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AGENCY: Centers for Medicare &
Medicaid Services (CMS), HHS.

ACTION: Proposed rule.

SUMMARY: In this proposed annual
update of the payment rates for the
Medicare prospective payment system
(PPS) for inpatient hospital services
provided by long-term care hospitals
(LTCHs), we are proposing to change the
annual period during which the
updated payment rates for the LTCH
PPS would be effective from October 1
through September 30 to July 1 through
June 30. We also are proposing to
change the publication schedule for
these updates to allow for an effective
date of July 1 (instead of August 1). The
proposed payment amounts and factors
used to determine the proposed updated
Federal rates that are described in this
proposed rule have been determined
based on this proposed revised update
rate year. In addition, we are proposing
that the annual update of the long-term
care diagnosis-related groups (LTC-
DRG) classifications and relative
weights will remain linked to the
annual adjustments of the acute care
hospital inpatient diagnosis-related
group system, effective each October 1.
The proposed outlier threshold for July
1, 2003 through June 30, 2004 would be
derived from the proposed rate year
calculations. In order to conform to a
proposed change in the acute care
hospital inpatient PPS (IPPS) outlier
policy, we are proposing a change for
outlier payments under the LTCH PPS.
We also are proposing a policy change
eliminating bed-number restrictions for
pre-1997 LTCHs that have established
satellite facilities and that elect to be
paid 100 percent of the Federal rate.
DATES: Comments will be considered if
received at the appropriate address, as
provided below, no later than 5 p.m. on
May 6, 2003.
ADDRESSES: Mail written comments (an
original and three copies) to the
following address only: Centers for
Medicare & Medicaid Services,
Department of Health and Human

Services, Attention: CMS—-1472-P, PO
Box 8010, Baltimore, MD 21244—1850.

If you prefer, you may deliver, by
hand or courier, your written comments
(an original and three copies) to one of
the following addresses:

Room 443-G, Hubert H. Humphrey
Building, 200 Independence Avenue,
SW., Washington, DC 20201, or

Room C5-14-03, Central Building, 7500
Security Boulevard, Baltimore, MD
21244-1850.

(Because access to the interior of the
Humphrey Building is not readily
available to persons without Federal
Government identification, commenters
are encouraged to leave their comments
in the CMS drop slots located in the
main lobby of the building. A stamp-in
clock is available for commenters who
wish to retain proof of filing by
stamping in and keeping an extra copy
of the comments being filed.)

Comments mailed to those addresses
specified as appropriate for courier
delivery may be delayed and could be
considered late.

Because of staffing and resource
limitation, we cannot accept comments
by facsimile (FAX) transmission. In
commenting, please refer to file code
CMS-1472-P.

For information on viewing public
comments, see the beginning of the
SUPPLEMENTARY INFORMATION section.

For comments that relate to
information collection requirements,
mail a copy of comments to the
following address:

Centers for Medicare & Medicaid
Services, Office of Strategic
Operations and Regulatory Affairs,
Security and Standards Group,
Regulations Development and
Issuances Group Standards, PRA
Reports Clearance Office, 7500
Security Boulevard, Baltimore, MD
21244-1850. Attn: John Burke, CMS—
1472-P; and

Office of Information and Regulatory
Affairs, Office of Management and
Budget, Room 3001, New Executive
Office Building, Washington, DC
20503, Attn: Brenda Aguilar, CMS
Desk Officer.

FOR FURTHER INFORMATION CONTACT:

Tzvi Hefter, (410) 786—4487 (General
information)

Judy Richter, (410) 786—2590 (General
information, transition payments,
payment adjustments, and onsite
discharges and readmissions)

Michele Hudson, (410) 786-5490
(Calculation of the payment rates,
relative weights and case-mix index,
and payment adjustments)

Tiffany Eggers, (410) 786—0400 (Market
basket update, short-stay outliers and
interrupted stays)

Ann Fagan, (410) 786-5662 (Patient
classification system)

Miechal Lefkowitz, (410) 786—-5316
(High-cost outliers and budget
neutrality)

Linda McKenna, (410) 786—4537
(Payment adjustments and transition
period)

Kathryn McCann, (410) 786—7623
(Medigap)

Robert Nakielny, (410) 786—4466
(Medicaid)

SUPPLEMENTARY INFORMATION:

Inspection of Public Comments

Comments received timely will be
available for public inspection as they
are processed, generally beginning
approximately 4 weeks after publication
of a document, in Room C5-12-08 of
the Centers for Medicare & Medicaid
Services, 7500 Security Blvd.,
Baltimore, MD, on Monday through
Friday of each week from 8:30 a.m. to
5 p.m. Please call (410) 786—-7197 to
schedule an appointment to view public
comments.

Availability of Copies and Electronic
Access

Copies: To order copies of the Federal
Register containing this document, send
your request to: New Orders,
Superintendent of Documents, PO Box
371954, Pittsburgh, PA 15250-7954.
Specify the date of the issue requested
and enclose a check or money order
payable to the Superintendent of
Documents, or enclose your Visa or
Master Card number and expiration
date. Credit card orders can also be
placed by calling the order desk at (202)
512—1800 or by faxing to (202) 512—
2250. The cost for each copy is $10. As
an alternative, you can view and
photocopy the Federal Register
document at most libraries designated
as Federal Depository Libraries and at
many other public and academic
libraries throughout the country that
receive the Federal Register.

This Federal Register document is
also available from the Federal Register
online database through GPO Access, a
service of the U.S. Government Printing
Office. The Web site address is: http://
www.access.gpo.gov/nara/index.html.

To assist readers in referencing
sections contained in this preamble, we
are providing the following table of
contents.
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Addendum-Tables

Acronyms

Because of the many terms to which
we refer by acronym in this proposed
rule, we are listing the acronyms used
and their corresponding terms in
alphabetical order below:

BBA Balanced Budget Act of 1997,
Pub. L. 105-33

BBRA Medicare, Medicaid, and SCHIP
[State Children’s Health Insurance
Program] Balanced Budget
Refinement Act of 1999, Pub. L.
106-113

BIPA Medicare, Medicaid, and SCHIP
[State Children’s Health Insurance
Program] Benefits Improvement and
Protection Act of 2000, Pub. L. 106—
554

CMS Centers for Medicare & Medicaid
Services

DRGs Diagnosis-related groups

FY Federal fiscal year

HCRIS Hospital Cost Report
Information System

HHA Home health agency

HIPAA Health Insurance Portability
and Accountability Act, Pub. L.
104-191

IPPS Acute Care Hospital Inpatient
Prospective Payment System

IRF Inpatient rehabilitation facility

LTC-DRG Long-term care diagnosis-
related group

LTCH Long-term care hospital

MedPAC Medicare Payment Advisory
Commission

MedPAR Medicare provider analysis
and review file

OSCAR Online Survey Certification
and Reporting (System)

PPS Prospective Payment System

QIO Quality Improvement
Organization (formerly Peer Review
Organization (PRO))

SNF Skilled nursing facility

TEFRA Tax Equity and Fiscal
Responsibility Act of 1982, Pub. L.
97-248

I. Background

A. Legislative and Regulatory Authority

The Medicare, Medicaid, and SCHIP
[State Children’s Health Insurance

Program| Balanced Budget Refinement
Act of 1999 (BBRA) (Pub. L. 106-113)
and the Medicare, Medicaid, and SCHIP
Benefits Improvement and Protection
Act of 2000 (BIPA) (Pub. L. 106-554)
provide for payment for both the
operating and capital-related costs of
hospital inpatient stays in long-term
care hospitals (LTCHs) under Medicare
Part A based on prospectively set rates.
The Medicare prospective payment
system for LTCHs applies to hospitals
described in section 1886(d)(1)(B)(iv) of
the Social Security Act (the Act),
effective for cost reporting periods
beginning on or after October 1, 2002.
Section 1886(d)(1)(B)(iv)(I) of the Act
defines a LTCH as “‘a hospital which has
an average inpatient length of stay (as
determined by the Secretary) of greater
than 25 days.” Section
1886(d)(1)(B)(iv)(II) of the Act also
provides another definition of LTCHs:
Specifically, a hospital that first
received payment under section 1886(d)
of the Act in 1986 and has an average
inpatient length of stay (as determined
by the Secretary) of greater than 20 days
and has 80 percent or more of its annual
Medicare inpatient discharges with a
principal diagnosis that reflects a
finding of neoplastic disease in the 12-
month cost reporting period ending in
FY 1997.

Section 123 of Pub. L. 106-113
requires the prospective payment
system for LTCHs to be a per discharge
system with a diagnosis-related group
(DRG) based patient classification
system that reflects the differences in
patient resources and costs in LTCHs
while maintaining budget neutrality.
Section 123 also requires that the
system be implemented for cost
reporting periods beginning on or after
October 1, 2002.

Section 307(b)(1) of Pub. L. 106-554
mandates the examination of the
feasibility and the impact of basing
payment under the LTCH prospective
payment system (LTCH PPS) on the use
of existing (or refined) hospital DRGs
that have been modified to account for
different resource use of LTCH patients
as well as the use of the most recently
available hospital discharge data.
Further, section 307(b)(1) provides that
the Secretary shall examine and may
provide for adjustments to payments
under the LTCH PPS, including
adjustments to DRG weights, area wage
adjustments, geographic reclassification,
outliers, updates, and a disproportionate
share adjustment.

In a Federal Register document
issued on August 30, 2002 (67 FR
55954), we implemented the LTCH PPS
authorized under Pub. L. 106-113 and
Pub. L. 106-554. This system uses
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information from LTCH patient records
to classify patients into distinct long-
term care diagnosis-related groups
(LTC-DRGSs) based on clinical
characteristics and expected resource
needs. Payments are calculated for each
LTC-DRG and provisions are made for
appropriate payment adjustments.
Payment rates under the LTCH PPS are
updated annually and published in the
Federal Register.

The LTCH PPS replaced the
reasonable cost-based payment system
under the Tax Equity and Fiscal
Responsibility Act of 1982 (TEFRA),
Pub. L. 97-248, for payments for
inpatient services provided by a LTCH
with a cost reporting period beginning
on or after October 1, 2002. (The
regulations implementing the TEFRA
hospital payment provisions are located
at 42 CFR part 413.) With the
implementation of the prospective
payment system for inpatient acute care
hospitals authorized by the Social
Security Amendments of 1983 (Pub. L.
98-21), which added section 1886(d) to
the Act, certain hospitals, including
LTCHs, were excluded from the PPS for
acute care hospitals and paid their
reasonable costs for inpatient services
subject to a per discharge limitation or
target amount under the TEFRA system.
For each cost reporting period, a ceiling
on payments to each hospital excluded
from the acute care hospital inpatient
prospective payment system (IPPS) was
determined by multiplying the
hospital’s updated target amount by the
number of total current year Medicare
discharges. The August 30, 2002 final
rule further details payment policy
under the TEFRA system (67 FR 55954).

In the August 30, 2002 final rule, we
presented an in-depth discussion of the
LTCH PPS, including the patient
classification system, relative weights,
payment rates, additional payments,
and the budget neutrality requirements
mandated by section 123 of Pub. L. 106-
113. That same final rule, which
established regulations for the LTCH
PPS under 42 CFR part 412, Subpart O,
also contained provisions related to
covered inpatient services, limitation on
charges to beneficiaries, medical review
requirements, furnishing of inpatient
hospital services directly or under
arrangement, and reporting and
recordkeeping requirements.

We refer readers to the August 30,
2002 final rule for a comprehensive
discussion of the research and data that
supported the establishment of the
LTCH PPS.

B. Criteria for Classification as a LTCH

LTCHs must have a provider
agreement with Medicare and must have

an average Medicare inpatient length of
stay of greater than 25 days, or, for cost
reporting periods beginning on or after
August 5, 1997, for a hospital that was
first excluded from the PPS in 1986,
must have an average inpatient length of
stay for all patients, including both
Medicare and non-Medicare inpatients,
of greater than 20 days and demonstrate
that at least 80 percent of its annual
Medicare inpatient discharges in the 12-
month cost reporting period ending in
FY 1997 have a principle diagnosis that
reflects a finding of neoplastic disease.
Subject to the provisions of
§412.23(e)(3), the average Medicare
inpatient length of stay is determined
based on all covered and noncovered
days of stay of Medicare patients as
calculated by dividing the total number
of covered and noncovered days of stay
of Medicare inpatients (less leave or
pass days) by the number of total
Medicare discharges for the hospital’s
most recent complete cost reporting
period. Fiscal intermediaries verify that
LTCHs meet the average length of stay
requirements.

The fiscal intermediary’s
determination of whether or not a
hospital qualifies as an LTCH is based
on the hospital’s discharge data from its
most recent cost reporting period and is
effective at the start of the hospital’s
next cost reporting period, under
§412.22(d). If a hospital does not meet
the length of stay requirement, the
hospital may provide the intermediary
with data indicating a change in the
hospital’s average length of stay by the
same method for the immediately
preceding 6-month period
(§412.23(e)(3)(ii)). (For procedural
efficiency and in order to comply with
the timing requirement of §412.22(d),
we have a longstanding policy of
allowing hospitals to submit data for a
period greater than 5 months for this
purpose.) Requirements for hospitals
seeking classification as LTCHs that
have undergone a change in ownership,
as described in § 489.18, are set forth in
§412.23(e)(3)(iii).

LTCHs that exist as hospitals-within-
hospitals or satellite facilities must also
meet the criteria set forth in §412.22(e)
or §412.22(h), respectively, to be
excluded from the IPPS and paid under
the LTCH PPS.

The following hospitals are paid
under special payment provisions, as
described in §412.22(c) and, therefore,
are not subject to the LTCH PPS rules:

* Veterans Administration hospitals.

» Hospitals that are reimbursed under
State cost control systems approved
under 42 CFR part 403.

* Hospitals that are reimbursed in
accordance with demonstration projects

authorized under section 402(a) of Pub.
L. 90-248 (42 U.S.C. 1395b—1) or section
222(a) of Pub. L. 92-603 (42 U.S.C.
1395b—1 (note)) (statewide all-payer
systems, subject to the rate-of-increase
test at section 1814(b) of the Act).

* Nonparticipating hospitals
furnishing emergency services to
Medicare beneficiaries.

C. Transition Period for Implementation
of the LTCH PPS

In the August 30, 2002 final rule (67
FR 56038), we provided for a 5-year
transition period from cost-based
reimbursement to fully Federal
prospective payment for LTCHs. During
the 5-year period, two payment
percentages are to be used to determine
a LTCH’s total payment under the PPS.
The blend percentages are as follows:

Prospec- Cost-

Cost reporting peri- | tive pay- based re-
ods beginning on ment fed- imburse-
or after eral rate ment rate
percentage | percentage

Oct. 1, 2002 20 80
Oct. 1, 2003 ... 40 60
Oct. 1, 2004 ... 60 40
Oct. 1, 2005 ... 80 20
Oct. 1, 2006 100 0

The phase-in for payments to the full
prospective payment Federal rate will
apply according to each LTCH’s cost
reporting period.

D. Limitation on Charges to
Beneficiaries

In the August 30, 2002 final rule, we
presented an in-depth discussion of
beneficiary liability under the LTCH
prospective payment system (67 FR
55974-55975). Under § 412.507, as
consistent with other established
hospital prospective payment systems, a
LTCH may not bill a Medicare
beneficiary for more than the deductible
and coinsurance amounts as specified
under §§409.82, 409.83, and 409.87 and
for items and services as specified under
§489.30(a), if the Medicare payment to
the LTCH is the full LTC-DRG payment
amount. However, if the Medicare
payment was for a short-stay outlier
case (§412.529) that was less than the
full LTC-DRG payment amount, the
LTCH could also charge the beneficiary
for services for which the costs of those
services or the days those services were
provided were not a basis for calculating
the Medicare short-stay outlier payment
(§412.507).

Since the origin of the Medicare
system, the intent of our regulations has
been to set limits on beneficiary liability
and to clearly establish the
circumstances under which the
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beneficiary would be required to assume
responsibility for payment; that is, upon
exhausting benefits described in 42 CFR
part 409, subpart F. The discussion in
the August 30, 2002 final rule was not
meant to establish rates or payments for,
or define, Medicare-eligible expenses.
While CMS regulates beneficiary
liability for coinsurance and deductibles
for hospital stays that are covered by
Medicare, payments from Medigap
insurers to providers for inpatient
hospital coverage after Medicare
benefits are exhausted are not regulated
by CMS. Furthermore, regulations
beginning at § 403.200 and the 1991
National Association of Insurance
Commissioners (NAIC) Model
Regulation for Medicare Supplemental
Insurance, which was incorporated by
reference into section 1882 of the Act,
govern the relationship between
Medigap insurers and beneficiaries.

E. System Implementation for the LTCH
PPS

When we established the regulations
to implement the LTCH PPS on August
30, 2002 (67 FR 55954), effective for cost
reporting periods that began on or after
October 1, 2002, we did not have
computer system changes in place that
were necessary to accommodate claims
processing and payment under the
system. However, after January 1, 2003,
we made the necessary system changes.
Accordingly, after January 1, 2003, the
fiscal intermediary will reconcile the
payment amounts that had been made to
LTCHs for all covered inpatient hospital
services furnished to Medicare
beneficiaries from cost reporting periods
that began on or after October 1, 2002,
through January 1, 2003, with the
amounts that were payable under the
LTCH PPS methodology. Because the
LTCH PPS was effective at the start of
the LTCH'’s first cost reporting period
that began on or after October 1, 2002,
only those LTCHs with cost reporting
periods that started October 1, 2002,
through January 1, 2003, will experience
the payment reconciliation necessitated
by this 3-month period prior to systems
implementation. The claims submission
procedure of using ICD-9—CM codes has
not changed following the systems
implementation of the LTCH PPS.

We also want to note that as of
October 16, 2002, a LTCH that was
required to comply with the
Administrative Simplification
Standards under the Health Insurance
Portability and Accountability Act
(HIPAA) (Pub. L. 104-191) and that had
not obtained an extension in
compliance with the Administrative
Compliance Act (Pub. L. 107-105) is
obligated to comply with the standards

for submitting claim forms to the
LTCH’s Medicare fiscal intermediary (45
CFR 162.1002 and 45 CFR 162.1102).
Beginning October 16, 2003, LTCHs that
obtained an extension and that are
required to comply with the HIPPA
Administrative Simplification
Standards must start submitting
electronic claims in compliance with
the HIPPA regulations cited above,
among others.

II. Summary of the Major Contents of
This Proposed Rule

In this proposed rule, we are setting
forth the proposed annual update to the
payment rates for the Medicare LTCH
PPS and proposing other policy
changes. The following is a summary of
the major areas that we are addressing
in this proposed rule:

A. Proposed Change in the Annual
Update

We are proposing to change the
annual update to the Federal payment
rate under the LTCH PPS from the
Federal fiscal year (October 1 through
September 30) to a “LTCH rate year” of
July 1 through June 30, beginning July
1, 2003, as discussed in section III. of
this preamble. (In this proposed rule, we
would define the LTCH rate year as the
period of July 1 to June 30 for updates
to the LTCH PPS.) We are proposing to
publish information on the annual
update in the Federal Register by June
1 of each year. We recognize that it may
be necessary to address issues affecting
LTCHs at a time that does not conform
to this schedule and in those
circumstances, we could utilize the
IPPS proposed and final rule for this
purpose.

B. Proposed Update Changes

* In section IV. of this preamble, we
are proposing that the annual update of
the LTC-DRG classifications and
relative weights would remain linked to
the annual adjustments of the acute care
hospital inpatient DRG system, which
are based on the annual revisions to the
International Classification of Diseases,
Ninth Revision, Clinical Modification
(ICD—9-CM) codes, effective each
October 1.

* In section V. of this preamble, we
discuss a proposed policy change in
how Medicare payment under the LTCH
PPS would be made to certain LTCHs
that have satellite facilities.

* In sections VI. through X. of this
preamble, we discuss our proposed
determination of the LTCH PPS rates
that would be applicable to the
proposed LTCH rate year of July 1, 2003
through June 30, 2004, including
proposed revisions to the wage index,

the proposed excluded hospital with
capital market basket that would be
applied to the current standard Federal
rate to determine the prospective
payment rates, the applicable
adjustments to payments, the proposed
outlier threshold, the transition period,
and the proposed budget neutrality
factor.

* We are also proposing to revise
§412.525(a) and §412.529(c)(4)
regarding adjustments to outlier
payments under the LTCH PPS in order
to conform the regulation to a proposed
policy change under the IPPS that is
published in the Federal Register on
March 4, 2003.

¢ In section XI. of this preamble, we
discuss our continuing monitoring
efforts to evaluate the LTCH PPS.

¢ In section XIII. of this preamble, we
set forth an analysis of the impact of the
proposed changes in this proposed rule
on Medicare expenditures and on
Medicare-participating LTCHs and
Medicare beneficiaries.

IIL. Proposed Changes in the Annual
Update of the LTCH PPS

In existing regulations at §412.535
that were issued in the August 30, 2002
final rule, we specify a schedule for
publishing information on the LTCH
PPS on or before August 1, which
coincided with the statutorily mandated
publication schedule for the IPPS. We
are proposing to revise §412.535 to
provide generally for a change in the
annual rate update for the LTCH PPS,
starting on July 1.

Section 1886(e)(5)(A) of the Act
requires that, for the IPPS, the proposed
rule be published in the Federal
Register “not later than the April 1
before each fiscal year; and the final
rule, not later than the August 1 before
such fiscal year.” The statute imposes
no such publication schedule for the
LTCH PPS. In the August 30, 2002 final
rule (67 FR 55977), we stated that we
were considering changing the
publication schedule of the LTCH PPS
annual rulemaking cycle in order to
avoid concurrent publication of annual
rules for these two systems for purposes
of administrative feasibility and
efficiency. In considering a change in
the publication schedule of the LTCH
PPS final rule, we contemplated a
change in the effective date for updating
the Federal rates for the LTCH PPS.
Therefore, in this proposed rule, we are
proposing to change the effective date of
the annual update for the LTCH PPS
from October 1 to July 1 of each year in
order to facilitate a timely publication of
these two significant payment updates
(acute care hospital inpatient and
LTCH). Thus, the annual update of the
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LTCH PPS Federal rates would no
longer be linked to the start of the
Federal fiscal year, as is the update of
the IPPS. This proposed change would
necessitate publication of the final rule
for the LTCH PPS by no later than June
1 of each year (proposed revised
§412.535).

We also are proposing to amend
§412.503 to include a definition of
“long-term care hospital rate year”. A
“long-term care hospital rate year”
would mean the 12-month period of
July 1 through June 30. We would use
this period for those calculations related
to updating the Federal rate for
payments under the LTCH PPS. The
determination of the proposed fixed-loss
threshold for outlier payment
calculations, under § 412.525(a), would
also be calculated based on the
proposed LTCH rate year. (Section VI.C.
of this proposed rule includes a more
detailed discussion of our proposed
outlier policy.)

Proposing a change for the annual
Federal rate update period for the LTCH
PPS has also necessitated a proposed
recalculation of the excluded hospital
market basket with capital estimate for
the proposed forthcoming payment year,
July 1, 2003 through June 30, 2004. In
the August 30, 2002 final rule, we
adopted a Federal rate of $34,956 that
was computed based on the excluded
hospital with capital market basket
calculated for the 12-month Federal
fiscal year of October 1, 2002 through
September 30, 2003. As already noted,
we are proposing to change the Federal
rate update for the LTCH PPS from the
Federal fiscal year to a 12-month year of
July 1 through June 30, and the
proposed rates in this proposed rule are
based on this period. Because the
Federal rate of $34,956 was originally
computed based on a 12-month year,
but in actuality will only be utilized for
9 months, if the proposed change in the
LTCH PPS rate update year is finalized,
we are proposing a budget neutral
adjustment to the market basket update
taking this 3-month differential into
account in setting the Federal rate for
July 1, 2003 through June 30, 2004. In
addition, we are proposing that the
change in the proposed 2004 LTCH PPS
rate year be budget neutral. In section
VI.B.1 of this proposed rule, we describe
this proposed adjustment in greater
detail.

We are proposing to update the LTCH
PPS wage index that adjusts for
differences in area wages under
§412.525(c) using the FY 1999 IPPS
wage data because these are the best
available data (as discussed in section
VI.C. of this preamble).

We also are proposing to recalculate
the budget neutrality offset to account
for the effect of the transition period and
the policy allowing LTCHs to elect 100
percent Federal rate payments rather
than the transition blend. In addition,
we are proposing an updated fixed-loss
amount for determining outlier
payments based on the updated
proposed Federal rate (as discussed in
section VIL. of this preamble).

As discussed in section IV.C. of this
proposed rule, we are not proposing an
update to the LTC-DRG classifications
or relative weights at this time.
Currently, the LTC-DRG patient
classifications utilized by the LTCH PPS
for FY 2003 are based directly on the
same version of DRGs used by the IPPS,
that is, GROUPER 20.0. Therefore, we
are not proposing any change to the
timing of the annual update of the LTC—
DRG classifications and relative
weights. They would remain linked to
the annual adjustments of the acute care
hospital inpatient DRG system, which
are based on the annual revisions to the
ICD-9-CM codes, effective each October
1. Table 3 of the Addendum to the
August 30, 2002 final rule (67 FR
56076-56084), which we are reprinting
as Table 3 of the Addendum to this
proposed rule, contains the LTC-DRG
classifications and relative weights that
we propose to continue to apply to
discharges occurring during the period
of July 1, 2003 through September 30,
2003. As an aid in calculating payment
under the short-stay outlier policy,
under § 412.529, we also are including,
in column 3 of Table 3, the proposed
five-sixths average length of stay that
would be applied to each LTC-DRG in
determining whether the LTCH stay is a
short-stay outlier. The average length of
stay for each DRG based on the FY 2001
MedPAR data, which were used for the
FY 2003 LTCH PPS final rule, are still
the best available complete LTCH
discharge data available at this time.

The revised LTC-DRG classifications
and relative weights for discharges
occurring from October 1, 2003 through
September 30, 2004, for payments under
the LTCH PPS during that period would
continue to be based on the annual
updates to the acute care hospital
inpatient DRG system. The FY 2004
DRGs and relative weights for the IPPS
have not yet been proposed and we are
unable to propose updated LTC-DRGs
and relative weights (which would be
based on the proposed updated acute
care hospital inpatient DRGs and
relative weights) at this time. Thus, we
are proposing that the LTC-DRG
classifications and relative weights
would be presented for public comment
in the proposed rule for the IPPS and

finalized in the IPPS final rule, for an
effective date of October 1, 2003.

The proposed change in the rate year
for the LTCH PPS from October 1
through September 30 to July 1 through
June 30 means that, although the
Federal rate calculations in the August
30, 2002 final rule were based on a 12-
month year, only 9 months will elapse
before the proposed July 1, 2003 update.
We are proposing a prospective
adjustment to the market basket update
to take into account this 3-month
differential in setting the proposed rates
for July 1, 2003 through June 30, 2004.

Specifically, the proposed updates for
the proposed 2004 LTCH PPS rate year
would be affected as follows:

* The proposed update to the
standard Federal rate calculated in
accordance with §412.523(c)(3) would
be adjusted to account for updating the
standard Federal rate on July 1, 2003,
instead of October 1, 2003.

» The fixed-loss amount for
determining high-cost outlier payments
under §412.525(a) would also be
updated based on the proposed Federal
rate effective for July 1, 2003 through
June 30, 2004.

In section VL.B.1 of this proposed
rule, we discuss the proposed
computational adjustments resulting
from our proposed establishment of a
LTCH PPS rate year beginning July 1,
2003 through June 30, 2004.

Several provisions of the LTCH PPS
would not be affected by the proposed
change in the annual rate update year
for the LTCH PPS from October 1 to July
1 because these policies are not based
on any of the Federal rate calculations
for the LTCH PPS. Specifically, the
following provisions would not be
affected:

e The transition blends provided for
under §412.533(a) would not be
affected because they are linked to the
start of each LTCH’s cost reporting
period, rather than to the start of the
Federal fiscal year. (LTCHs being paid
under the transition blend methodology
would receive those blends for the
entire 5-year transition period, unless
they elect payments based on 100
percent of the Federal rate.) For
instance, for cost reporting periods that
began on or after October 1, 2002, and
before October 1, 2003, the total
payment for a LTCH is 80 percent of the
amount that would have been calculated
under the TEFRA payment system for
that specific LTCH and 20 percent of the
Federal prospective payment amount.
For cost reporting periods beginning on
or after October 1, 2003 and before
October 1, 2004, the total payment for
a LTCH is 60 percent of the amount that
would have been calculated under the
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TEFRA payment system for that specific
LTCH and 40 percent of the Federal
prospective payment amount.

e The 5-year phase-in of the
adjustment for differences in area wage
levels under § 412.525(c) would not be
affected because they are linked to the
start of each LTCH’s cost reporting
period, rather than to the start of the
Federal fiscal year. For cost reporting
periods that began on or after October 1,
2002 and before September 30, 2003, the
applicable LTCH PPS wage index is
one-fifth of the full LTCH wage index
value, and for cost reporting periods
beginning on or after October 1, 2003
and before September 30, 2004, the
applicable LTCH PPS wage index is
two-fifths of the full LTCH wage index
value.

* The LTC-DRGs and their relative
weights and the GROUPER would not
be affected since they would continue to
be updated effective October 1 through
September 30 each year based on the
changes to the DRGs published in the
IPPS final rule.

Section XII. of this proposed rule
contains an impact analysis that reflects
the impact of these proposed changes.

In summary, we are proposing to
amend §412.535 to indicate that
information on the unadjusted Federal
payment rates and a description of the
methodology and data used to calculate
the payment rates under the LTCH PPS
would be published in the Federal
Register on or before June 1 prior to the
beginning of each proposed LTCH PPS
rate year beginning July 1. We are
proposing that information on the DRG
classification system and associated
weighting factors, with the DRGs from
which the LTC-DRGs are derived,
would be published in the proposed
IPPS rule and, ultimately, the final rule
for the IPPS (the final IPPS rule is
published on or before August 1 of each
Federal fiscal year).

IV. Proposed Changes in Long-Term
Care Diagnosis-Related Group (LTC-
DRG) Classifications and Relative
Weights

A. Background

Section 123 of Pub. L. 106-113
specifically requires that the PPS for
LTCHs be a per discharge system with
a DRG-based patient classification
system reflecting the differences in
patient resources and costs in LTCHs
while maintaining budget neutrality.
Section 307(b)(1) of Pub. L. 106-554
modified the requirements of section
123 of Pub. L. 106-113 by specifically
requiring that the Secretary examine
“the feasibility and the impact of basing
payment under such a system [the

LTCH PPS] on the use of existing (or
refined) hospital diagnosis-related
groups (DRGs) that have been modified
to account for different resource use of
long-term care hospital patients as well
as the use of the most recently available
hospital discharge data.”

In accordance with section 307(b)(1)
of Pub. L. 106-554 and §412.515 of our
existing regulations, the LTCH PPS uses
information from LTCH patient records
to classify patient cases into distinct
long-term care diagnosis-related groups
(LTC-DRGS) based on clinical
characteristics and expected resource
needs. The LTC-DRGs used as the
patient classification component of the
LTCH PPS correspond to the DRGs in
the IPPS. We apply weights to the
existing hospital inpatient DRGs to
account for the difference in resource
use by patients exhibiting the case
complexity and multiple medical
problems characteristic of LTCHs.

In a departure from the IPPS, we use
low volume LTC-DRGs (less than 25
LTCH cases) in determining the LTC—
DRG weights, since LTCHs do not
typically treat the full range of
diagnoses as do acute care hospitals. In
order to deal with the large number of
low volume DRGs (all DRGs with fewer
than 25 cases), we group low volume
DRGs into 5 quintiles based on average
charge per discharge. (A listing of the
composition of low volume quintiles
appears in the August 30, 2002 final
rule at 67 FR 55986.) We also take into
account adjustments to payments for
cases in which the stay at the LTCH is
five-sixths of the geometric average
length of stay and classify these cases as
short-stay outlier cases. (A detailed
discussion of the application of the
Lewin Group model that was used to
develop the LTC-DRGs appears in the
August 30, 2002 final rule at 67 FR
55978.)

B. Patient Classifications into DRGs

Generally, under the LTCH PPS,
Medicare payment is made at a
predetermined specific rate for each
discharge; that payment varies by the
LTC-DRG to which a beneficiary’s stay
is assigned. Cases are classified into
LTC-DRGs for payment based on the
following six data elements:

(1) Principal diagn