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SUBMISSION OF COMMENTS

Thisdocument providesan overview of the Medicare proposed rule for the Inpatient Prospective Payment System
(PPS) for federal fiscal year (FFY) 2008. Additional information regarding the Inpatient PPS isavailable onthe
Centers for Medicare and Medicaid Services (CMYS) Web site a
http://www.cms.hhs.gov/A cutel npatientPPS/IPPS.

CMS must receive comments on the proposal by 5 p.m. on June 12. CMS requeststhat comments reference the
file code CMS-1533-P and the specific “issue identifier” that precedes the section on which you choose to
comment. Each section of this summary provides the “issue identifier” that CM S request you referencein your
comments.

Comments on the proposed rule can be:

Submitted electronically at:

http://www.cms.hhs.gov/eRulemaking.

Click on the " Submit el ectronic comments on CM S regulations with an open comment period” link.
(Attachments should be in Microsoft Word, WordPerfect, or Excel format.)

OR, send comments via the methods below:

Regular Mail (an original and two copies): Express/Overnight Mail (an original and two copies):

Centers for Medicare and Medicaid Services Centers for Medicare and Medicaid Services
Department of Health and Human Services Department of Health and Human Services

Attention. CMS-1533-P Attention. CMS-1533-P
P.O. Box 8011 Mail Stop C4-26-05
Baltimore, MD 21244-1850 7500 Security Boulevard

Baltimore, MD 21244-1850
-OR-

Hand-Delivered (an original and two copies):

Room 445-G 7500 Security Boulevard
Hubert H. Humphrey Building ORTo Batimore, MD 21244 -1850
200 Independence Avenue, SW Note: Call (410) 786 -7195 to
Washington, DC 20201 schedule the délivery if you

use the Baltimore address.
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|. OVERVIEW

CMS published the proposed Medicare Inpatient Prospective Payment System (PPS) rule for federal fiscal year
(FFY) 2008 inthe May 3, 2007 Federal Register. Changesare effective October 1, 2007 unless otherwise noted.

Note: text in italicsis extracted from the Federal Register.

II. THE MMA OF 2003 AND DRA OF 2005

The Medicare Prescription Drug, Improvement, and M odernization Act of 2003 (MMA) and the Deficit Reduction
Act of 2005 (DRA) contain anumber of Medicare provisionsthat either currently affect program payment policy
or will begin to affect Medicare payment policy in upcoming federal fiscal years. The magjority of the MMA
provisions applicable to the Inpatient PPS (IPPS) included payment restorations while provisions of the DRA
related to the inpatient PPS mainly focused on the continued development of pay-for-performance initiatives.
Where appropriate, both acts are referenced in the text below.

I11. STANDARDIZED AMOUNTS

Mar ketbasket Update

Refer to “ Update Factors” if you submit a comment on thisissue.
Federal Register pages 25133 — 25134

Consistent with current law, based on the Office of the Actuary’ s first quarter 2007 forecast of the FFY 2008
marketbasket increase, CM Sis estimating that the FFY 2008 update to the standardized amount will be 3.3% for
hospitalsin all areas, provided that hospitals submit quality data in accordance with the rules discussed in the
“Reporting of Hospital Quality Data’ section below.

Although the proposal provides a full marketbasket update of 3.3% for FFY 2008, CMS is proposing a 2.4%
“behavioral offset” reduction to the standardized amount for both FFY 2008 and FFY 2009. See the section
“Behavioral Offset” below for a complete discussion of thisissue.

Currently, children’ shospitals, cancer hospitals, and religious non-medical health careingtitutions (RNHCIs) are
the remaining three types of hospitalsto be reimbursed fully under reasonable costs. CMSis proposing to provide
the FFY 2008 | PPS operating marketbasket percentage increase of 3.3% to update thetarget limitsfor children’s
hospitals, cancer hospitals, and RNHCls.

Behavioral Offset

Refer to “DRG Reclassifications” if you submit acomment on thisissue.
Federal Register pages 24708 — 24711

Background: A provision in the Benefits Improvement and Protection Act (BIPA) of 2000, provides CMSthe
authority to adjust the standardized amount to eliminate the effect of changes in coding or classification of
discharges that do not reflect real changes in case-mix.

CMS is concerned that the proposed MS-DRGs (see “DRG Reclassifications and Relative Weights® section
bel ow) will provide opportunitiesfor hospitalsto document and code information contained in the medical record
in away that may result in higher payments under the IPPS.



CM SProposal: “ We believe that adoption of the MS-DRGs proposed in this proposed rulewould create arisk
of increased aggregate levels of payment as a result of increased documentation and coding. . . . we are
proposing to reduce the | PPS standar dized amounts by 2.4 percent each year for FY 2008 and FY 2009.”

“We are considering proposing a 4.8 percent adjustment for FY 2008. However, we believe it would be
appropriate to provide a transition because we would be making a significant adjustment to the standardized
amounts.”

“ Section 1886(d)(3)(A)(vi) of the Act further gives the Secretary authority to revisit adjustments to the
standardized amounts for changesin coding or classification of discharges that were based on estimatesin a
future year. Consistent with the statute, we will comparethe actual increasein case-mix due to documentation
and coding to our projection once we have actual data for FY 2008 and FY 2009 for the FY 2010 and FY 2011
IPPSrules. As that time, if necessary, we may make a further adjustment to the standardized amounts to
account for the difference between our projection and actual data.”

The proposed 4.8% “behavioral offset” reduction (to be applied over two-years at 2.4% per year) isbased on an
analysis of the experiencein Maryland after adopting the All Patient Refined (APR) DRG system. CMSbelieves
that the similarity between coding incentives under the APR DRGs in Maryland and the proposed MS-DRGs
provides a basis to propose an adjustment for anticipated improvements in documentation and coding. The
Maryland analysis in the proposed rule shows that hospitals improved coding and documentation in response to
the adoption of APR DRGs. Subsequently, the reported case-mix index (CMI) increased at agreater ratethan red
CML.

A complete discussion of the analysis of the experience of Maryland and the proposed “behavioral offset” is
available on the Federal Register pages referenced above.

Operating and Capital Rates
Thereisno “issue identifier” supplied to submit a comment on thisissue.
Federal Register pages 24846 — 24850

For FFY 2008, hospitals whose wage index is greater than 1.0 will continue to use a labor share of 69.7% and
hospitals with awage index less than or equal to 1.0 will receive alabor share of 62.0%. Standard amounts are
shown in the following table for facilities receiving the full update and those receiving a reduced update.

In addition, CM Sisalso proposing two separate updates to the capital Federa ratesfor both FFY s2008 and 2009.
For FFY 2008, CMSisproposing afull capital update of 0.8% for rural hospitals and no capital update for urban
hospitals. See the section “Capital Payments’ below for a complete discussion of this topic area.

These changes are reflected in the following tables:



Standard Rate' for Hospitals with a Wage Index Greater Than 1.0
(69.7 Percent Labor Share and 30.3 Percent Non-Labor Share)

Labor-related Non-L abor-related
Full Update (3.3 Percent) $3,430.29 $1,491.21
Reduced Update (1.3 Percent)? $3,363.88 $1,462.34

Standard Rate' for Hospitals with a Wage Index Less Than or Equal to 1.0
(62.0 Percent Labor Share and 38.0 Percent Non-Labor Share)

Labor-related Non-L abor-related
Full Update (3.3 Percent) $3,051.33 $1,870.17
Reduced Update (1.3 Percent)? $2,992.26 $1,833.96

Capital Federal Rate'

Capital Federal Rate - Urban $413.87
Capital Federal Rate - Rural $417.26

Note 1: The rates shown in the tables above (both operating and capital) reflect the 2.4% reduction for the proposed
"behavioral offset"

Note 2: The reduced update is applicable to hospitals that are not in compliance, or have withdrawn from the FFY
2008 quality reporting program.

V. DRG RECLASSIFICATIONSAND RELATIVE WEIGHTS

DRG Reclassifications
Refer to “DRG Reform and Proposed MS-DRGS” if you submit acomment on thisissue.
Federal Register pages 24691 — 24712

Background: DRG assignments are based on the reporting of International Classification of Disease, Ninth
Revision, Clinical Maodification (ICD-9-CM) diagnosisand procedure codes. The current CM S Diagnosis Related
Groups (CMS DRGs) are derived based upon the principa diagnosis (25 Mgjor Diagnostic Categoriesor MDCs),
up to eight additional diagnoses, up to six procedures performed during the stay, and, in some cases, other patient
characteristics. There are 538 possible assignments under the 2007 CMS DRGs.

In its March, 2005 report to Congress, MedPAC recommended that CM S refine the entire DRG system to take
into account severity of illness. Inthe FFY 2007 final rule, CM S created 20 new DRGs and modified 32 other
DRGsas afirst step towards the recommended DRG refinement.

In addition, CM S adso stated in the FFY 2007 fina rule that it planned to look at several aternatives for DRG
refinement to better reflect severity of illness among patients for FFY 2008. On September 1, 2006, CMS
contracted with RAND Health to analyze alternative systemsthat could classify dischargesinto severity-adjusted
DRGs. Thefollowing severity-adjusted DRG systems are currently being evaluated by RAND:



« CMSDRGs modified for AP-DRG Logic (CMS+AP-DRGS)
« Consolidated Severity-Adjusted DRGs (CS DRGs)
« Refined DRGs (HSC-DRGs)
« All-Payer Severity DRGs with Medicare modifications (MM-APS-DRGS)
« Solucient Refined DRGs (Sol-DRGs)
RAND issued an interim report in March 2007 with some preliminary findings and will continue to evaluate the

aternative DRG systemswith expected completion by September 1, 2007. Theinterim report can be accessed at
the CMS Web site at http://www.cms.hhs.gov/Reports/downloads/Wynn0307. pdf .

CMSProposal: “...weare proposing to adopt MS-DRGs beginning with FY 2008. The MS-DRGs are the
result of modificationsto the CMS DRGsto better account for severity. While we are proposing to implement
the MS-DRGs on October 1, 2007, we believe that the MS-DRGs should be evaluated by RAND. We have
instructed RAND to evaluate the proposed MS-DRGs using the samecriteriathat it isapplying to the other DRG
systems.”

The proposed Medicare Severity DRGs (M S-DRGs) would increase the number of DRGs from 538 to 745. The
current CMS DRGs include 115 DRGs that split based upon the presence or absence of a complication or
comorbidity (CC). CCsare conditionsthat requireincreased resource use and, therefore, receive higher payment.
The MS-DRGs retain the basic logic of the current system, but add an additional severity level by designating
certain diagnoses as major CCs, which would have the highest weight. As a result, the proposed MS-DRGs
include 152 DRGs that divide into three subgroups. Mgor CC, CC, and non-CC and another 106 DRGs that
divide into two severity level subgroups. According to CMS' analysis, this provides a more accurate match
between cost and payments and will increase average payments to urban hospitals and to teaching hospital s that
tend to treat more severely ill patients. The proposed MS-DRGs also reflect acompl ete renumbering of the DRG
codes. CMSasoindicatesthat thefinal RAND report could till influence future changesin the Medicare DRGs.

Aspart of CMS' anaysis and development of the MS-DRGs, it also performed areview of thelist of secondary
diagnoses that are designated as CCs for severity. That review led to a significant reduction to the number of
secondary diagnoses that qualify as CCs— from 3,326 to 2,583.

CMS is soliciting comments on how best to refer to both the current and proposed DRGs in order to avoid
confusion. CM Sisalso soliciting commentson RAND’ spreliminary analysis of the alternative severity-adjusted
DRG systems.

Relative Weights
Refer to “DRGs. Relative Weight Calculations’ if you submit acomment on thisissue.
Federal Register pages 24712 — 24716

Background: Prior to FFY 2007, CM S calculated the DRG weights by aggregating chargesfor al PPS hospitals
and determining an average charge by DRG. In its March 2005 report to Congress, MedPAC concluded that
differentia charge markups cause a bias in the charge-based DRG weights. MedPAC recommended that DRG
weights be based on average costs rather than average charges. CM Simplemented a cost-based relative weight
methodology in the FFY 2007 find ruleto be phased-in over three years. For thefirst year of thetransition, DRG
weightswere cal culated based on ablend of 33% cost-based and 67% charge-based. Since costs are not reported
by DRG, the methodology that CM S adopted for cal culating cost-based weights converts charges to costs using
nationa average cost-to-charge ratios (CCRs). National average CCRs were calculated for 13 cost centers.



The change from a charge-based DRG weight cal cul ation to a cost-based methodol ogy increased reimbursement
for less complex cases and for medical cases, which tended to benefit smaller hospitals and rural hospitals.

CMS Proposal: “...weare proposing to continue the 3-year transition from charge-based to cost-based
relative weights. The proposed relative weights for FY 2008 will be 2/3 cost-based and 1/3 charge-based.”

While proposing to continue with the same costing methodology for DRG weights in FFY 2008 CMS is
considering waystoimproveitsDRG cost calculations. In August 2006, CM S contracted with RTI to assessthe
differences in relative weights calculated using the current 13 CCRs vs. dternative methods. RTI has
recommended expanding from the 13 CCRsto 19 CCRs as a short-term improvement by:

. “Disaggregating ‘Emergency Room' and ‘Blood and Blood Products from the “ Other
Services' cost center;

. Establishing regression-based estimates as a temporary or permanent method for
disaggregating the Medical Supplies, Drugs, and Radiology cost centers; and

« Reclassifying intermediate care charges fromthe intensive care unit cost center to the routine
cost center.”

Meanwhile, RAND is conducting its own analysis of the Hospital-specific relative value cost center (HSRV cc)
costing methodol ogy, which was originally proposed for FFY 2007 and withdrawn by CM Sin thefina rule. The
results of the RAND study are due September 2007.

CMS is soliciting comments on expanding to 19 CCRs and whether this expansion should be adopted for FFY
2008 in the absence of adetailed analysis of how DRG relative weights would changeif thisexpansion wereto be
adopted in conjunction with the proposed MS-DRGs and an HSRV cc costing methodol ogy.

CMS is aso soliciting comments on “ potential changes to cost reporting instructions to improve consistency
between how chargesarereported on cost reportsand inthe Medicareclaims.” Thiswasancther areacited by
RTI as having potentia for short-term improvement to the DRG relative weights.

V. REPORTING OF HOSPITAL QUALITY DATA

Reporting Requirementsto Receive the Full Marketbasket Update
Refer to “Hospital Quality Data” if you submit a comment on thisissue.
Federal Register pages 24802 — 24809

Background: The MMA required hospitalsto begin submitting dataon quaity measuresto CMS. Thisprovision
applied for three years (FFY s 2005-2007). Participating hospitals were required to submit data on a set of ten
quality measures and for their data to meet certain validation requirements. Hospitals that withdrew from the
program or failed to submit valid data received the marketbasket increase minus 0.4% for FFY s 2005 and 2006.

The DRA extended and expanded this program, giving CM S greater authority. In the FFY 2007 IPPSfinal rule,
the penalty for withdrawal from the program or failure to comply with its requirements was increased to 2.0%;
some procedural changes were effected; and the set of quality measures was expanded to atotal of twenty-one.



FFY 2008 Reporting Hospital Quality Data for Annual Payment Update (RHQDAPU) Program

Hospitals must follow a number of steps to satisfy the RHQDAPU requirements and qualify for the full
marketbasket update. These steps are availablein detail onthe Federal Register pages referenced in the heading
above and on the “ Reporting Hospital Quality Datafor Annual Payment Update Reference Checklist” section of
the QualityNet Exchange Web site at http://gnetexchange.org/public/.

The deadline for withdrawal from the program for FFY 2008 is August 15, 2007. Thisis aso the deadline for
submission of therevised “ Reporting Hospital Quality Datafor Annual Payment Update Notice of Participation”
form for hospitals who do wish to participate. Below is alisting of important dates regarding the FFY 2008
RHQDAPU program.

Date Description

January 1, 2007 tl?ﬁadg; all measures (except mortality & HCAHPS) must be reported for discharges occurring on or after
July 1, 2007 HCAHPS data must be reported continuously for discharges occurring on or after this date

July 13, 2007 Submission of HCAHPS dry run data

August 15, 2007 Submission of RHQDAPU Notice of Participation

August 15, 2007 Withdrawa from RHQDAPU program

November 1, 2007 Written request for appeal of CM S determination of non-compliance

Program Expansion:

In response to requests from the public for notice as far in advance as possible of any further expansions, the CY
2007 OPPS final rule adopted six additional quality measures for the FFY 2008 RHQDAPU program. One of
these, the Hospital Consumer Assessment of Healthcare Providers and Systems (HCAHPS) patient survey, was
first implemented separately from the quality reporting program requirementsin the FFY 2007 IPPSrule, andis
now being included as part of the quality reporting program (see“HCAHPS” section below). With the exceptions
of the mortality measures, which are calculated from Part A and Part B claims data and for which no additional
reporting isrequired, and HCAHPS, which is detailed below, dataon the new quality measures must be reported
for discharges occurring on or after January 1, 2007.

Validation and Attestation:

CMS will continue until further notice to require that hospitals meet the chart validation requirements first
implemented in the FFY 2006 IPPS final rule, including the reliability standard of 80%. However, duetotime
congtraints, the three new Surgical Care Improvement Program (SCIP) measures (SCIP-VTE 1, SCIP-VTE 2, and
SCIP Infection 2) are exempted from the validation requirement for FFY 2008. Also until further notice, hospitals
will be required to attest to the completeness and accuracy of their data, including volume, on aquarterly basis.
CMSwill provide additional information as well asthe required form on the QualityNet Exchange website.

Appeals:.

In the case of a hospital’ s being denied the full marketbasket update due to CM S's decision that the hospital did
not meet the RHQDAPU requirements, the hospital has the right to make awritten request for reconsideration.
The deadline for such a request for FFY 2008 will be November 1, 2007. Additional procedura rules will be
posted on the QuaityNet Exchange website. If arequest for reconsideration does not result in the hospital’ sfavor,
the hospital may appeal further by filing a claim under 42 CFR Part 405, Subpart R (a Provider Reimbursement
Review Board appedl).

HCAHPS:
CMS will require continuous submission of HCAHPS data beginning with July 2007 discharges in accordance
with the HCAHPS Quality Assurance Guidelines, Version 2.0, located at www.hcahpsonline.org. The CY 2007




OPPS rulerequired HCAHPS-€ligible hospital sto participate in the March 2007 dry run of the HCAHPS survey,
if they have not already participated in a previous dry run. Hospitals must submit HCAHPS dry run datato the
QIO Clinical Warehouse by July 13, 2007. Hospitals and survey vendors will be required to participate in a
quality oversight process. Until July 2007 thiswill befor informational purposes only, to providefeedback tothe
hospitals and survey vendors. Beginning in July 2007, CM'S may request timely corrections and corresponding
documentation of any problems found through this process, and may declare a hospital deficient inits reporting

obligationsif the hospital failsto do so.

Thefollowing table setsforth the quality measures adopted for FFY 2008, asfinaized inthe CY 2007 OPPSfinal
rule (highlighted measures are the expanded measures):

Surgical Care
Heart Attack I mprovement Mortality Patients
(Acute Heart Failure Pneumonia Project (SCIP) M easur es Experience
Myocardial (HF) (PNE) (previously known (Medicare
) X . ; of Care
I nfar ction) as Surgical Infection patients)
Prevention (SIP))

Aspirin at arrival Left ventricular Initial antibiotic Prophylactic Acute HCAHPS
function received within 4 | antibiotic received Myocardial patient
assessment hours of hospital | within 1 hour prior to | Infarction 30- | survey

arival surgical incision day mortality
(Medicare
patients)

Aspirin ACE inhibitor Oxygenation Prophylactic Heart Failure

prescribed at (ACE-l) or assessment antibiotic 30-day

discharge Angiotensin discontinued within mortality
Receptor Blocker 24 hours (Medicare
(ARBsS) for left patients)
ventricular
systolic
dysfunction

ACE inhibitor Discharge Pneumococcal SCIP-VTE 1: Venous

(ACE-I) or instructions vaccination status | thromboembolism

Angiotensin (VTE) prophylaxis

Receptor Blocker ordered for surgery

(ARBs) for left patients

ventricular

systalic

dysfunction

Beta blocker at Adult smoking Blood culture SCIP-VTE 2: VTE

arrival cessation performed before | prophylaxis within 24
advice/counseling | first antibiotic hours pre/post

receivedin surgery
hospital

Beta blocker Adult smoking SCIP Infection 2:

prescribed at cessation Prophylactic

discharge advice/counseling | antibiotic selection

for surgical patients

Thrombolytic Appropriate

agent received initial antibiotic

within 30 minutes selection

of hospital arrival




Surgical Care
Heart Attack I mprovement Mortality Patients
(Acute Heart Failure Pneumonia Project (SCIP) M easur es Experience
Myocardial (HF) (PNE) (previously known (Medicare
. . . ; of Care
I nfar ction) as Surgical Infection patients)
Prevention (SIP))
Percutaneous Influenza
Coronary vaccination
Intervention (PCI) (collected but not
received within publicly reported
120 minutes of —subject to
hospital arrival change)
Adult smoking
cessation

advice/counseling

CM S Proposal -RHQDAPU Notice of Participation: “In [an] effort to alleviate the burden associated with
submitting this form annually, we are proposing that a hospital that submits this formwill be considered an
active RHQDAPU program participant until such time as the hospital submits a withdrawal formto CMS.”

CM SProposal — Shared Medicare Provider Numbers: “ Currently, hospitalsthat share the same Medicare
Provider Number (MPN) must combine data collection and submission acrosstheir multiple campuses (for both
clinical measures and for HCAHPS). These measures are then publicly reported as if they apply to a single
hospital. . . . For FY 2008 and subsequent years, we are proposing to require hospitals to begin to report the
name and address of each hospital that shares the same MPN.”

“This information will be gathered through the RHQDAPU program Notice of Participation form, which
hospitals will submit to their QIOs by August 15, 2007. To increase transparency in public reporting and
improve the usefulness of Hospital Compare, CMS plans to note on the Web site where publicly reported
measures combine results from two or more hospitals.”

CM SProposal —New Hospitals: Currently, new hospitals arerequired to register for the RHQDAPU program
and to begin collecting and reporting dataimmediately.

“We believe that some new hospitals have found it difficult to start reporting RHQDAPU measuresimmediately
after signing up to participate in the RHQDAPU program.”

“Therefore. .. we are proposing that the fiscal intermediary would continue to provide infor mation on the new
hospital to the QIO in the statein which the hospital islocated as soon as possible so that the QIO could enter
the provider information into its PRS and follow through with ensuring provider participation with the
requirements for quality data reporting.”

“ However, for a new hospital that receivesa provider number on or after October 1st of each year (beginning
with October 1, 2007), we are proposing that the hospital would be required to report RHQDAPU data
beginning with the first day of the quarter following the date the hospital registers to participate in the
RHQDAPU program.”

FFY 2009 (and Beyond) RHQDAPU Program

CM SProposal —Program Expansion: “ We are proposing to add 1 outcome measure and 4 process measures
to the existing 27 measure set to establish a new set of 32 quality measures to be used for the FY 2009 annual




payment determination. We plan to adopt these measuresa year in advance in order to provide additional time

for hospitals to prepare for changes related to the RHQDAPU program.”

“We are proposing to add the following quality measures for the FY 2009 RHQDAPU program.

« Pneumonia: 30-day mortality (Medicare patients)

« SCIPInfection 4: Cardiac Qurgery Patientswith Controlled 6AM Postoper ative Serum Glucose

« SCIP Infection 6: Surgery Patients with Appropriate Hair Removal

« SCIP Infection 7: Colorectal Patients with mmediate Postoperative Normothermia

« SCIP Cardiovascular 2: Surgery Patients on a Beta-Blocker Prior to Arrival Who Received a

Beta-Blocker During the Perioperative Period”

“ The proposed measures have been put forth by the HQA for inclusioninits public reporting set, contingent on
endorsement by the NQF. (In the case of SCIP Infection 7, the HQA recently withdrew its previous support
unless the measur e receives NQF endor sement.) We anticipate that the NQF will endor se these measuresprior
to the publication of the FY 2008 IPPSfinal rule. Any measure that has not been endor sed by that time will not

be finalized in that rule.”

Additionally, CM S has published the following list of possible measures and sets for potential inclusion in the
RHQDAPU program for FFY 2009 and beyond, and issoliciting comments regarding them, especially concerning

the following questions:

« Arethere any critical gaps or missing measures/sets?

«  Which of these should be included for FFY 2009 and/or subsequent years?

« What challenges are posed by these measures/sets for data collection and reporting, and how

could these be addressed?

Possible M easures and Measure Setsfor FY 2009 and Subsequent Years

M easures

Clinical Condition

Intensive Care Unit (ICU) Critical Care Measures

Stress Ulcer Disease Prophylaxis

ICU/Critical Care

Urinary Catheter-Associated Urinary Tract Infection For Intensive Care Unit (ICU) Patients

ICU/Critical Care

Readmission M easur es

Readmission Heart Failure (HF) Within 30 Days Rate - Medicare Only (CM S Methodol ogy)

Efficiency/HF

Readmission (same hospital) Acute Myocardial Infarction (AMI) Within 30 Days Rate

Efficiency/AMI

Readmission (same hospital) PNE Within 30 Days Rate

Efficiency/PNE

Readmission Within 30 Days Of Surgery - Medicare Only (SCIP Global-2) Surgical Care
NQF -- Nursing Sensitive Condition Set (Outcomes M easures Only)

Failure To Rescue - Nursing Sensitive Measure Patient Centered
Pressure Ul cer Prevalence - Nursing Sensitive Measure Patient Centered
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Patient Falls Prevalence - Nursing Sensitive Measure

Patient Centered

Patient Falls With Injury - Nursing Sensitive Measure Patient Centered
Cancer (Inpatient) M easures

Patients With Early Stage Breast Cancer Who Have Evaluation Of The Axilla Cancer - Breast
College Of American Pathol ogists Breast Cancer Protocol Cancer - Breast

Surgical Resection Includes At Least 12 Nodes (ACOS-02)

Cancer - Colon

College Of American Pathol ogists Colon And Rectum Protocol

Cancer - Colon

Compl eteness Of Pathologic Reporting (CCO-04)

Cancer - Colon

Leapfrog L eaps, | dentified by |OM and Deficit Reduction Act

Use Of Computerized Physician Order Entry (CPOE) Systems Patient Safety
Use of Intensivistsin ICUs/ ICU Physician Staffing (1PS) Patient Safety
Evidence-Based Hospital Referrals Patient Safety

M easur e Sets (I ndividual M easures Not Specified)

Clinical Condition

SetsUnder Active Review by National Quality Forum (NQF)

Healthcare-Associated I nfection measures — under consideration by the NQF National Voluntary
Consensus Standards for Reporting of Healthcare-Associated Infections Data Project

Patient Safety

Readmission Rates by Condition — under consideration by NQF National Voluntary Consensus
Standards for Hospital Care: Additional Priorities, 2007 Project

Efficiency

Average Length of Stay (ALOS) by Condition — under consideration by NQF National Voluntary
Consensus Standards for Hospital Care: Additional Priorities, 2007 Project

Efficiency

AHRQ Quality Indicators, including Patient Safety Indicators - under consideration by NQF
National Voluntary Consensus Standards for Hospital Care: Additional Priorities, 2007 Project

Patient Safety, Various
Conditions

M easur e Sets/Practices Previously Endorsed by NQF

Safe Practices for Better Healthcare Patient Safety
Serious Reportable Events in Healthcare (“Never Events”) Patient Safety
Other Hospital Measure Sets

Hospital Emergency Department Measures Various
Vascular Surgery Complications (for Carotid Endarterectomy, Lower Extremity Bypass, Open Surgical Care

Surgery Abdominal Aortic Aneurysm Repair, Endovascular Abdominal Aortic Aneurysm Repair)

CMSProposal —Data Submission & Validation: “ For the additional SCIP measuresthat we are proposing to
add through thisrule (SCIP Infection 4, 6, and 7 and SCIP-Card-2), hospitalswill be required to submit datato
the QIO Clinical Warehouse starting with dischargesthat occur in CY 2008. We ar e proposing that the deadline
for hospitalsto submit this data for [the] first calendar quarter of 2008 would be August 15, 2008. Data must be
submitted for each subsequent quarter by 4.5 months after the end of the quarter.... Hospitals may report data

on these measures for discharges prior to CY 2008 discharges, if they so choose.

“ For the proposed Pneumonia 30-day Mortality measure, we are proposing to use claims data that are already
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being collected for index hospitalizations to calculate the mortality rates. Asisthe case with the other 30-day
mortality (outcome) measures already associated with the RHQDAPU program (AMI, HF), hospitals need not
submit additional data. Claims data submitted to CMS for index hospitalizations occurring from July 2006
through June 2007 (3Q06 through 2Q07) will be used to cal cul ate the Pneumonia 30-day mortality rate that will
be used for FY 2009 annual payment determination.”

All chart validation requirements aready in effect will continue to apply, with the following modifications:

« “Wewill modify the validation requirement to pool the quarterly validation estimates for 4th
quarter CY 2006 through 3rd quarter 2007 discharges.

« Wewill also expand thelist of validated measuresin the FY 2009 update to add SCI P I nfection-
2, SCIP VTE-1, and SCIP VTE-2 starting with 4th quarter CY 2006 discharges.

« Wewill also drop the current two-step process to determine if the hospital is submitting valid
data.

« We propose for the FY 2009 update to pool validation estimates covering the 4 quarters (4th
quarter CY 2006 discharges through 3rd quarter 2007 discharges) in asimilar manner to the
current 3 quarter pooled confidence interval.”

CMS Solicitation of Public Comments — Retirement or Replacement of Measures: CMS expects that the
measuresin use will evolve over time, and is authorized by the Act to modify the set as deemed appropriate.

“CMSrecognizes the need to devel op a process related to the retirement and/or replacement of measures that
comprisethe RHQDAPU programmeasure set. I n this proposed rule, we solicit public comment and suggestions
concerning the criteria and mechanism for a process that would identify and, where appropriate, retire or
replace measures that comprise the RHQDAPU program measure set.”

Reporting Hospital-Acquired Conditions—Including I nfections
Refer to “DRGs. Hospital-Acquired Conditions” if you submit a comment on thisissue.
Federal Register pages 24716 — 24726

Complications such as infections acquired in the hospital can trigger higher payments in the form of outlier
payments and/or higher DRG payments due to the presence of acomplication or comorbidity (CC). The DRA
requires CM S to identify, by October 1, 2007 (FFY 2008), at least two CC secondary diagnoses that:

. arehigh cogt, high volume, or both;

« result in the assignment of a case to a DRG that has a higher payment when present as a
secondary diagnosis; and

« could reasonably have been prevented through the application of evidence-based guidelines.

For discharges occurring on or after October 1, 2008 (FFY 2009), hospitalswill not receive additional payment for
cases where one of the selected conditions was not present on admission. That is, the case would be paid as
though the secondary diagnosiswas not present. Thelaw statesthat CM S can revisethelist from timeto time, as
long asthelist contains at |east two conditions. Additionally, the DRA requires hospita sto report the secondary
diagnosesthat are present at admission when reporting payment information for discharges on or after October 1,
2007.
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In the FFY 2007 IPPS rulemaking process, CMS sought comments on determining which hospital-acquired
conditions should be subject to reporting. In addition, CMS worked with public health and infectious disease
experts from the Centers for Disease Control and Prevention (CDC) to identify a list of hospital -acquired
conditions, including infections, as required by the DRA provision.

Thefollowing tablerepresents CMS' proposed sel ection of hospital-acquired conditions as possible candidatesto
satisfy the DRA provision. Accordingto CMS' selection method, the conditions at the top of the following list
best meet the statutory selection criteria, while the conditions lower on the list may meet the selection criteriabut
could present a particular challenge (that is, they may be preventable only in some circumstances, but not in
others) and therefore, the first conditions listed should receive the highest consideration of selection among the
initial group of hospital-acquired conditions.

Proposed Coding - Burden - high | Prevention cec» Considerations?
Hospital - Unique cost and/or guidelines
Acquired Code? high volume? ?
Condition
1 | Catheter Yes Yes Yes Yes Minimal -
associated additional
urinary tract infection codes
infections
2 | Pressureulcers | Yes Yes Yes Yes No
(Decubitus
ulcers)
3 | Serious Yes Yes- highcost | Yes Yes No
preventable in specific
event - object circumstances
left in surgery
4 | Serious Yes Yes- highcost | Yes Yes No
preventable in specific
event - air circumstances
embolism
5 | Serious Yes Yes- highcost | Yes Yes No
preventable in specific
event - blood circumstances
incompatibility
6 | Staphylococcus | Yes- Yes Yes Yes Multiple codes
aureus multiple
septicemia codes
reported
7 | Ventilator No VAP Yes Yes No-no | Preventability
associated code, unique | issues. VAPs-
pneumonia multiple codes identification
(VAP)/ pneumonia issues
Pneumonia codes
8 | Vascular No Yes Yes Yes- Preventability
catheter but issues
associated codeis
infections too
broad
9 | Clostridium Yes Yes No Yes Preventability
difficile- issues
associated
disease
(CDAD)

13



Proposed Coding - Burden - high | Prevention cec» Considerations?
Hospital - Unique cost and/or guidelines
Acquired Code? high volume? ?
Condition
10 | Methicillin- Yes Yes Yes No Preventability
resistant issues
staphylococcus
aureus (MRSA)
11 | Surgical site No Yes Yes Yes- Cannot identify
infections but
codeis
too
broad
12 | Serious Yes Yes- highcost | Yes No Not aCC
preventable in specific
event - wrong circumstances
surgery
13 | Falls No - not for Yes- highcost | No-foral | No Cannot identify
al types of in specific types of
fals circumstances | falls

In this proposed rule, CM S is seeking comments on:

« how many and which conditions should be selected for implementation on October 1, 2008,
along with justifications for these selections;

« whether or not the conditions are ranked appropriately;
» clinical, coding, and prevention issues that may affect the conditions selected; and

« compelling public health reasons for including conditions that are not at the top of our list.

VI.CAPITAL PAYMENTS
Capital Federal Rate— FFY 2008 and FFY 2009

Refer to “ Capital IPPS” if you submit acomment on this issue.
Federal Register pages 24818 — 24823

Background: Reimbursement for capital-related costs was implemented in FFY 1992. Over aten-year period,
paymentsfor capital were transitioned from areasonabl e cost-based methodol ogy to a prospective methodol ogy.
Beginning in FFY 2002, al hospitals were paid based on 100% of the capital Federa rate. The capital Federa
rate is updated based on changesin acapital input priceindex (CIPI) and several other policy adjustment factors.
Since the inception of the capital 1PPS, urban and rural hospitals have received the same update to the capital
Federal rate.

CM SProposal: “ We believe that the data on inpatient hospital Medicare capital margins. . . provide sufficient
evidence that some adjustment of the updates under the capital IPPSiswarranted at thistime. Inlight of the
significant disparities in the margin performances of different classes of hospitals, we do not believe that an
adjustment to the updates for FYs 2008 and 2009 should apply equally to all hospitals. . .”
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“. .. for FYs 2008 and 2009, we are proposing that the update to the capital standard Federal rate for urban
hospitals will be 0.0 percent . ..”

“. .. we are also proposing to give rural hospitals the full 0.8 percent update determined by the update
framework in FY 2008. We anticipate that we will provide the full updateto rural hospitalsin FY 2009 aswell,
once we have determined what the update would be under the update framework.”

“ Asaresult of the proposed 0.8 percent update for rural hospitals, the proposed 0.0 percent update for urban
hospitals, the proposed 2.4 percent reduction to account for upcoding (for all hospitals), . . . weare proposing to
establish a capital Federal ratefor rural hospitalsof $417.26 for FY 2008, and we are proposing to establish a
capital Federal rate for urban hospitals of $413.87 for FY 2008.”

After application of the 2.4% behavioral offset and reductionsfor budget neutrality, the FFY 2008 capital Federa
rates, for both urban and rura hospitals, are lower than the capital Federa rate in FFY 2007. For a complete
discussion of the 2.4% coding reduction, see the section “Behavioral Offsat” above.

Capital Large Urban Add-On

Refer to “ Capital IPPS” if you submit acomment on this issue.
Federal Register pages 24818 — 24823

Background: Since the inception of the capital IPPS in FFY 1992, CMS has provided a 3.0% add-on to the
capital Federal rate for hospitals that are located in “large urban” areas.

CMS Proposal: “. .. we are proposing to discontinue the 3.0 percent additional payment that has been
provided to hospitals located in large urban areas. The consistent and significant positive margin of hospitals
located in urban areas is strong evidence that it is not necessary to continue this adjustment. . . . effective for
discharges on or after October 1, 2007. . ."

“When the payment adjustments were instituted at the inception of the program, the initial standard Federal
payment rate was adjusted in a budget-neutral fashionto account for the expendituresthat would berequired by
theseadjustments. . . . in light of the excessive capital |PPSpayments over the period of FYs 1996 through 2004,
we believe that it is appropriate for the programto realize savings from this proposal.”

Capital IME and DSH Adjustments— Potential Elimination
Refer to “ Capitd IPPS” if you submit a comment on thisissue.
Federal Register pages 24818 — 24823

Under the law, CM S has “ broad authority in establishing and implementing the IPPSfor acute care hospital
inpatient capital-related costs.” In the proposed rule, CM S considers and seeking comment on eliminating the
special payment adjustments provided under the capital |PPS.

Based on CMS' analysis of capital IPPS marginsin the proposed rule, CMSis considering further reductionsto
certain classes of hospitals that have sustained positive margins. These reductions could be focused on the
payment adjustments received by teaching hospitals and disproportionate share hospitals. Because these
adjustments are not required by law, CMSis considering proposals that would reduce or eliminate the IME and
DSH capital adjustments. CM Sisalso determining whether these potentia changesto the capita | PPS should be
made in a budget neutral manner, or should instead result in savings to the Medicare program.
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VII. WAGE INDEX

Core-Based Statistical Areas

Refer to “CBSAS’ if you submit acomment on thisissue.
Federal Register pages 24776 — 24777

Background: In FFY 2005, CMS implemented revised wage areas based on Core-Based Statistical Areas
(CBSAS) defined using data from the 2000 Census.  This change had asignificant redistributional impact, with
many areas experiencing substantial increases or decreasesin their wage adjustment. Asaresult, CMSprovideda
one-year transition for hospital s that were harmed by the redefinition of wageindex areas. Hospitalsthat would
have received a higher wage index under the prior geographic area definitions were provided a blended wage
index combining 50% of the wage index based on the new definitions and 50% based on the old definitions. For
FFY 2006, this transition expired and hospitals received 100% of their wage index based upon the CBSA
configurations.

CMS Proposal: “Consistent with the FY 2005, FY 2006, and FY 2007 IPPSfinal rules, for FY 2008 we are
proposing to provide that hospitals receive 100 percent of their wage index based upon the CBSA
configurations. Specifically, for each hospital, we will determine a wage index for FY 2008 employing wage
index data from FY 2004 hospital cost reports and using the CBSA labor market definitions.”

On December 18, 2006, OM B announced the inclusion of two new CBSAsand therevision of designationsfor six
areas (OMB Bulletin No. 07-01). Details on the new or modified CBSAs s available on the Federal Register
pages referenced above and on the OMB Web site at http://www.whitehouse.gov/OMB. These changeswill be
effective October 1, 2007.

Hold Harmless — Urban Hospitals That Became Rural Under the New Labor
Market Area Definitions

Refer to “CBSAS' if you submit a comment on thisissue.
Federal Register pages 24776 — 24777

Background: Urban hospitalsthat became rural under the revised CBSA labor market areadefinitionswere held
harmless and redesignated back to the urban areain which they werelocated under the previous|abor market area
definitions for athree-year period (FFY 2005 through FFY 2007).

Beginning in FFY 2008, these hospitalswill receive their state’ srural wageindex or, if applicable, areclassified
wage index (under a Medicare Geographic Classification Review Board (MGCRB) reclassification or a
reclassification under the “Lugar” criteria). These hospitals are considered rura for reclassification purposes.

Occupational Mix Adjustment
Refer to “ Occupational Mix Adjustment” if you submit a comment on thisissue.
Federal Register pages 24777 — 24782

Background: The purpose of the occupational mix adjustment is to control for the effect of hospitals
employment choices on the wage index. CMS explains that hospitals may choose to employ different
combinations of registered nurses, licensed practical nurses, nursing aides, and other empl oyeesfor the purpose of
providing careto their patients. Accordingto CM S, the varying labor costs associated with these choices reflect
hospital management decisions rather than geographic differencesin the costs of labor.  The occupational mix
factor isintended to neutralize the effect of employee mix, resulting in a decreased wage adjustment for hospitals
with higher skill mixes and an increased adjustment for those with lower mixes. The law provides for the
collection of dataon occupational mix every three years.

16



CMS was required to include an occupational mix adjustment as part of the calculation of the wage index
beginningin FFY 2005. InFFY 2005 and FFY 2006, CM S cal cul ated wage indexes using a blend of 10% of the
wage data adjusted for occupational mix and 90% of the data unadjusted for occupational mix. For FFY 2007,
duetothe U.S. Court of Appeasdecision in Bellevue Hospital Center v. Leavitt, the occupational mix adjustment
was reguired to be implemented at 100%, using more recent survey data. The results of the 2006 Occupational
Mix Survey for January through March 2006 (three-month reporting period) were used in the FFY 2007 wage
index calculation.

For the FFY 2007 wage index, hospitals that did not respond to the occupational mix survey, or submitted
erroneous data, were assigned the average occupational mix adjustment for thelabor market area. For areaswhere
no hospital submitted occupational mix data, the national occupational mix factor of 1.0000 was applied. CMS
has indicated that they may apply a different approach in future years, including potentialy penaizing non-
responsive hospitals.

CMSProposal —FFY 2008 Adjustment: “We are proposing to use the 6-month 2006 survey data to calculate
the occupational mix adjustment for the FY 2008 wage index. We used the 1st quarter of 2006 survey datainthe
FY 2007 wage index to comply with a court decision in Bellevue Hosp. Center v. Leavitt. . .”

CM S Proposal — Data Submission: “ For the FY 2008 wage index, we are proposing to handle the data for
hospitals that did not respond to the occupational mix survey (neither the 1st quarter nor 2nd quarter data) in
the same manner as. . . the FY 2007 wage index.”

“In addition, if a hospital submitted survey data for either the 1st quarter or 2nd quarter, but not for both
guarters, we are proposing to use the data the hospital submitted for one quarter to cal culate the hospital’ sFY
2008 occupational mix adjustment factor.”

“ Lastly, if a hospital submitted a survey(s), but that survey data could not be used because we determined it to
be aberrant, we al so assigned the hospital the average occupational mix adjustment for itslabor market area.”

CMSisrequired to collect occupational mix dataevery threeyears. Asdiscussed above, CMSiscurrently using
occupational mix survey data collected in 2006 to adjust the FFY 2007 and FFY 2008 wageindex. On February
2, 2007, CMS published proposed revisions to the occupational mix survey, seeking comments on potential
improvementsto the survey. Thefinal noticeis expected to be published in the Federal Register by July 1, 2007.
CMS dtates in the proposed rule that it has modified the occupational mix survey for 2007-2008 based on
comments received. The results of this survey will be applied to the FFY 2010 wage index.

Application of Rural Floor Budget Neutrality
Refer to “Wage Index” if you submit a comment on thisissue.
Federal Register pages 24787 — 24792

Background: Current law providesthat the areawage index applicable to any hospital that islocated in an urban
areaof a State may not be lessthan the areawage index applicable to hospitalslocated in rural areas of that State
(“the rura floor”). Since FFY 1998, the rural floor budget neutrality has been implemented by adjusting the
standardized amounts.

CMSProposal: “...weareproposing a prospective change to how budget neutrality is applied to implement
therural floor for FY 2008 and subseguent years.”

“...weareproposing toimplement therural floor budget neutrality requirement by applying a uniformbudget
neutrality adjustment to all hospital wage indices. . . . our proposed change would apply the budget neutrality
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adjustment to the wage index, and not to the standardized amount. In previous years, we applied a budget
neutrality adjustment to the standar dized amount to ensure that payments remained constant to payments that
would have occurred in the absence of the rural floor requirement . . .”

“For FY 2008, we are proposing to use FY 2006 discharge data and FY 2008 wage indices to simulate |l PPS
payments without the rural floor. We would compar e these simulated paymentsto simulated payments using the
same data with a rural floor.”

Expiration of the Imputed Rural Floor
Refer to “Imputed Floor” if you submit acomment on thisissue.
Federal Register page 24786

Background: Asdescribed above, current law provides a“rural floor” wage index. There are two States that
have no rural areas (New Jersey and Rhode Iland) and one State that has rural areasbut no IPPS hospital slocated
intherural areasof the State (Massachusetts). Inthe FFY 2005 IPPSfinal rule, CM S adopted an “imputed” floor
measureto address the concern that hospitalsin all-urban States were disadvantaged by the absence of rurdl areas,
becausethereisno floor withinthe State. Thisimputed floor measure waslimited to FFY s2005, 2006, and 2007.

CM SProposal: “ We are proposing to discontinue the imputed floor policy after the FY 2007 wageindex. After
further considering the issue, we do not believe that it is necessary to have an “ imputed” rural floor in Sates
that have no rural areas or no rural hospitals.”

“. .. when arural IPPS hospital opens in a State that has rural areas, but no wage data are available to
calculate a rural wage index, we are proposing to apply a wage index to that hospital using the same
methodol ogy that we currently use for home health and other post-acute care providersin rural Massachusetts
(71 FR 65906). That is, we would use the un-weighted average of the wage indices from all CBSAs that are
contiguous to the rural counties of the State. (We define contiguous as sharing a border.)”

“...ifaSatehasrural areas, and a hospital isreclassified asrural . . . then there would be no need to apply
the above policy. The reclassified hospital would set the rural floor, and the wage data of the newmy opened

rural hospitals would be included in the cal culation of the wage index of the rural area only once their wage
data correlated with the survey year used to establish the wage index (4 years after wage data are reported).”

Worksheet S-3 Wage Data — Contract Labor for Indirect Patient Care Services
Refer to “Wage Data’ if you submit a comment on thisissue.
Federal Register page 24782
Background: CMS has continuously discussed theinclusion of contract labor cost in cal cul ating the wage index
as the role of contract labor increases in meeting specia personnel needs of hospitals. For FFY 2004, CMS
revised the Medicare cost report to provide for the collection of cost and hours dataon Worksheet S-3, part | for:
« Contract Management and Administrative Services (Line 9.03),
« Contract A & G Services (Line 22.01),
« Contract Housekeeping Services (Line 26.01), and
« Contract Dietary Services (Line 27.01)

CMSProposal: “ Public commenters have expressed interest inincluding in the wage index the costsand hours
for contract management, A& G housekeeping, and dietary services. We also believe that including a more
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comprehensive measure of area differencesin the cost of labor will improve the accuracy of the wage index.
For these reasons, we are proposing to include these contract services in the wage index, beginning with FY
2008.”

Other Wage Index | ssues
See topic in the Federal Register pages referenced below for the appropriate issue identifier.
Federal Register pages 24776 — 24793

The proposed rule addresses two other specific and unique wage index issues. These include:

« alocation of amulti-campus hospital’ s wages and hours across the different labor market areas
whereits campuses arelocated (currently three nationwide) based on FTE staff for FFY 2008 and
beyond, and

« potentially precluding aspecia arrangement in the case of two Critical AccessHospitals(CAHS)
considering converting from CAH status back to | PPS even though they continueto still be CAH
gigible. Inthese cases, CMSisconcerned that the hospitals may be converting solely in order to
take advantage of the rurd floor provisions for the other hospitals in the State, but not for any
reasons that are intrinsic to the two specific hospitals.

A complete discussion of these wage index issues can be found on the Federal Register pages referenced in the
heading above.

VIII. WAGE INDEX RECLASSIFICATIONS

MGCRB Reclassifications
Refer to: “MGCRB” if you submit a comment on thisissue.
Federal Register pages 24793 — 24794

Background: Individual hospitals or groups of hospitals (defined by counties) can apply to the MGCRB to
reclassify for another area’ swage index. Hospital's seeking reclassification must meet specific proximity and
wage criteria.

Applications for FFY 2009 reclassifications are due to MGCRB by September 4, 2007. Applications and other
information regarding MGCRB reclassificationswill be available beginning in mid-July onthe CMSWeb site at:
http://www.cms.hhs.gov/providers/prrb/mgcinfo.asp. HANY Swill send information to membersafter CMS' data
release regarding potential reclassification opportunities for individual hospitals.

Reclassification Withdrawal: Hospitals that have been approved for FFY 2008 MGCRB reclassifications are
permitted to withdraw their applications within 45 days of the publication of the proposed rule.

Lugar Reclassifications
Thereisno “issue identifier” supplied to submit a comment on thisissue.
Federal Register pages 24796 — 24797

Background: Thelaw requiresthat CM S automatically reassign any hospital located in arural county adjacent to

one or more urban areas if the county meets specified commuting criteriaknown as “Lugar criteria” CMS has
used the new CBSA definitions and 2000 Census data to assign reclassificationsto hospitalsin countiesthat meet

19



these criteria.

Reclassification Withdrawal: Hospitals that qualify for an automatic Lugar reclassification might have also
requested areclassification under the M GCRB criteria, in which case the requested reclassification overridesthe
Lugar reclassification. Hospitals that qualify for both are instructed to compare their wage index under the
MGCRB reclassification to the wage index under the Lugar reclassification. Hospitals must withdraw their
MGCRSB reclassification requests within 45 days of publication of the proposed ruleif they prefer to receive the
Lugar assignment.

Out-Migration Adjustment
Refer to: “Out-Migration Adjustment” if you submit a comment on this issue.
Federal Register pages 24798 — 24799

Background: Section 505 of the MMA required CM S to develop an aternative adjustment to the wage index
based on the commuting patterns of hospital employeeswho residein acounty and work in adifferent areawitha
higher wage index. Qualifying counties receive an adjustment to their wage index based on the percentage of
county residents that commute to the other area.

Hospitals located in qualifying counties will have the out-migration adjustment added to their wage index for a
three-year period, unless a hospital regquests to waive the application of the adjustment (see “Reclassification
Application/Withdrawal” below). A county cannot loseits out-migration adjustment during the three-year period
and countieswill receive the same adjustment for those three years. However, acounty that qualifiesin any given
three-year period may no longer qualify after the end of the period, or it may qualify but receive adifferent out-
migration adjustment. CMS designates qualifying counties each year.

Currently, CMS uses the pre-reclassified wage index when calculating out-migration adjustments.

Reclassification Application/Withdrawal: If a hospital in an eligible county does not have an existing
reclassification, it will automatically receive the adjustment. Hospitals cannot receive an adjustment under this
provision if they already received a reclassification. Therefore, if a hospital has an existing reclassification
(MGCRB, or “Lugar criteria’), that hospital must withdraw its reclassification within 45 days of the publication of
this proposed rule to receive the out-migration adjustment instead.

CMS Proposal: “ To date, we have used pre-reclassified wage indices when determining the out-migration
adjustment.... We have reconsidered our policy in this proposed rule and are proposing to calculate the out-
migration adjustment using the post-reclassified wage index.... We are proposing to use the same formula
described in the FY 2005 final rule (69 FR 49064), with the addition of now using the post-reclassified wage
indices, to calculate the out-migration adjustment.”

Hospitals eligible for the out-migration adjustment are listed on table 4J, pages 24952 — 24960 of the Federal
Register.

Section 508 Reclassifications
Refer to: “508 Reclassifications’ if you submit acomment on thisissue.
Federal Register page 24798

Background: Section 508 of the MMA statesthat aqualifying hospital could appeal the wageindex classification
otherwise applicableto the hospital and apply for reclassification to another area of the Statein which the hospital
islocated. Reclassificationsunder this provision were applicableto discharges occurring during the 3-year period
beginning April 1, 2004 and ending March 31, 2007. Section 106(a) of the Tax Relief and Health Care Act of
2006 extended Section 508 reclassifications for six months to September 30, 2007.
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CMS Proposal: “ Because the section 508 provision will expire on September 30, 2007, and will not be
applicable in FY 2008, in this proposed rule, we are not making any proposals related to the provision.”

Other Hospital Reclassification | ssues
See topic in the Federal Register pages referenced below for the appropriate issue identifier.
Federal Register pages 24793 — 24799

The proposed rule addresses ahandful of other specific and unique hospital reclassificationissues. Theseinclude:

« clarification of the policy for reinstating reclassifications (canceling a previous withdrawal or
termination);

« procedural information regarding “fallback” reclassifications in cases where a hospital has an
existing reclassification and then appliesto the MGCRB to a second areaand is approved, and
has a choice between two reclassifications and its home area wage index for thefollowing fiscal
year;

« geographic reclassification issuesfor multi-campus hospital s regarding the proposal for alocation
of amulti-campus hospita’ s wages and hours across the different labor market areas where its
campuses arelocated (currently three nationwide) based on FTE staff for FFY 2008 and beyond,
and;

« changesto New England deemed counties.

A complete discussion of these wage index issues can be found on the Federal Register pages referenced in the
heading above.

| X. COST OUTLIERS

Thereisno “issue identifier” supplied to submit a comment on thisissue.
Federal Register pages 24836 — 24838

Background: CMS provides payments for outlier cases involving extraordinarily high costs when compared to
average casesin the same DRG. To qualify asacost outlier, ahospital’ s cost for the case must exceed the payment
rate for the DRG plus a specified amount called the fixed-lossthreshold. Theoutlier payment isequal to 80% of the
difference between the hospital’ s cost for the stay and the threshold amount. The threshold is adjusted every year
based on CMS' projections of total outlier payments to make outlier reimbursement equal 5.1% of total payments.

CM SProposal: “ For FY 2008, we are proposing to use the same methodol ogy used for FY 2007 (71 FR48148
through 484151) to calculate the outlier threshold. . . . we are proposing an outlier fixed-loss cost threshold for
FY 2008 equal to the prospective payment rate for the DRG, plusany IME and DSH payments, and any add-on
payments for new technology, plus $23,015. With this threshold, we are projecting that outlier payments will
equal 5.1 percent of total |PPS payments.”

The proposed $23,015 threshold for FFY 2008 represents adecrease of 6.0% compared to the FFY 2007 threshold
of $24,485. The lower proposed threshold is due to several factors. First, the actual national average cost-to-
charge ratio (as calculated by CMS from hospitals cost reports) has declined by approximately 1.3%. Second,
CMS, in response to public comments, further reduced the CCRs by applying an adjustment factor to reflect the
projected differential increase between costs and charges (charges have been increasing at a greater percentage
rate than costs).
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Finally, with adoption of the proposed new MS-DRG system, CM S believesthat * better recognition of severity of
illness with the MS-DRGs means that non-outlier payments will compensate hospitals for the higher costs of
some cases that previously received outlier payments. As cases are paid more accurately, in order to meet the
5.1 percent target, we would need to decrease the fixed-loss outlier threshold so that more cases qualify for
outlier payments.”

CMS currently estimates that actual FFY 2006 outlier payments were 4.50% of total actual DRG payments.
Outlier paymentsfor FFY 2007 are estimated at 4.9% of total DRG payments. CM S states that, consistent with
ongoing policy, retroactive adjustmentswill not be madeto outlier paymentsfor the purpose of ensuring that they
amount to the target 5.1% of total DRG payments.

X. Graduate M edical Education

Indirect Medical Education Adjustment

Refer to “IME Adjustment” if you submit a comment on thisissue.
Federal Register pages 24812 — 24813

Background: Indirect Medical Education (IME) payments attempt to recognize the higher costs associated with
the operation and administration of a Graduate Medical Education (GME) program. The IME adjustment factor
is calculated using a hospital’ sratio of residentsto beds and aformula multiplier, which isrepresented as“c” in
the equation: ¢ x [((1 + ratio of residentsto beds) raised to the power of 0.405) - 1]. Theformulaistraditionally
described in terms of a certain percentageincreasein payment for every 10% increasein the resident-to-bed ratio.

Before enactment of the MMA, the formulamultiplier was set at 1.35 for discharges occurring during FFY 2003
and thereafter, which equatesto a5.5% adjustment. The MMA modified the formula, increasing the multiplier for
FFY 2005 and FFY 2006 to 1.42 and 1.37 respectively. Thelaw scheduled adecrease in the multiplier for FFY
2007 and restores the multiplier to the FFY 2003 level of 1.35 for FFY 2008 and thereafter.

CMSProposal: “Inthisproposed rule, we are specifying that, for any discharges occurring during FY 2008,
the statutorily mandated formula multiplier is 1.35. . . . We estimate that application of the mandated formula
multiplier for FY 2008 will result in an increase of 5.5 percent in IME payment for every approximately 10-
percent increase in the resident-to-bed ratio.”

Resident Time Spent in Non-Patient Care Activities
Refer to “IME Adjustment” if you submit a comment on thisissue.
Federal Register pages 24812 — 24815

Background: Inthe FFY 2007 IPPSfind rule, CM S clarified their policy with respect to the timethat residents
spend in non-patient care activities as part of approved residency programs, amending regulations to state “ In
order to be counted, a resident must be spending timein patient care activities...” Based on thisclarification,
CM S hasreceived numerous questions regarding whether FTE resident time spent on vacation or sick leave, orin
orientation activities, should be counted for purposes of IME payment. Historically time spent by residents on
vacation or sick leave and ininitial orientation activities hasbeen included in the FTE resident count for IME and
direct GME.

CM SProposal —Vacation and Sick Leave Time: “. .. weare proposing, for cost reporting periods beginning
on or after October, 1, 2007, for direct GME and IME, that time spent by residents on vacation or sick leave
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would not be included in the deter mination of what constitutes an FTE resident (or would be removed fromboth
the numerator and denominator of the FTE count) for both IME and direct GME payment purposes.”

CMS is not proposing to change the current policy with respect to time spent by residents on maternity leave or

other approved sick leave of extended duration. In theseinstances, FTE time spent by such residentsis counted
during the training time they spend to make up for their absence.

CMSProposal —Orientation Activities: “. .. weare proposing to continue to count time spent by residentsin
orientation activities for both IME and direct GME payment purposes.”

“We are proposing . . . to add a definition of the term “ orientation activities,” to mean “ activities that are
principally designed to prepare an individual for employment as a resident in a particular setting, or for

participation in a particular specialty program and patient care activities associated with that particular
specialty program.””

XI. Additional Paymentsfor New Technology
Refer to “New Technology” if you submit a comment on thisissue.
Federal Register pages 24771 — 24776
Background: Current law provides additional payments for new medical services and technologies that meet
specified criteria. An approved new technology is eligible for additional payments for two to three years.
However, CM S has consistently eliminated the payments after two years.
CM SProposal: CMS proposesto discontinue reimbursement for the three technol ogiesthat are currently eligible
for new technology payment. In addition, one technology is under review and may be approved for payment in
FFY 2008.
CMS proposes to discontinue payment for:

» Endovascular Graft Repair of the Thoracic Aorta (eligibility expired)

» Restore® Rechargeable Implantable Neurostimulator (eligibility expired)

« X STOP Interspinous Process Decompression System (still dligiblewith respect to thetimelimit,
but no longer meets the cost-threshold criterion under the proposed MS-DRG system)

CMS continuesto review approval for:

« Wingspan® Stent System with Gateway™ PTA Balloon Catheter
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XIl. RURAL HOSPITALS

Rural Referral Centers
Refer to “RRCs’ if you submit a comment on this issue.
Federal Register pages 24810 — 24812

Background: Rura referral centersreceive specia Medicare payment status under the|PPS. Advantagesof rura
referral center statusinclude:

« exemption from the 12% cap on DSH payments that is applicable to other rural hospitals, and

« gpecia treatment under the geographic reclassification rulesincluding:
-exemption from the proximity criteria; and
-exemption from the requirement that a hospital’s average hourly wage must exceed
106% of the average hourly wage of the labor market areawhere the hospital islocated.

A hospital may voluntarily cancel itsrural status, in which caseit will loseits RRC designation, and will therefore
lose the above-mentioned exemptions. However, it will continue to be exempted from the requirement that its
average hourly wage exceed 106% of that of itslabor market areafor the purpose of geographic reclassification.

CM S Proposal — Canceling RRC Status: “. . . to address concerns that some | PPS hospitals are acquiring
rural status solely to benefit from reclassification rules applying to hospitals that were once RRCs and then
canceling that rural statuswithin a short period of time, such as a few months, weare proposing to require |PPS
hospitalsto retain acquired rural statusfor at least one 12-month cost reporting period. If the hospital chooses
to cancel itsrural reclassification, the effective date of that cancellation would occur both after at |east onel2-
month cost reporting period and at the start of the next Federal fiscal year.”

“. .. for example, if a hospital with a cost reporting period from July 1, 2008, to June 30, 2009, becomesrural
on May 30, 2008, its acquired rural status. .. would remain in effect from May 30, 2008, through at least
September 30, 2009 (that is, the dateit acquired rural statusthrough the end of thefiscal year containing a full
cost reporting period). We believe this policy isreasonable, given that acquired rural statusfor |PPShospitals
should be a considered decision for hospitals that truly wish to be considered as rural, and not purely as a
mechanism for reclassifying.”

CMS Proposal — Qualification Criteria for RRC Status: To qualify for RRC status, a hospital must meet
severa specific criteria. These criteriaare based on hospital-specific characteristics, and regional/national case-
mix index values and discharges. These criteriaand other information regarding qualification for RRC statusare
available on the Federal Register pages referenced in the heading above.

XI1l. FUTURE REFINEMENTSTO THE IPPS

Value-Based Purchasing Plan — Development
Refer to “Value-Based Purchasing Plan” if you submit a comment on this issue.
Federal Register pages 24809 — 24810

Section 5001(b) of the DRA requires CMS to develop a plan to implement a Value Based Purchasing (VBP)

program applicable for payments under the Medicare IPPS beginning with FFY 2009. The law specifies that
CMS must consult with relevant affected parties and review the experience of relevant demonstration projects
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while considering the following issues:

« the ongoing development, selection, and modification process for measures of quality and
efficiency in hospital inpatient settings,

« thereporting, collection, and validation of quality data,

« thestructure of value-based payment adjustments, including the determination of thresholds or
improvements in quality that would substantiate a payment adjustment, the size of such
payments, and the sources of funding for the value-based payments, and

« thedisclosure of information on hospital performance.

Todate, CM Shascreated an internal hospital pay-for-performance workgroup that is charged with preparing aset
of design options, narrowing the set of design options to prepare a draft plan, and preparing the final plan for
implementing VBP that will be provided to Congress. Theworkgroup isorganized into four subgroupsto address
each of the required planning issues:

e Mmeasures,

« datacollection and validation;

. incentive structure; and

« public reporting

In addition, CMS has hosted two “Listening Sessions’ to solicit comments from relevant affected parties on

outstanding design guestions associated with development of thefinal plan. Information regardingthe“Listening
Sessions’ isavailableon CMS Web site at http://www.cms.hhs.gov/Center/Hospital .asp.

CMS states in the proposed rule that, although the DRA authorized development of aVVBP program, additional
legidation will be required to establish and implement the VBP program. Asdescribedin CMS' draft plan, CMS
will rely on the current RHQDAPU program (see“ Reporting of Hospital Quality Data’ section above) whichwill
provide the foundation for, and be incorporated into the new Medicare Hospital VBP program.

Revision of the Wage I ndex Adjustment — FFY 2009 Proposed Rule

Thereisno “issue identifier” supplied to submit a comment on thisissue.
Federal Register page 24802
Section 106(b)(1)of the Tax Relief and Health Care Act of 2006 requires MedPAC to review the current Medicare
wage index classification system and recommend alternatives to the method of computing the wage index.
MedPAC is required to submit areport to Congress on their findings by June 30, 2007.
In addition, the law requires CMS, taking into account MedPAC’ s recommendations, to include one or more
proposalsto revise the wage index adjustment applied to the IPPS inthe FFY 2009 I PPS proposed rule. Thelaw
requires the proposal (or proposals) to consider the following:

» problems associated with the definition of labor markets for the wage index adjustment;

. themodification or eimination of geographic reclassifications and other adjustments;
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. theuseof Bureau of Labor of Statistics data or other data or methodol ogiesto calculate relative
wages for each geographic area;

« minimizing variationsin wageindex adjustments between and within M SAsand statewiderura
aress,

» thefeasihility of applying al components of CMS' proposal to other settings;

« methodsto minimizethe volatility of wageindex adjustments while maintaining the principle of
budget neutrality;

. theeffect that the implementation of the proposal would have on health care providers on each
region of the country;

« methodsfor implementing the proposal (s) including methodsto phasein such implementations;
and

« issuesrelating to occupational mix such as staffing practices and any evidence on quality of care
and patient safety including any recommendation for aternative calcul ationsto the occupational
mix.

Todate, MedPAC has presented its preliminary findingsregarding thisissue. Moredetailed information, aformal
report, and recommendations are expected in the coming months.

Electronic Medical Records— Solicitation of Comments
Refer to “Hospital Quality Data” if you submit acomment on thisissue.
Federal Register page 24809

CMSintendsto begin to create specifications for asystem that will allow for reporting of clinical quality datafrom
the EMRs directly to aCMS data repository, replacing the current system which requires the transfer of the raw
datainto an XML file. CMS has been encouraging hospitalsto begin devel opment of such systems themselves,
and to ensure that they conform to the as-yet-undeveloped Federal Health Architecture Data standards. CMS
believesthat ideally, such systemswill enable high-level performance on the measures by providing point-of-care
decision support. CM'S wel comes further comments on this issue.

X1V.OTHER ISSUES

Devices Replaced at No Cost or with Credit to Hospital
Refer to “Replaced Devices’ if you submit acomment on thisissue.
Federal Register pages 24742 — 24746

Background: IntheFFY 2007 IPPSfinal rule, CM S addressed the topic of payment for devicesthat arereplaced
at no cost or where credit for areplaced deviceisfurnished to the hospital. CM S believesthat Medicare should not
pay the hospital for thefull cost of the replacement if the hospital isreceiving apartid or full credit, dueeithertoa
recall or to service during thewarranty period. Inthiscase, CM S statesthat the cost of the device wasincurred at
thetimeof initial implantation, and Medicare should retain the credit that isbeing provided to the hospital. Inthe
CY 2007 OPPS final rule, CMS adopted a policy that requires a reduced payment to a hospital or ambulatory
surgical center when adeviceis provided at no cost.
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CM SProposal: “ Weare proposing to reduce the amount of the Medicare | PPS payment when a full or partial
credit towards a replacement device is made or the deviceis replaced without cost to the hospital or with full
credit for the removed device.”

“We. .. believethat it isappropriateto limit application of the policy only to those DRGswher e impl antation of
the device determines the DRG assignment.”

“...weareproposing to apply the policy . . . where the hospital received a credit equal to 20 percent or more
of the cost of the device. We believe a credit that is equal to or more than this percentage is substantial, and
Medicare should not pay for the full cost of these replacement devices because hospitals have received
significant savings from the manufacturer for its replacement costs.”

“We are proposing to require the hospital to provide invoices or other information indicating the cost of the
device and the amount of credit it received.”

Transmittal 741, issued on November 4, 2005, required hospitals, beginning in April of 2006, to report the
following codes on any claim for IPPS services that includes a replacement device or product for which they
received full or partia credit:

« Condition Code 49 — Product Replacement within Product Lifecycle. Replacement of aproduct
earlier than the anticipated lifecycle due to an indication that the product is not functioning

properly.

«  Condition Code 50 — Product Replacement for Known Recall of aProduct. The manufacturer or
the FDA has identified the product for recall and therefore replacement.

For a device provided to the hospital without cost, the fiscal intermediary (FI) or Medicare Administrative
Contractor (MAC) would subtract the cost of the device from the DRG payment. For a device for which the
hospita received a full or partia credit, the FI or MAC would subtract the amount credited from the DRG
payment.

CMS is seeking comment on both the proposed 20 percent credit “threshold” and aso on the best approach to
making the payment adjustment. In addition, CM Sis seeking comment on what types of documentation hospitals
should provide to the FI or MAC.

CMS has listed the CMS DRGs (and proposed MS-DRG) that would be subject to this proposed policy on
Federal Register pages 24744 — 24745.

Hospital Emergency ServicesUnder EMTALA

Refer to “EMTALA” if you submit a comment on thisissue.
Federal Register pages 24815 — 24816

Background: Medicare participating hospitals and CAHs are required to adequately treat and stabilize al
individua s who may present themselves at the facility’ s emergency room, regardless of ability to pay or type of
program coverage. Thisrequirement isin the Emergency Medical Treatment and Labor Act (EMTALA). This
law states that, if a patient presents with an emergency condition, ahospital is obligated to provide the necessary
stabilizing treatment or provide appropriate transfer to another facility where stabilization can occur. Thereisan
exception tothe EMTALA requirementsfor hospital emergency departmentsin areasthat have been declared an
emergency or disaster area during atime of emergency. Sanctionsunder EMTALA for inappropriate transfer of
emergency patientsarewaived in such instances. EMTALA has also been amended to include asimilar waiver of
sanctionsfor thetransfer of emergency patientsin the case of apublic health emergency that involvesapandemic
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infectious disease.
CM S Proposal: CMSis proposing to amend its regulations to ensure that they are in keeping with the law:

“...weare proposing to make two changes to paragraph (a)(2) of 8489.24. First, we would specify that the
sanctions that do not apply are those for either the inappropriate transfer of an individual who has not been
stabilized or those for the direction or relocation of an individual to receive medical screening at an alternate
location. We also are proposing to revise by adding a second sentence to paragraph (a)(2) to state that a
waiver of these sanctions for EMTALA violations is limited to a 72-hour period beginning upon the
implementation of a hospital disaster protocol, except that if a public health emergency involves a pandemic
infectious disease (such as pandemic influenza). . . .”

“This proposed change would clarify that, in the case of public health emergencies involving pandemic
i nfectious diseases, the waiver of EMTALA sanctionsisnot limited to 72 hours, but will remain in effect until the
termination of the applicable declaration of a public health emergency . . . .. 8

Disclosure of Physician Ownership in Hospitals
Refer to “Physician Ownership in Hospitals’ if you submit a comment on this issue.
Federal Register pages 24816 — 24817

Background: The Deficit Reduction Act of 2005 (DRA) requires CMS to develop a plan to address severa
issueswith respect to physicians’ investmentsin specialty hospitals. Oneissueto be addressed isthetransparency
of investment information.

CM SProposal: CMS proposesto define any M edicare participating hospital as” physician owned” if the hospital
has a physician or group of physicians asownersor investors. CMSissoliciting commentson “. . . whether, for
purposes of the ownership disclosure requirements only, the definition of ‘ physician-owned hospital’ should
exclude certain physician ownership or investment interests based on the nature of the interest or the relative
size of the interest, or the entity’ sassets. .. ."

CMSisproposing to require that ahospita give patientswritten noticethat it isphysician-owned and makethelist
of physician owners available to patients upon request. CMS is also proposing that physician-owned hospitals
require all physician owners who are also members of that facility's medical staff to disclose their ownership
interest, inwriting, to all patients being referred to the hospital. * Patient disclosurewould berequired at thetime
aphysician makesareferral. . . . In order to enforce these proposed requirements, we are proposing to amend
8489.12 to deny a provider agreement to a hospital that does not have proceduresin place to notify patients of
physician ownership in the hospital. In addition, we are proposing to amend 8§489.53 to permit CMS to
terminate a provider agreement with a physician-owned hospital if the hospital fails to comply with the
requirements. . ..”
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