoint of the year 2002 by

applying the excluded hospital operating nmarket basket.
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Step 2b--We calculate the | ower of the results of
Step 2a.

? The facility-specific target amount (i ncluding
application of the cap) tinmes the Medicare di scharges
(the ceiling); or

? The facility average operating cost per case
ti mes Medi care discharges. W determ ne paynent for
operating costs by using one of the foll ow ng nethods:

(1) For facilities whose operating costs are | ower
than or equal to the ceiling, paynent is the | ower of
ei ther the operating costs plus 15 percent of the
di fference between the operating costs and the ceiling,
or the operating costs plus 2 percent of the ceiling.

(2) For facilities whose operating costs are nore
than 110 percent of the ceiling, paynent is the |ower of
either the ceiling nultiplied by 1.10 or half of the
difference between 110 percent of the ceiling and the
operating costs.

(3) For facilities whose operating costs are
greater than the ceiling but |ess than 110 percent of the
ceiling, paynent is the ceiling.

Step 2c--After operating paynments are conmputed, we

determ ne capital paynents. As we previously stated in
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step 1, capital cost report data are updated to the
m dpoi nt of FY 2002. Section 4412 of the BBA anmended
section 1886(g) of the Act by reducing capital paynents
t hat woul d ot herwi se be made for rehabilitation
facilities. Paynments for capital-related costs are made
on a reasonable cost basis. The BBA mandated the
reduction of capital payments by 15 percent. Therefore,
we reduce capital paynents for IRFs multiplying the costs
by . 85.

Step 2d--The next step in determ ning total paynents
under the current paynment systemis to add operating and
capi tal paynments. Section 1886(j)(1)(A) of the Act
specifies that the I RF prospective paynent system w ||
i nclude both operating and capital-related costs. Once
we determ ne appropriate paynments for operating costs
(i ncludi ng bonus and penalty paynments as appropriate),
and after making reductions for capital paynents, we add
t he operating costs and the reduced capital -related costs
t oget her.

Step 2e--The BIPA provides for the Secretary to
adjust the rates so that the anpunt of total paynents to
| RFs are projected to equal paynents that would have been

paid in the absence of this new paynent nethodol ogy.
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Paynments made for cost reporting periods beginning on or
after January 1, 2002 and before COctober 1, 2002 are
based on both the facility-specific paynment and the
Federal prospective paynent that we inplement with this
final rule. Therefore, in accordance with 8412.624(d)(2)
inthis final rule, we adjust the Federal prospective
paynment rates for FY 2002 so that aggregate paynents
under the prospective paynment systemare estinmated to
equal the amount that woul d have been made to | RFs had
the | RF prospective payment system not been inpl enented.
However, under the anmendnents made by section 305(b) of
BI PA, in calculating the budget neutrality adjustnent, we
do not take into account paynment adjustments resulting
fromelections by hospitals under section 1886(j)(1)(F)
of the Act (as added by section 305(b)(1)(C) of BIPA) to
not be paid under the transition period nethodol ogy
described in section VI.H of this final rule. In
addition, we adjust total estimated paynents to refl ect
the estimated proportion of additional outlier paynments
under 8412.624(d)(1), and for coding and classification
changes under 8412.624(d)(3). These paynents are the
numer at or of the equation used to cal cul ate the budget

neutral adjustnment.
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Step 3--Cal cul ate the average wei ghted paynent per
di scharge amount under the excluded hospital paynment
system

Once we cal cul ate total paynments under the excl uded
hospi tal paynment system we can then cal cul ate an average
per di scharge paynent anount wei ghted by the number of
Medi care di scharges under the current paynent system W
do this by first determ ning the average paynment per
di scharge amount under the excluded hospital paynment
system for each facility. W use cost report data to
cal cul ate each facility' s average paynent per discharge
by dividing the nunber of discharges into the total
paynments. The next step is to determ ne the weighted
aver age per discharge paynent anmount. To calculate this
amount, we nmultiply the nunmber of discharges fromthe
Medi care bills by each facility's average paynent per
di scharge amount. We then sum the anounts for al
facilities and divide by the total nunber of discharges
fromthe Medicare bills to derive an average paynent per
di scharge amount that is weighted by the number of
Medi care di scharges.

Step 4--Estimte paynents under the | RF prospective

paynment system wi t hout a budget neutral adjustnment.
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We then sinulate paynments under the | RF prospective
payment system wi t hout a budget neutral adjustnent. To
do this, we multiply the follow ng: each facility's CM,
t he nunmber of discharges fromthe Medicare bills, the
appropri ate wage index, the rural adjustment (if
appl i cabl e), an appropriate LIP adjustnment, and the
wei ght ed average per di scharge paynent anmount conputed in
Step 3. We then add together the total paynents for each
facility. This total is the denom nator in the
cal cul ati on of the budget neutral adjustnent.

Step 5--Determ ne the budget neutral conversion
factor.

The denom nator of the budget neutral adjustnment
equation is the total estimted paynents for the
prospective paynment system wi thout a budget neutral
adj ustnment (the total anmpunt calculated in Step 4). W
cal cul ate the budget neutral adjustnent by dividing total
reduced paynents under the excluded hospital paynent
system (the total anount calculated in Step 2) by
esti mated paynents for the prospective paynment system
i mpl enrented with this final rule. W then nultiply the
resulting budget neutral adjustment by the average

wei ght ed per discharge paynent anount under the excluded
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hospi tal paynment systemto derive the budget neutra
conversion factor.

Coment: A few commenters suggested that the
proposed budget neutral conversion factor was too | ow.

Response: As explained in the proposed rule, the
conversion factor is the paynment anmpunt adjusted for
budget neutrality and standardi zed to account for a
nunber of facility-level and case-I|evel adjustnents.
Because the adjustnments in this final rule reflect
nodi fications fromthe proposed rule (specifically the
LI P adjustnent), the budget neutral conversion factor is
hi gher conpared to the proposed budget neutral conversion
factor. We further adjust the budget neutral conversion
factor to include a behavioral offset in order to
cal culate the final budget neutral conversion factor

As previously stated, to cal cul ate the budget
neutral conversion factor, we had to estimte what woul d
have been paid under the excluded hospital paynent
system However, due to the incentives for premature
di scharge inherent in the new | RF prospective paynment
system we expect that differences in the utilization of
t hese services mght result. |In the case of the IRF

prospective paynment systeminplemented with this final
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rul e, discharges to other settings of care may take place
earlier than under the excluded hospital paynment system
due to paynents based on average costs. This would
result in | ower paynents under that paynent system for
this care, which nust be taken into account when
conputi ng budget neutral paynment rates. Accounting for
this effect through an adjustnment is commonly known as a
behavi oral offset.

For this final rule, the budget neutral conversion
factor with a behavioral offset is $11,838.00. This
represents a 1.16 percent reduction in the cal cul ation of
t he budget neutral conversion factor otherw se cal cul ated
under the nmet hodol ogy described in this section VI.E. of
this final rule. 1In determining this adjustment, we
actuarially assunmed that the | RFs would regain 15 percent
of potential | osses and augment paynent increases by 5
percent through transfers occurring at or beyond the nean
| ength of stay associated with CMG or hone health care at
any point. We applied this actuarial assunption, which
was based on consideration of our historical experience
with new paynent systens, to the estimted "l osses" and

"gai ns" anong the |RFs.
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Comment: Some conmmenters were concerned about the
i nclusion of the reduction to the budget neutral
conversion factor (the behavioral offset) and suggested
that the reduction be removed in the final calculation of
the I RF prospective paynents. For exanple, the
comment ers advanced various reasons for elimnating the
of fset, including the perception that the reduction
penal i zes efficient providers and the concern that the
of fset further reduces facility revenues to offset the
costs of inplenmenting the MDS-PAC.

Response: We apply the behavioral offset as a
reduction to the budget neutral conversion factor before
applying all case-level and facility-level adjustnments to
determine a final paynment amount. For this final rule,

t he behavioral offset is very low, at 1.16 percent and
represents an integral part of the budget neutrality
system The justification for including an offset
relates to the inherent incentives of a discharged-based
prospective paynent system Because the prospective
paynment system bases paynent rates on average costs for
clinically simlar cases, it will be nore profitable for
facilities to discharge patients earlier than under the

excl uded hospital cost-based paynment system We have
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identified the length of stay of a case as an inportant
variable in predicting the costs of the case. Reductions
in length of stay will reduce costs for the facilities
whil e Medicare, in the absence of a behavioral offset,
woul d continue to pay based on I engths of stay and
rehabilitation services provided prior to the IRF
prospective paynent system Qur application of this
adjustnent is consistent with Section 1886(j)(3)(B) of
the Act. This provision requires the Secretary, in
est abl i shing budget neutral rates, to consider the
effects of the new paynent systemon utilization and
ot her factors reflected in the conposition of Medicare
paynments. Al though one of the primary purposes of a
prospective payment systemis to provide incentives to be
efficient, historic reductions in length of stay after a
prospective paynment systemis inplenented indicate the
need to reduce the budget neutral conversion factor
further. The purpose of the budget neutrality provision
is to pay the same amobunt under the prospective paynent
system as woul d have been paid under the excluded
hospital cost-based paynent systemfor a given set of
services, but not to pay that same anount for fewer

services furnished as a result of the inherent incentives
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of the new prospective paynent system Thus, our
nmet hodol ogy nust account for the change in practice
patterns due to new incentives in order to maintain a
budget neutral paynent system

Efficient providers are adept at nodifying and
adj usting practice patterns to maxin ze revenues while
still maintaining optimmquality of care for the
patient. W take this behavior into account in the
behavi oral offset. Thus, the purpose of the offset is
not just to account for the behavior of inefficient
provi ders but also to account for the behavior of other
provi ders who, due to the new incentives, provide nore
efficient care. Since providing nore efficient care
woul d have | owered rei nbursement under the old paynment
system the offset does not just account for inefficient
behavi or, but also accounts for what the costs will be
under the new paynent system as conpared to the old one.
For these reasons, we believe that such a m ni nal
behavioral offset will not adversely affect efficient
provi ders.

Prior to BIPA, section 1886(j)(3)(B) of the Act
specified that, for prospective paynent units during

FYs 2001 and 2002, the amount of total paynents,
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i ncl udi ng any paynent adjustnments under sections
1886(j)(4) and 1886(j)(6) of the Act, nust be projected
to equal 98 percent of the amount of paynments that would
have been made during these fiscal years for operating
and capital-related costs of rehabilitation facilities
had section 1886(j) of the Act not been enacted. Section
305(a) of BIPA anended section 1886(j)(3)(B) of the Act
to delete the 2-percent reduction of the budget
neutrality provision for FY 2002. This statutory change
results in higher paynent rates for |IRFs; these
addi ti onal nonies can be used by IRFs to better assi st
themw th the costs associated with conpleting patient
assessment instrunents.

As we previously discussed, we believe including a
behavi oral offset is appropriate to ensure a budget
neutral paynent system for the | RF prospective paynent
system We derived the | ow behavioral offset of the IRF
prospective payment systemthrough careful consideration
of many factors, including the estimated inpacts anong
the facilities and the analysis of the incentives
i nherent in the new paynent system as well as the

recognition that, as nore prospective paynment systens
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evolve, there is a reduction in the extent to which
providers can nodify their behavior to influence paynent.

In summary, in this final rule, we are mintaining
t he nmet hodol ogy used to cal cul ate the behavi oral offset
as specified in the proposed rule.

F. Devel opnent of the Federal Prospective Paynment

Once we calcul ate the relative weights for each CMG
and the budget neutral conversion factor, we can
determ ne the Federal prospective paynments. In
accordance with 8412.624(c)(4) of these final
regul ati ons, we cal cul ate these CMG paynents by
mul ti plying the budget neutral conversion factor by each
of the CMG rel ative weights. The equation is as foll ows:

Federal Prospective Paynent = CMG Rel ative
Wei ght *Budget Neutral Conversion Factor

Table 2 in the Addendumto this final rule displays
the CMGs, the conorbidity tiers, and the correspondi ng
Federal prospective paynments.

G Exanpl es of Conputing the Adjusted Facility

Prospective Paynents

We will adjust the Federal prospective paynents,

descri bed above, to account for geographic wage
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variation, |lowinconme patients and, if applicable,
facilities located in rural areas.

To illustrate the nmethodol ogy that we will use for
adj usting the Federal prospective paynments, we provide
the follow ng exanple. One beneficiary is in
rehabilitation facility A and another beneficiary is in
rehabilitation facility B. Rehabilitation facility A's
DSH is 5 percent, with a LIP adjustrment of 1.0239 and a
wage i ndex of 0.987, and the facility is located in a
rural area. Rehabilitation facility B's DSH is 15
percent, with a LIP adjustnment of 1.0700 and a wage index
of 1.234, and the facility is |ocated in an urban area.
Bot h Medicare beneficiaries are classified to CMG 0111
(wi thout conorbidities). This CMG represents a stroke
with notor scores in the 27 to 33 range and the patient
is between 82 and 88 years old. To calculate the
facility's total adjusted Federal prospective paynment, we
conpute the wage adjusted Federal prospective paynent and
multiply the result by: the appropriate disproportionate
share adjustnment and the rural adjustment (if
applicable). The following table illustrates the
conponents of the adjusted paynent cal cul ation.

Exanpl es of Conputing a Facility’'s
Federal Prospective Paynment
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FACILITY A FACILITY B

Federal Prospective Payment $20,033.81 $20,033.81
Labor Share X .72395 X 72395
Labor Portion of Federal Payment =  $14,503.48 =  $14,503.48
Wage Index X 0.987 X 1.234
Wage Adjusted Amount =  $14,314.93 $17,897.29
Non-Labor Amount + $5,530.33 + $5,530.33
Wage Adjusted Federal Payment 19, 845. 26 $23,427.62
Rural Adjustment X 1.1914 X 1.0000
Subtotal 23, 643. 65 = $23,427.62
DSH Adjustment X 1.0239 X 1.070
Total Adjusted Federal Prospective

Payment $24,208.73 $25,067.56
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Thus, the adjusted paynent for facility Awll be
$24,208. 73 and the adjusted paynent for facility B will
be $25, 067. 56.

H.  Computing Total Paynents Under the | RF Prospective

Paynent System

Under the BBA, section 1886(j) (1) of the Act
descri bes how to conpute a facility's payment during a
transition period. Under the transition period, the
prospective paynent amount consists of a portion of the
ampunt the facility would have been paid if the
prospective paynent system had not been inpl enented
(facility-specific paynent) and a portion of the adjusted
facility Federal prospective paynent. The transition
period specifically covers cost reporting periods
begi nning on or after October 1, 2000 and before
Cct ober 1, 2003. During the first transition period, for
cost reporting periods beginning on or after
Cct ober 1, 2000 and before October 1, 2001 (FY 2001),
payment woul d consist of 66 2/ 3 percent of the anmount of
the facility-specific paynent and 33 1/3 percent of the
| RF adjusted facility Federal prospective paynment.
During the second transition period, for cost reporting

peri ods beginning on or after October 1, 2001 and before
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Cct ober 1, 2002 (FY 2002), paynent woul d consist of
33 1/3 percent of the ampunt of the facility-specific
paynment and 66 2/3 percent of the IRF adjusted facility
Federal prospective paynent. For cost reporting periods
begi nning on or after October 1, 2002 (FY 2003), paynment
woul d be 100 percent of the adjusted facility Federal
prospective paynent.

Section 305(b)(1)(C) of the BIPA added section
1886(j)(1)(F) to the Act, which allows an IRF to elect to
be paid 100 percent of the adjusted facility Federal
prospective paynent for each cost reporting period to
whi ch the bl ended paynent net hodol ogy woul d ot herw se
apply. This provision of the BIPA is effective as though
it were included in the enactnment of the BBA.

1. Paynents Based on the Transition Period for Cost
Reporting Periods Beginning During FY 2002

In the proposed rule, we described how the
application of the transition period percentages woul d be
affected by the delay in inplenentation of the IRF
prospective payment system Specifically, as proposed, a
facility with a cost reporting period beginning on or
after October 1, 2000 and before April 1, 2001 (the

pl anned i npl ementation date as stated in the proposed
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rul e) would not be paid under the I RF prospective paynent
system for that cost reporting period. For a facility
with a cost reporting period beginning on or after April
1, 2001 and before COctober 1, 2001, the prospective
paynment during that period would be conprised of the
bl ended rate for FY 2001 as specified by the statute
(66 2/3 percent of the facility specific paynent and
33 1/3 percent of the adjusted facility Federal
prospective paynent). For a facility with a cost
reporting period beginning on or after October 1, 2001
and before October 1, 2002 (FY 2002), the prospective
payment during that period would be conprised of the
bl ended rate for FY 2002 as specified by the statute (33
1/3 percent of the facility specific payment and 66 2/3
percent of the adjusted facility Federal prospective
payment). For cost reporting periods beginning on or
after October 1, 2002, the prospective paynment would be
100 percent of the adjusted facility Federal prospective
paynent .

Comrent: Many commenters suggested that it would be
unfair for the transition period to apply to two cost
reporting periods for sone facilities while other

facilities have the transition period apply to only one
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cost reporting period. In addition, some comenters
believed that the law intended for all facilities to be
afforded a 2-year transition period.

Response: We recognize that the statute
contenpl ated a 2-year transition period, but the statute
(at section 1886(j)(1)(B) of the Act) also provides that
the I RF prospective paynent system nust be fully
i npl emented for cost reporting periods beginning on or
after
Cct ober 1, 2002. In other words, the statute provides
that, for cost reporting periods beginning on or after
Cct ober 1, 2002, paynent will no | onger be based on a
bl end of the Federal prospective paynent and the
facility-specific paynent. As stated earlier, the
earliest feasible date for inplenmentation of the IRF
prospective paynment systemis for cost reporting periods
begi nning on or after
January 1, 2002, and we are adhering to the statutory
paynment formul a applicabl e beginning January 1, 2002.

We recogni ze that the del ayed inplenmentation of the
| RF prospective paynent system neans that hospitals wll
be paid under the blend nmethodol ogy for a period of |ess

than 2 years (under section 1886(d)(1)(F) of the Act, as
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added by section 305 of Public Law 106-554, hospitals my
el ect to not be paid under the blend nmethodol ogy at all).
But we believe that a shortened transition period caused
by a delay in inplenmentation of the | RF prospective
paynment systemis not inequitable. One purpose of the
transition period is to give hospitals tine to adjust
before a prospective paynent systemis fully inplenented.
Hospital s have been on notice since the enactnment of
Public Law 105-33 that the | RF prospective paynent system
woul d be fully inplenented for cost reporting period
begi nning on or after October 1, 2002. We did not
shorten the tinmetable for full inplenentation of the
prospective paynment system paynent rates, and hospitals
have had anple tine to prepare. Also, we note that,
presumably, hospitals that woul d be "di sadvant aged"” by a
shortened transition period (hospitals whose facility-
specific rate is higher than the Federal prospective
payment rate) have been "advantaged" by the delay in
i npl ement ati on.

Accordingly, we are adhering to the statutory
payment formul a applicable for cost reporting periods
begi nning on January 1, 2002. In 8412.626(a)(1)(i) of

this final rule, we are specifying that paynent to an IRF
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for cost reporting periods beginning on or after January
1, 2002 and before October 1, 2002 consists of 33 1/3
percent of the facility-specific payment and 66 2/3
percent of the adjusted Federal prospective paynment. For
cost reporting periods beginning on or after October 1,
2002, paynent will be based entirely on the Federal
prospective paynent.

2. Paynents Based on the Election to Apply the Ful
Prospective Paynment for Cost Reporting Periods Beginning
During FY 2002

Under 8412.626(b) of the final regulations, we are
speci fying that a provider may elect not to be paid under
the transition period described in section VI.H. I. above.
Payment to I RFs naking this election will be based on 100
percent of the adjusted Federal prospective paynment in
effect for cost reporting periods beginning on or after
January 1, 2002 and before October 1, 2002.

An | RF rmust request this election no |ater than
30 days before the start of its first cost reporting
period for which paynment is based on the | RF prospective
paynment system The IRF nust make its request in witing
to its Medicare fiscal intermediary. The internediary

must receive the request on or before the 30'"" day before
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the start of the cost reporting period, regardl ess of any
post marks or antici pated delivery dates. Requests
recei ved (whether mailed or delivered by other neans)
| ater than the 30'" day before the cost reporting period
wi Il not be approved. |If the 30'"" day before the start of
the cost reporting period falls on a day on which the
postal service or other delivery sources are not open for
busi ness, the IRF is responsible to ensure that enough
time is allowed for the delivery of the request before
the deadline. |If an IRF's request is not received tinely
or is otherwi se not approved, paynent will be based on

the transition period nmethodol ogy.
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3. Paynents Based on the Full Prospective Paynent for
Cost Reporting Periods Beginning During FY 2003 and After

Under 8412.626(a)(l)(ii) of the final regulations,
we are specifying that paynent nade to | RFs with cost
reporting periods beginning on or after October 1, 2002
(FY 2003 and after) will consist of 100 percent of the
adj usted Federal prospective paynent. We described the
basi s of paynents nmade for fiscal years after FY 2002 in
8412. 624 of the final regulations.

|. Method of Paynent

We will base a beneficiary's classification into a
CMG on data obtained during the initial patient
assessnment. The CMG w || determ ne the Federa
prospective paynment that the IRF receives for the
Medi care-covered Part-A services furnished during the
Medi care beneficiary’s episode of care. However, under
8412.632(a) of these final regulations, the paynment
arises fromthe subm ssion of a discharge bill. This
will allow us to pay for conorbidities diagnosed during
the stay, classify cases appropriately to one of the five
special CMGs (for cases in which the patient expires or
has a very short length of stay), adjust the payment to

reflect an early transfer, and determne if the case
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qualifies for an outlier payment. Accordingly, the IRF
will record the CMG and ot her information on the
beneficiary's discharge bill, and will submt the bill to
its Medicare fiscal intermediary for processing. The
paynment made represents paynment in full, under
8412.622(b) of these final regulations, for inpatient
operating and capital-related costs, but not for the
costs of an approved nedi cal education program bad
debts, blood clotting factors provided to patients with
hemophilia, or other costs not paid for under the |IRF
prospective payment system

Under the existing paynent system (1) an |IRF may be
paid using the periodic interimpaynment (PlIP) nmethod
described in 8413.64(h) of the existing regulations; (2)
rehabilitation units are paid under the PIP method if the
hospital of which they are a part is paid under existing
8412.116(b); (3) IRFs may be eligible to receive
accel erated paynments as described in existing 8413.64(9);
or (4) rehabilitation units are eligible for accel erated
paynments under existing 8412.116(f). The statute does
not preclude the continuation of PIP. W presently see
no reason to discontinue our existing policy of allow ng

the PIP and accel erated paynent nmethods under the
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prospective paynent system for qualified | RFs, although
we may choose to evaluate its continuing need in the
future. Therefore, we will permt the continued
avai lability of PIP and accel erated paynents for services
of I RFs paid under the prospective paynent system at
paragraphs (b) and (e) of 8412.632 of the final
regul ati ons.

For those services paid under the PIP nethod, the
anount reflects the estimted prospective paynents for
the year rather than estinmated cost rei mbursenment. An
| RF receiving prospective paynents, whether or not it
received a PIP prior to receiving prospective paynents,
may receive a PIP if it neets the requirenments in
8412. 632 and receives approval by its internediary.
Simlarly, if an internediary determ nes that an |IRF that
received a PIP prior to receiving prospective paynents is
no | onger entitled to receive a PIP, it will renove the
| RF fromthe PIP nethod. As provided in 8412.632,

i nternmedi ary approval of a PIP is conditioned upon the
intermedi ary’s best judgnent as to whet her maki ng paynment
under the PIP nethod would not entail undue risk of

resulting in an overpaynent to the provider.
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Excluded fromthe PIP amount are outlier paynents
that are paid in final upon the subm ssion of a discharge
bill. In addition, Part A costs that are not paid for
under the I RF prospective paynent system including
Medi care bad debts and costs of an approved educati onal
program wll be subject to the interim paynent
provi sions of the existing regulations at 8413. 64.

Under the prospective paynment system if an IRF is
not paid under the PIP nethod, it may qualify to receive
an accel erated paynent. Under 8412.632, the | RF nust be
experiencing financial difficulties due to a delay by the
intermediary in making paynment to the IRF, or there is a
tenporary delay in the IRF s preparation and submttal of
bills to the internediary beyond its normal billing cycle
because of an exceptional situation. The |IRF nust nmake a
request for an accel erated paynent, which is subject to
approval by the internediary and by us. The anount of an
accel erated paynment is conputed as a percentage of the
net paynent for unbilled or unpaid covered services.
Recoupnent of an accel erated paynent occurs as bills are
processed or through direct paynment by the |IRF.

J. Update to the Adjusted Facility Federal Prospective

Paynent
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Under section 1886(j)(3)(C) of the Act and under
8412.624(c)(3)(ii) of the final regulations, future
updates, for FY 2003 and subsequent fiscal years, to the
adjusted facility Federal prospective paynents (budget
neutral conversion factor) will include the use of an
i ncrease factor based on an appropriate percentage
increase in a market basket of goods and services
conprising services for which the I RF prospective paynent
system nmakes paynent. This increase factor may be the
mar ket basket percentage increase described in section
1886(b)(3)(B)(iii) of the Act. We include in Appendix D
of this final rule a description of the |IRF market basket
that we used in devel oping an increase factor under
section 1886(j)(3)(C) of the Act.

K. Publication of the Federal Prospective Paynent Rates

I n accordance with section 1886(j)(5) of the Act, we
wi Il publish in the Federal Register, on or before August
1 prior to the beginning of each fiscal year, the
classifications and weighting factors for the |IRF case-

m X groups and a description of the methodol ogy and data
used in conmputing the prospective paynent rates for that
fiscal year (8412.628 of these final regul ations).

L. Limtation on Adm nistrative or Judicial Review
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I n accordance with sections 1886(j)(7)(A), (B), and
(C) of the Act, we are specifying under 8412.630 of these
final regulations that adm nistrative or judicial review
under sections 1869 or 1878 of the Act, or otherwi se, is
prohibited with regard to the establishment of the
nmet hodol ogy to classify a patient into the case-m x
groups and the associ ated wei ghting factors, the
unadj ust ed Federal per discharge paynment rates,
addi ti onal paynments for outliers and special paynents,

and the area wage i ndex.
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VI1. Provisions of the Final Regulations

After careful consideration of the public coments
received on the Novenber 3, 2000 proposed rule, we are
adopting as final, with the nodifications discussed

t hr oughout this preanble and sunmarized bel ow, the

proposed regul ations set forth in 42 CFR Part 412,

Subpart P, to inplenment the prospective paynment system

for IRFs, and the proposed technical and conform ng

changes to 88412.1, 412.20, 412.22, 412.23, 412. 25,

412.29, 412.116, 412.130, 413.1, 413.40, and 413.64. The

tabl e of contents for Subpart P is as foll ows:

Subpart P—Prospective Paynment for Inpatient

Rehabi l'i tati on

Hospitals and Rehabilitation Units

Sec.

412. 600 Basis and scope of subpart.

412.602 Definitions.

412. 604 Conditions for payment under the prospective
paynment system for inpatient rehabilitation
facilities.

412. 606 Patient assessnent.

412.608 Patients' rights regarding the collection of

patient assessnent data.
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412. 610 Assessnment schedul e.
412.612 Coordination of the collection of patient
assessnent data.
412.614 Transm ssion of patient assessnment dat a.
412.616 Release of information collected using the
patient assessment instrument.
412.618 Assessnent process for interrupted stays.
412. 620 Patient classification system
412. 622 Basis of paynent.
412. 624 WMet hodol ogy for cal culating the Federal
prospective paynment rates.
412.626 Transition period.
412.628 Publication of the Federal prospective paynent
rates.
412.630 Limtation on review.
412. 632 Method of paynment under the inpatient
rehabilitation facility prospective
paynment system
? Throughout Subpart P and in 88412.1, 412. 20,
412.116, 412.130, 413.1, and 413.40, we are changing the
date and any related references for inplenentation of the
| RF prospective paynment system from "April 1, 2001" to

"January 1, 2002". Effective for cost reporting periods
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begi nning on or after January 1, 2002, |IRFs nust neet the
conditions specified in the Subpart P for paynent of all
covered inpatient hospital services furnished to
beneficiaries under the | RF prospective paynent system

? Throughout Subpart P, we are changing all
references to the MDS-PAC to either the CMS inpatient
rehabilitation facility patient assessnment instrument or
del eting reference to the MDS-PAC, as appropri ate,

i ncluding deletion of the definition in 8412.602. W are
adding a new definition of "patient assessnent
instrunent” to conformto the replacenent of the MDS-PAC.

? Use of Authorized Clinician in Patient
Assessnents (88412.602--Definitions; 412.606--Patient
assessnent; 412.608--Patients' rights regarding the
coll ection of patient assessnent data; and 412.612--
Coordi nation of the collection of patient assessnent
data). As explained in section IV.A 3. of this final
rule, we are deleting the definition of "authorized
clinician" in proposed 8412.602. |In addition, we are
revi sing proposed 88412.606(c) and 412.612 to specify
that any IRF clinician may performthe patient assessnent
and any clinician who is enployed or contracted by the

| RF and who is trained on how to conduct a patient
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assessnment using our inpatient rehabilitation facility
patient assessnment instrument may conplete itens on the
assessnment instrument. We are deleting the provisions
under proposed 88412.606(c)(4) and 412.612(b) and (c)

t hat an authorized clinician nmust sign the patient
assessnent instrunment attesting to its conpletion and
accuracy. We are revising proposed 8412.606(c)(3) to
clarify one of the other sources, in addition to direct
patient observation, from which patient data nay be
obtai ned for the assessnment process when appropriate and
to the extent feasible. W are deleting the "friends”
source and addi ng i nstead "soneone personally

know edgeabl e about the patient's clinical condition or
capabilities".

We are revising proposed 8412.612(d) (8412.612(b) in
this final rule) to specify that a person who know ngly
and willfully conpletes or causes another person to
conplete a fal se patient assessnent is subject to a civil
noney penalty. We are making conform ng changes to
proposed 8412.608 to indicate that an I RF clinician nust
informinpatients of their patient rights relating to the

col l ection of patient assessnment dat a.
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? Patient Assessment Schedul e and Data Transm ssion
(88412. 602--Definitions; 412.610--Assessnent schedul e;
412. 614--Transm ssion of patient assessnent data; and
412. 624- - Met hodol ogy for cal culating the Federal
prospective paynent rates). W are revising proposed
88412.610(c) to specify that the patient assessnent
instrunent is to be conpleted only twice, at the tine of
the patient's adm ssion and at discharge. W are
revising the definition of "discharge" in 8412.602 to add
a provision that a Medicare patient in an IRF is al so
consi dered di scharged when the patient stops receiving
Medi care-covered Part A inpatient rehabilitation
servi ces.

In addition, we are specifying the tine period the
adm ssi on assessnment nust cover; the assessnment reference
date for the adm ssion and di scharge assessnments; and the
dates by which the adm ssion and di scharge assessnents
must be conpleted. As conform ng changes, we are
revising the definition of "assessnent reference date"” in
proposed 8412.602; we are deleting the contents of
proposed 8412.610(d), which described the | ate assessnent
reference dates and rel ated penalties for late conpletion

of the patient assessnent, which are no | onger
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appl i cable; and we are deleting from proposed 8412.610(e)
t he provisions on assessnent conpletion dates, which are
now specified in 8412.610(c).

We are revising proposed 8412.610(e) (paragraph (d)
inthis final rule) to specify that adm ssion and
di scharge assessnents nust be encoded by the 7'" cal endar
day fromthe applicable assessnent conpletion dates. (As
conform ng changes, proposed 88412.610(f) and (g) are now
88412.610(e) and (f), respectively.)

We are revising proposed 8412.614(c) to specify data
transm ssion dates to us that are adjusted to reflect
changes in the conpl etion dates for adm ssion and
di scharge assessnments and for encodi ng data under
8§8412.610(c) and (d).

We are revising proposed 8412.614(d)(2) to specify
the date by which transm ssion of the assessnment data is
considered late (late transm ssion neans nore than 10
days after the 7'" calendar day in the period beginning
with the last permtted patient assessnent encodi ng date)
and to nodify the penalties associated with late
transm ssion of the patient assessnment data. We also are
revising proposed 8412.624(e)(5) to specify the

adj ustnment to the prospective paynent to the IRF for late
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transm ssion of patient assessnent data to reflect the
provisions in 8412.614(d)(2).

These changes fromthe proposed rule are discussed
in detail in sections IV.B. and IV.D. of this preanble.

? Interrupted Stays (88412.602--Definitions;
412.618--Assessnent process for interrupted stays; and
412. 624- - Met hodol ogy for cal culating the prospective
payment rates). We are revising the proposed definition
of "interrupted stay" in proposed 8412.602 to clarify
that an interruption in a stay in an IRF is 3 consecutive
cal endar days that begins with the day of discharge and
ends at m dnight of the third day.

We are revising proposed 88412.618(a) (1) and (a)(3)
(paragraphs (a)(1) and (a)(2) in this final rule) to
specify that the initial case-m x classification fromthe
adm ssi on assessnment remmins in effect during the
interrupted stay(s); and to specify that a discharge
assessnent mnust be conpl eted when the patient stay (that
i ncludes one or nore interrupted stays) is conpleted. W
are deleting proposed 8412.618(a)(2), which referenced
the proposed nmultiple patient assessnents that we are not

adopting in this final rule; and del eting proposed



319

8412.618(c), which discussed the transm ssion of data
fromthe interrupted stay tracking form

In addition, we are revising proposed 8412.618(d) (1)
t hrough (d)(4) (paragraphs (c)(1) and (c)(2) in this
final rule) to specify the adjustnent to dates to be used
if an interrupted stay occurs before the patient
adm ssion assessnment is conpleted or after the adm ssion
assessnent is conpleted but before the discharge
assessnent i s conpl et ed.

We are adding new 8412.624(g) to codify in this
regul ation text the policy on the adjustnment to the IRF
prospective paynment for interrupted stays.

These changes fromthe proposed rule are discussed
in detail in sections IV.D. and VI.C. 3. of this preanble.

? Patient Classification (8412.620--Patient
classification system). W are revising proposed
8412.620(a)(3) to specify that we will use the data from
t he adm ssion assessnent to classify the patient into the
appropriate case-m x group as opposed to proposed data
fromthe Day 4 assessnent (the assessnent schedul e has
been revised to specify only two assessnents as di scussed

earlier).
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We are adding a definition of "conorbidity" in
8412. 602 and addi ng new paragraphs (a)(4) and (b)(4)
under 8412.620 to specify that we will determ ne a
wei ghting factor(s) to account for the presence of a
conorbidity that is relevant to resource use in the
classification systemin determ ning paynent rates under
the | RF prospective paynent system and that we will use
data fromthe discharge assessnent to determne this
wei ghting factor. These changes are discussed in detail
in section VI.A of the preanble in relation to our use
inthis final rule of a 3-tiered approach to determ ning
adj ustnments in paynent rates for CMGs based on
differences in costs anong rel evant conorbidities.

? Paynment Rates (8412.624--Methodol ogy for
cal cul ating the prospective paynent rates). W are
revising the budget neutrality provision of proposed
8412.624(d)(2) to reflect the deletion of the 2-percent
reduction as specified in section 305(a) of BIPA.

We are revising proposed 8412.624(e) to specify that
t he prospective paynent rate for each | RF discharge wll
be based on whether the IRF' s cost reporting period
begins on or after January 1, 2002 and before

Cct ober 1, 2002 or begins after Cctober 1, 2002.
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We are revising proposed 88412.624(f)(2)(ii) and
(f)(2)(iii) (paragraph (f)(2)(v) in this final rule) and
addi ng new 88412.624(f)(2)(iii) and (f)(2)(iv) to specify
the adjustnment to the prospective paynent to the I RF for
patients who are transferred to another site of care.

These changes fromthe proposed rule are discussed
in detail in sections VI.B., VI.D., and VI.E. of this
pr eanbl e.

? Transition Period (88412.622--Basis of paynent
and 412.626--Transition period). W are revising
proposed 88412.622(a)(2) and 412.626(a)(1) and addi ng new
8412.626(b) to reflect the provisions under section
305(b) of BIPA that provide that, during the transition
period, facilities my elect to be paid the full
prospective paynent rather than the paynent determ ned
under the transition period nethodol ogy.

These changes fromthe proposed rule are discussed
in detail in section VI.H of this preanble.

Techni cal Changes

? Noncovered lItens and Services (8412.604--
Condi tions for paynent under the prospective paynent
system for inpatient rehabilitation facilities). W are

revi sing proposed 8412.604(d) to specify that in addition
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to the applicabl e deductible and coi nsurance anmpunts, a
facility may charge Medi care beneficiaries and ot her
i ndividuals on their behalf only for itens and services
as provided under existing regulations at 8489. 20(a).

We are revising proposed 8412.604(e)(1) to conform
it to the provisions of existing 8412.50 which lists the
types of services that are not included as inpatient
hospital services.

We also are adding to 8412.604(e)(1) a citation to
the provisions of 8412.622(b) to clarify that paynments
for certain services are not included in the full
prospective paynment to IRFs for inpatient rehabilitation
services (that is, paynent for approved educati onal
activities, bad debts, and blood clotting factors).

These changes fromthe proposed rule are discussed

in detail in section Il1.B. of this preanble.
VIIl. Regulatory Inpact Analysis
A. Introduction

We have exam ned the inpacts of this final rule as
required by Executive Order 12866, the Unfunded Mandate
Ref orm Act of 1995 (Public Law 104-4), the Regul atory
Flexibility Act (RFA) (Public Law 96-354), and Executive

Order 13132 (Federalism.
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1. Executive Order 12866

Executive Order 12866 directs agencies to assess all
costs and benefits of available regulatory alternatives
and, if regulation is necessary, to select regul atory
approaches that maxim ze net benefits (including
potential econom c, environnmental, public health and
safety effects, distributive inpacts, and equity). A
regul atory inpact analysis (RIA nust be prepared for
maj or rules with economcally significant effects ($100
mllion or nore annually).

We estimate that the inpact of this final rule that
i npl ements section 1886(j) of the Act will result in a
total cost to the Medicare program Section 305(a) of
BI PA elimnated the 2-percent reduction to the budget
neutral adjustnment. Under the amendnents made by section
305(a) of BIPA, then, we set paynment anmounts under the
prospective paynent system for FY 2002 so that paynents
under the I RF prospective paynent system for FY 2002 are
projected to equal "100 percent . . . of the amount of
payments that would have been made under this title .
for operating and capital costs of rehabilitation
facilities had this subsection not been enacted," but

under the amendnents made by section 305(b) of BIPA, in
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cal cul ati ng the budget neutrality adjustnent, we do not
take into account paynent adjustnents resulting from
el ections by hospitals under section 1886(j)(1)(F) of the
Act (as added by section 305(b)(1)(C of BIPA) to not be
pai d under the transition period nethodol ogy described in
section VI.H. of this final rule. Because elections
under section 1886(j)(1)(F) of the Act are not taken into
account in calculating the budget adjustnent requirenent,
the inmplenentation of the prospective paynent system
results in a cost.

Payment to facilities that elect not to be paid
under the transition period nethodology will be based on
100 percent of the adjusted facility Federal prospective
payment in effect for cost reporting periods begi nning on
or after January 1, 2002 and before October 1, 2002.
Providers that will be paid nore under the |IRF
prospective paynment systemthan they woul d have been paid
had the system not been in effect will likely elect to be
pai d based on 100 percent of the Federal prospective
payment rate. W estimate that, of the 1024 IRFs used to
simul ate the inpacts anong the various classes of |RFs,
approxi mately 48 percent or 496 of these IRFs will elect

not to be paid under the transition period nethodol ogy.
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For cost reporting periods beginning on or after January
1, 2002 and before October 1, 2002, we estimate that the
| RF prospective paynent systemw |l cost $60 mIlion, and
for FY 2003, the costs will be $10 mllion. Because cost
reporting periods can begin in one fiscal year and end in
the next fiscal year, the FY 2002 estimted costs of $60
mllion are associated with the portion of |IRF cost
reporting periods between January 1, 2002 and
Sept enber 30, 2002. The FY 2003 estimated costs of
$10 mllion are associated with the portion of |IRF cost
reporting periods between October 1, 2002, and
Sept enber 30, 2003.
2. Regulatory Flexibility Act (RFA)

The RFA requires agencies to analyze the econonic
i npact of our regulations on small entities. If we
determ ne that the regulation will inpose a significant
burden on a substantial nunber of small entities, we nust
exam ne options for reducing the burden. For purposes of
t he RFA, businesses include small businesses, nonprofit
organi zations, and governnental agencies. Mst hospitals
are considered small entities, either by nonprofit status
or by having receipt of less than $25 mllion per year.

Because we | ack data on individual hospital receipts, we
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cannot determ ne the nunmber of small proprietary
rehabilitation hospitals. Therefore, the analysis that
follows is based on all rehabilitation facilities doing
busi ness with Medicare. Medicare fiscal internediaries
and carriers are not considered to be small entities.

I ndi vi dual s and States are not included in the definition
of a small entity.
3. Unfunded Mandate

Section 202 of the Unfunded Mandate Reform Act of
1995 al so requires that agencies assess antici pated costs
and benefits before issuing any rule that may result in
an expenditure in any one year by State, |ocal, or tribal
governnments, in the aggregate, or by the private sector,
of at least $110 mllion. This final rule will not have
an effect on the governments nentioned nor will it affect
private sector costs.
4. Executive Order 13132

We exam ned this final rule in accordance with
Executive Order 13132 and determned that it will not
have any negative inpact on the rights, roles, or
responsibilities of State, |local, or tribal governnents.
5. Inpact on Rural Hospitals

Section 1102(b) of the Act requires us to prepare a
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regul atory inpact analysis for any final rule that wll
have a significant inpact on the operations of a
substanti al nunber of small rural hospitals. This
anal ysis must conformto the provisions of section 604 of
the RFA. For purposes of section 1102(b) of the Act, we
define a small rural hospital as a hospital that is
| ocated outside of a Metropolitan Statistical Area and
has fewer than 100 beds.

6. Overall Inpact

For the reasons stated above, we have prepared an
anal ysi s under the RFA and section 1102(b) of the Act
because we have determ ned that this final rule will have
a significant econom c inpact on a substantial nunber of
smal | entities or a significant inpact on the operations
of a substantial nunmber of small rural hospitals. As
di scussed earlier in this preanble, we are adjusting
paynments for IRFs |ocated in rural areas. Therefore, the
i npacts shown bel ow refl ect the adjustnments that are
designed to mnimze or elimnate the negative inpact
that the I RF prospective paynment system woul d ot herw se
have on rural facilities.

This final rule sets forth the factors used to

determ ne prospective paynents under the Medicare program
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for IRFs. \Vhile section 1886(j) of the Act specifies the
basi ¢ net hodol ogy of constructing a case-m x adj usted
prospective paynent system the statute does allow us
sone discretion in designing the key elenents of the
system and we did consider alternatives for these
el ements. The elenents include the patient assessnent
instrunent, the patient classification nethodol ogy based
on functional -rel ated groups, and adjustnents to the
prospective paynents. We have included a detailed
di scussion of these elenments and the alternatives that we
considered in sections IV., V., and VI., respectively, of
the preanble of this final rule.

B. Anticipated Effects of the Final Rule

We di scuss below the inpacts of this final rule on
t he budget and on | RFs.
1. Budgetary | npact

Section 1886(j)(3)(B) of the Act, as anended by
section 305(a) of BIPA, requires us to set the paynent
rates contained in this final rule at levels such that
total paynents under the | RF prospective payment system
are projected to equal the ampunt that woul d have been
paid for operating and capital -rel ated costs of

rehabilitation facilities if this prospective paynent



329
system had not been inplenmented, but under the anmendnents
made by section 305(b) of BIPA, in calculating budget
neutrality, we do not take into account elections by
facilities to receive the full Federal prospective
paynment rather than the paynment determ ned under the
transition period nmethodol ogy. W project that
i npl ementing the | RF prospective paynent system (as
anended by section 305(b) of BIPA) for cost reporting
peri ods beginning on or after January 1, 2002 and before
Cct ober 1, 2002 will cost the Medicare program $70
mllion over 2 years, as follows:

$60 mllion for FY 2002

$10 mllion for FY 2003
2. lnpact on Providers

In order to understand the inpact of the new I RF

prospective paynment systemon different categories of
facilities, it is necessary to conpare esti mted paynents
under the current paynment system (current paynents) to
esti mated paynents under the prospective paynent system
as set forth in this final rule (new prospective
paynments). To estimte the inpact anong the various
classes of IRFs, it is inperative that the estimtes of

current paynents and new prospective paynents contain
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simlar inputs. More specifically, we sinulate new
prospective paynments only for those IRFs for which we are

able to cal cul ate current paynent, and vice versa.
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As previously stated in section VI.D. of this
preanbl e, we have both case-ni x and cost data for 714
rehabilitation facilities. W used data fromthese
facilities to analyze the appropriateness of various
adjustnments to the Federal unadjusted paynent rates.
However, for the inpact anal yses shown in the foll ow ng
tables, we sinmulate paynents for 1024 facilities. As we
previously stated in section VI. of this final rule, we
estimate the case-m x index for those | RFs and cases for
whi ch we do not have FIM data to match correspondi ng
Medi care bills. Therefore, in this final rule, we are
able to include nore facilities in the inpact analysis
anong the various classes of IRFs. Table | below reflect
the estimated "l osses/ gai ns" anong the vari ous
classifications of IRFs for cost reporting periods that
begin on or after January 1, 2002 and before
October 1, 2002. Table Il below reflects the estinmted
"l osses/ gai ns" anong the various classifications of |IRFs
for cost reporting periods that begin on or after
Oct ober 1, 2002 and before October 1, 2003.
3. Calculation of Current Paynents

To cal cul ate current paynents, we trend cost report

data forward fromthe m dpoint of the cost reporting
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period to the m dpoint of FY 2002, using the nethodol ogy
set forth in section VI.E. 2. of this preanble. To
estimate current paynments, we cal cul ate operating
payments for each rehabilitation facility in accordance
with section 1886(b) of the Act. Further, we conpute
capi tal paynments by reduci ng reasonable costs by 15
percent, consistent with section 1886(g)(4) of the Act,
as added by section 4412 of the BBA. To deterni ne each
facility's average per discharge paynent anount under the
current paynment system we add operating and capital -
rel ated paynents together, and then divide the total
payment by the nunber of Medicare discharges fromthe
cost reports. W conpute total paynents for each
facility by multiplying the nunber of discharges fromthe
Medi care bills by the average per discharge paynment
anmount .

4. Calcul ati on of New Prospective Paynents

To estimate paynents under the | RF prospective
paynment systemas set forth in this final rule, we
mul tiply each facility’'s case-m x index by the facility’'s
nunmber of Medi care di scharges, the budget neutral
conversion factor, the applicable wage index, a | ow

i ncome patient adjustment, and a rural adjustnent (if
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applicable). W include a detailed description of the
following specific adjustnents in section VI.D. of the

preanble of this final rule.
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» The wage adjustnent, calculated as foll ows:
(.27605 (.72395 x Wage | ndex)).

» The disproportionate share adjustnment, cal cul ated
as follows:

(1 + Disproportionate Share Percentage) raised to
t he power of .4838).

e The rural adjustnent, if applicable, calcul ated
by multiplying paynents by 1.1914.

After calculating the new Federal rate paynents for
each facility, we blend together the appropriate
percent ages of the current paynents and the new Feder al
rate payments to deterni ne the appropriate anmount for the
first year of inplenmentation of the | RF prospective
payment system  Specifically, for cost reporting periods
begi nning on or after January 1, 2002 and before October
1, 2002 we conmbine 33 1/3 percent of the current paynent
ampunt with 66 2/3 percent of the new Federal rate
payment anmount as shown in Table | below.  However, for
t hose providers that will receive higher paynents under
the | RF prospective payment systemthan they woul d have
if the system had not been in effect, we sinulate their
payments in Table | as though they chose not to be paid

under the transition paynent nethodology. (We estinmate
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that 48 percent of the IRFs will elect not to be paid
under the transition paynent nethodol ogy.) For cost
reporting periods beginning in FY 2003, we show t he
i npact of the fully phased-in | RF prospective paynent
ampunt. All paynment sinmulations reflect data trended to
t he m dpoint of FY 2002. These data were not trended out
to the mdpoint of FY 2003.

Tables | and Il below illustrate the aggregate
i npact of the new paynment system anong vari ous
classifications of facilities. The first colum,
Facility Classifications, identifies the type of
facility. The second colum identifies the nunber of
cases. The third colum lists the nunber of facilities
of each classification type, and the fourth colum is the
rati o of new prospective paynents to current paynents.
The inmpact reflects the adjustnents that we are nmaking,
i ncluding the specific geographic wage adjustnent, the
adjustnment for rural facilities (if applicable), and a

| ow-i ncome patient adjustnment for all facilities.



Table |.—Projected I npact
Prospective Paynents Plus 1/3 of Current

Refl ecting 2/ 3 of New
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Paynment s and

Option to Decline the Bl ended Paynent Met hod
Number of[Number of New
Facility Classifications Cases | Facilities | Payment to
Current
Payment
Ratio
All Facilities 347,809 1,024 1.03
Geographic Location
Large Urban 163,970 489 1.04
Other Urban 152,647 392 1.01
Rural 31,192 143 1.03
Region
New England 15,868 36 1.00
Middle Atlantic 66,466 143 1.05
South Atlantic 59,172 132 1.06
East North Central 60,223 200 1.02
East South Central 27,024 51 1.05
West North Central 21,907 92 1.03
West South Central 59,663 186 0.97
Mountain 15,697 65 1.04
Pacific 21,789 119 1.04
Urban by Region
Urban- New England 15,039 32 1.01
Urban-Middle Atlantic 64,042 133 1.04
Urban-South Atlantic 52,980 112 1.06
Urban-East North Central 55,071 171 1.02
Urban-East South Central 23,434 41 1.07
Urban-West North Central 18,087 70 1.03
Urban-West South Central 52,346 154 0.96
Urban-Mountain 14,655 56 1.04
Urban-Pacific 20,963 112 1.04
Rural by Region
Rural-New England 829 4 0.95
Rural-Middle Atlantic 2,424 10 1.16
Rural-South Atlantic 6,192 20 1.09
Rural-East NorthCentral 5,152 29 1.01
Rural-East SouthCentral 3,590 10 0.98
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Number of[Number of New
Facility Classifications Cases | Facilities | Payment to
Current
Payment
Ratio
Rural-West NorthCentral 3,820 22 1.04
Rural-West SouthCentral 7,317 32 1.01
Rural-Mountain 1,042 9 1.05
Rural-Pacific 826 7 1.00
Type and Size of Facility
Unit of acute hospital 233,433 856 1.04
Average Daily Census < 10 39,123 289 1.00
Average Daily Census 10-25 122,904 436 1.05
Average Daily Census >25 71,406 131 1.06
Freestanding hospital 114,376 168 0.99
Average Daily Census < 25 8,437 36 0.92
Average Daily Census 25-50 41,626 71 0.98
Average Daily Census > 50 64,313 61 1.01
Disproportionate Share
Disproportionate Share < 10% 121,046 329 1.05
Disproportionate Share 10%-19% 101,405 261 1.02
Disproportionate Share 20%-29% 24,216 70 1.01
Disproportionate Share >= 30% 14,851 72 1.05
Disproportionate Share Missing 86,291 292 1.01
Teaching Status
Non-Teaching 285,112 872 1.03
Resident to Average Daily Census <
10% 41,944 86 1.02
Resident to Average Daily Census 10%-
19% 15,741 38 1.00
Resident to Average Daily Census >19% 5,012
28 1.02
Alaska/Hawaii 991 4 0.99




Table I1.—rojected I npact
Refl ecting the Fully Phased-1n Prospective Paynents
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Number of[Number of| New Payment
Facility Classifications Cases | Facilities to Current
Payment Ratio
All Facilities 347,809 1,024 1.00
Geographic Location
Large Urban 163,970 489 1.01
Other Urban 152,647 392 0.99
Rural 31,192 143 1.00
Region
New England 15,868 36 0.98
Middle Atlantic 66,466 143 1.02
South Atlantic 59,172 132 1.04
East North Central 60,223 200 0.99
East South Central 27,024 51 1.03
West North Central 21,907 92 1.01
West South Central 59,663 186 0.93
Mountain 15,697 65 1.01
Pacific 21,789 119 1.02
Urban by Region
Urban- New England 15,039 32 0.99
Urban-Middle Atlantic 64,042 133 1.02
Urban-South Atlantic 52,980 112 1.03
Urban-East North Central 55,071 171 0.99
Urban-East South Central 23,434 41 1.05
Urban-West North Central 18,087 70 1.01
Urban-West South Central 52,346 154 0.92
Urban-Mountain 14,655 56 1.01
Urban-Pacific 20,963 112 1.02
Rural by Region
Rural-New England 829 4 0.91
Rural-Middle Atlantic 2,424 10 1.14
Rural-South Atlantic 6,192 20 1.07
Rural-East NorthCentral 5,152 29 0.98
Rural-East SouthCentral 3,590 10 0.94
Rural-West NorthCentral 3,820 22 1.02
Rural-West SouthCentral 7,317 32 0.97
Rural-Mountain 1,042 9 1.04
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Number of[Number of| New Payment
Facility Classifications Cases | Facilities to Current
Payment Ratio

Rural-Pacific 826 7] 0.97

Type and Size of Facility

Unit of acute hospital 233,433 856 1.02
Average Daily Census < 10 39,123 289 0.96
Average Daily Census 10-25 122,904 436 1.03
Average Daily Census >25 71,406 131 1.04

Freestanding hospital 114,376 168 0.96
Average Daily Census < 25 8,437 36 0.86
Average Daily Census 25-50 41,626 71 0.95
Average Daily Census > 50 64,313 61 0.99

Disproportionate Share

Disproportionate Share < 10% 121,046 329 1.02

Disproportionate Share 10%-19% 101,405 261 0.99

Disproportionate Share 20%-29% 24,216 70 0.98

Disproportionate Share >= 30% 14,851 72 1.03

Disproportionate Share Missing 86,291 292 0.98

Teaching Status

Non-Teaching 285,112 872 1.00

Resident to Average Daily Census < 86

10% 41,944 1.00

Resident to Average Daily Census 38

10%-19% 15,741 0.97

Resident to Average Daily Census

>19% 5,012 28 0.98

Alaska/Hawaii 991 4 0.97
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5. Costs Associated Wth the Patient Assessnent
| nstrunment

In this final rule, it is specified that an | RF nust
assess its Medicare Part A fee-for-service patients using
the CMS5 | RF patient assessnment instrument. Costs
associated with the collection of the patient assessnent
data using the CMS | RF patient assessnment instrunment, and
t he associated reporting of data, are related to both
personnel and equi pnment. These two cl asses of costs
include the costs associated with using the CMS | RF
patient assessnment instrument to assess patients (data
coll ection costs), the IRF's costs to start the patient
assessment process using our patient assessnent
instrunent, and the | RF's ongoing costs after the patient
assessnment process has been initiated. W note that many
of the conponents of the costs associated with initiation
of the patient assessnment process specified in this final
rule and the I RF's ongoing costs are the sane.
a. Patient Assessnent Instrunent Data Col |l ection Costs

As stated in section IV. of this preanble, in this
final rule we are using a nodified version of the UDSnr
patient assessment instrunment that is frequently referred

to as the FIM as the CMS I RF patient assessnment
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instrunent. We are permtting any clinician who is
enpl oyed or contracted by the IRF, and is trained on how
to conplete a patient assessnment using our patient
assessnment instrument, to conplete the data itens on our
pati ent assessnent instrunent (8412.606(c)).

For this final rule, we calculated the cost to
coll ect the patient assessnment data using the CMS | RF
patient assessnment instrunment by using the wage data and
assunmpti ons below. Although we are only specifying wage
data for nine different types of clinicians, this should
not be interpreted as nmeaning that these nine types are
the only types of clinicians permtted to conplete our
patient assessnment instrunment.

(Note: The 2000-2001 version of the Occupati onal
Qut | ook Handbook of the Bureau of Labor Statistics, U S.
Depart nent of Labor, is still our nost current source of
sal ary data avail able.)

? The hourly wage data for the nine specific types
of clinicians, according to the Occupational Outl ook
Handbook of the Bureau of Labor Statistics, U S.
Departnment of Labor, are as follows (presented in
ascendi ng order):

(1) The medi an earnings of social work assistants,
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which is included in the human service workers and
assi stants category, in 1998 were $21,360. That is
equi val ent to a median hourly wage of $10.27.
(%21, 360/ 52 weeks = $410. 77/ week. $410.77/40 hours =
$10. 27) .

(2) The nedian earnings of |icensed practical
nurses (licensed vocational nurses) in 1998 were $26, 940.
That is equivalent to a nmedian hourly wage of $12.95.
(%26, 940/ 52 weeks = $518. 07/ week. $518.07/40 hours =
$12. 95).

(3) The nedian earnings of recreational therapists
in 1998 were $27,760. That is equivalent to a nedian
hourly wage of $13.35. (%$27,760/52 weeks = $533. 84/ week.
$533. 84/ 40 hours = $13. 35).

(4) The nedian earnings of social workers in 1998
were $30,590. That is equivalent to a nedian hourly wage
of $14.71. ($30,590/52 weeks = $588. 27/ week. $588.27/40
hours = $14.7067).

(5) The nedian earnings of dietitians and
nutritionists in 1998 were $35,020. That is equival ent
to a nedian hourly wage of $16.84. ($35,020/52 weeks =
$673. 46/ week. $673. 46/ 40 hours = $16. 8365).

(6) The nedian earnings of registered nurses in
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1998 were $40,690. That is equivalent to a median hourly
wage of $19.56. ($40,690/52 weeks = $782. 50/ week.
$782.50/ 40 hours = $19.5625).

(7) The nedi an earnings of speech-|anguage
pat hol ogi sts and audi ol ogi sts in 1998 were $43,080. That
is equivalent to a nedian hourly wage of $20.71.

($43, 080/ 52 weeks = $828. 46/ week. $828.46/40 hours =
$20. 7115)..

(8) The nedi an earnings of occupational therapists
in 1998 were $48,230. That is equivalent to a nedian
hourly wage of $23.19. (%$48,230/52 weeks = $927. 50/ week.
$927.50/ 40 hours = $23.1875).

(9) The nedi an earnings of physical therapists in
1998 were $56,600. That is equivalent to a median hourly
wage of $27.21. ($56,600/52 weeks =
$1088. 46/ week. $1088. 46/ 40 hours = $27.2115).

? |IRF staff famliar with the MDS-PAC that was the
product of our pilot and field testing required a nedi an
of 85 mnutes to conplete an adm ssion intake assessnent.

? |IRF staff famliar with the MDS-PAC that was the
product of our pilot and field testing required a nedian
of 48 m nutes to conplete an update assessnent.

? Qur data indicate that in 1999 there were 390, 048
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| RF adm ssions and 1,165 I RFs, an average of 334.8
adm ssions per IRF. (For the calculations in the tables
that follow, 334.8 adm ssions was rounded to 335
adm ssions.)

We stated in the proposed rule that data froma non-
HCFA associ ated source indicated that it could take a
maxi mum of 45 mnutes to conplete an adm ssion assessnent
using the FIM However, according to information
obtained fromUDSnr, it takes an estimted conbined tine
of 25 mnutes to collect both the adm ssion and di scharge
patient assessnment data using the UDSnr patient
assessment instrunent. We believe that the UDShr
estimated conmbined tine of 25 mnutes to collect both the
adm ssion and di scharge data is the nore accurate span of
time estimate to use. Although in 2000 both the other
non- HCFA source and UDSnr performed surveys to obtain
i nstrument conpletion data, there is nore precise data
fromthe UDSnr survey results. Specifically, for the
surveys that both perforned: (1) the other non-HCFA
associ ated source did not state its sanple size or the
nunmerical size of the universe fromwhich the sanple was
obt ai ned, while UDSnr had a sanple size of 303 facilities

out of a universe of 600 to 700 I RFs; (2) the other non-



345

HCFA associ ated source only gave ranges of the span of
times it took experienced or inexperienced personnel to
conplete the UDSnr instrunment, while UDSnr provided the
mean and nedi an spans of tinmes it took experienced and
i nexperienced personnel to conplete the UDSnr instrunment.
In addition, we believe that UDSnr, instead of the other
non- HCFA source, is nore know edgeabl e of the span of
time it takes to conplete its own instrunent. W
estimate that it will take a conbined time of 45 m nutes
to collect both the adm ssion and di scharge patient
assessnent data using our patient assessnent instrunent.

We believe that I RFs that currently use the UDSnr
patient assessnment instrument to collect adm ssion and
di scharge data, which we believe is 85 percent of the
1,165 IRFs (990 IRFs), are conpleting the entire UDSnr
patient assessnment instrunment when collecting the
adm ssion and di scharge data. Therefore, for IRFs
currently using the UDSnr patient assessnent instrunent,
we believe that the estimted additional time to collect
bot h the adni ssion and di scharge patient assessnment data
usi ng our patient assessnent instrunment is 20 m nutes.

For IRFs that are not currently using the UDShr

patient assessnment instrunment, or a simlar instrunent,
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whi ch we believe is 15 percent of the 1,165 IRFs (175
| RFs), we estinmate an additional assessnent time burden
of 45 m nutes.
The 1998 nedi an hourly wages fromthe U S. Dept. of

Labor, Bureau of Labor Statistics, Occupational Qutl ook

Handbook, 2000-2001 Edition, specified above have been

updat ed, using our Occupational Conpensation Index from

t he excl uded hospital market basket. The update factor
is 1.159. Using the updated 1998 nedi an hourly wages, we
show in Table Il below the range of the costs of the
estimated additional patient assessnment tinme burden by
clinician discipline. 1In addition, we showin Table II
the range of the costs of the m ninmum and maxi num

addi tional tinme burden by clinician discipline using the
1999 data of 390,048 I RF adm ssions and 1,165 IRFs (an

average of approximately 335 adm ssions per |RF).
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Table I11.--Range of the Increnmental Costs to Coll ect
Both the Adm ssion and Di scharge Patient Assessnent
Data Using the CM5 | RF
Pati ent Assessnent |nstrunent

(Column 1) (Column 2) (Column 3) (Column 4) (Column 5)
Updated Range of Range of Range of Range of
Hourly Incremental Incremental Incremental Time Incremental
Wages For Time of 20 Cost Per Clinical of Cost
Each Clinician |Minutes-- Discipline Per IRF-- |45 Minutes-- Per Clinician
Discipline Incremental Cost Column 2 Times Incremental Cost Discipline Per
Per 335 Admissions Per IRF
Clinician Discipline Clinician Discipline [Column 4 Times
Column 1 Times Column 1 Times 335 Admissions
0.333333 0.75
$11.90 $3.97 $1,328.83 $8.93 $2,989.88
$15.01 $5.00 $1,676.11 $11.26 $3,771.26
$15.47 $5.16 $1,727.48 $11.60 $3,886.84
$17.05 $5.68 $1,903.91 $12.79 $4,283.81
$19.52 $6.51 $2,179.73 $14.64 $4,904.40
$22.67 $7.56 $2,531.48 $17.00 $5,695.84
$24.00 $8.00 $2,680.00 $18.00 $6,030.00
$26.88 $8.96 $3,001.60 $20.16 $6,753.60
$31.54 $10.51 $3,521.96 $23.66 $7,924.43

Tabl e 1V bel ow conpares the average estimated tine

to conplete the inpatient

assessnent

i nstrument

rehabilitation facility patient

rule to

as specified in this final
the average estimated time to conplete the MDS-PAC in the

proposed rule, assum ng that the expanded |i st of

clinicians could conplete the proposed MDS-PAC. W are

only conparing the costs to performthe conbi ned

adm ssion and di scharge assessnent using the CMS | RF

pati ent assessnent instrunent in this final rule to the

cost to performthe adm ssion MDS-PAC assessnment because
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the best time span data we have is how long it takes to

do the adm ssion NMDS-PAC assessnent.

PAC assessnent took 85 minutes to perform

that is,

The adm ssi on NMDS-

to

coll ect the data, (85 m nutes divided by 60 mnutes is

1.412 (rounded)).

that all

of Perform ng the Patient Assessnent

Pati ent Assessment

Tabl e 1 V.--Conparison of the Costs

| nst rument

MDS- PAC

Table IV is based on the assunption

1,165 I RFs would coll ect the assessment dat a.

Using the CMS | RF
to Costs Using the Proposed

Costs to Performthe

Costs to Perform Only the

Conbi ned Admi ssion and Adm ssion Assessnent Using
Di scharge Assessnents t he NMDS- PAC
Using the CMS | RF
Pati ent Assessnent
| nstrument
(Column [(Column 2) (Column 3) (Column 4) |(Column 5) (Column 6) (Column 7)
1
) Range of Range of National Range of Range of National
Updated [Maximum Maximum Costs- Maximum Maximum Costs
Hourly Incremental |Incremental Cost [(Column 3 |Incremental Time([lncremental Cost|(Column 6
Wages For|Time of Per Clinical Times 1,165 |of Per Clinical Times 1,165
Each 45 Minutes Discipline Per IRF |IRFs) 85 Minutes Per  |Discipline Per IRF [IRFs)
Clinical Per (Column 2 Clinical Discipline [(Column 5 Times
Clinical Clinical Times 335 (Column 1 Times |335 Admissions)
Discipline |Discipline Admissions) 1.412)
(Column 1
Times 0.75
Hour)
$11.90 $ 8.93 $2,990 $3,483,204 $16.80 $ 5,629 $ 6,557,713
$15.01 $11.26 $3,771 $4,393,521 $21.19 $ 7,100 $ 8,271,535
$15.47 $11.60 $3,887 $4,528,166 $21.84 $ 7,318 $ 8,525,027
$17.05 $12.79 $4,284 $4,990,642 $24.07 $ 8,065 $ 9,395,715
$19.52 $14.64 $4,904 $5,713,626 $27.56 $ 9,233 $10,756,853
$22.67 $17.00 $5,696 $6,635,651 $32.01 $10,723 $12,492,718
$24.00 $18.00 $6,030 $7,024,950 $33.89 $11,352 $13,225,639
$26.88 $20.16 $6,754 $7,867,944 $37.95 $12,715 $14,812,716
$31.54 $23.66 $7,924 $9,231,955 $44.53 $14,919 $17,380,694
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b. Start-Up Costs

The costs that an IRF will incur to start the
patient assessnment process using our assessnent
i nstrunent consi st of material costs and personnel costs.
Qur data indicate that in 1999 there were 1,165 | RFs.
(1) Start-up Hardware Costs

We believe that all | RFs have the hardware conputer
capability (that is, hard drive, printer, RAM nenory,
nodem) and the related software (that is, Internet
Browser software) to be able to handl e the
conputerization, data transm ssion, and GROUPER software
requi renents associated with our patient assessnment
instrunent. Qur belief is based on indications that (a)
approxi mately 99 percent of all hospital inpatient clains
currently are submtted electronically; (b) approximtely
100 percent of IRFs submt their cost reports
el ectronically; and (c) approxi mtely 85 percent of |RFs
that use the FIM subscribe to the full UDShnr FIM system
and submt their data to UDSnr el ectronically.

Because we will supply to the IRFs free of charge
the software that performs the electronic functions
associated with our patient assessnment instrunment, the

IRFs will incur no software costs to purchase that
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software. Although we will supply the software version
of our patient assessnment instrument, which includes the
GROUPER software and the data transm ssion software, |RFs
may i ncur costs, which we are not able to estimte,
associ ated with maki ng changes to their information
managenent systenms to incorporate our patient assessnent
process software.

| RFs have the option of purchasing data collection
software that can be used to support other clinical or
operational needs (for exanple, care planning, quality
assurance, or billing), or other regulatory requirenents
for reporting patient information. However, the software
associated with our patient assessnent instrunent will be
avai lable to IRFs at no charge through our |IRF
prospective paynent system website. That website is:
www. hcf a. gov/ medi care/irfpps. htm Qur patient assessnent
instrunent software will allow users to conputerize their
assessnent data and transmt the data in a standard
format specified by us to the CMS patient data system
Therefore, IRFs that plan to use our patient assessnent
instrument software will need Internet access and a
dial-up Internet Service Provider account in order to be

able to download and install our software into their
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conputer system W believe that all IRFs currently have

the capability to access the Internet.
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(2) Start-Up Training Costs

| RF staff will require training in perforn ng
assessnents with the CMS | RF patient assessnent
i nstrunent, encodi ng assessnent data, preparing the
assessnment data for electronic subm ssion, and actually
transmtting the data. We believe that the initial
training of IRF clinical and data entry personnel wl|
requi re about 129.5 hours of staff tinme.

We expect that the IRF will send one discipline-
specific lead clinician to a training session of 16 hours
sponsored by us, and then have that individual train the
other IRF clinicians. W estimte that, on average, nine
nonl ead clinicians per IRF will require 12 hours of
training. These nonlead clinicians will be trained at
their respective IRF. As stated in section IV. of this
preanble, in this final rule we are pernmtting any
clinician who is enployed or contracted by the |IRF and
who is trained on how to performa patient assessnent
using the CMS | RF patient assessnment instrunment to
conplete the data items on the CMS | RF pati ent assessnent
i nstrument.

We al so estimate that one data entry staff person

will require approximtely 5.5 hours of training. The
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estimted hourly wage cost of the data entry staff person
fromthe proposed rule is $12.50. Using the update
factor for hourly wages of the 1.159 cited earlier, we
estimte that the updated hourly wage for the data entry
staff person is $14.49 (rounded). Using this updated
hourly wage rate, we estimate that the 5.5 hours of
training will cost approximtely $79.70 (5.5 hours x
$14.49) per IRF, for an estimated cost of $92,844
nationally ($79.70 x 1,165 I RFs).

(3) Start-Up Data Entry and Data Transni ssion Costs

We do not know the tine span it takes to enter the
UDSnr data into the UDSnr patient assessnent software, or
the tinme span it takes to performa data entry audit on
t hose data. Qur patient assessnent data will be
coll ected for the adm ssion and di scharge assessnents.
The estinmated wage cost of the data entry staff person is
$14.49 per hour. W estimate 6 mnutes for data entry
and data review per assessnent, for approxi mtely 335
assessnents per |IRF, which equals 2,010 m nutes (34
hours) per I RF per year. W estinate the associated data
entry cost per |IRF per year to be $493 (34 hours X
$14.49), and the national costs to be $573,949 ($493 x

1,165 | RFs).
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We estimate that an IRF will performa 15-m nute
nmont hly data entry audit for quality assurance purposes,
equaling 3 hours per |IRF per year (15 m nutes per nonth X
12 months). We estimate the cost per I RF per year to be
$43 (3 hours x $14.49), and the national costs to be
$50, 643 ($43 x 1,165 | RFs).

We believe that the conbination of checking all the
data prior to transm ssion of the data, and actual
transm ssion of the data, will take an I RF 1 hour per
nmont h. Al t hough we believe that approximtely 85 percent
of the IRFs already transmt data to UDSnr, we do not
know i f these 85 percent of IRFs will stop transmtting
data to UDSnr after they start transmtting data to us.
Therefore, we are estimating for all 1,165 |IRFs the sane
addi ti onal burden of 1 hour per nmonth for the combination
of checking all the data prior to transm ssion of the
data and the actual transm ssion of the data. W
estimate the cost per | FR per year to be $174 (rounded)
(12 months x $14.49/ hour), and the national costs to be
$202,570 ($174 x 1,165 | RFs).

|RFs will have flexibility in choosing the data
entry software used to conputerize the patient assessnent

data, but the software nmust, at a mninmum performthe
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same functions as our patient assessnent software. 1In
addi tion, when | RFs are perform ng data entry functions
t hensel ves, or contracting for the performance of these
functions, the IRFs nust ensure that the perfornmance of
data entry conplies with our requirenent for safeguarding
the confidentiality of clinical records.

| RFs nust collect and transmt the patient
assessnent data to the CMS patient data systemin
accordance with the assessnment schedul e and transm ssion
requi renents specified in section IV. of this final rule.
The data nay be entered into the conputerized version of
the CMS | RF patient assessnent instrunent by an | RF staff
menber, using a paper version that has been conpl eted by
a clinical staff menber who has been trained to performa
patient assessnment using our patient assessnent
instrunent according to this final rule, or by a data
entry operator under contract to the IRF to key in data.
The patient assessnment data will be transmitted to the
CMS patient data system This systemis simlar to the
systenms that HHAs use to report OASIS data and that SNFs
use to report MDS 2.0 data. IRFs will transmt the
patient assessnment data using the toll-free MDCN |i ne.

(4) Start-Up Systens Mai ntenance and Supplies Costs
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There are costs associated with normal nmaintenance
related to conputer equipment. Typically, this
mai nt enance i s provided through warranty agreements with
the original equi pnrent manufacturer, systemretailer, or
a firmthat provides conputer support. These maintenance
costs are estimated to average no nore than $100 per year
per I RF. Although we believe that approxi mtely 85
percent of the |IRFs already have systens mai ntenance
costs associated with transmtting data to UDSnr, we do
not know if these 85 percent of IRFs will stop
transmtting data to UDSnr after they start transmtting
data to us. Therefore, we estimate for all 1,165 |IRFs
t he sane additional systens maintenance costs of $100 per
| RF per year, for an estimated $116, 500 national yearly
cost ($100 x 1,165 IRFs).

Supplies necessary for collection and transm ssion
of data, including forms, diskettes, conputer paper, and
toner, will vary according to the size of the IRF, the
nunmber of patients served, and the nunber of assessnents
conducted. Although we believe that approximtely 85
percent of the |IRFs already have supplies costs
associated with transmtting data to UDSnr, we do not

know i f these 85 percent of IRFs will stop transmtting
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data to UDSnr after they start transmtting data to us.
Therefore, we estimate for all 1,165 IRFs the sane
addi ti onal supplies costs of $200 per |RF per year, for
an estimated national yearly cost of $233,000 ($200 x
1,165 | RFs) .

Tables V-A, V-B, V-C, and V-D below illustrate our
estimtes of the different categories of start-up costs
t hat we have di scussed above. In addition, in the
proposed rule we proposed to only allow four types of
clinicians to collect patient assessnent data. Table V
illustrates the effect of allowing nore types of
clinicians to collect patient assessnent data on | RF
start-up costs. Also, instead of averaging the hourly
wages of the nonlead clinicians, as we did in the
proposed rule, in order to better specify costs in Table
V-A, we are illustrating a range of the nonl ead
clinicians' hourly wages and, thus, presenting a range of
the training start-up costs for these nonlead clinicians.
Due to the changes in illustrating and estimting the
start-up costs, particularly the range of costs for
training the nonlead clinicians, we estimate the total
start-up costs to be approximately $2,988,580 to

$5, 825, 775, which equal approxi mately $2,565 to $5, 001
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per | RF.



359

Table V-A --1RF Start-Up Costs Associ at ed

Wth the CMS | RF Patient Assessnment Instrument: Training
Costs Per |RF!
(Column 1) (Column 2) [ (Column 3) (Column 4) | (Column 5) (Column 6)
Type of Cost Hours Hourly Number Range of the | Range of
Per IRF Wages of Staff Costs per IRF | National
Per Staff (Column 2 Costs
Member Times Column
3
Times Column
4)
16 $11.90 1 $190 Column 5 Low]|
16 $15.01 1 $240 and High Times
Training on data 16 $15.47 1 $248 1,165
collection for lead clinician for 16 $17.05 L $273
the admission and discharge 16 $19.52 L $312 $221,816 to
assessments 16 $22.67 1 $363 $587,906
16 $24.00 1 $384
16 $26.88 1 $430
16 $31.54 1 $505
12 $11.90 9 $1,285 Column 5 Low|
12 $15.01 9 $1,621 and High Times
Training on data collection for 12 $15.47 9 $1,671 1,165
other 12 $17.05 9 $1,841 $1,497,258
IRF clinicians for the admission 12 $19.52 9 $2,108 to
and 12 $22.67 9 $2,448 $3,968,363
discharge assessments 12 $24.00 9 $2,592
12 $26.88 9 $2,903
12 $31.54 9 $3,406
Data Entry (encoding and 5.5 $14.49 1 $79.70 Column 5 -:IL—IT:;
Transmission) training $92.844
Total $1,811,919 to
$4,649,113

! Excl udes the increnental
dat a.

pati ent assessnent

clinician | abor

costs associated with collecting the

Table V-B.--1RF Start-Up Costs Associated with the

CMS | RF Pati ent Assessnment

| nst runment :

Data Entry and

Data Transm ssion Costs Per |RF
(Column 1) (Column 2) [ (Column 3) (Column 4) [ (Column.5) [(Column 6)
Type of Cost Hours Hourly Wage Cost Per Number of | National Costs
Per IRF Per IRF IRFs (Column 4
Year (Column 2 Times Column
Times 5)
Column 3)
Data Entry 34 $14.49 $493 1,165 $573,949
Data Entry Audits 3 $14.49 $ 43 1,165 $50,643
Data Transmissions 12 $14.49 $174 1,165 $202,570
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[Total | $827,162 |
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Table V-C. --1RF Start-Up Costs Associated with the CVS
| RF Pati ent Assessnent | nstrunent:

Syst em Mai nt enance

and Supplies Costs

(Column 1) (Column 2) |(Column 3) (Column 4)
Type of Cost Cost Per IRF [Number of National Costs
Per Year IRFs (Column 2 Times
Column 3)
Systems Maintenance $100 1,165 $116,500
Supplies $200 1,165 $233,000
Total $349,500

Table V-D.--1RF Start-Up Costs
Associated with the CM5 | RF Pati ent Assessnent
| nstrunment :

Total Range of Start-up Costs
Range of Start-up Training-Low to High $1,811,919
(From Table V-A) $4,649,113
Start-up Data Entry and $827,162
Data Transmission Costs
(From Table V-B)
Start-up Systems Maintenance and $349,500

Supplies Costs
(From Table V-C)
Grand Total Range of Start-up Costs

$2,988,580 to

Per IRF $5,825,775
Low Start-Up Cost per IRF ($2,988,580 Divided By 1,165 IRFs) $2,565.31
High Start-Up Costs per IRF ($5,825,775 Divided By 1,165 IRFs) $5,000.67
High Start-Up Costs Per Admission ($4,971.69 Divided By 335 Admissions) $14.93

c. Ongoing Costs
W want to differentiate between the one-time start-

up costs the IRF will incur and costs we believe the |IRFs

will incur on a regular, yearly basis. Therefore, using
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the sanme cost concepts discussed above for the startup
costs, we illustrate in Tables VI-A, VI-B, VI-C, and VI-D
bel ow the different categories of costs an IRF will incur
on an ongoi ng basi s.

Table VI-A. --1RF Ongoing Costs
Associated Wth the CMS | RF Patient Assessnent

| nstrunment:
Ongoi ng Training Costs Per |RF

(Column 1) (Column 2) |(Column 3) [(Column 4) |(Column 5) (Column 6)
Type of Cost Hours Per  [Hourly Wages|Number of [Range of Costs [Range of
IRF Staff Per IRF National Costs
(Column 2 Times
Column 3 Times
Column 4)
Clinician training on 12 $11.90 1 $143 Column 5 Low and
data collection for 12 $15.01 1 $180 High Times 1,165
lead clinician 12 $15.47 1 $186
12 $17.05 1 $205 $166,362 to
12 $19.52 1 $234 $440,929
12 $22.67 1 $272
12 $24.00 1 $288
12 $26.88 1 $323
12 $31.54 1 $378
Clinician training on 2 $11.90 9 $214 $249,543
data collection 2 $15.01 9 $270 to
for non-lead clinicians 2 $15.47 9 $278 $661,394
2 $17.05 9 $307
2 $19.52 9 $351
2 $22.67 9 $408
2 $24.00 9 $432
2 $26.88 9 $484
2 $31.54 9 $568
Data Entry (encoding 5 $14.49 1 $72.45 Column 5 Times|
and 1,165
Transmission) training $84,404
Total $500,309 to
$1,186,727

! Excludes the incremental clinician |abor costs associated with collecting the
pati ent assessnent data.
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with the CMS | RF Patient Assessnent Instrunent: Data
Entry and Data Transm ssion Costs Per |IRF
(Column 1) (Column 2) (Column 3) |(Column 4) (Column 5) (Column 6)
Type of Cost Hours Per IRF Hourly Cost Per IRF Number of National Costs
Per Year Wage (Column 2 Times|IRFs (Column 4 Times
Column 3) Column 5)

Data Entry 34 $14.49 $493 1,165 $573,949
Data Entry Audits 3 $14.49 $ 43 1,165 $ 50,643
Data Transmissions 12 $14.49 $174 1,165 $202,570
Total $827,162

Table VI-C.--1RF Ongoi ng Costs Associ at ed

with the CMS | RF Patient Assessnent
Syst em Mai nt enance and Supplies Costs

I nstrunment :

(Column 1) (Column 2) |[(Column 3) (Column 4)
Type of Cost Cost Per Number of National Costs
IRF Per IRFs (Column 2 Times
Year Column 3)
Systems Maintenance $100 1,165 $116,500
Supplies $200 1,165 $233,000
Total $349,500

Table VI-D.--1RF Ongoi ng Costs Associ at ed

with the CMS | RF Pati ent Assessnment

| nstrument :

Range of Ongoi ng Costs

Maintenance and
Supplies Costs (From Table VIC)

Range of Ongoing $500,309 to
Training-Low to High (From Table VIA) $1,186,727
Ongoing Data Entry and $827,162
Data Transmission Costs

(From Table VIB)

Ongoing Systems $349,500

Grand Total Range of Ongoing Costs Per IRF

$1,676,971 to
$2,363,389

Tot al
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d. dinical Labor Data Collection Costs

As stated nore fully in section VII1.B.5.a. of this fina
rule, we estimate that it will take a conbined tinme of 45
m nutes to collect both the adm ssion and di scharge
pati ent assessnment data using our patient assessnment
instrunent. In addition, we stated nore fully that it
currently takes 25 m nutes for 85 percent of 1,165 IRFs
(990 IRFs) to conplete the adm ssion and di scharge UDSnr
pati ent assessnent instrunent, and that we believe that
15 percent of the IRFs (175 IRFs) are not currently using
the UDSnr patient assessnment instrument or a simlar
i nstrunent.

Table VI1 belowillustrates the costs of the data

coll ection burden for all |RFs.
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Table VII.--Clinician Increnental Labor Data
Col | ection Costs for Al IRFs

(Column 1) (Column 2) (Column 3) (Column 4) (Column 5) [ (Column 6)
Incremental Data |Hours Per IRF Hourly Wages Per | Range of the | Number of |Range of
Collection Per Year Clinician Costs IRFs National
Time (Column 1times |(From Table IIl) Per IRF Costs

335 (Column 2 (Column 4

Admissions Times Times

Divided Column 3) Column 5)

by 60 Minutes)

20 111.67 $11.90 $1,328.83 990.25 $1,315,877 to
$15.01 $1,676.12 $3,487,627
$15.47 $1,727.48
$17.05 $1,903.92
$19.52 $2,179.73
$22.67 $2,531.48
$24.00 $2,680.00
$26.88 $3,001.60
$31.54 $3,521.97

45 251.25 $11.90 $2,989.88 174.75 $522,481
$15.01 to
$15.47 $1,384,793
$17.05
$19.52
$22.67
$24.00
$26.88
$31.54 $7,924.43

Total for All IRFs $1,838,358 to
$3,487,656
e. Concl usion

As di scussed above, IRFs will incur costs associ ated

with the patient assessnment process. In section IV. of

this preanbl e,

patient assessnent

ei t her

to conpl ete our
bel ow, by category of data,

patient assessnent

t he adm ssi on or

anal ysi s,

i nstrunment .

i nstrunment that

di scharge assessnent.

we sunmmari ze

t he data

we specified each itemof the CMS I RF

must be coll ected on
In order
in Table VIII

Table VIII

itens of the CMS | RF

illustrates
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t he possi bl e maxi mum nunber of items collected on the
adm ssion and di scharge assessnent. The term "possible
maxi nunt nmeans that an itemmay allow for recording up to
10 separate pieces of information. For exanple, the item
that collects data on a patient's conorbid conditions
allows the clinician to record up to 10 separate conorbid
conditions. However, due to the patient's clinical
status, the patient may only have 5 conorbid conditions,
so only 5 conorbid conditions will be recorded. The
conbi ned total of all possible maxi rum adm ssion and
di scharge items is 83 + 72, which equals 155. Therefore,
as is illustrated in Table VIII, 53.5 percent (83 divided
by 155) of the itens may be collected during the
adm ssi on assessnment, and 46.5 percent (72 divided by
155) of the items may be coll ected during the discharge

assessnent .
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Table VIII.--Nunber of Adm ssion and
Di scharge Itenms by Item Category
It em Cat egory Adm ssion |tens D scharge Itens
I dentification |Information 17 0
Adm ssion I nformation 8 0
Payer | nformation 2 0
Medi cal I nformation 13 11
Medi cal Needs 4 2
Function Mdifiers 10 10
FI M I nstrunent 18 18
Di scharge Information 0 19
Qual ity Indicators 11 12
Tot al 83 72

Table 1 X below refl ects an analysis of the per case
costs for the approximtely 85 percent of IRFs that we
believe currently use the UDSnr patient assessnent
instrunent to collect adm ssion and di scharge data. In
Table I X, the time to conplete each patient assessnent
instrunent itemis weighted equally at 1.000, which neans
that each data itemtakes the sane span of tine to
collect. The percentages in Table I X, colum 2, are
based on the data in Table VIII above. The maxi num costs
shown in Table I X will decrease after the first year of
i npl ement ati on because the greatest costs are in the

first year.
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Tabl e | X. --Maxi mum Pati ent Assessnent
Costs Per Case for 85 Percent of the |IRFs
(Column 1) (Column 2) (Column 3) (Column 4) (Column 5)
Assessment Type Percent of Maximum Total Average Maximum
Patient Incremental Incremental Incremental Cost Per
Assessment | Clinician Maximum Case
Instrument (Physical Cost Per IRF (Column 4 Divided by
Iltems Therapist) Cost | (Column 2 Times | 335 Average

Completed Per IRF Column 3) Admissions per IRF)
(See Table (From Table IlI)
VI
Admission 0.535 $3,521.96 $1,884.25 $ 5.62
Discharge 0.465 $3,521.96 $1,637.71 $ 4.89
Total Average Maximum Costs Per Case $10.51
The estimated maxi num start-up cost per IRF is

approxi mately $5,001. We estinmate a start-up cost per

case of $14.93 ($5,001 by 335 average adm ssi ons per

| RF). Therefore, when we add the $10.51 average maxi mum

i ncremental cost per case fromcolum 5 of Table |IX above

to the $14.93 start-up costs per case, we arrive at an

estimted total average maxi mum first year cost per case

of $25.44 for 85 percent of the |RFs.

Tabl e X below reflects an anal ysis of the per case

costs for the approximately 15 percent of |IRFs that we

bel i eve do not currently use the UDSmr patient assessnent

instrunent or a simlar patient assessnent instrunment to

col |l ect adm ssion and di scharge dat a.
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Tabl e X. --Maxi num Pati ent Assessnment
Costs Per Case For 15 Percent of the |IRFs
(Column 1) (Column 2) [Column 3) (Column 4) (Column 5)
Assessment Type Percent of |[Maximum Total Average Maximum
Patient Incremental Incremental Incremental Cost Per
Assessmen | Clinician Maximum Case
t (Physical Cost Per IRF | (Column 4 Divided by 335
Instrument |Therapist) Cost | (Column 2 Average Admissions per
Iltems Per IRF Times IRF)
Completed [(From Tablelll) | Column 3)
(See Table
VIII)
Admission 0.535 $7,924.43 $4,239.57 $12.66
Discharge 0.465 $7,924.43 $3,684.86 $11.00
Total Average Maximum Cost Per Case $23.66

As st ated above,

cost

start-up cost

per

| RF i s approxi mtely $5, 001.

per

average adm ssi ons per

$23. 66 average maxi mum i ncrenment al

| RF) .

Ther ef or e,

cost

per

we estimte the maxi mum start-up
We estimate a
case of $14.93 ($5,001 divided by 335

when we add the

case from

colum 5 of Table X above to the $14.93 start-up costs

per

cost

Tabl e Xl
i ncrenent al

an average nmaxi mum cost of $25.44 per

per cent

per

case,

per

of

we arrive at a total

case of $38.59 for

case.

15 percent

start-up costs when 85 percent

| RFs have an average maxi mum cost

of the

case,

average maxi mum first year

| RFs.

below illustrates the maxi mum nati onal

of I RFs have
and 15

of $38.59
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Tabl e Xl.--Total Maxi mum Pati ent
Assessnent Start-Up Costs For All |RFs

(Column 1) (Column 2) (Column 3) (Column 4)

Cost Per Case Average Number of IRFs | Average Maximum

Per IRF Admissions National Costs
Per (Column 1 Times
IRF Column 2 Times

Column 3)

$25.44 (for 85 Percent of IRFs) 335 990.25 $8,437,176

$38.59 (for 15 Percent of IRFs) 335 174.75 $2,262,339

Total Maximum Start-up Costs $10,699,515

We believe that the estimated costs of adm nistering
our patient assessnent instrunent are justified when
considered within the context of the statutory
requi renent and the met hodol ogy needed to inplenent the
| RF prospective paynent system the probability that our
patient assessment process will lead to increased quality
of care for IRF patients, as well as the potential uses
of the automated data by the I RFs thensel ves, States,
fiscal internmediaries, and us. Qur cost estinmates may
actually overstate anticipated costs, because they do not
take into account cost savings that |IRFs nmay achi eve by
i nproving their managenent information systens, as well
as potential inprovenments in the quality of patients’

clinical care resulting frominproved care planning under
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the patient assessnment process.

C. Alternatives Considered

In the proposed rule, we proposed to use the MDS-PAC
as the patient assessnment instrument. However, as nore
fully explained in section IV. of this preanble, we have
decided to use a nodified version of the UDSnr patient
assessnment instrunment as the CMS | RF patient assessnent
instrunent. We agree with the vast mgjority of the
commenters who stated that a patient assessnent
i nstrunent and patient assessnent schedul e patterned
after the UDSnr patient assessnent instrunent and
assessnment schedule will achieve our goals of paying | RFs
appropriately and nonitoring the quality of the care the
| RFs furnish. Qur paynent system was in part determ ned
by using both UDSnr and COS patient adm ssion and
di scharge assessnment data. Therefore, we believe that
using a nodified version of the UDSnr patient assessnent
instrunent that retains the basic UDSnr itens used by
RAND in its data analysis to determ ne the CMc and
payment rates (our paynent system) is appropriate.

(Note: COS has ceased its IRF patient assessnent data
busi ness operations, so we are patterning our assessnment

system after the UDSnr system)
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D. Executive Order 12866

I n accordance with the provisions of Executive Order
12866, this regulation was reviewed by the Ofice of
Managenent and Budget.
| X. Collection of Information Requirenments

Under the Paperwork Reduction Act of 1995 (PRA), we
are required to provide 30-day notice in the Federal
Regi ster and solicit public coment before a collection
of information requirenment is submtted to the Ofice of
Managenment and Budget (OvB) for review and approval. |In
order to fairly eval uate whether an infornmation
coll ection should be approved by OVB, section
3506(c)(2)(A) of the PRA requires that we solicit comment
on the follow ng issues:

® The need for the information collection and its
usefulness in carrying out the proper functions of our
agency.

® The accuracy of our estimate of the information
col l ecti on burden.

® The quality, utility, and clarity of the
information to be coll ected.

® Recommendations to mnimze the information

col l ection burden on the affected public, including
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automated col |l ection techniques.
In the Novenber 3, 2000 proposed rule, we solicited
public comrent for 60 days on each of these issues for
the sections that contain information collection
requi rements.

Section 412. 23 Excluded hospitals: Classifications

® Section 412.23(b)(2) requires that, except in the
case of a newly participating hospital seeking
classification as a rehabilitation hospital for its first
12-nmonth cost reporting period, the entity show t hat
during its nost recent 12-nonth cost reporting period it
served an inpatient popul ati on of whom at | east
75 percent required intensive rehabilitative services for
treatment of one or nore specified conditions.

® Section 412.23(b)(8) requires that a hospital
seeking classification as a rehabilitation hospital for
the first 12-nonth cost reporting period that occurs
after it becones a Medicare-participating hospital nmay
provide a witten certification that the inpatient
popul ation it intends to serve neets the requirenents of
8412.23(b)(2), instead of showing that it has treated
this popul ation during its nost recent 12-nonth cost

reporting period.
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The information collection requirenments of these two
par agraphs of this section are currently approved under
OMB approval number 0938-0358 (Psychiatric Unit Criteria
Wor k Sheet, Rehabilitation Hospital Criteria Wirk Sheet,
Rehabilitation Unit Criteria Wrk Sheet) through
Novenmber 30, 2003. Any changes to these two paragraphs
and the work sheets will be submtted to OVB for
approval .

Sections 412.116(a)(3) Method of paynent and 412.632(bh)

Met hod of paynent under inpatient rehabilitation facility

prospective paynent system Periodic interimpaynents

Under 8412.116(a)(3), for cost reporting periods
begi nning on or after January 1, 2002, paynent to a
rehabilitation hospital or rehabilitation unit for
i npatient hospital services under the prospective paynent
systemwi || be made as described in 8412.632.
Section 412.632(b) provides that a rehabilitation
hospital or unit under the prospective paynment system may
receive periodic interimpaynents for Part A services
subject to the provisions of 8413.64(h). Section
413.64(h)(3) specifies that the request for periodic
interimpaynents nust be made to the fiscal intermediary.

The burden associated with this provision is the
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time it takes a hospital to prepare and submt its
request for periodic interimpaynents. W estimte that
34 IRFs will request periodic interimpaynents under the
prospective paynment systemand that it will take each 1

hour to prepare and nmake the request.
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Sections 412.604(c) Conpl etion of patient assessnment

instrunent, 412.606(a) Patient assessnent, 412.606(c)

Conpr ehensi ve assessnents, and 412.610(c) Assessnment

schedul e

® Section 412.604(c) requires an IRF to conplete
the CMS | RF patient assessnent instrunent for each
Medi care fee-for-service patient who is admtted to or
di scharged (or who stopped receiving Medicare Part A
i npatient rehabilitation services) fromthe |IRF on or
after January 1, 2002. Section 412.606(c) requires that
an I RF clinician performa conprehensive, accurate,
st andar di zed, and reproduci bl e assessnent of each
Medi care fee-for-service patient using the CMS | RF
patient assessnment instrunent as part of his or her
assessnment. The assessnent nust include direct patient
observati on and communi cation with the patient, and, when
appropriate and to the extent feasible, patient data from
the patient's physician(s), famly, sonmeone personally
know edgeabl e about the patient's clinical condition or
capabilities, the patient's clinical record, and other
sources. Section 412.610(c) provides for an assessnent
upon adm ssi on, an assessnent upon discharge, and, if the

patient is not discharged but stops receiving Medicare
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Part A covered inpatient rehabilitation services, an
assessnent at the time he or she stops receiving these
servi ces.

For the proposed rule, we used 1997 data that showed
that there were approximtely 359,000 adm ssions to 1,123
| RFs, averaging 320 adm ssions annually. For the final
rule, we are using nore recent 1999 data that showed that
t here were approxi mately 390,000 adni ssions to 1,165
| RFs, averaging 335 adm ssions annually. W estimte
that it will take 45 mnutes to conplete both the
adm ssion and di scharge assessnents. The costs
associated with the | RF patient assessnment instrument are
di scussed in detail in section VIII.B.5. of this
preanble. The I RF patient assessnent instrunent has been
submtted to OVB for approval and was published in the
Federal Register on July 13, 2001 (66 FR 36795), in which
the information collection is referred to as "Request to
Use | npatient Rehabilitation Assessnent |nstrunent and
Data Set for PPS for Inpatient Rehabilitation
Facilities."

We are furnishing an estimate that assunes that no
facility is currently conpleting all itenms of the FIM

i nstrument . Wth that in mnd, we estimte a nati onal
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burden of 292,500 hours (390,000 adm ssions x 45
nm nut es/ 60 ni nutes).

We also are including training in our burden
estimates: 16 hours to train the lead clinician and 12
hours to train the other clinicians (an average of 9
hours). This totals 144,460 hours nationally for a one-
time burden. In addition, we estimate an ongoi ng burden
for training of 14 hours per |IRF per year (16,310 hours
national ly).

® Section 412.606(a) requires that, at the tine
each Medicare patient is admtted, the facility nust have
physician orders for the patient's care during the tinme
the patient is hospitalized.

This requirenment is subject to the PRA. However, we
bel i eve that the burden associated with it is exenpt as
defined in 5 CFR 1320. 3(b)(2), because the tine, effort,
and financial resources necessary to conply with the
requi renent are incurred by persons in the normal course
of their activities.

Section 412.608 Patients' rights regarding the collection

of patient assessnent data

Under 8412.608(a), before perform ng an assessnent

of a Medicare inpatient using the IRF patient assessnent
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instrument, an I RF clinician nust informthe Medicare
i npatient of the follow ng patient rights:

(1) The right to be informed of the purpose of the
coll ection of the patient assessnment data;

(2) The right to have the patient assessnent
information coll ected kept confidential and secure;

(3) The right to be infornmed that the patient
assessnment information will not be disclosed to others,
except for legitimte purposes allowed by the Federal
Privacy Act and Federal and State regul ati ons;

(4) The right to refuse to answer patient
assessnent questions; and

(5) The right to see, review, and request changes
on his or her patient assessnent.

Under 8412.608(b), the IRF nust ensure that a
clinician docunents in the patient's clinical record that
the patient was informed of these patient rights. The
patient rights in 8412.608(a) are in addition to the
patient rights specified under the conditions of
participation for hospitals in 8482.13.

The burden of disclosure to | RF patients and
documenting that disclosure is in addition to the burden

in 8482.13 on hospitals furnishing a patient rights
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statement. The hospitals will easily be able to give
both statenments to patients upon adm ssion, along with
other required notifications. The burden for the general
patient rights statement has not yet been approved but is
under devel opment. We estimate that it takes each
hospital 5 mnutes to disclose the general hospital
statenent to each patient on adm ssion. The disclosure
of the IRF patient rights statenent will increase that
time by an estimated 2 mnutes. Since this disclosure
will occur for each adm ssion and there are, on average,
an estimated 335 adm ssions annually per IRF, we are
estimating that this disclosure will occur, on average,
335 tinmes annual ly per |RF.

Section 412.610(f) Patient assessnent instrument record

retention

Section 412.610(f) requires an IRF to naintain al
patient assessnent data sets conpleted within the
previous 5 years either in a paper format in the
patient's clinical record or in an electronic conputer
file format that the IRF can easily obtain.

We estimate that, for IRFs that choose to file a
paper copy, it will take the IRF 5 mnutes to print out,

or copy, each assessment and file it in the patient’s
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record. On average, we estimate that each IRF will need
to obtain a copy of and file 670 assessnments per year,
for a burden of 56 hours. We cannot estimte how many
facilities will choose to file paper copies. However, we
are assum ng that nost facilities will choose to retain
the assessnments in an electronic format, which woul d not

add to the paperwork burden.
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Section 412.614 Transm ssion of patient assessnent

Section 412.614(a) requires each IRF to encode and
transmt data using the conputer program(s) avail able
fromus; or using a conmputer program(s) that conforms to
our standard el ectronic record | ayout, data
specifications, and data dictionary, includes the
requi red patient assessment data set, and neets our other
specifications. Section 412.614(b) requires each IRF to
el ectronically transmt conplete, accurate, and encoded
data to our patient data system using el ectronic
comruni cati ons software that provides a direct tel ephone
connection fromthe IRF to our system

The patient assessnent data may be entered into the
conputeri zed system by an | RF staff nenmber from a paper
docunent conpleted by an IRF clinician or by a data entry
operator under contract to the IRF to key in data. Also,
| RFs will have to allow tinme for data validation,
preparation of data for transm ssion, and correction of
returned records that failed checks by the inpatient
rehabilitation facility patient assessnent system

We estimate that an average |IRF with 335 adm ssions
per year will require 3 mnutes for data review and entry

per assessnment for up-front review and another 3 m nutes
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for data entry review, for a total of 6 m nutes. The
burden of entering and reviewing the data is contained in
that 6 mnutes. We estimate the yearly burden will be
34 hours per facility.

In addition, we estimate that an IRF will perform a
15-m nute nonthly data entry audit for quality assurance
pur poses. We estimte the yearly burden will be 3 hours
per facility.

Ot her Data Transmnm ssi on Functi ons

We estimate that it will take about one additiona
hour of staff time to performdata transm ssion-rel ated
tasks each nonth. Wth 1,165 facilities, we estimte the
nati onal burden will be 13,980 hours.

We estimate that it will require a one-tine burden
of 5.5 hours per hospital to train the personnel to be
able to conplete data transm ssion tasks. Wth
1,165 facilities, we estimate the national burden will be
6, 408 hours.

Section 412.616 Release of information collected using

t he patient assessnent instrunent

Under 8412.616(b), an IRF may rel ease information
that is patient-identifiable to an agent only in

accordance with a witten contract under which the agent
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agrees not to use or disclose the informati on except for
t he purposes specified in the contract and to the extent
the facility itself is permtted to do so.

The burden associated with this information
collection requirement is the tinme required to include
t he necessary information in the contract. Wile this
requi rement is subject to the PRA, we believe the burden
associated with it is exenpt as defined in
5 CFR 1320. 3(b)(2) because the time, effort, and
financial resources necessary to conply with the
requi rement will be incurred by persons in the nornmal
course of their activities.

Section 412.618(b) Assessnent process for interrupted

stay: Recording and encoding the data

Section 412.618(b) requires that if a patient has an
interrupted stay, the IRF nmust record the interrupted
stay data on the patient assessnent instrunment.

We currently have no data on the incidence of
interrupted stays. W estimate, however, that it wll
take no nore than 5 mnutes to record the interrupted
stay dat a.

Section 412.626(b) Transition period: Election not to

be paid under the transition period nethodol ogy
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Under 8412.626(b), an IRF may el ect a paynent that
is based entirely on the adjusted Federal prospective
payment for cost reporting periods beginning on or after
January 1, 2002, and before COctober 1, 2002 without
regard to the transition period percentages. Section
412.626(b)(2) specifies that the request to make the
el ection must be made in witing to the Medicare fisca
intermediary for the facility.

We estimate that 580 IRFs will make a request under
this section and that it will take each IRF 1 hour to
conpl ete the request.

Public Comments Recei ved and Departnental Responses

Comment: Many commenters stated that the | ength and
conplexity of the MDS-PAC patient assessnent instrunent
in the proposed rule create an unreasonabl e burden for
perform ng patient assessments and result in excessive
| RF patient assessnent costs.

Response: As indicated in section IV. of this final
rule, we are changing the patient assessnent instrunent
fromthe MDS-PAC to the CMS | RF patient assessnent
instrunent that is simlar to the UDSnr patient
assessnent instrunment, FIM Because the patient

assessnment instrument we are adopting in this final rule
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is based upon the FIM we have estimted the burden hours
based upon the actual estimate contained in the special
study conpleted by RAND. 1In the study entitled
"Assessnment Instrunments for PPS," two tests of
adm nistration times were performed (that is,
institutional teans and calibration teans). The
institutional and calibration teans were not famliar
with the MDS-PAC and, therefore, they were trained to
conplete it. The institutional teans were famliar wth
the FIM and had previously conpleted the instrunent. The
calibration teans were not famliar with the FIM
instrunent and, therefore, they were trained to conplete
it. The study found that the average tine to conplete
the adm ssion FIM (the instrument we will be using for
t he purposes of paynent) was 25 mnutes for the
institutional team For the calibration team the FIM
burden was 148 m nutes for a small nunber of cases. The
esti mated burden hours for the MDS-PAC were 145 m nutes
for the institutional team and 221 m nutes for the
cal i bration team

We have expanded the UDSnr patient assessnent
instrunent to include a m niml nunber of questions

related to quality of care. For the purposes of
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estimating the burden, we are maintaining the burden
estimtes for the assessnent stated in the proposed rule.
In that proposed rule, we estimted that there was a
range of 30 to 45 mnutes to conplete the UDSnr patient
assessnent instrument. For the purpose of the estinmate
inthis final rule, we are using the maxi mum nunmber of
45 m nutes to calculate the burden required to conplete
t he adm ssion and di scharge assessnments associated with
our | RF patient assessnent instrument. In addition,
because the majority of IRFs currently use the UDSnr
patient assessnment instrunment, we have used the
experience fromthe institutional teanms in our tine
burden esti mates.

The burden estimate for this final rule represents a
consi derabl e reduction in the burden that we had
estimted using the MDS-PAC in the proposed rule.

Subm ssion to OVB

We have submtted a copy of this final rule to OVB
for its review of the information collection requirenents
in 88412.23, 412.116, 412.604 through 412.610, 412.614
t hrough 412.618, and 412.626. These requirenments are not
effective until they have been approved by OVB. As

stated earlier, the information collection requirenments
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under 8412.23 are al ready approved by OMVB t hrough
Novenmber 30, 2003 (OMB approval nunmber 0938-0358).

X. Wi ver of Proposed Rul emaki ng

We ordinarily publish a notice of proposed
rul emaki ng in the Federal Register and invite public
comment on the proposed rule. The notice of proposed
rul emaki ng includes a reference to the I egal authority
under which the rule is proposed, and the terns and
substances of the proposed rule or a description of the
subjects and issues involved. The notice of proposed
rul emaki ng can be waived, however, if an agency finds
good cause that notice and comment procedures are
i npracticable, unnecessary, or contrary to the public
interest, and it incorporates a statenent of the finding
and its reasons in the rule issued.

On Novenber 3, 2000, we published a proposed rule
addr essi ng proposed policies for establishnment of the
Medi care prospective paynment system for inpatient
hospital services furnished by a rehabilitation hospital
or a rehabilitation unit of a hospital (65 FR 66304). On
Decenber 21, 2000, Public Law 106-554 was enact ed.
Section 305 of Public Law 106-554 anmends section 1886(j)

of the Act, and this final rule incorporates the
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amendnments made by section 305 of Public Law 106-554. We
find good cause to waive notice and comrent procedures
with respect to the provisions of this final rule
i npl enmenting the amendnents nade to section 305 of Public
Law 106- 554 because the amendnments do not require an
exerci se of discretion and therefore publishing a notice
of proposed rulemaking with respect to the anmendnents is

unnecessary.



