TITLE | -- BENEFICIARY PROVISIONS

Section 101. Acceleration of Reduction of Beneficiary Copayment for Hospital Outpatient
Services.

Current Law

Prior to the Balanced Budget Act of 1997 (hereafter referred to as “BBA 97"), hospital
outpatient departments could bill Medicare beneficiaries for 20% of the hospital’s charges for a
procedure or service, regardless of the amount Medicare eventually approved for that care.

Under this arrangement, beneficiary copayments for hospital outpatient department services could
be as much as 50% or more of the Medicare approved amounts. BBA 97 sought to bring
beneficiary cost sharing for outpatient hospital services gradually into line with that required for
other Part B care by freezing the dollar amount hospitals may charge beneficiaries for each type of
outpatient procedure at 20% of the median of al hospital charges (by procedure) in 1996,
updated to the date of implementation of the outpatient PPS (August 1, 2000). Over time, the
“frozen” dollar amounts hospitals may charge beneficiaries will come to equal 20% of Medicare's
approved amount under the PPS, and Medicare' s payment will be 80%. However, Medicare
Payment Advisory Commission (MedPAC) estimated that, for some outpatient services, it could
take up to 40 years for beneficiary payments to equal 20% of Medicare approved amounts under
the PPS.

The Medicare, Medicaid, S-CHIP Balanced Budget Refinement Act of 1999 (hereafter
referred to as “BBRA 99") limited beneficiary copayments for hospital outpatient services to the
amount of the hospital inpatient deductible ($776 in 2000). Beneficiary copayments for eight
outpatient procedures currently exceed this amount and therefore would be subject to the
limitation.

Explanation of Provision

The limitation on the beneficiary copayment to the hospital inpatient deductible appliesto
total copayments charged to a beneficiary for al covered outpatient care received by the
beneficiary within a year.

Starting in January, 2001, the Secretary of Health and Human Services (hereafter referred to
as “Secretary”) will reduce the effective copayment rate for outpatient services to a maximum
rate of 60% and then gradually reduce the effective coinsurance rate by 5 percentage points each
year from 2002 through 2004 until the maximum rate is 45% in 2004. As stated in BBA 97,
hospitals may waive any increase in coinsurance that may have arisen from the implementation of
the outpatient prospective payment system (PPS).

Medigap insurers must disclose annually to their enrollees the amount by which their

premiums have decreased and the methodology they used to calculate the decrease as a result of
this provision. They shall provide the information to the Secretary, who will make the
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information available to the public, and to the Comptroller General. The Comptroller General will
work with the National Association of Insurance Commissioners (NAIC) to evaluate the extent to
which premiums for supplemental policies reflect the acceleration of the reduction in beneficiary
coinsurance for hospital outpatient services and result in savings to beneficiaries. The
Comptroller General will report to the Congress by April 1, 2004.

Effective Date

Effective January 1, 2001.

Section 102. Coverage of M edical Nutrition Therapy Services for Beneficiaries With
Diabetes or a Renal Disease.

Current Law

BBA 97 required the Secretary of HHS to request the National Academy of Sciencesto
analyze the expansion or modification of preventive and other benefits provided to Medicare
beneficiaries. The Secretary was required to submit a report to Congress on specific findings
related to several benefit categories. One category included in the required study was “nutrition
therapy services, including parenteral and enteral nutrition and including the provision of such
services by aregistered dietitian.” The Academy’s Committee on Nutrition Services for Medicare
Beneficiaries, Food and Nutrition Board, transmitted a report on nutrition therapy early this year.

The report contained several key recommendations. The Committee recommended that
nutrition therapy, upon referral from a physician, should be a reimbursable Medicare benefit. It
noted that current evidence suggests that nutrition therapy is effective as part of a comprehensive
approach to the management and treatment of many conditions affecting the Medicare population
including dydlipidemia, hypertension, heart failure, diabetes, and kidney faillure. The Committee
also noted that the registered dietician is currently the single identifiable group of health care
professionals with standardized education, clinical training, continuing education, and national
credentialing requirements necessary to be directly reimbursed as a provider of nutrition therapy.

Explanation of Provision

The provision would establish Medicare coverage for medical nutrition therapy services for
beneficiaries who have diabetes or arenal disease.

Medical nutrition therapy services would be defined as nutritional diagnostic, therapy and
counseling services for the purpose of disease management which are furnished by a registered
dietician or nutrition professional, pursuant to areferral by a physician. The term registered
dietician or nutrition professional means an individual who 1) has completed a baccalaureate or
higher degree with completion of academic requirements of a program in nutrition or dietetics, 2)
has completed at least 900 hours of supervised dietetics practice under the supervision of a
registered dietician or nutrition professional; and 3) is either licensed or certified as a dietician or
nutrition professional by the state in which the services are performed, or, in a state which does
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not provide for such licensure or certification, meets criteria established by the Secretary. Persons
licensed or certified as dieticians or nutrition specialists on the date of enactment would not be
required to meet the training requirements under 1 and 2.

The provision would specify that the amount paid for medical nutrition therapy services
would equal to 80% of the lesser of the actual charge for the service or 80% of the amount that
would be paid under the physician fee schedule if such services were provided by a physician.
Assignment would be required for all claims.

Effective Date

Appliesto services furnished on or after January 1, 2001.

Section 103. Coverage of Screening Colonoscopy for Average Risk Individuals.
Current Law

BBA 97 authorized coverage of, and established frequency limits for, colorectal cancer
screening tests. A covered test is any of the following procedures furnished for the purpose of
early detection of colorectal cancer: (1) screening fecal-occult blood test (for persons over 50, no
more than annually); (2) screening flexible sgmoidoscopy (for persons over 50, no more than one
every 4 years); (3) screening colonoscopy for high-risk individuals (limited to one every 2 years);
and (4) other procedures as the Secretary finds appropriate for the purpose of early detection of
colorectal cancer. The Secretary was required to publish, within 90 days of enactment, a
determination on the coverage of screening barium enema. Under the regulation, barium enemeas,
as an dternative to either a screening flexible sgmoidoscopy or a screening colonoscopy, are
covered in accordance with the same screening parameters established for those tests.

Explanation of Provision

The provision would authorize coverage for screening colonoscopies for al individuals, not
just those at high risk. For persons not at high risk, payments could not be made for such
proceduresif performed within 10 years of a previous screening colonoscopy or within 4 years of
a screening flexible sigmoidoscopy.
Effective Date

Appliesto colorectal cancer screening services provided on or after January 1, 2001.

Section 104. Coverage of Annual Screening Pap Smear and Pelvic Exams.

Current Law
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Medicare authorizes coverage for a screening Pap smear once every 3 years. BBA 97
authorized coverage every 3 years for a screening pelvic exam which includes a clinical breast
examination. Coverage was authorized on a yearly basis for both Pap smears and screening pelvic
exams for women at high risk of developing cervical or vaginal cancer. Coverage was aso
authorized on a yearly basis for awoman of childbearing age who had a positive test in any of the
preceding 3 years.

Explanation of Provision

The provision modifies current law to provide for annual pelvic exams and allows all women
to have annual pap smearsfor three years. If al three pap tests are negative the beneficiary would
return to a once every three year schedule. If any of the initia three tests are positive the
beneficiary would be entitled to annual benefits as a high risk patient.
Effective Date

Appliesto items and services furnished on or after January 1, 2001.

Section 105. Coverage of Screening for Glaucoma.
Current Law

Medicare does not cover routine screenings for glaucoma
Explanation of Provision

The provison would add Medicare coverage for annua glaucoma screenings for persons
determined to be at high risk for glaucoma, individuals with afamily history of glaucoma, and
individuals with diabetes or myopia. A screening for glaucomawould be defined as a dilated eye
examination with an intraocular pressure measurement and a direct opthalmoscopy or dit-lamp
biomicroscopic examination for the early detection of glaucoma. The service would have to be
furnished by or under the supervision of an optometrist or ophthalmologist who is legally
authorized to perform such services in the state where the services are furnished. There would be
no deductible or coinsurance applied to these services.
Effective Date

Appliesto services furnished on or after January 1, 2001.

Section 106. M oder nization of Screening M ammaogr aphy Benefit.

Current Law
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Currently Medicare pays for screening mammographies under a statutorily prescribed
reimbursement rate that isindexed to the Medical Economics Index (MEI). The law makes no
distinction between types of screening mammographies, nor is the Secretary provided any
discretion to modify payments for screening mammographies that utilize new or more costly
technologies.

Explanation of Provision

In 2001, the Secretary would be authorized to make payments equal to 150% of the current
physician fee schedule amount for bilateral diagnostic mammography (approx. $127) for certain
screening mammography procedures that the Secretary determines resultsin: 1) a significant
increase or decrease in the resources used in the test or in the manufacture of the affiliated
equipment; 2) a significant improvement in the performance of the test or equipment; and 3) a
significant advance in medical technology that is expected to significantly improve the treatment
of Medicare beneficiaries.

For years after 2001, payment of screening mammography would be incorporated in the
physician fee schedule. Finally, the provision instructs the Secretary to expedite the consideration
of whether a new HCPCS code is appropriate for screening mammography that uses a new
technology.

Effective Date

Provisions authorizing the payment for new technologies would take effect for services
provided on or after January 1, 2001. Payments under the physician fee schedule would begin
January 1, 2002.

Section 107. Preservation of Coverage of Drugs and Biologicals under Part B of the
M edicar e Program

Current Law

Section 1862(s) of the Social Security Act defines covered “ medical and other health
services’ for purposes of coverage under Medicare Part B. The definition includes:

(2)(A) services and supplies (including drugs and biologicals which cannot, as
determined in accordance with regulations, be self-administered) furnished as incident
to aphysician’s professional service, of kinds which are commonly furnished in
physicians offices and are commonly either rendered without charge or included in the
physicians' hills...

The phrase “cannot be self-administered” is defined in the Medicare Carrier’s Manua as
follows:
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Whether a drug or biological is of atype which cannot be self-administered is based on
the usual method of administration of the form of that drug or biological as furnished by
the physician. Thus, where a physician gives a patient pills or other oral medication,
these are excluded from coverage since the form of the drug given to the patient is
usually self-administered. Similarly, if a physician gives a patient an injection which is
usually self-injected (e.g., insulin or calcitonin), this drug is excluded from coverage,
unless administered to the patient in an emergency situation (e.g., diabetic coma).
Where, however, a physician injects a drug which is not usually self-injected, this drug
is not subject to the self-administrable drug exclusion (regardless of whether the drug
may also be available in oral form) since it is not self-administrable in the form in which
it was furnished to the patient.

Individual Medicare carriers have reportedly applied different policies when considering
whether a drug or biological can or cannot be self-administered. Some carriers have based the
determination on the typical means of administration while others have assessed the individual
patient’s ability to administer the drug.

On August 13, 1997, HCFA issued a memorandum to Medicare carriers which was intended
to clarify program policy. The memorandum stated that the inability to self-administer isto be
based on the typical means of administration of the drug, not on the individual patient’s ability to
administer the drug. The memorandum stated that: “The individual patient’s mental or physical
ability to administer any drug is not a consideration for this purpose.” The memorandum went on
to note that certain drugs that are generally self-administered may not be self-administered under
certain limited circumstances such as when the patient first learns how to administer the drug.
Coverage in these limited Situations is at the discretion of the Medicare carrier; i.e. the carrier
determines in these instances whether it is medically necessary for the physician or staff to
administer the drug. The carrier could not consider the patient’s condition such as a mental or
physical disahility.

As aresult of this memorandum, certain patients (for example, patients with multiple
sclerosis) no longer had Medicare coverage for certain drugs. However, implementation of this
policy directive was halted for FY 2000 by a provision in the Consolidated Appropriations Act.
The provision prohibits the use of any funds to carry out the August 13, 1997 transmittal or to
promulgate any regulation or other transmittal or policy directive that has the effect of imposing
(or clarifying the imposition of) arestriction on the coverage of injectable drugs beyond those
applied on the day before issuance of the transmittal. HCFA issued a Program Memorandum in
April 2000 which suspended application of the August 13, 1997 memorandum. It noted that each
carrier or intermediary must establish its own policies individually and could not establish model
policies as a group.

Explanation of Provision
Section 107 would replace the current phrase in Section 1862(a)(2) relating to self-

administered drugs and biologicals. The new language would permit coverage of “drugs and
biologicals which are not usualy administered by the patient.”
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Effective Date

This provision applies to drugs and biologicals administered on or after October 1, 2000.

Sec. 108. Elimination of Time Limitation on M edicar e Benefits for
I mmunosuppr essive Drugs.

Current Law

Medicare currently provides limited coverage of immunosuppressive drugs for beneficiaries
who undergo organ transplant surgery. Prior to 1999, beneficiaries were eligible for only 36
months of these benefits following their surgery. The BBRA provided $150 million for FY 2000 -
FY 2004 to expand the time limit applicable to this benefit. Specifically, BBRA provided that the
benefit would be expanded from 36 months to 44 months for those whose 36 months of benefits
expired during 2000. Similarly, for those whose 36 months of benefits were scheduled to expire
in 2001 the law provided that they would receive at a minimum 8 months of additional benefits.
For beneficiaries losing benefits in 2002, 2003 or 2004, the BBRA provided that they would be
provided additional months of coverage based on the Secretary’s actuarial estimates of how many
additional months could be provided for those exhausting their prior benefits in such years given
the statutory constraint of $150 million in new spending.

Explanation of Provision

The provision eliminates all time limitations from the current benefit for all aged and disabled
Medicare beneficiaries.

Effective Date

The provision is effective for drugs provided on or after the date of enactment.

Section 109. Imposition of Balanced Billing Limits on Prescription Drugs.
Current Law

Medicare' s recognized payment amount for drugs (not paid on a cost or prospective
payment basis) equals 95% of the average wholesale price. Beneficiaries are liable for the 20%
coinsurance, and in addition may be liable for balance billing charges.

Certain practitioners under Medicare (such as nurse practitioners or clinical psychologists)
are required to bill for all services on an assignment-related basis. This means that they are
required to accept Medicare’ s recognized payment amount as payment in full, except for any
required deductible and coinsurance amounts. Balance billing is prohibited.

Explanation of Provision
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The provision would specify that payment for drugs under Part B must be made on the basis
of assignment.

Effective Date

The provision would apply to items furnished on or after January 1, 2001.

Section 110. Study on Medicare Cover age of Routine Thyroid Screening.
Current Law

Medicare does not cover routine thyroid screenings.
Explanation of Provision

The provision would require the Secretary to request the National Academy of Sciences, and
as appropriate in conjunction with the United States Preventive Services Task Force, to analyze
the addition of a new preventive benefit. The benefit would be coverage of routine thyroid
screening using athyroid stimulating hormone test. The analysis would consider the short term
and long term benefits, and cost to Medicare, of adding such coverage for some or all
beneficiaries. The Secretary would be required to submit a report to Congress on the findings
within two years of enactment. The Secretary would provide funding for the study from funds
appropriated to HHS for FY 2001 and 2002.

Effective Date

Enactment.
Section 111. Demonstration Project for Disease M anagement for Severely Chronically 11l

M edicar e Beneficiaries.

Current Law

No provision.
Explanation of Provision

The Secretary would be required to conduct a demonstration project to illustrate the impact
on costs and health outcomes of applying disease management to Medicare beneficiaries with
diagnosed, advanced-stage congestive heart failure, diabetes, or coronary heart disease.
Participation in the project would be voluntary. Medicare beneficiaries would be eligible to
participate in the project only if (1) they meet specific medical criteria demonstrating the
appropriate diagnosis and the advanced nature of their disease; (2) their physicians approved of

their participation in the project; and (3) they are not enrolled in a Medicare + Choice plan. Inno
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case would the number of participants in the project exceed 30,000. A beneficiary who is enrolled
in the project would be eligible for disease management services related to their chronic health
condition. In addition, contractors providing disease management services would be responsible
for providing beneficiaries enrolled in the project with prescription drugs.

The projects would be carried out through contracts with up to 3 disease management
organizations. The Secretary would not enter into such a contract with an organization unless it
demonstrates that it can produce improved health outcomes and reduce aggregate Medicare
expenditures. These organizations would be paid a negotiated fee established so that thereisa
net reduction in Medicare expenditures. The organization would guarantee the net reduction
through an appropriate arrangement with a reinsurance company or otherwise. Paymentsto the
organizations would be made in appropriate proportion from the Medicare trust funds. The
project would last for no longer than 3 years.

The Secretary would submit an interim report to Congress no later than 2 years after the date
the project isfirst implemented and a final report no later than 6 months after the project is
completed. The reports would include information on the project’ simpact on costs and health
outcomes as well as recommendations on the cost-effectiveness of extending or expanding the
project.

Effective date

Enactment.

Section 112. MedPAC Study on Consumer Coalitions.
Current Law
No provision

Explanation of Provision. The provision would require MedPAC to conduct a study that
examines the use of consumer coalitions in the marketing of Medicare+Choice plans. A consumer
coalition would be defined as a non-profit community-based organization that provides
information to beneficiaries about their health options under Medicare and negotiates with
Medicare+Choice plans on benefits and premiums for beneficiaries who are members of the
coalition or otherwise affiliated with it.

The study would examine: 1) the potential for increased efficiency in Medicare through
greater beneficiary knowledge of health care options, decreased marketing costs of such
organizations, and creation of a group market; 2) the implications of Medicaret+Choice plans and
Medigap plans offering Medicare beneficiaries in the same geographic location different benefits
and premiums based on their affiliation with a consumer coalition; 3) how coalitions should be
governed, how they should be accountable to the Secretary of HHS, and how potential conflicts
of interest should be avoided; and 4) how such coalitions should be funded. The Commission
would be required to submit areport to Congress, within one year of enactment, on the study.
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The report would include a recommendation on whether and how a demonstration project might
be conducted for the operation of consumer coalitions under Medicare.

Effective Date. Enactment.

TITLE Il -- PROVISIONSRELATING TO PART A

Subtitle A -- Inpatient Hospital Services

Section 201. Revision of Acute Care Hospital Payment Update for 2001.
Current Law

The Health Care Financing Administration (HCFA) measures price increases that affect the
costs of goods and services purchased by acute care hospitals using an input price index or market
basket. Periodically, HCFA re-bases and revises the market basket. Each year, Medicare's
operating payments to hospitals are increased or updated by a factor that is determined in part by
the projected increase in the hospital market basket index (MBI). BBA 97 established Medicare's
update factor for acute hospitals as the MBI minus 1.1 percentage points for FY 2001 and FY
2002 and the MBI for subsequent years. BBRA 99 established that sole community hospitals
(SCH) would receive the full MBI for FY 2001.

Medicare pays for inpatient services furnished in acute care hospitals using a prospective
payment system (PPS). Simply, hospital discharges are classified into one of approximately 500
diagnosis-related groups (DRGs) depending upon the medical condition of the patient. Each year,
HCFA uses Medicare charge datato construct a weight for each DRG that reflects its relative
treatment costs. DRG classifications are adjusted annually as well. Both the annual DRG
reclassification and recalibration of the relative weights must be done in a manner that ensures that
aggregate payments to hospitals are not affected. A hospital’s base DRG payment for a given
Medicare patient is calculated by multiplying the DRG weight by a standardized amount per case
(which is essentially the average cost of a Medicare case in an average nonteaching hospital).

Explanation of Provision

All hospitals would receive the full MBI for FY 2001. In order to implement thisincrease
for hospitals (other than SCHSs), those hospitals would receive the MBI minus 1.1 percentage
points (the current statutory provision) for discharges occurring on or after October 1, 2000 and
before April 1 2001; these non-SCH hospitals would receive the MBI plus 1.1 percentage points
for discharges occurring on or after April 1, 2001 and before October 1, 2001.
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The Secretary is directed to consider the prices of blood and blood products purchased by
hospitals in the next rebasing and revision of the hospital market basket to determine whether
those prices are adequately reflected in the market basket index.

The Secretary would be able to adjust the standardized amount in future fiscal yearsto
correct for increases in the aggregate Medicare payments caused by adjustments to the DRG
weighting factors in a previous fiscal year (or estimates that such adjustments for a future fiscal
years) that did not take into account coding improvements or changes in discharge classifications
and did not accurately represent increases in the resource intensity of patients treated by PPS
hospitals.

Effective Date

Enactment. The case mix adjustment is effective for discharges occurring on or after
October 1, 2001.
Section 202. Increase in Reimbursement for Bad Debt for Qualified M edicare

Beneficiaries.

Current Law

Medicare currently pays 55% of the bad debt incurred by hospitals in caring for indigent
Medicare beneficiaries.
Explanation of Provision

The provision would increase the percentage of bad debt paid by Medicare 1 percentage
point each year for five years, starting in FY 2001, for those individuals for whom the hospital can
demonstrate to the Secretary are classified as Qualified Medicare Beneficiaries (QMBS).
Effective Date

This provision is effective beginning with cost reports starting in FY 2001.
Section 203. Additional M odification in Transition for Indirect M edical Education (IME)

Payment Adjustment.

Current Law

BBA 97 reduced the indirect medical education (IME) payment adjustment from 7.7% for
each 10% increase in teaching intensity to 7.0% in 1998; 6.5% in 1999; 6.0% in 2000; and 5.5%
in 2001 and subsequent years. BBRA 99 changed the IME adjustment to 6.5% in 2000, 6.25% in
2001 and 5.5% in 2002 and subsequent years.

Explanation of Provision
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Teaching hospitals would receive 6.25% IME payment adjustment (for each 10% increase in
teaching intensity) for discharges occurring on or after October 1, 2000 and before April 1, 2001.
The IME adjustment would increase to 6.75% for discharges on or after April 1, 2001 and before
October 1, 2001, for an average of 6.5% for FY 2001. The IME adjustment would be 6.25% in
2002 and 5.5% in 2003 and in subsequent years.

Effective Date

Enactment.

Section 204. Decrease in Reductions for Disproportionate Share Hospital (DSH)
Payments.

Current Law

Certain hospitals receive an additional Medicare payment because they treat alarge number
of poor Medicare or Medicaid patients. Different formulas are used to establish a hospital’s
disproportionate share hospital (DSH) threshold and payment adjustment, depending upon the
hospital’ s location, number of beds and status as arural referral center or sole community
hospital. BBA 97 included reductions in the DSH payment formula amounts of 3% in FY 2000;
4% in FY 2001; 5% in FY 2002 and 0% in FY 2003 and subsequently. BBRA 99 changed those
reductions in the DSH payment formula amounts to 3% in FY 2000 and FY 2001; 4% in FY 2002
and 0% in FY 2003 and subsequently.

Explanation of Provision

Reductions in the DSH payment formula amounts would be 2% in FY 2001, 3% in FY 2002,
and 0% in FY 2003 and subsequently. To implement the FY 2001 provision, DSH amounts for
discharges occurring on or after October 1, 2000 and before April 1, 2001, would be reduced by
the percentages in effect prior to enactment of this provison. DSH amounts for discharges
occurring on or after April 1, 2001 and before October 1, 2001 would be reduced by only 1
percentage point.
Effective Date

Enactment.

Section 205. Increase in Base Payment to Puerto Rico Acute Care Hospitals.
Current Law

Under Medicare' s prospective payment system, a separate standardized amount is used to
set payments for hospitals in Puerto Rico. BBA 97 provides for an adjustment of the Puerto Rico
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rate from a blended amount based on 25% of the federal amount and 75% of the local amount to
a blended amount based on a 50/50 split between federal and local amounts.

Explanation of Provision

For discharges on or after October 1, 2000, hospitals in Puerto Rico would receive payment
based on a blended amount of 75% of the federal amount and 25% of the local amount.
Notwithstanding this change, the current 50/50 split between federal and local amounts for
discharge occurring on or after October 1, 2000 and before April 1, 2001 would be maintained.
Discharges occurring on or after April 1, 2001 and before October 1, 2001 would be paid based
on 100% of the federal amount.

Effective Date

Enactment.

Section 206. Wage Index | mprovements.
Current Law

Under Medicare' s inpatient acute hospital prospective payment system (PPS), hospitals can
request reclassification from one geographic location to another for the purpose of using the other
area s standardized amount, wage index, or both. Hospitals seeking reclassification submit
requests each year to the Medicare Geographic Classification Review Board (MGCRB). Hospital
MGCRB applications for wage index reclassification use average hourly data published in the
prior year’s final regulation implementing PPS. These annual applications are evaluated using
published criteria, but generally depend on average hourly wage comparisons of the specific
hospital to that of the areain which it islocated as well as to that in the areato which it seeksto
be reclassified.

Explanation of Provision

For FY 2001 or any fiscal year thereafter, aMGCRB decision to reclassify a PPS hospital for
use of a different area’s wage index would be effective for three fiscal years. The MGCRB would
establish procedures whereby a hospital may elect to terminate this reclassification decision before
the end of such period. For FY 2003 and subsequently, MGCRB would base any comparison of
the average hourly wage of the hospital with the average hourly wage for hospitalsin the area
using data from the each of the two immediately preceding surveys as well as data from the most
recently published hospital wage survey.

The Secretary would establish a process (based on the process used to compute and apply
the geographic wage index for the physician fee schedule) where a single wage index is computed
for al geographic areasin the state for the purposes of Medicare hospital PPS. The process
would be established by October 1, 2001 for reclassifications beginning in FY 2003. If the
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Secretary applies a statewide geographic index, an application by an individual hospital would not
be considered.

The Secretary would also collect occupational datafor PPS hospitals in order to construct an
occupational mix adjustment for the hospital area wage index. Data would be collected every
three years; the first complete data collection effort would occur no later than September 30,

2003 for application beginning October 1, 2004.

Effective Date

The three-year reclassification provision is effective for FY 2001 reclassifications. The
provision mandating reclassification based on three years of data s effective for FY 2003
reclassifications. The statewide wage index provision is available for FY 2002 reclassifications.
Collection of the occupational data should be completed by the end of FY 2003, for application
for FY 2005 reclassifications.

Section 207. Limitation to Residentsin Allopathic and Osteopathic M edicinein
Application of Resident Limits.

Current Law

BBA 97 established limits on the number of full-time equivalent (FTE) residents that could
be counted for both direct and indirect medical education reimbursement. Generally, the total
number of FTE residents in allopathic and osteopathic medicine in an urban teaching hospital
could not exceed the number of resident FTEs included in its cost report period ending on or
before December 30, 1996; rural teaching hospitals could not exceed 130% of that count.
Moreover, direct and indirect graduate medical education payments are based on a three-year
rolling average count of actual resident FTEs (the current cost reporting period and the two
preceding cost reporting periods.)
Explanation of Provision

The three-year rolling average count for calculating direct graduate medical education and
indirect medical education payments would only include residents in allopathic and osteopathic
medicine.
Effective Date

Cost reporting periods beginning on or after October 1, 2000.

Section 208. Payment for Inpatient Servicesin Rehabilitation Hospitals.

Current Law

14 October 3, 2000 (12:20 PM)



BBA 97 required the Secretary to develop a prospective payment system (PPS) for
rehabilitation hospitals and distinct-part units with PPS rates to be phased-in between October 1,
2000 and before October 1, 2002. The PPS system will be fully implemented by October 1, 2002.
For FY 2001 and 2002, total payments for rehabilitation hospitals are to equal 98% of the
amounts of payments that would have been made if PPS had not been enacted.

Explanation of Provision

For FY 2001, total payments for rehabilitation hospitals would equal 100% of the amounts
of payments that would have been made if PPS had not been enacted. Total paymentsin 2002
would equal 98% of the amounts of payments that would have been made if PPS had not been
enacted. A rehabilitation facility would be able to make a one-time election not later than 30 days
before its first cost reporting period for which the PPS applies.

Effective Date

August 5, 1997 (asif it had been enacted as part of BBA 97).

Section 209. Payment for Inpatient Services of Psychiatric Hospitals.
Current Law

BBA 97 established caps for target amounts for certain PPS-exempt providers including
psychiatric hospitals. Generally, Medicare payments to a psychiatric hospitals are based on the
lowest of afacility's actual costs, target amount, or cap. National caps were set at the 75"
percentile of FY 1996 updated target amounts for each class of provider, such as psychiatric
hospitals. Psychiatric hospitals may also receive additional bonus or relief payments depending
upon the relationship of its coststo itscap. New providers are reimbursed differently. BBRA 99
increased the amount of bonus payments; required an adjustment to the labor-related portion of
the national cap (the 75 percentile calculation); and requires the Secretary to report to the
appropriate Congressional committees on a per-diem based prospective payment system (PPS) for
psychiatric hospitals and distinct-part units which would be implemented in a budget-neutral
fashion for cost reporting periods beginning on or after October 1, 2002.

Explanation of Provision

The provision allows for an additional incentive payment in FY 2001. For cost reporting
periods beginning on or after October 1, 2000 and before October 1, 2001, psychiatric hospitals
would be eligible for an incentive payment of 3% of the target amount.
Effective Date

Enactment affecting cost reporting periods beginning on or after October 1, 2000 and before
October 1, 2001.

15 October 3, 2000 (12:20 PM)



Section 210. Payment for Inpatient Services of Long-Term Care Hospitals.
Current Law

BBA 97 established caps for target amounts for certain PPS-exempt providers including
long-term hospitals. Generally, Medicare paymentsto along term care hospital are based on the
lowest of afacility's actual costs, target amount, or cap. National caps were set at the 75"
percentile of FY 1996 updated target amounts for each class of provider, such aslong term
hospitals. A long term hospitals may also receive additional bonus or relief payments depending
upon the relationship of its coststo itscap. New providers are reimbursed differently. BBRA 99
increased the amount of the bonus payments; required an adjustment to the labor-related portion
of the national cap (the 75-percentile calculation); and required that the Secretary implement a
discharge-based prospective payment system (PPS) for long term hospitals by October 1, 2002.
Explanation of Provision

For cost reporting periods beginning on or after October 1, 2000, along term hospital would
have its national cap increased by 2%. Long term hospitals not subject to the national cap would
have their targets increased by 25%. Neither these payments nor the increased bonus payments
provided by BBRA 99 would be factored into the development of the PPS for long term hospitals.
When developing the PPS for inpatient long term hospitals, the Secretary is instructed to examine
the feasibility and impact of basing payment on the existing (or refined) acute hospital DRGs and
using the most recently available hospital discharge data for long term care hospitals. If the
Secretary is unable to implement along term hospital PPS by October 1, 2002, the Secretary
would be required to implement a PPS for these hospitals that bases payment on existing DRGs.

Effective Date

Enactment.
Subtitle B -- Adjustmentsto PPS Payments for Skilled Nursing Facilities
Section 221. Elimination of Reduction in Skilled Nursing Facility (SNF) M ar ket Basket
Update in 2001.

Current Law

The unadjusted federal per diem rate under the SNF PPS is updated in FY 2000 by the SNF
market basket index (MBI) increase during the period July 1, 1998, through Sept 30, 1999 (the
“initial period” of the SNF PPS), minus one percentage point. It isincreased in FY 2001 and FY
2002 by the rate for the previous year increased by the SNF MBI increase minus one percentage
point, and, in subsequent years, it increased by the full percentage change in the SNF MBI.

Explanation of Provision
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The federal per diem rate for FY 2001 isincreased over the rate in effect in the previous year
by the full MBI increase, and, for FY 2002, it isincreased by the MBI increase minus one
percentage point. However, in the period October 1, 2000, through March 31, 2001, the rate
determined under current law shall be in effect, and for the period April 1, 2001, through
September 31, 2001, it will be the amount in effect in FY 2000 plus one percentage point. These
increases are in addition to the temporary increase of 20% for certain Resource Utilization
Groups (RUGS) provided in BBRA 99.

The Comptroller General is required to report to Congress by July 1, 2002, on the adequacy
of Medicare SNF payment rates and the extent to which Medicare contributes to the financial
viahility of those facilities.

The Secretary isrequired to conduct a study and to report to Congress by January 1, 2005,
on different systems for categorizing patients in Medicare SNFs to account for relative resource
utilization by residents with different needs, including recommendations for appropriate changes
inlaw.

Effective Date

Enactment.

Section 222. Increasein Nursing Component of PPS Feder al Rate.
Current Law

The Medicare PPS for SNF care is a schedule of daily “per diem” rates for patients falling
into 44 different resource utilization groups (RUGs). SNF residents in the different groups use
different mixes of nursing care, therapy services, and other services. Each RUG payment amount
is composed of an amount for nursing care, for therapy, and for other costs. On July 31, 2000,
HCFA published the RUG rates for urban and rural SNFs for FY 2001.
Explanation of Provision

The nursing component of each RUG is increased by 5% for SNF care furnished after April
1, 2001, and before October 1, 2002.

The Comptroller General isrequired to conduct an audit of nurse staffing ratios in a sample
of SNFs and to report to Congress by August 1, 2002, based on that audit. The report shall
assess the effect of the added 5% payment on nurse staffing ratios and recommend whether the
additional payment should be continued.

Effective Date

Enactment.
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Section 223. Application of SNF Consolidated Billing Requirement Limited to Part A
Covered Stays.

Current Law

Under the consolidated billing requirement of BBA 97, SNFs and all nursing homes that
include a Medicare-certified SNF component must submit to Medicare all claims for all the
services provided to their residents who are enrolled in traditional fee-for-service Medicare.

Thus, the requirement applies to claims on behalf of beneficiaries who are long-term care residents
of anursing home that has a SNF component as well as those who are residentsin the SNF. This
requirement is referred to as “consolidated billing.” (The law includes alist of servicesthat are
excluded from the consolidated hilling requirement; excluded providers may bill Medicare
directly.) The consolidated billing requirement also pertains to Medicare covered services
regardless of whether the resident does or does not qualify for SNF care under Medicare Part A.
The requirement means that non-excluded service or care providers who furnish covered services
to SNF residents may not bill Medicare directly, but must submit their claim to the SNF for
payment. If the item or serviceis covered by Medicare, but is not included in the SNF PPS,
Medicare makes the payment to the SNF, and the SNF is responsible for paying the provider.

The consolidated billing requirement went into effect in July 1998 (implementation of the
SNF PPS) for some, but not all, SNF residents. Consolidated hilling has been implemented only
for servicesto those SNF residents who are in aMedicare Part A covered stay, and has not been
implemented for Medicare Part B covered services for beneficiaries who are SNF residents whose
stay is not covered under Medicare (which includes those who are long-term care residents of the
non-SNF component of the facility). Since January 1999, consolidated billing has been in
operation for physical, occupational, and speech therapy services. When HCFA isready to
expand implementation of consolidated hilling to other items and services, it will publish a notice
in the federal register 90 days prior to implementation.

Explanation of Provision

The consolidated billing requirement would apply only to services and items furnished to
SNF residentsin a Medicare part A covered stay and to therapy services furnished in part A and
part B covered stays.

The Inspector Genera of HHS shall monitor part B payments to SNFs on behalf of residents
who are not in apart A covered stay.

Effective Date

The consolidated hilling restriction is effective January 1, 2001.

Section 224. Adjustment of Rehabilitation RUGSto Correct Anomaly in Payment Rates.
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Current Law

BBRA 99 increased Medicare payments to SNFs by 20% for 15 of 44 resource utilization
groups (RUGs). Payments for certain “ultrahigh” therapy RUGs were not increased, although
payment to “ medium” therapy groups were increased.

Explanation of Provision

Certain federal per diem payments are increased by 6.7% to ensure that Medicare payments
for SNF residents with “ultra high” and “high” rehabilitation therapy needs are appropriate in
relation to payments for residents needing “ medium” or “low” levels of therapy. The 20%
additional payment is removed from certain RUGs to make the provision budget neutral.

The Inspector General of HHS shall review and report to Congress by October 1, 2001,
regarding whether under the RUG payment structure as in effect under the BBRA 99 includes
incentives for the delivery of inadequate care.

Effective Date

The changes in Medicare federal per diem payment rates are effective for SNF services
furnished on or after April 1, 2001.
Section 225. Establishment of Process for Geographic Reclassification.
Current Law

No provision.
Explanation of Provision

The Secretary may establish a process for geographic reclassification of skilled nursing
facilities based upon the method used for inpatient hospital patients. The Secretary may
implement the process upon completion of the data collection necessary to calculate an area wage
index based on the wages paid by skilled nursing facilities.

Effective Date

Enactment.

Subtitle C -- Hospice Care

Section 231. Full M arket Basket I ncrease for 2001.
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Current Law

Hospice daily payment rates for routine home care, continuous home care, inpatient respite
care, and general inpatient care are updated annually by the increase in the hospital market basket
index (MBI). The BBA 97 reduced these updates to the market basket increase minus one
percentage point for FY 1998 through FY 2002. However, the BBRA 99 increased the rates
otherwise in effect for FY 2001 by 0.5 percentage point and for FY 2002 by 0.75 percentage
point.

Aggregate annual payments to individual hospices are capped at an amount equal to $15,313
times the number of persons served in the period November 1, 1999, through October 31, 2000.
The cap is not applied to individua patients. The cap is adjusted annually by the percentage
change in the medical care component of the Consumer Price Index for Urban Consumers (CPI-
U).

Explanation of Provision

For the period October 1, 2000, through March 31, 2001, the daily payment rates are
computed according to BBRA 99; from April 1, 2001, through September 30, 2001, payments
are computed based on the MBI increase plus one percentage point.

Effective Date

Enactment. (A conforming amendment to BBRA 99 is effective as if enacted with the
BBRA 99.)

Section 232. Clarification of Physician Certification.
Current Law

To be eligible for hospice care under Medicare, a beneficiary must elect hospice treatment,
and the individual’ s attending physician and the medical director of the hospice program providing
the care must certify in writing that the individually is terminally ill. “Terminaly ill” is defined in
law as an individual whose life expectancy is six months or less.

Explanation of Provision

The physician’s or medical director’s certification of terminal illness shall be based on their
clinical judgment regarding the normal course of the individua’s illness.

Effective Date

Effective for certifications made on or after the date of enactment.
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Section 233. MedPAC Report on Access to, and Use of, Hospice Benefit.
Current Law

No provision.
Explanation of Provision

MedPAC shall examine the factors affecting the use of Medicare hospice benefits, including
delay of entry into the hospice program and urban and rural differences. A report on the study
shall be submitted to Congress 18 months after enactment.

Effective Date

Enactment.

Subtitle D -- Other Provisions

Section 241. Relief From Medicare Part A Late Enrollment Penalty For Group Buy-In for
State and L ocal Retirees.

Current Law

Almost all persons age 65 or over are automaticaly entitled to Part A. These individuals (or
their spouses) established entitlement during their working careers by paying the hospital
insurance tax on earnings covered by either the social security or railroad retirement systems.
Persons not automatically entitled to Part A may obtain coverage by paying the Part A premium.
The 2000 monthly premium is $301.

Persons not automatically entitled to Part A include some state and local employees. BBA 97
specified that the premium amount is zero for certain public employees. A person covered under
this provision is one who was receiving cash benefits under a qualified state or local government
retirement system on the basis of employment of at least 40 calendar quarters. For each of the
preceding 84 months, the individual must have been enrolled in Part A and not have had his or her
premium paid by a governmental entity.

Explanation of Provision

The provision would exempt certain state and local retirees from the Part A delayed
enrollment penalties. These would be groups of persons for whom the state or local government
elected to pay the delayed Part A enrollment penalty for life. The groups would be al of the
individuals in one or more broad classes of employees who retire prior to a specified date, but not
later than January 1, 2002. The amount of the delayed enrollment penalty which would otherwise
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be assessed would be reduced by an amount equal to the total amount of Medicare payroll taxes
paid by the employee and the employer on behalf of the employee.

Effective Date

Appliesto premiums beginning with July 1, 2001.

TITLE Il -- RURAL PROVIDER PROVISIONS

Subtitle A -- Rural Hospitals

Section 301. Equitable Treatment for Rural Disproportionate Shar e Hospitals.
Current Law

Medicare gives hospitals that serve alarge number of poor Medicare or Medicaid patients an
additional payment, called a disproportionate share (DSH) payment. Different formulas are used
to establish a hospital’ s eligibility threshold and payment depending upon the hospital’s location
(urban or rural), bed size and status as arural referral center or sole community hospital.
Explanation of Provision

For discharges occurring on or after April 1, 2001, all hospitals would be €eligible to receive
DSH payments when their DSH percentage (threshold amount) exceeds 15%. The DSH payment
formulas for sole community hospitals (SCHs), rural referra centers (RRC), rural hospitals that
are both SCHs and RRCs, small rura hospitals and urban hospitals with less than 100 beds would
be modified.
Effective Date

Enactment.
Section 302. Extension of Option to Use Rebased Target Amountsto All Sole Community
Hospitals.
Current Law
Sole community hospitals (SCHs) are hospitals that, because of factors such asisolated

location, weather or travel conditions, or absence of other hospitals, are the sole source of acute
inpatient service reasonably available in a geographic area. Prior to BBRA 99, SCHs were paid
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on the basis of their hospital-specific target amount calculated using updated FY 1982 or FY
1987 costs or paid using the federa national standardized amount, whichever resulted in higher
Medicare payment. BBRA 99 permitted SCHs paid on the basis of hospital-specific target
amounts to transition to target amounts calculated using FY 1996 costs.
Explanation of Provision

Any SCH would be able to elect payment based on hospital-specific updated FY 1996 costs
if this target amount resulted in higher Medicare payments. There would be atransition period
with Medicare payment based completely on updated FY 1996 hospital specific costs for
discharges occurring after FY 2003.
Effective Date

Discharges after April 1, 2001.

Section 303. Updating Criteriafor Medicare Dependent Hospitals.
Current Law

Medicare dependent hospitals (MDHSs) are small rural hospitals that treat arelatively high
proportion of Medicare patients. Generally, aMDH islocated in arural area, has 100 beds or
less, is not classified as a sole community hospital, and had a least 60% of its days or discharges
during FY 1987 attributable to Medicare Part A beneficiaries.
Explanation of Provision

The MDH criteriawould be updated to permit an otherwise qualifying small rural hospital to
be classified asan MDH if at least 60% of its days or discharges were attributable to Medicare
Part A beneficiariesin at least two of the three cost reporting periods beginning during FY 1996,
FY 1997, or FY 1998.
Effective Date

Discharges occurring on or after April 1, 2001.

Section 304. Other Rural Hospital Provisions.
Current Law
BBRA 99 instructed MedPAC to conduct a study of rural providersto examine the

adequacy and appropriateness of the categories of specia Medicare payments and payment
methodologies. The study is due no later than 18 months after enactment.
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Explanation of Provision

MedPAC isinstructed to include in its analysis the impact on volume on the per unit cost of
rural hospitals with psychiatric units and include in its report a recommendation on whether
special treatment is warranted.

Effective Date

Enactment.

Subtitle B -- Critical Access Hospitals

Section 311. Clarification of No Beneficiary Cost-Sharing for Clinical Diagnostic
Laboratory Tests Furnished by Critical Access Hospitals.

Current Law

Generally, outpatient servicesin critical access hospitals (CAHS) are paid on areasonable
cost basis and are not subject to certain Medicare reimbursement limits. Medicare beneficiaries
do not have to pay coinsurance for clinical diagnostic laboratory tests. BBRA 99 included
provisions to limit beneficiary coinsurance for clinical diagnostic laboratory tests furnished by
CAHs. Asdrafted, however, BBRA 99 changed the basis of payment for these laboratory
services in CAHs from cost-based reimbursement to payment based on the 80% of the clinical
laboratory fee schedule and obligated CAHs to collect 20% coinsurance from beneficiaries.

Explanation of Provision

Medicare beneficiaries would not be liable for any coinsurance, deductible, copayment, or
other cost sharing amount with respect to clinical diagnostic laboratory services furnished as an
outpatient critical access hospital (CAH) service. Conforming changes that clarify that CAH is
reimbursed on areasonable cost basis for outpatient clinical diagnostic laboratory services are also
included.

Effective Date
Provision applying to Medicare beneficiary cost sharing amounts is effective for services
furnished on or after the enactment of BBRA 99. Conforming amendments clarifying CAH cost-

based reimbursement are effective for cost reporting periods beginning on or after October 1,
2000.

Section 312. Assistance with Fee Schedule Payment for Professional Services Under All-
Inclusive Rate.
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Current Law

A critical access hospital (CAH) isavery small rural hospital, remote from other providers
or designated as an essential provider by the state, that has an average length of patient stay of
less than 96 hours (4 days). Medicare pays a CAH for outpatient services based on reasonable
costs or, at the election of an entity, pays the CAH afacility fee based on reasonable costs plus an
amount based on Medicare's fee schedule for professional services.
Explanation of Provision

Medicare would pay a CAH for outpatient services based on reasonable costs or, at the
election of an entity, would pay the CAH afacility fee based on reasonable costs plus an amount
based on 110% of Medicare’ s fee schedule for professional services.
Effective Date

The effective date is for items and services furnished on or after April 1, 2001.

Section 313. Exemption of Critical Access Hospital Swing Beds from SNF PPS.
Current Law

Swing beds are beds in certain small rural hospitals (with less than 100 beds) that may be
used to provide either acute care or long-term services. BBA 97 implemented a prospective
payment system for skilled nursing facilities (SNFs) over atransition period with rural swing bed
providers to be covered by this new payment system no earlier than July 1999.
Explanation of Provision

Swing beds in critical access hospitals (CAH) would be exempt from the SNF prospective
payment system. CAHs would be paid for covered SNF services on areasonable cost basis.

Effective Date
Cost reporting periods beginning on or after enactment.
Section 314. Payment in Critical Access Hospitals for Emer gency Room On-Call
Physicians.
Current Law
Medicare pays a critical access hospital (CAH) for outpatient services based on reasonable

costs or, at the election of an entity, pays the CAH afacility fee based on reasonable costs plus an
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amount based on Medicare’ s fee schedule for professional services. Certain Medicare payment
principles are not applied to CAHs when determining Medicare’ s reimbursement amount.

Explanation of Provision

When determining the allowable, reasonable cost of outpatient CAH services, the Secretary
would recognize amounts for the compensation and related costs for on-call emergency room
physicians who are not present on the premises, are not otherwise furnishing services, and are not
on-call at any other provider or facility. The Secretary would define the reasonable payment
amounts and the meaning of the term “on-call.”
Effective Date

Cost reporting periods beginning on or after October 1, 2001.
Section 315. Treatment of Ambulance Services Furnished by Certain Critical Access

Hospitals.

Current Law

Medicare pays for ambulance services on a reasonable cost basis when furnished by a
provider and on areasonable charge basis when furnished by a supplier. BBA 97 requires that
HCFA establish a national fee schedule to pay for ambulance services and requires that covered
ambulance services be paid based on the lower of the actual billed charge or the ambulance fee
schedule amount. HCFA isin the process of implementing the ambulance fee schedule which was
the product of a negotiated rulemaking process.
Explanation of Provision

Ambulance services provided by a critical access hospital (CAH) or provided by an entity
that is owned or operated by a CAH would be paid on a reasonable cost basis if the CAH or entity
is the only provider or supplier of ambulance services that islocated within a 35-mile drive of the
CAH.
Effective Date

Cost reporting periods beginning on or after October 1, 2001.

Section 316. Clarification of Critical Access Hospital Criteria.
Current Law

To qualify as acritical access hospital (CAH), arura hospital can have no more than 15
acute care beds or, if the hospital operates swing beds, no more than 25 beds as long as no more
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than 15 of those beds are occupied by acute care patients at any time. Any bed in a unit of the
facility that is licensed as a distinct-part skilled nursing facility when the hospital appliesto the
State for designation as a critical access hospital shall not be counted.

Explanation of Provision

A facility would not be designated as a CAH if it had a distinct part rehabilitation unit or
distinct part psychiatric unit.

Effective Date

August 5, 1997 (asif it had been enacted as part of BBA 97)

Subtitle C -- Other Rural Provisions

Section 321. Assistance for Providers of Ambulance Servicesin Rural Areas.
Current Law

Payment for ambulance services provided by freestanding suppliersis currently based on
reasonable charge screens. Hospital or other provider-based ambulance services are paid on a
reasonable cost basis. Payment cannot exceed what would be paid to a freestanding supplier.
The reasonable costs or charges cannot exceed costs or charges recognized in a prior year,
increased by the CPI-U minus one percentage point.

BBA 97 provided for the implementation of a fee schedule, effective January 1, 2000. The
aggregate amount of payments in 2000 could not exceed what would otherwise be paid under the
prior system. Increases in subsequent years are to equal the CPI increase, except that thereisa
one percentage point reduction in 2001 and 2002.

I mplementation of the fee schedule has been delayed until at least January 1, 2001.
Explanation of Provision

The provision would make additional payments to providers of ground ambulance services
for trips, originating in arural area or in arural census tract of a metropolitan statistical area, that
are greater than 17 miles and up to 50 miles. The rate per mile would be not less than one-half of
the payment established for the first 17 miles of atrip originating in arural area (one-half of the
$2.50 payment for miles one through 17 would equal $1.25 in 2001). The payments would be
made for services furnished on or after January 1, 2001 and before January 1, 2004.

The provision would require the Comptroller General to conduct a study of the costs of
efficiently providing ambulance services for trips originating in rural areas. The Comptroller
General would be required to submit areport to Congress, not later than June 30, 2002, on the
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results of the study together with recommendations on steps that should be taken to assure access
to ambulance services for trips originating in rural areas. The Secretary would be required to take
these findings into account when establishing the fee schedule, beginning with 2004.

Effective Date

The assistance for mileage rates provision would apply to services furnished on or after
January 1, 2001. The report requirement would be effective on enactment.

Section 322. Treatment of Certain Physician Pathology Services Under M edicare.
Current Law

The final rule for the Medicare physician fee schedule issued November 2, 1999, required
hospitals to hill for the technical component of pathology services furnished to its inpatients.
Based on comments received, HCFA decided to delay implementation of this rebundling
requirement until January 1, 2001, to allow hospitals and independent laboratories sufficient time
to negotiate arrangements.

Regulations implementing the hospital outpatient prospective payment system require
hospitals to provide directly or under arrangements all services furnished to hospital outpatients.
If a specimen (e.g., tissue, blood, urine) istaken from a hospital outpatient, the facility or
technical component of the diagnostic test must be billed by the hospital. Thus, independent
laboratories cannot bill for the technical component of pathology services furnished to
outpatients. On August 11, 2000, HCFA issued a program memorandum (Transmittal No. AB-
00-73) which delayed implementation of the rebundling requirement until January 1, 2001.

Explanation of Provision

The provision would permit independent laboratories, under a grandfather arrangement to
continue, for a 3-year period, direct hilling for the technical component of pathology services
provided to hospital inpatients and hospital outpatients. Laboratories covered under the
grandfather provision would be those which had an arrangement with a hospital for direct billing
in effect on July 22, 1999. The provision would also permit, for the same three-year period,
direct billing for lab services provided to patients of hospitals located in rural areas with less than
100 beds. The provision would not apply to services furnished to Medicare+Choice (M+C)
enrollees or enrollees in plans integrating acute and long-term services,

The Comptroller General would be required to conduct a study of the effect of these
provisions on hospitals and laboratories and access of fee-for-service beneficiaries to the technical
component of physician pathology services. The report would be due to Congress by April 1,
2003. It would include recommendations on whether the provisions should continue after the 3-
year period for either (or both) inpatient and outpatient hospital services and whether the
provision should be extended to other hospitals.
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Effective Date

The direct hilling provision would apply to services furnished during the three-year period
beginning January 1, 2001. The report requirement is effective upon enactment.
Section 323. Funding for Grant Program for Rural Hospital Transition to Prospective

Payment.

Current Law

Under the Medicare Rural Hospital Flexibility Program established as part of Title XVII1, the
Secretary may award grantsto rural hospitals to cover the implementation costs associated with
data systems needed to meet the BBA 97 requirements.

Explanation of Provision

$25 million would be appropriated from the Part A Trust fund for these grants. These
amounts would remain available for this purpose until spent.

Effective Date

Enactment.

Section 324 Expansion of M edicare Payment for Telehealth Services.
Current Law

BBA 97 provided for reimbursement from Medicare Part B for professional consultation via
telecommunications systems with physicians and practitioners for beneficiaries residing in rural
areas.

Explanation of Provision

The provision would limit application of the BBA 97 provision to services provided during
the January 1, 1999, to July 1, 2001 period. Starting on July 1, 2001, it would establish revised
payment provisions for services that are provided via a telecommunications system by a physician
or practitioner at adistant site to an eligible beneficiary. An dligible beneficiary would be a person
receiving services at an originating site in a designated health professional shortage arealocated in
arural area.

The provision would require the Secretary to make payments for telehealth servicesto the

physician or practitioner at the distant site in an amount equal to the amount that would have been
paid to such physician or practitioner if the service had been furnished to the beneficiary without
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the use of atelecommunications system. Services covered under the provision would include
payments for professional consultations, office visits, office psychiatry services, including any
service identified, as of July 1, 2000, by the following HCPCS codes. 99241-99275, 99201-
99215, 90804 - 90809, and 90862. Nothing would be construed as requiring or prohibiting the
physician or practitioner at the distant site from sharing a portion of the fee with the physician or
practitioner at the originating site.

Except for psychiatric services, an eligible telehealth beneficiary would have to be presented
at the originating site by a physician, practitioner, or registered nurse for the furnishing of a
service via a telecommunications system. Further, areferring physician or practitioner at the
originating site would not be prohibited from presenting an eligible telehealth individual.

A facility fee would be paid to the originating site. This fee would equal $20 for the period
July 2001 through December 2002, increased by the percentage increase in the Medicare
Economic Index (MEI) in future years. An originating site would be defined as: the physician’s or
practitioner’s office, rural health clinic, federaly qualified health center, or a critical access
hospital. Fee sharing would be neither required nor prohibited between the physician or
practitioner at the distant and originating sites. Payment for a registered nurse who servesasa
telepresenter would be made by the distant site physician or practitioner or by the orginating stie
that employs the nurse. Balance hilling limits apply on beneficiary charges.

The provision would require the Comptroller General to conduct a study to identify
additional services and originating sites that are appropriate for payment via a telecommunications
system. The study would evaluate and make recommendations on the use of store-and-forward
technology, the extent and appropriateness of fee splitting among physicians and practitioners,
and whether atelepresenter should be required. The report, together with recommendations,
would be transmitted to Congress within three years of enactment.

Effective Date

Enactment.

Section 325. Expanding Accessto Rural Health Clinics
Current law

BBA 97 extended the per visit payment limits that had existed for independent rural health
clinics to provider-based rural health clinics except for those clinics based in small rural hospitals
with fewer than 50 beds.
Explanation of Provision

Provider-based rural health clinics based in small urban hospitals with fewer than 50 beds

would be exempt from the per visit payment limits as well.
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Effective date

Enactment applied to services furnished on or after October 1, 2000.

TITLEIV -- PROVISIONSRELATING TO PART B

Subtitle A -- Hospital Outpatient Services

Section 401. Revision of Hospital Outpatient PPS Payment Update.
Current Law

The hospital outpatient department PPS is a schedule of fees for groups of related types of
care and services. The fee schedule is updated annually based on the hospital market basket
increase. In CY 2000, CY 2001, and CY 2002, the outpatient department fee schedule increase is
equal to the hospital market basket (MBI) increase percentage minus one percentage point.

The hospital outpatient department PPS reflects a certain mix of services and relative
frequency of use of services. A conversion factor converts the relative use weights into payment
amounts. The conversion factor is updated periodically based on the rate of increase in the
hospital market basket index.

Explanation of Provision

For services furnished on or after July 1, 2001 and before January 1, 2002, PPS payments for
hospital outpatient department services shall be increased by the MBI increase plus 1 percentage
point.

If the Secretary determines that adjustments to the factor used to convert the relative
utilization weights into payment amounts have, or are likely to, result in hospitals' changing their
coding or classification of covered services, thereby changing aggregate payments, the Secretary
may adjust the conversion factor in later years to eliminate the effect of coding or classification
changes.

Effective Date
Enactment. The adjustment for case mix change will be effective January 1, 2002.

Section 402. Clarifying Process and Standards for Deter mining Eligibility of Devices for
Pass-Through Payments Under Hospital Outpatient PPS.
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Current Law

BBRA 99 provided that, for a defined period of time of two to three years, the Secretary of
HHS isrequired to provide additional payments for costs of certain “current innovative” devices,
drugs, and biologicals, and certain “new” high cost devices, drugs, and biologicals used in hospital
outpatient department care. These payments are referred to as “pass-through payments’ because
they would pass through the hospital outpatient PPS and be paid separately from the underlying
PPS payments associated with the procedure in which the pass-through item is used. “Current” is
defined as something for which Medicare is paying under outpatient services on the first day of
the PPS; “new” is defined as something for which Medicare was not paying on an outpatient basis
on December 31, 1996.

A pass-through for the cost of current innovative products apply to (1) orphan drugs; (2)
certain cancer therapy drugs, biologicals, and brachytherapy; and (3) radiopharmaceutical drugs
and biological products.

A pass-through of costs for “new” medical devices, drugs, and biologicalsis required if the
costs of those items is “not insignificant” in relation to the fee schedule amount payable for the
service.

Explanation of Provision

Through public rule-making procedures, the Secretary is required to establish criteriafor
defining special payment categories under the hospital outpatient PPS for new medical devices.
The Secretary would be required to promulgate, through the use of a program memorandum,
initial categories that would encompass each of the individual devices that the Secretary has
designated as qualifying for the pass-through paymentsto date. In addition, smilar devices not so
designated because they were payable under Medicare prior to December 31, 1996 would also be
included in the initial categories. The Secretary would be required to create additional new
categories in the future to accommodate new technologies meeting the not insignificant cost test
established in BBRA 99. Once the categories are established, pass through payments currently
authorized under Section 1833(t)(b) of the Socia Security Act would proceed on a category-
specific, rather than device-specific, basis. These payments are designated as “category-based
pass-through payments.” These payments would continue to be made for the 2 to 3-year payment
period originaly specified in BBRA 99, and for each given category, would begin when the first
such payment is made for any device included in a specified category. At the conclusion of this
transitional payment period, categories would sunset and payment for the device would be
included in the underlying PPS payment for the related service.

Effective Date
Enactment.
Section 403. Application of OPD PPS Transitional Corridor Paymentsto Certain
Hospitalsthat Did Not Submit a 1996 Cost Report.
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Current Law

BBRA 99 provides payments in addition to PPS payments to a hospital during the first three
years of the PPS if its PPS payments are less than the hospital’s “pre-BBA 97 amount.” The pre-
BBA 97 amount is defined as the ratio of the hospital’ s reimbursement for cost reporting periods
ending in 1996 to the hospital’s reasonable costs for cost reporting periods ending in 1996.

During the first year of the outpatient PPS, a hospital would receive an additional amount
egual to 80% of the first 10% of the difference between its payments under the prior system and
under the PPS, 70% of the next 10% of reduced payments, and 60% of the next 10%. If PPS
payments are less than 70% of prior levels, the additional sum is 21% of the pre-BBA 97 amount.
During the second year, the payments as a proportion of reduced payments would change to 70%
of the first 10% and 60% of the second 10%. |f PPS payments are less than 80% of prior
amounts the additional sumis 13% of the pre-BBA 97 amount. In the third year, the payment
would be 60% of the first 10% of reduced payments, and if the PPS payments are less than 90%
of the prior amounts, the additional payment is 6% of the pre-BBA 97 amount. These additional
payments would be made through 2003.

BBRA 99 included a temporary hold harmless provision for small rural hospitals under the
PPS and a permanent hold harmless provision for cancer hospitals under the PPS. For services
furnished before January 1, 2004, by rural hospitals with not more than 100 beds, Medicare
payments will equal 100% of the hospitals pre-BBA 97 outpatient payment amounts if their PPS
amount is less than the pre-BBA 97 amount. On a permanent basis, Medicare payments to cancer
hospitals will equal 100% of their pre-BBA 97 amount if their PPS amount is less than their pre-
BBA 97 amount. Pre-BBA 97 amount is defined as the amount equal to the product of the
reasonable cost of the hospital for such services for the portions of the hospital’s cost reporting
period (or periods) occurring in the year and the base OPD payment-to-cost ratio for the hospital.

Explanation of Provision

For determining the pre-BBA 97 amount for hospitals that did not have a Medicare cost
reporting period ending in 1996, the pre-BBA 97 amount is based on the cost reporting period
ending before 2001 in which the hospital submitted a cost report.
Effective Date

Effective as if enacted with the BBRA 99.
Section 404. Application of Rulesfor Deter mining Provider-Based Status for Certain

Entities.

Current Law

Hospitals may provide outpatient services at afacility that is not co-located with the main
hospital or “provider” facility but that is financially part of the same business. That is, the
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outpatient department is administered financially and clinically by the main provider. Such
facilities are referred to as “provider based” entities. (Provider based entities may also be a
physician’s practice, a SNF, or a home health agency.) There are certain financial advantages for
having provider-based status. Although the Medicare law lists the types of facilities that are
regarded as providers of services, it does not use or define the term “provider-based.” The
hospital outpatient PPS regulations promulgated by HCFA in April 2000 include new criteria and
procedures for distinguishing between provider-based facilities and free standing facilities.
Because these are new rules, some facilities that previously had provider-based status might not
meet the criteria and could lose their provider-based status.

On September 20, 2000, HCFA wrote to hospital associations that the new regulations
pertaining to definition of provider based entities would be delayed for three months.

Explanation of Provision

The provision grandfathers existing arrangements for two years beginning October 1, 2000.
If afacility or organization requests approval for provider-based status on October 1, 2000, and
before October 1, 2002, it may not be treated asiif it did not have such status during the period of
time the determination is pending. In making such status determination on or after October 1,
2000, HCFA shall treat the applicant as satisfying any requirements for geographic location if it
satisfies geographic location requirements in regulations or is located not more than 35 miles from
the main campus of the hospital.

An applicant facility or organization shall be treated as satisfying all requirements for
provider-based status if it is owned or operated by a unit of State or local government or isa
public or private nonprofit corporation that is formally granted governmental powers by a unit of
State or local government, or is a private hospital that, under contract, serves certain low income
households or has a certain disproportionate share adjustment.

These provisions are in effect during atwo-year period beginning on October 1, 2000.
Effective Date

Enactment.

Section 405. Treatment of Children’s Hospitals Under Prospective Payment System.
Current Law

Children’s hospitals are subject to the hospital outpatient prospective payment system.
Explanation of Provision

The BBRA 99 provides special “hold harmless’ payments to ensure that cancer hospitals
would receive no less under the hospital outpatient PPS than they would have received, in
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aggregate, under the “pre-BBA” system, that is, the pre-PPS payment system. This hold harmless
protection is extended to children’s hospitals.

Effective Date

The provision is effective as if included in the BBRA 99.

Subtitle B -- Other Services

Section 411. One-Year Extension of Moratorium on Therapy Caps, Report on Standards
for Supervision of Physical Therapy Assistants.

Current Law

BBA 97 established annual payment limits for all outpatient therapy services provided by
non-hospital providers. The limits applied to services provided by independent therapists as well
asto those provided by comprehensive outpatient rehabilitation facilities (CORFs) and other
rehabilitation agencies. The limits did not apply to outpatient services provided by hospitals.

There were two per beneficiary limits. The first was a $1,500 per beneficiary annual cap for
all outpatient physical therapy services and speech language pathology services. The second was
a$1,500 per beneficiary annual cap for all outpatient occupational therapy services. Beginning in
2002, the amount would increase by the Medicare Economic Index (MEI).

BBRA 99 suspended application of the therapy limitsin 2000 and 2001. (In the absence of
additional legidation, the caps would be imposed again beginning in 2002.) During this time, the
Secretary is required to conduct focused medical reviews of therapy claims with emphasis on
clams for services provided to residents of SNFs. The Secretary is aso required to study
utilization patterns in 2000 compared to those in 1998 and 1999. The study (which must be based
on a statistically significant number of claims) will look at nationwide patterns as well as patterns
by region, types of setting, and diagnosis or condition. The Secretary is required to report the
results of this study to Congress by June 30, 2001, together with any legisative recommendations
deemed appropriate.

Explanation of Provision

The provision would extend the moratorium on the therapy cap and the requirement for
focused reviews for one year through 2002. The provision would also require the Secretary to
conduct a study on the implications of eliminating the “in the room” supervision requirement for
Medicare payment for physical therapy assistants who are supervised by physical therapists and
the implications of this requirement on the physical therapy cap. The report would be due to
Congress within 18 months of enactment.

Effective Date

35 October 3, 2000 (12:20 PM)



Enactment.

Section 412. Update in Renal Dialysis Composite Rate.
Current Law

Dialysis services are offered in three outpatient settings: hospital-based facilities,
independent facilities, and the patient’s home. There are two methods for reimbursement. Under
Method I, facilities are reimbursed a prospectively set amount, known as the composite rate, for
each dialysis session, regardless of whether the services are provided at the facility or the patient’s
home. The composite rate is derived from audited cost data and adjusted for the national
proportion of patients dialyzing at home versus in afacility, and for area wage differences.
Adjustments are made to the composite rate for hospital-based dialysis facilities to reflect higher
overhead costs.

Beneficiaries electing home dialysis may choose not to be associated with a facility and may
make independent arrangements with a supplier for equipment, supplies, and support services.
Reimbursement to these suppliers, known as Method I1, is made on the basis of reasonable
charges, limited to 100% of the median of the composite rate. An exception is made for patients
on continuous cycling peritoneal dialysis; in these cases the limit is 130% of the median hospital
composite rate.

The composite rate is not routinely updated. BBRA 99 provided for an increase in the
composite rate. For CY 2000, the increase is 1.2% above the rate in effect on December 31,
1999. For CY 2001, therate is 1.2% above the amount in effect on December 31, 2000.

Explanation of Provision

The provision would modify the BBRA 99 provision to specify that the composite rate
increase for 2001 is 2.4%.

The provision would require the Secretary to collect data and develop an end-stage renal
disease (ESRD) market basket whereby the Secretary could estimate before the beginning of a
year the percentage increase in costs for the mix of labor and non-labor goods and services
included in the composite rate. In developing the index, the Secretary could take into account the
technology used in furnishing dialysis services, the manner or method of furnishing those services,
and the amounts by which payments for all services billed by the facility exceed the aggregate
allowable audited costs. The Secretary would submit a report on the index to Congress by July 1,
2003 together with recommendations on the appropriateness of an annual or periodic update
mechanism for dialysis services.

The provision would require the Secretary to develop a system which includes in the
composite rate, to the maximum extent feasible, payment for clinical diagnostic lab tests and drugs
(not including erythropoietin). Included would be those tests and drugs that are routinely used in
furnishing dialysis to beneficiaries but are currently billed separately by the facilities. The report
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on the ESRD market basket would also include a report on this new system and recommendations
for incorporating it into payment for dialysis services.

The Comptroller General would be required to study the access of beneficiaries to dialysis
services. The study would address the following issues: whether there is a sufficient supply of
facilities to furnish dialysis services; whether Medicare payment levels are appropriate, taking into
account audited costs of facilities for all services furnished, to ensure continued access to services,
and improvements in access (and quality of care) that may result from the increased use of long
nightly and short daily hemodialysis modalities. The report would be due to Congress by January
1, 2003.

Effective Date

Enactment.

Section 413. Payment for Ambulance Services.
Current Law

Payment for ambulance services provided by freestanding suppliersis currently based on
reasonable charge screens. Hospital or other provider-based ambulance services are paid on a
reasonable cost basis. Payment cannot exceed what would be paid to a freestanding supplier.
The reasonable costs or charges cannot exceed costs or charges recognized in a prior year,
increased by the CPI-U minus one percentage point.

BBA 97 provided for the implementation of a fee schedule, effective January 1, 2000. The
aggregate amount of payments in 2000 could not exceed what would otherwise be paid under the
prior system. Increases in subsequent years are to equal the CPI increase, except that thereisa
one percentage point reduction in 2001 and 2002.

I mplementation of the fee schedule has been delayed until at least January 1, 2001.
Explanation of Provision

The provision would eliminate the 1.0 percentage point reduction for 2001.

Effective Date

Appliesto services furnished on or after January 1, 2001.

Section 414. Ambulatory Surgical Centers.

Current Law
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Medicare payments for ambulatory surgical centers are currently based on afee schedule
since such services were covered by the program in 1982. BBA 97 mandated an update of the
consumer price index for all urban consumers (CPI-U) minus 2.0 percentage points in 1998
through 2002. In June, 1998, HCFA published proposed rules rebasing, regrouping and revising
ASC rates based on cost survey data from 1994. BBRA 99 requires the new rates to be phased-in
over 3 years.

Explanation of Provision

The provision would require HCFA to revise the payment system with 1999 (or more recent)
cost survey data and would eliminate the minus 2.0 percentage point reduction to the update for
2001 upon the implementation of the new payment system.

Effective Date

Upon enactment.

Section 415. Full Update for Durable M edical Equipment.
Current Law

Durable medica equipment (DME) is reimbursed on the basis of a fee schedule, and covered
items are classified into five groups for purposes of determining the fee schedule amounts. The
DME fee schedule is updated annually by the consumer price index for all urban consumers (CPI-
U). BBA 97 froze payment for DME at the 1997 level for the years 1998 through 2002. BBRA
99 increased payment rates for FY 2001 to 0.3% over FY 2000 rates and FY 2002 levelsto 0.6%
over FY 2000 rates.
Explanation of Provision

For 2001, the payments for covered DME are increased by the full CPI-U for the 12- month
period ending June 2000. No increase is authorized for 2002.

Effective Date

Effective as if enacted with BBRA 99.

Section 416. Full Update for Orthotics and Prosthetics.
Current Law.

BBRA 97 established in law an update of 1% for covered orthotics and prosthetics fee
schedule amounts for 1998 through 2002. For years 2003 and beyond, the fee schedule amounts
were to be updated at urban consumer price index.
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Explanation of Provision

The provision would provide a full update for 2001, and retain the scheduled update of 1%
for 2002.

Effective Date
Enactment.
Section 417. Establishment of Special Payment Provisions and Requirements for
Prosthetics and Certain Custom Fabricated Orthotic Items.
Current Law.

Medicare DME coverage under part B includes prosthetic and orthotic devices that are
reasonable and medically necessary. In certain cases, upgraded items may be covered.

Explanation of Provision.

Certain prosthetics or custom fabricated orthotics are covered if furnished by a qualified
practitioner and fabricated by a qualified practitioner or qualified supplier. The Secretary isto
establish alist of such itemsin consultation with experts.

Not later than 6 months from enactment, the Comptroller General shall submit to Congress a
report on: the Secretary’s compliance with the Administrative Procedures Act with regard to
HCFA Ruling 96-1; certain impacts of that ruling; the potential for fraud and abuse in provision
of prosthetics and orthotics under special payment rules and for custom fabricated items; the
effect on Medicare and Medicaid payments if that ruling were overturned.

Effective Date.

Within 1 year of enactment, the Secretary shall promulgate regulations to provide these
items, using negotiated rulemaking procedures under subchapter Il of chapter 5 of title 5 U.S.C.
Section 418. Revised Part B Payment for Drugs and Biologicals and Related Services.
Current Law

Generally, Medicare does not pay for most outpatient prescription drugs. However, the
program does pay for certain drugs provided incident to a physician’s service, as well as some
immunosuppressive drugs prescribed for transplant patients and certain oral cancer drugs. BBA
97 specified that, in any case where payment is not made on a cost or prospective payment basis,
the rate of reimbursement was to be equal to 95% of the average wholesale price (AWP) for the
drug. Recent investigations by the Department of Health and Human Services Office of the
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Inspector General, the General Accounting Office, and the Department of Justice have found that
the current methodology, in many cases, results in payments to physicians and other suppliers of
covered drugs which are substantially in excess of the supplier’s actual acquisition costs.

The Department of Justice, as part of recent Medicaid investigations, has obtained data on
actual wholesale prices from catalogues used by drug wholesaers. In May 2000, HHS announced
that it was forwarding this information to Medicare carriers. Effective October 1, 2000, carriers
were expected to use this information when calculating AWPs for 40 drugs. Some physicians,
particularly oncologists, stated that while Medicare payments for the drugs may have been high,
Medicare payments for administration of the drugs are substantially below actual costs. Asa
result of this concern, HHS announced in September 2000, that revised payment policy would
not be applied to chemotherapy and certain other drugs.

BBRA 99 required GAO to conduct a nationwide study to determine the physician and non-
physician clinical resources necessary to provide safe outpatient cancer therapy services and the
appropriate payment rates for such services. In making this determination GAO isrequired to: 1)
determine the adequacy of practice expense relative value units associated with the use of those
clinical resources; 2) determine the adequacy of work units in the practice expense formula; and
3) assess various standards to assure the provision of safe outpatient cancer therapy services.
GAO isrequired to submit areport to Congress on this study. The report isto include
recommendations regarding practice expense adjustments, including the development and
inclusion of adequate work units to assure the adequacy of payment amounts for safe outpatient
cancer therapy services. The study isto include cost estimates for the recommendations.

Explanation of Provision

The provision would require the GAO to conduct a broader study on the difference between
the average acquisition costs of covered drugs and biologicals and the associated payments made
for such drugs and biologicals currently under the AWP reimbursement methodology. In
addition, the GAO would be required to survey and evaluate the adequacy of other payments (if
any) currently made to physicians and other suppliers of drugs under the Medicare program to
compensate them for the related costs of handling and administering such drugs. Based onits
findings, the GAO would be required to submit recommendations to the Secretary for revising the
current payment methodology for drugs and biologicals and for related services. GAO would be
required to design its recommendations so as to ensure that beneficiaries would maintain
appropriate access to covered drugs and related services.

In making such recommendations the GAO would be instructed to evaluate the adequacy of
practice expense values now recognized in CPT codes physicians commonly employ to seek
reimbursement for the administration of drugs and biologicals. Moreover, GAO would consider
the potential need for additional payments to non-physicians suppliers of drugs for the costs they
incur in the provision of different drugs. In devising the recommendations, GAO would be
required to consider the methods and amounts of reimbursements provided by large group health
plans for similar drugs and biologicals, and related administration services, and the potential
effects any change in payment methodologies might have on the delivery of Medicare benefitsin
hospital outpatient departments and other related settings. Before making any recommendations,
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the GAO would be required to consult with current providers of Medicare covered drugs and
biologicals as well as other entities involved in the distribution of such items.

The provision would require coordination of the new study with the study required under
BBRA. The results of both studies, and the GAO’ s recommendations for changes in the
reimbursement methodology, would be required to be submitted to Congress and to the Secretary
within six months of the date of enactment. Upon receipt of the GAO's recommendations, the
Secretary would be required to make revisions, based on such recommendations, to the payment
methodology for covered drugs and biologicals. In addition, the Secretary could make
adjustments to physician reimbursements or provide for additional payments to other suppliers for
the costs of handling and administering such items, if deemed appropriate. 1nimplementing such
revisions, the total payments for covered drugs and any new payments established for the handling
and administration of such drugs could not exceed the estimated aggregate expenditures that
would be made for covered drugs under current law.

Finally, the provision precludes the Administrator of HCFA from taking interim
administrative actions that would affect the payments for covered drugs and biologicals until such
time as the GAO has completed its study and made its recommendations.

Effective Date

Enactment.

TITLEV -- PROVISIONSRELATING TO PARTSA AND B

Subtitle A -- Home Health Services

Section 501. One-Year Additional Delay in Application of 15 Per cent Reduction on
Payment Limitsfor Home Health Services.

Current Law

BBA 97 required implementation of a home health care prospective payment system (PPS)
and specified that the PPS be designed so that in the first 12 months of operation, the aggregate
amount of Medicare PPS payments would equal the total payments that would have been paid
under the interim payment system had it remained in effect that year but with a 15% across-the-
board reduction in Medicare payments to home health agencies. The home health PPS was
originally scheduled for implementation in FY 1999 but was delayed until October 1, 2000 (FY
2001). BBRA 99 delayed the 15% reduction until 12 months after October 1, 2000 (thus the
reduction would go into effect on October 1, 2001), and it required the Secretary to report on the
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need for a 15% or other reduction 6 months after implementation of the PPS. (Thisreport is due
by March 1, 2001.)

Explanation of Provision

The provision requires that the aggregate amount of Medicare payments to home health
agenciesin the second year of the PPS (FY 2002) shall equal the aggregate paymentsin the first
year of the PPS, updated by the market basket index (MBI) increase minus 1.1 percentage points.
The 15% reduction to aggregate PPS amounts would be delayed until October 1, 2002.

The Comptroller General is required to submit, by April 1, 2002, a report analyzing the need
for the 15% or other reduction. The requirement for such report by the Secretary is vitiated.

Effective Date

Enactment.

Section 502. Restoration of Full Home Health M ar ket Basket Update for Home Health
Servicesfor Fiscal Year 2001.

Current Law

P.L. 105-277 (the FY 1999 Omnibus Appropriations bill) specified that per visit limits and
per beneficiary limits under the home health interim payment system (1PS) are to be updated by
the home health market basket index (MBI) increase minus 1.1 percentage pointsin FY 2000
through FY 2003. (At the time that legislation was passed, it was unclear that the PPS would be
ready for implementation during that time period.) The PPS rates are to be updated in FY 2002
and FY 2003 by the MBI minus 1.1 percentage points, and, in subsequent years, by the full MBI
increase. The PPS is scheduled for implementation on October 1, 2000, and it isto be “budget
neutral” to the IPS in that year (i.e., total payments under the PPS will be the same in the
aggregate as payments under the I|PS would have been had it been in effect in that year).

The home health PPS includes a factor to reflect the mix and intensity of home health
services provided to Medicare beneficiaries. Beneficiaries are categorized into one of 80 home
health resource groups (HHRGS), each of which carries a standard payment for a 60-day episode
of care for abeneficiary. The standard payment is computed using the average national cost-per-
visit (computed and weighted by visit type, that is, skilled nursing, physical therapy, etc.)
multiplied by the national average number of visits (by type) in a 60-day period. The payments
under this system are updated periodically.

Explanation of Provision
For cost reporting periods beginning in FY 2001, any updates to home health payments
(including the update to interim payment system rates) would be equal to the full MBI increase.
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Thisincrease in that year would raise the base for the first year of the PPS and all subsequent
years.

If the Secretary determines that updates to the PPS system for a previous fiscal year (or
estimates of such adjustments for afuture fiscal year) did (or are likely to) result in achange in
aggregate payments due to changesin coding or classification of beneficiaries' service needs that
do not reflect real changes in case mix, the Secretary may adjust PPS amounts to eliminate the
effect of such coding or classification changes.

Effective Date.

Market basket updates are effective upon enactment. Case mix adjustments are effective for
home health cases closed after October 1, 2001.

Section 503. Temporary Extension of Periodic I nterim Payments.
Current Law

Effective with implementation of the home health PPS, BBA 97 repealed periodic interim
payments (PIP) under which certain home health agencies with consistent Medicare payment
experience received biweekly payments based on past payment levels.

Explanation of Provision

Those home health agencies who were receiving PIP as of September 30, 2000, shall
continue to receive those payments until December 1, 2000. The agencies shall receive payments
in each of November and December 2000 equal to the amount they received in October 2000.
The amounts will be included in the agency’ s last settled cost report before implementation of the
PPS.

Effective Date

Enactment.

Section 504. Use of Telehealth in Delivery of Home Health Services.
Current Law

No provision.
Explanation of Provision

The provision would clarify that the telecommunications provisions should not be construed
as preventing a home health agency from providing a service, for which payment is made under
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the prospective payment system, via atelecommunications system, provided that the services do
not substitute for home health services ordered by a physician as part of a plan of care or are not
considered a home health visit for purposes of eligibility or payment.

Effective Date

Enactment.

Section 505. Study on Coststo Home Health Agencies of Purchasing Nonroutine M edical
Supplies.

Current Law

The home health PPS establishes payments for 60-day episodes of care. PPS rates are based
on the average cost per home care visit (by type of home health service), including the average
cost for routine and nonroutine medical supplies. These supplies are bundled into the home health
PPS payments. (Supplies that fall under Medicare’' s durable medical equipment fee schedule are
excluded from the PPS.)

Routine supplies include items such as dressings, blood-drawing supplies, and protective
gloves, masks, and gowns. Theseitems are generally carried by al home health workersto all
their vigits.

Nonroutine medical supplies include catheters, catheter supplies, ostomy bags and supplies
related to ostomy care, covered osteoporosis drugs, and certain other items. They are used only
for specific patients. Prior to the PPS, these costs were paid for by Medicare separately from
routine visit reimbursement rates.

Explanation of Provision

Not later than November 1, 2002, the Secretary shall submit to Congress a report regarding
the variation in prices home health agencies pay for nonroutine supplies, the volume of supplies
used, and what effect the variations have on the provision of services. The Secretary shall make
recommendations on whether Medicare payment for those supplies should be made separately
(using a fee schedule) from the home health PPS.

Effective Date

Enactment.

Section 506. Treatment of Branch Offices; GAO Study on Supervision of Home Health
Care Provided in I solated Rural Areas.
Current Law
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Prior to BBA 97, home health agency (HHA) payments were based on the HHA’s billing
location. Thus, an agency headquartered in an urban area would be paid according to rates for
urban areas, even though that agency had provided some of its billable visits through branch
offices serving rural communities. BBA 97 required HHASs to submit payment claims on the basis
of the location in which the service was provided. The home health PPS payments are based on
the location in which the care is furnished.

In order to ensure that branch offices of HHAs are adequately supervised, HCFA regiond
offices have established “time and distance” standards on how far a branch office may be from an
agency’s main office. The purpose of time and distance standards is to establish a basis for
determining the ability of a home health agency to supervise and control branch offices and to
monitor careto patients. These policies vary by regional office. Because these definitions are not
in federal regulations, they have not been subject to public rule-making requirements under the
Administrative Procedure Act.

Explanation of Provision

The provision clarifies that neither time nor distance between a home health agency parent
office and a branch office shall be the sole determinant of a home health agency’ s branch office
status. The Secretary may include forms of technology in determining “supervision” for purposes
of determining a home health agency’ s branch office status.

Not later than January 1, 2002, the Comptroller General shall submit to Congress a report
regarding the adequacy of supervision and quality of home health services provided by home
health agency branch offices and subunitsin isolated rural areas, and make recommendations on
whether national standards for supervision would be appropriate in assuring quality.

Effective Date

Enactment.

Subtitle B -- Direct Graduate M edical Education

Section 511. Increasein Floor for Direct Graduate M edical Education Payments.
Current Law

Medicare pays hospitals for its share of the direct costs of graduate medical education
(GME) based on a count of the residents trained by the hospital and an updated per resident
training cost. BBRA 99 established that a national average per resident amount should be used to
compute direct GME payments to acute hospitals for cost reporting periods beginning on or after
October 1, 2000 and on or before September 30, 2005. Generally, a hospital with a per resident
amount below 70% of the geographically adjusted national average per resident amount will be
increased to that amount. Those teaching hospitals with per resident amounts above 140% of the
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national average adjusted for their locality will not receive an inflation update for FY 2001 and
FY 2002 and then will receive alower update than other hospitals (CPI-U minus 2 percentage
points) for FY 2003 to FY 2005.

Explanation of Provision

A hospital’s approved per resident amount for cost reporting periods beginning during FY
2002 would not be less than 85% of the locality adjusted national average per resident amount.

Effective Date

Enactment.

Section 512. Change in Distribution Formulafor M edicar e+Choice-Related Nursing and
Allied Health Education Costs.

Current Law

BBRA 99 authorizes hospitals that operate approved nursing and allied health professional
training programs to receive additional payments to reflect utilization of Medicare+Choice (M+C)
enrollees. As specified by the Secretary, the payment amount is calculated based on the
proportion of physician direct graduate medical education (GME) payments for M+C enrollees to
the total physician GME payments multiplied by the Secretary’ s estimate of total reasonable cost
reimbursement for approved nursing and allied health professional training programs. This
payment cannot exceed $60 million. Hospitals receive these allied health payments in proportion
to the amount of Medicare reasonable cost reimbursement for nursing and allied health programs
received in the second preceding fiscal year to the total paid to all hospitalsin that cost reporting
period.

Explanation of Provision

A hospital would receive these nursing and allied health payments in proportion to itsrelative
cost of alied and nursing health programs and M+C utilization in comparison to that in all other
hospitals. Specifically, a hospital’ s payments would be calculated by the product of its Medicare
reasonable cost reimbursement for allied and health programs multiplied by the number of M+C
inpatient days in this hospital divided by the sum of the productsin all other hospitals.
Effective Date

Portions of cost reporting periods occurring on or after January 1, 2001.

Subtitle C -- Changesin M edicar e Cover age and Appeals Process
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Section 521. Revisonsto M edicare Appeals Process.
Current Law

Medicare beneficiaries and, in certain circumstances, providers and suppliers of health care
services may appeal adverse determinations regarding claims for benefits under Part A and Part B.
Section 1869 of the Socia Security Act allows these parties who have been denied coverage of an
item or service the right to appeal that decision through a series of administrative appeals and then
into federal district court if the amounts of disputed claimsin question meet certain thresholds at
each step of the appeals process.

The procedures differ for Medicare Part A and Medicare Part B services. Generally, each
part has its own initial appeals process which the beneficiary must exhaust before moving onto a
hearing before an administrative law judge (ALJ), then to review by the Health and Human
Services Department Appeals Board (DAB) and then possibly to federal court. Under Part A, an
ALJ hearing is available for disputed amounts greater than $100 and judicial review is available
for disputed amounts greater than $1,000. Under Part B, an ALJ hearing is available for disputed
amounts greater than $500 and judicial review is available for amounts greater than $1,000.
Generally, claims involving the delivery of similar or related services to the same individual or
involving common issues of law and fact arising from services furnished to two or more
individuals can be aggregated to reach the jurisdictional amount.

The Medicare statute establishes that provisions are not to be interpreted to prevent a
beneficiary from being represented in an appeal by a person who supplied the service or item.
However, this supplier or provider may not represent a beneficiary in an appeal to have the
beneficiary’s financial liability waived unless the supplier/provider has waived his rights for
payment from the beneficiary for the services or items that are being appealed. The person may
not impose any financial liability on the beneficiary in connection with such representation.

Medicare statute and regulations include provisions for an expedited appeal process where a
party may request court review in place of an ALJ hearing or DAB review when all partiesto the
reconsidered decision (including the Secretary) concur that the only issue precluding a favorable
determination is: 1) a statutory provision which the individual requesting review alegesto be
unconstitutional; or 2) aregulation, national coverage decision under Section 1862(a)(1) of the
Socia Security Act, or aHCFA ruling which the individual alleges to be invalid. Expedited
review does not apply to a challenge to a manual instruction, local medical policy, or a policy
statement. Only agency determinations, such as regulations, HCFA rulings, and national coverage
determinations, that are binding on the ALJ, can be appealed in such a fashion.

Explanation of Provision

The Secretary would promulgate regulations and make initial determinations with respect to
Medicare Part A and Part B benefitsincluding: (1) whether a beneficiary is entitled to Medicare
benefits; (2) the amount of Medicare benefits available to a beneficiary; (3) any other initial
determination with respect to a Medicare claim including those decisions that payment may not be
made or may no longer be made for a service or item; those made by a utilization and quality
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control peer review organization; or those made by contractors administering Medicare or Title
X1 (peer review). Generaly, initial determinations would be concluded no later than 45-days
from the date the Secretary receives a claim for benefits. Notice of the initial determination would
be mailed to the individual filing the claim before the 45-day deadline.

In general, subject to time limits for filing an appeal, any individual dissatisfied with the initial
determination would be entitled to areconsideration. A request for areconsideration must be
initiated within 180 days of the date the individual receives the notice of the initial determination
(or within additional time as permitted by the Secretary). In addition, if contested amounts are
greater than $100, an individual would be able to appeal an adverse reconsideration decision by
requesting a hearing by the Secretary pursuant to Section 205(b) of the Social Security Act.
(Section 205(b) provides first for a hearing by an ALJ, then in certain circumstances, for a hearing
before the DAB.) If the dispute is not satisfactorily resolved through this administrative process,
and if contested amounts are greater than $1,000, the individual would be able to request judicial
review of the Secretary’ s fina decision as currently provided for in Section 205(g) of the Social
Security Act. Aggregation of claims to meet these thresholds would be permitted.

An expedited determination would be available for a beneficiary who has received notice: 1)
that a provider plansto terminate services and a physician certifies that failure to continue the
provisions of the servicesis likely to place the beneficiary’s health at risk; or 2) that the provider
plans to discharge the beneficiary. In these instances, a beneficiary would be able to request, in
writing or orally, an expedited determination or reconsideration. In cases where the moving
party alleges there are no material facts in dispute, the Secretary would make an expedited
determination of the substance of the matter in dispute and then render a decision expeditioudly.
The Secretary would be able to reopen or revise any initial determination or reconsideration under
established guidelines.

The Secretary would enter into 3-year contracts with qualified independent contractors
(QICs) to conduct reconsiderations of initial determinations. At a minimum, twelve QIC
contracts would be awarded. These contracts would be renewable for subsequent 3-year periods.
QICswould be entities or organizations that are independent from those Medicare contractors
that make initial determinations and would meet requirements as established by the Secretary.
QICswould have sufficient training and expertise in medical science and legal mattersto review
initial determinations. Reviews concerning medical necessity determinations would include
consideration of facts and circumstances by a panel of physicians or other appropriate health care
professionals. National coverage determinations or local coverage determinations that are
developed in accordance with specified due process requirements would be binding onaQIC's
reconsideration. In the absence of such guidance, QICs would base reconsideration decisions on
applicable valid medical science. Certain conflict of interest provisons would be applicable to
physician employees of the QICs.

QICs would conduct and conclude a determination or reconsideration and then would mail
the notice of the decision by not later than the end of the 45-day period from the date that a
reconsideration request has been filed (on atimely basis). If the deadline for mailing the decision
is missed, the appealing party would be able to request an ALJ hearing, notwithstanding any
requirements for such a hearing.
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QICswould conduct and conclude expedited reconsiderations and provide notice (by
telephone and in writing) of the reconsideration results to the Medicare beneficiary, provider of
services, and attending physician no later than 1 day after the medical or other records needed for
reconsideration are received. The reconsiderations would be conducted regardless of whether the
beneficiary would be charged for continued services or liable for payment. In such
reconsideration the QI C would solicit the views of the beneficiary involved.

A QIC would promptly notify beneficiaries and Medicare claims processing contractors of
determinations. QIC determinations would be in writing and would include a detailed explanation
of the determination, discussion of the pertinent facts and applicable regulations. In the case of
reconsidered medical necessity determinations, an explanation of the medical and scientific
rationale for the decision would be provided as well. Each QIC would monitor its determinations
to ensure consistency and keep accurate records of each decison made in order to identify: 1)
specific claims that would give rise to appeals; 2) situations where provider, physician, or supplier
education would be needed; 3) situations where changes to nationa or local policies would be
needed; and 4) Situations where changes in local medical review policies would be needed. Each
contractor would submit these records at least annually to the Secretary. The Secretary would
establish a methodology under which a QIC would make available all determinations to fiscal
intermediaries, carriers, peer review organizations (PROs), Medicare+Choice organizations and
other entities under contract to make initial determinations under Medicare or peer review
statutes. All QICs and their employees would not be liable under criminal or civil law for any
authorized duties or activities provided that due care was exercised. These limitations on liability
would also be extended to external review contractors resolving beneficiary appeals under Part C.

Pursuant to the provisions of Section 205(b), a beneficiary could appeal the decision of a
QICtoan ALJ. The QIC would prepare such information as required for an appeal and
participate in the hearings as required by the Secretary. The ALJwould render a decision no later
than 90 days after the date a request for hearing has been timely filed, but the party requesting the
hearing would be able to ask that the 90-day deadline be waived. The DAB would conduct and
conclude areview of the ALJ decision and make a decision or remand the case back to the ALJ
for reconsideration by no later than 90 days after the date a hearing has been requested (if the
request is submitted on atimely basis). In cases where the ALJ decision is not rendered within the
90-day deadline, the appealing party would be able to request a DAB hearing.

The existing protections with respect to suppliers and providers representing beneficiaries
would be retained. A provider or supplier would not be prohibited from representing a
beneficiary solely on that basis. Any provider or supplier representing the beneficiary would have
to waive thelr right to payment from the beneficiary with respect to the services or items being
appealed. These representatives may not impose a financia liability on the beneficiary. Other
existing requirements with respect to representatives of beneficiaries would apply aswell. A
beneficiary’s right to appea would be able to be assigned to a provider or supplier upon the
beneficiary’ s written consent on a standard form.

The Secretary would perform outreach activities to inform beneficiaries, providers, and
suppliers of their appeal rights and procedures including use of the toll-free telephone number to
respond to inquiries about the status of appeals. The Secretary would provide each QIC and ALJ
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continuing education regarding Medicare or PRO policies so that informed appeal decisions
would be made.

The Secretary would submit to Congress an annual report including information on the
number of appeals for the previous year, identifying issues that require administrative or
legidative actions, and including recommendations for change as necessary. The report would
also contain an analysis of the consistency of the QIC determinations as well as the cause for any
identified inconsistencies. Not less often than every five years, the Secretary would survey a valid
sample of Medicare beneficiaries, providers and suppliers to determine whether these individuals
or entities are satisfied with the appeals process as well as related education and training efforts.
The Secretary would submit a report to Congress on the results for the survey which would
include recommendations for administrative or legidative actions.

Effective Date

Enactment.

Section 522. Revisionsto M edicar e Cover age Process.
Current Law

Generally, Medicare benefits are only payable if they are “reasonable and necessary.”
Medicare coverage policy specifies when, and under what circumstances, particular items and
services are “reasonable and necessary.” Medicare coverage policies are issued at the nationd
level through the development of National Coverage Determinations (NCDs), and by local
carriers and fiscal intermediaries.

Significant statutory limitations have been imposed on the review of NCDs. Specificaly, an
ALJmay not review a national coverage determination, except to decide whether the
determination has been applied correctly to the claim at issue. A court shal not set aside or
invalidate a national coverage determination, because public rulemaking provisions contained in
the Administrative Procedure Act or Section 1871(b) of the Socia Security Act have not been
followed. Further, any case in which a court determines that the record is incomplete or
otherwise lacks adequate information to support the validity of a national coverage determination
is remanded back to the Secretary for additional proceedings to supplement the record. The court
may not determine that an item or service is covered in the particular case except upon review of
the supplemented record.

Explanation of Provision

The provision would clarify when and under what circumstances Medicare coverage policy
could be challenged. The prohibition of an ALJ review of a national coverage decision would be
retained. However, an administrative level of review would be added. An aggrieved party could
file a complaint concerning a national coverage decision. The decision would be reviewed by the
Department Appeals Board (DAB) of HHS. The DAB would be required to review the record
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and to permit discovery and the taking of evidence to evaluate the reasonableness of the
determination. In reviewing the determination, the DAB could only defer to the reasonable
findings of fact, reasonable interpretations of law, and reasonable application of fact to law by the
Secretary. A DAB decision would constitute the final HHS action. It would be subject to judicial
review.

The provision would permit an aggrieved party to file a complaint concerning a local
coverage determination. In this case, the determination would be reviewed by an ALJ. The
requirements placed on the ALJ review would be the same as those outlined for the DAB review
of national coverage decisions. The determination could be reviewed by the DAB. A DAB
decision would constitute the final HHS action. It would be subject to judicial review.

The provison would also permit an affected party to submit arequest to the Secretary to
issue a national coverage or noncoverage determination if one has not been issued. The Secretary
would have 90 daysto respond. The response would take one of the following forms: 1) a
national coverage determination with or without limitations; 2) a national noncoverage
determination; 3) a determination that no such determination is appropriate; or 4) a notice that
states that the Secretary has not completed review, an identification of the remaining steps and a
deadline by which the Secretary will complete the review and issue a determination.

The provision would specify that an action seeking review of a national or local coverage
determination could be initiated only by one (or more) of the following aggrieved persons or
classes of persons: 1) beneficiaries who are in need of the item or servicesthat are the subject of
the coverage determination; and 2) persons, or classes of persons, who make manufacture, offer,
supply, make available, or provide such items and services that may be marketed for the intended
use that is the subject of the determination.

The provision would require that hearings by the Secretary regarding coverage policy be
made public and that all coverage determinations be made available on the Internet site of the
Department of Health and Human Services. In addition, the provision would require that the
public be afforded notice and opportunity to comment on any proposed change in coverage
policy, that such a determination be on the record and based on applicable medical, technical and
scientific evidence, and be accompanied by a clear statement specifying the basis for such
determination. The Secretary would be required to make available to the public any non-
proprietary data that was relied upon in making such determinations. Finally, the provision
would: 1) require the Secretary to report annually to Congress on the timeliness with which
national coverage determinations made in the previous year were completed and implemented;
and 2) clarify that persons named to any advisory committee established by the Secretary to assist
in the development of coverage policy would have the authority to fully participate in the advisory
panels deliberations and be able to directly advise the Secretary on the matters considered.

Effective Date

Enactment.
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Subtitle D -- Veterans Subvention Demonstration Proj ect

Section 531. Veterans Accessto Services Under the M edicar e Program.
Current Law

Medicare does not pay for services provided at VA facilities with one exception: as
determined by the Secretary of Health and Human Services (HHS), Medicare will pay for services
provided to the general public if the VA is acting as community institution or agency. For
example, Medicare would pay for dialysis services provided by a VA facility to end-stage renal
disease patients who were not veterans. In addition, Medicare payment cannot be made for items
or services that a provider is obligated by law or contract to render at the public expense.

BBA 97 authorized the Secretaries of the Department of Defense (DoD) and HHS to
establish a 3-year managed care demonstration project where HHS would reimburse DoD from
Medicare trust funds for health care services furnished to certain Medicare-eligible military
retirees or dependents. BBA 97 also instructed the Secretary of HHS and the Secretary of
Veterans Affairs (VA) to jointly submit to Congress a detailed implementation plan for aVA
subvention demonstration project modeled after this DoD demonstration project no later than 12
months after its start.

With respect to veterans medical benefits, the Eligibility Reform Act of 1996 required the
VA to establish and operate a system of annual patient enrollment to manage accessto VA health
care services within available resources. VA medical benefits are available to veterans on the
basis of a priority system which determines the relative accessto VA services. There are seven
priority categories, with the highest priority given to veterans with service-connected disabilities.
The VA isrequired to maintain capacity for veterans with special disabilities including treatment
with spinal cord injury, blindness, amputation, and mental illness. Each year, the VA must enroll
veterans in those priority categories for which there are sufficient resources to provide care that is
timely and acceptable in quality.

Explanation of Provision

In general, certain Medicare-eligible veterans would receive Medicare covered Part B
benefits from VA facilities; after meeting a maintenance of effort target, the VA would receive
Medicare payments not to exceed that which would have otherwise been expended for such
services under Medicare, up to a capped amount. Medicare reimbursement to the VA is capped
at $30 million in the first fiscal year, $40 million in the second fiscal year and $60 million in the
third fiscal year. Veteranswould participate on avoluntary basis. The VA could enroll both
“Category A Medicare-dligible veterans’ (generally, those with the higher VA service priorities)
and “Category C Medicare-€ligible veterans’ (generally, those who receive VA care to the extent
resources permit) who are entitled to Part A and enrolled in Part B. Priority would be given to
Category A enrollees. The VA would be able to establish enrollment fees and copayment
requirements on a diding income scale for Category C Medicare-eligible veterans only.
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The VA demonstration project would be implemented in no more than 6 geographic areas
according to a negotiated agreement between the administering Secretaries (the Secretary of HHS
and the Secretary of VA). The agreement would include: 1) a description of the benefits to be
provided; 2) a description of the eligibility rules for participating in the project; 3) a description of
the project’s enrollment process (which isto be administered in the same general fashion as the
VA enrollment process); 4) adescription of how the demonstration project would satisfy
Medicare requirements; 5) a description of how reimbursement and maintenance of effort
requirements would be implemented; 6) a statement that the Secretary of HHS would have access
to al VA datathat is determined to be necessary for independent estimates, audits of maintenance
of effort and reconciliation; 7) a description of any Medicare requirements that are waived; 8) a
requirement that the VA maintain marketing and outreach efforts to Category A Medicare-eligible
veterans,; 9) a description of the required data match procedures; and 10) aVA statement that the
VA health benefits provided to Medicare-eligible veterans will not be reduced by this project.

The minimum benefits provided under the project would include at least all Medicare Part B
health care services. VA would be able to enter into contracts with private entities for the
provision of care under the demonstration. However, VA outpatient clinics would be used to
provide services in the demonstration project to the extent feasible. No VA facilities could be
constructed, renovated, or expanded with funds from this project.

Each site selected under the project would be required to: 1) have sufficient technology and
infrastructure to meet data collection requirements, 2) have a sufficiently large number of
Category A and Category C Medicare-eligible veterans residing in the area to assure sufficient
demand for the program; 3) have the capacity to manage the project successfully; and 4) be
geographically remote or inaccessible from a VA medical center that is closest to the residences of
the Medicare-eligible veterans living in the area. The administering Secretaries would be
instructed to consider designating at least one site in an area near a VA facility that no longer
furnishes inpatient hospital care and, if feasible, one site in arural area. The administering
Secretaries would establish a data matching program to identify and compare veterans who are
eligible for Part A and enrolled in Part B. The data match would occur no later than February 1,
2001.

The project could be implemented no earlier than October 1, 2001 and would be subject to
the following requirements: 1) certification by the HHS Inspector General, submitted no later than
April 1, 2001, that a data matching program has been established and a successful data match has
occurred; 2) certification by the HHS Inspector General that the VA has improved its information
management system to permit the VA to identify the project’s costs for providing services; and 3)
a VA report submitted to Congress and to the Controller General, no later than 90 days before
implementation, on the steps that will be taken to maintain a level of health care services provided
at the participating VA site. The project would be implemented through regulations that would
take effect on an interim basis, after notice and pending opportunity for public comment.

Although the demonstration project would be required to meet applicable conditions of
participation and other requirements for receiving Medicare payments except the prohibition of
payments to Federal providers of services and Medicare secondary payer requirements would not
apply. The Secretary of HHS is authorized to waive any requirement or approve alternative ways
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of meeting such requirements if the waiver reflects the unique status of the VA as an agency of
the federal government or is necessary to carry out the demonstration project.

Payments under the demonstration would not exceed an amount that would have been
expended under Medicare Part B for such servicesif otherwise provided. Periodic payments from
the Part B Trust Fund would be made, but not to exceed $30 million in the first fiscal year, $40
million in the second fiscal year, and $60 million in the third fiscal year. Any participating VA
facility is required to maintain the level of effort for space available care to Medicare-eligible
veterans.

The administering Secretaries, in conjunction with the Comptroller General, would closely
monitor the Medicare expenditures under the demonstration project for Category A and Category
C Medicare-dligible veterans in comparison with those expenditures that would have been made
for such veterans if the demonstration project had not been conducted. The VA would be
required to maintain the overall level of effort with respect to these categories of veterans by
reference to an established base year. The Comptroller General would submit to Congress and
the administering Secretaries an annual report on the extent, if any, that Medicare costs increased
during the preceding fiscal year because of the demonstration. If so, the Secretaries would be
required to take necessary steps to recoup Medicare funds and prevent any such future increases.

The Comptroller General would be required to conduct an evaluation of the demonstration
project and would submit annual reports to Congress and the administering Secretaries. The first
report would be submitted not later than 12 months after the date that the VA first provides
services. The evaluation would include an assessment of the following: 1) any Medicare savings
or costs resulting from the project; 2) VA’s cost of providing care to Category A and Category C
Medicare-€eligible veterans; 3) an analysis of the project’ simpact on overall accessibility to VA
medical care and the unintended effects (if any) upon VA’s enrollment system; 4) VA compliance
with Medicare requirements; 5) the number of participants in the demonstration project; 6) alist
of health insurance plans and programs that were the primary payers for the participants prior to
the demonstration and a distribution of the participants prior enrollment in such plans; 7) any
impact of the project on private health providers and Medicare beneficiaries who are not enrolled
in the project; 8) an assessment of the access to care and quality of care for Medicare-eligible
veterans, 9) an analysis of whether and in what manner, easier accessto care from VA medical
centers affects the number of Category A and Category C Medicare-€ligible veterans receiving
Medicare health care; 10) an assessment of the impact on the accessto care for Category A and
Category C Medicare-€eligible veterans who did not participate in the project and for Medicare
beneficiaries generally; 11) a description of the difficulties (if any) experienced by VA in managing
the demonstration project; 12) any other additional elements contained in the agreement; and 13)
any additional elements that the Comptroller General determinesis appropriate.

Not later than 6 months after the date of the final report from the Comptroller General, the
administering Secretaries would submit areport to Congress containing their recommendations
concerning the Medicare cost associated with this demonstration project, whether to discontinue
the project, and whether the terms of the project should be continued or modified with respect to
Medicare-€eligible veterans.
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Effective Date

Enactment.

Subtitle E -- Improving Access to New Technologies

Section 541. Processfor M aking and I mplementing HCPCS Coding M odifications.
Current Law

There are 3 levels of codes used under Medicare fee schedules. These are known as HCPCS
Level |, HCPCS Level 11, and HCPCS Levd 11, where HCPCS is the HCFA Common Procedure
Coding System. Level | codes are Current Procedural Terminology (CPT) codes which are
predominantly codes used for physician services. HCPCS Level |1 codes encompass a variety of
services including ambulance services, drugs, and durable medical equipment, as well as some
temporary codes for physician services. Level 111 codes are local codes, created by local carriers
or fiscal intermediaries to meet temporary coding needs. Recommendations for changesin Level |
codes are made by the CPT Editorial Panel which is convened several times each year by the
American Medical Association. Requests for modifications of HCPCS Level |l codes are
received and considered by the Alpha-Numeric Editoria panel, which consists of representatives
from the Health Care Financing Administration, the Blue Cross and Blue Shield Association, and
the Health Insurance Association of America. Currently, any changesin HCPCS Level |1 codes
are implemented annually.

Explanation of Provision

The provision would require the Secretary to accept applications for HCPCS Level |l code
modifications from the public throughout the year and to make decisions with respect to such
applications expeditiously. The Secretary would be required to assure that modifications to
HCPCS Level 11 codes approved during the 3 months preceding the last month of a calendar
guarter would be used in Medicare payment systems (including the fee schedule data base) not
later than the first day of the following calendar quarter. The Secretary would be further required
to assure that meetings of the Alpha-Numeric Editoria panel are open to the public and that the
panel meets at least quarterly. The provision would also prohibit the Secretary from requiring a
minimum period of marketing experience with respect to a drug or device as a condition of
consideration or approval of aHCPCS Level 1| modification.

Effective Date

January 1, 2001.
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Section 542. Establishment of Proceduresfor M edicare Coding and Payment
Deter minations for New Clinical Diagnostic L aboratory Tests and Other
Items on a Fee Schedule.

Current Law

Medicare pays for clinical laboratory services on the basis of area wide fee schedules. For
most older tests, the basis of these fee schedules amounts was charges submitted to carriers by
suppliers of the testsin years prior to 1986. Since 1986, the law has set a cap -- or national
limitation amount -- on the payment amount for a given test. BBA 97 froze the fee schedule for
the 1998-2002 period. It also lowered the national limitation amount from 76% of the median to
74% of the median of all fee schedulesfor atest. Currently, there is no formal ongoing process
for revising the codes used to account for and assign payments to new lab tests. Most new tests
are either assigned to existing code and payment value, or if significantly different, may be
assigned a “gap-filling” temporary code by local carriers. Payment amounts for these new gap-
filled codes are established at the discretion of local carriers, and ultimately are incorporated into
fee schedules nationwide at a reduced payment level using the application of the national
limitation methodology described above.

Explanation of Provision

The provision would require the Secretary, within 1 year of enactment, to establish
procedures for coding and payment determinations for new clinical diagnostic tests and durable
medical equipment; such procedures would be consistent with those established for implementing
coding modifications for HCPCS Level 11 codes. The Secretary would be required to provide for
public participation at any hearing or any meeting at which a coding or payment determination is
made.

The provision would also establish requirements relating to establishment of payment rates
for lab tests assigned new or substantially revised codes on or after January 1, 2001. Specific
rules would apply if the Secretary proposed to base the payment on the existing lab fee schedules
(including the national limitation amount) for one or more similar tests. In this case, the Secretary
would be required to publish, no later than July 1, of each year the Secretary’ s proposal and
provide an opportunity for public comment.

For other new tests (that the Secretary is not proposing to base on existing schedules for
similar tests), the payment for the first 3 years would be based on the prevailing charge level for
the test for the area without any reductions or payment limitations that would otherwise apply to
existing tests. The Secretary would be required to set the level for the base year at 60% of the
prevailing charge, adjusted annually by the change in the consumer price index and other
adjustments the Secretary determines are justified by technological changes. The national
limitation amount for these new tests would be set at 100% of the median of all fee schedules.

The Secretary would be required to submit areport to Congress, within one year of
enactment, that identifies the specific procedures used by the Secretary to adjust payments for lab
tests and durable medical equipment which are classified to existing codes, but for which, because
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of an advance in technology, there has been both a significant increase or decrease in the
resources used and significant improvement in the performance of the test or equipment. The
report would include recommendations for legidative changes as may be necessary to assure fair
and appropriate payment levels.

Finally, in certain cases, the Secretary would be prohibited from assigning new clinical
diagnostic lab tests to a code with alower payment amount from the code recommended by the
American Medical Association Common Procedure Terminology Editorial Panel. This prohibition
would apply in cases where the Secretary made such assignment solely on the basis that the test
that may be performed by alab with a certificate of waiver under the Clinical Laboratory
I mprovement Act.

Effective Date

Enactment.

Section 543. Retention of HCPCSLevel |11 Codes.
Current Law

There are 3 levels of codes used under Medicare fee schedules. These are known as HCPCS
Level |, HCPCS Level 11, and HCPCS Levd 11, where HCPCS is the HCFA Common Procedure
Coding System. Level 11l codes are local codes developed by local carriers and fiscal
intermediaries to address temporary coding needs. The Health Insurance Portability and
Accountability Act of 1996 (HIPAA) provided that all electronic hilling transactions between
payers and providers must adhere to new standard formats and employ uniform diagnostic and
treatment codes. This requirement is being phased-in over 2-3 years (depending on the size of the
plan) beginning October 16, 2000.

Explanation of Provision

The Secretary would be required to maintain and continue the use of Level 111 HCPCS codes
under the HCPCS coding system, as such system was in effect on August 16, 2000, through
December 31, 2003. Such codes would be made available to the public.
Effective Date

Enactment.
Section 544. Recognition of New M edical Technologies Under M edicar e I npatient

Hospital PPS.

Current Law
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Under current law the Secretary is required to make an annual estimation of the costs that
will be incurred by hospitals due to the introduction of new technology in the next year when
calculating the hospital update. This estimate, along with other retrospective measures of changes
in the costs of inputs as surveyed by the hospital market basket, are used to update the per
discharge payments provided for under the inpatient hospital prospective payment system. These
updates benefit all hospitals equally, regardless of how quick they actually incorporate the new
technology forecasted by the Secretary. Once new technology has been proliferated throughout
the delivery system, the costs associated with it also cause the relative weights assigned to
different diagnosis-related groups (DRGs), which are the basis for hospital payments, to change.
However, due to delays in data collection and analysis, the reweighting of DRGs lags significantly
behind the actual introduction of technologies which may impact the actual costs of providing
related services.

Explanation of Provision

The Secretary would be required to submit areport to Congress no later than April 1, 2001
on potential methods for more rapidly incorporating new medical services and technologies used
in the inpatient setting in the clinical coding system used with respect to payment for inpatient
services. The Secretary would be required to identify the preferred methods for expediting these
coding modifications in her report, and to implement such method by October 1, 2001.

The Secretary would implement a mechanism by October 1, 2001 to identify and provide
additional payments to hospitals who utilize new medical services and technologies. This
mechanism would be used to collect more accurate cost data on discharges associated with the
new technology for a period of not less than two and not more than three years. The additional
payments devised under the system would be set such that the amount paid adequately reflected
the estimated average costs of such new service or technology. Finally, cost data derived in the
transitional two to three year period would be used to more accurately assign a discharge
associated with the new technology to the appropriate DRG, and allow for a more accurate re-
calibration of the relative resource values assigned to the DRG and othersin the inpatient PPS.
Additional hospital payments could be made by means of a new technology group (DRG), an add-
on payment, payment adjustment or other mechanism. However, separate fee schedules for
additional new technology payments would not be permitted.

The Secretary would implement the new mechanism on a budget neutral basis. The totd
amount of projected additional payments under the mechanism would be limited to an amount not
greater than the Secretary’ s annual estimation of the costs attributable to the introduction of new
technology in the hospital sector as a whole (as estimated for purposes of the annual hospital
update calculation).

For purposes of the new payment mechanism, a“new medical service or technology” would
be one that met criteria specified by the Secretary after notice and opportunity for public
comment.
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The provision would require the Secretary to consult with groups representing hospitals,
physicians, and manufacturers of new medical technologies before publishing related regulations
implementing the new payment mechanism.

Effective Date

Enactment.

Subtitle F -- Other Provisions

Section 551. Extension of Advisory Opinion Authority.
Current Law

HIPAA required the Department of Health and Human Services, through the Office of the
Inspector General (OIG) in consultation with the Department of Justice, to issue advisory
opinions to outside parties who request guidance on the applicability of the anti-kickback statute,
safe harbor provisions and other OIG hedlth care fraud and abuse sanctions. The authority to
issue this guidance expired on August 21, 2000.
Explanation of Provision

The OIG’ s authority to issue guidance would be made permanent.

Effective Date

Enactment.

Section 552. Changein Annual M edPAC Reporting Dates.
Current Law

The Medicare Payment Advisory Commission (MedPAC) is required to submit to Congress,
by March 1 of each year, areport on Medicare payment policies. By June 1 of each year,
MedPAC isrequired to submit areport to Congress which contains an examination of issues
affecting the Medicare program.
Explanation of Provision

The provision would change the annual reporting dates to March 15 and June 15,

respectively. The provision would also require on the record votes on recommendations
contained in the reports.
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Effective Date

Applies beginning with 2001.

Section 553. Development of Patient Assessment | nstruments.
Current Law

No provision.
Explanation of Provision

The Secretary shall report to the Congress on the development of standard instruments for
the assessment of the health and functional status of patients and make recommendations on the
use of such standard instruments for payment purposes. The Secretary shall consult with the
Medicare Payment Advisory Commission and the Agency for Healthcare Quality and Research
and other organizations representing providers of services. The report shall be submitted to
Congress no later than January 1, 2005.
Effective Date

Enactment.

TITLE VI -- MEDICARE+CHOICE REFORMSAND OTHER
MANAGED CARE REFORM S

Subtitle A -- M edicar e+Choice Payment Refor ms

Section 601. Increasein National Per Capita M edicar e+Choice Growth Per centage in
2001 and 2002.

Current Law

The nationa per capita Medicaret+Choice (M+C) growth percentage is defined as the
projected per capitaincrease in total Medicare expenditures minus a specific reduction set in law.
In 1998, the reduction was 0.8 percentage points, from 1999 through 2001 it is 0.5 percentage
points, and for 2002 the BBRA 99 set the reduction at 0.3 percentage points. Thereis no
reduction after 2002. Starting with the 1999 M+C payments, adjustments have also been made
for errorsin the previous years spending projections.

Explanation of Provision
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This provision would eliminate the 0.5 percentage point reduction to the national per capita
M+C growth percentage in 2001 as well asthe 0.3 percentage point reduction in 2002.

Effective Date

Enactment.

Section 602. M odification of Budget Neutrality Adjustments.
Current Law

After preliminary M+C payment rates are determined for each payment area (typically a
county), abudget neutrality adjustment is required by law to determine final payment rates. This
adjustment is made so that estimated total M+C paymentsin a given year will be equal to the total
payments that would be made if payments were based solely on area-specific rates. A budget
neutrality adjustment may only be applied to the blended rates because rates cannot be reduced
below the floor or minimum increase amounts. As aresult of thislimitation, it is not always
possible to achieve budget neutrality.

Explanation of Provision

Beginning in 2001, the budget neutrality adjustment would not apply if it would result in a
reduced M+C payment. Budget neutrality adjustments that raised M+C payments would continue

to apply.
Effective Date

Enactment.

Section 603. Increasein Minimum Payment Amount.
Current Law

Each county is subject to a floor amount, designed to raise payments in certain counties
more quickly than would otherwise occur. The minimum payment amount for aged M+C
enrollees is $401.61 for 2000 and will be $415.01 for 2001. As required by law, each year this
payment amount is increased by a measure of the national growth percentage. 1n 2001, payments
for M+C organizations will be set at the floor amount in about one-third of al counties.
Explanation of Provision

The provision would set the minimum payment amount or floor payment for aged enrollees
at $450 in 2001.
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Effective Date

Enactment.

Section 604. Increasein Minimum Per centage I ncrease.
Current Law

The minimum increase rule protects counties that would otherwise receive only a small (if
any) increase. 1n 1998, the minimum update for any payment area was 102% of its 1997 adjusted
average per capitacost (AAPCC). For each subsequent year, it will be 102% of its annual M+C
per capitarate for the previous year. All plans are subject to the same minimum increase.

Explanation of Provision

This provision would apply a 4% minimum update in 2001 and a 2% minimum update
thereafter.

Effective Date

Enactment.

Section 605. Allowing M ovement to 50:50 Per cent Blend.
Current Law

The blended rate is defined as the weighted sum of: 1) a percentage of the annual
area-specific M+C per capitarate for the year for the payment area; and 2) a percentage of the
input-price adjusted annual national M+C per capitarate for the year.

The component of the blend represented by the national rate is a weighted average of all
local area-specific rates. This component of the blend is adjusted to reflect differencesin certain
input prices, such as labor costs, by aformula stated in the law. BBA 97 alows the Secretary to
change the method for making input-price adjustments in the future.

The blended per capita rate shifts county rates gradually away from solely local (generally
county) rates, which reflect the wide variations in fee-for-service costs, toward a national average
rate. Blending is designed to reduce payments in counties where the adjusted average per capita
costs (AAPCCs) historically were higher than the national average rate, and to increase payments
in counties where AAPCCs were lower.

Under current law, the percentage in the blend assigned to the area-specific rate is reduced in
increments over 6 years from 90% in 1998 to 50% in 2003, while the corresponding percentage
for the national component is increased from 10% to 50%. In 2001, the blended rate will be
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based on 66% of the area-specific rate and 34% of the national, input-price adjusted rate. In
2002, the split will be 58% area-specific and 42% national. 1n 2003, the split will be 50%:50%.
Each year, the blended rates may be raised or lowered to achieve budget neutrality.
Explanation of Provision

This provision would allow plans to move to the 50%:50% blend in 2001, 2 years sooner
than is required under current law. Plans not making this election in 2001 could choose to move
to the 50%:50% blend in 2002.
Effective Date

Enactment.
Section 606. Increased Payment for Areaswith Two or Fewer M edicar e+Choice

Contracts.

Current Law

Plans are paid an administered monthly payment, called the M+C payment rate, for each
enrollee. Under the M+C program, the per capitarate for a payment areais set at the highest of
three amounts (the blend amount, the minimum or floor payment, and the minimum update),
calculated according to formulas established in statute and updated by law.
Explanation of Provision

This provision would give plans in payment areas with no more than two M+C contracts (as
of July 1 before the beginning of the following contract year) an additional 0.5 percentage point
increase on top of their monthly payment. The provision would be effective for 4 years, 2002
through 2005. The provision would not affect the bonus payments established in BBRA 99.
Effective Date

Enactment.
Section 607. Permitting Higher Negotiated Ratesin Certain M edicar e+Choice Payment

Areas Below National Aver age.

Current Law

Plans are paid an administered monthly payment, called the M+C payment rate, for each

enrollee. Under the M+C program, the per capitarate for a payment areais set at the highest of
three amounts, calculated according to formulas established in statute and updated by law.
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Explanation of Provision

Beginning in 2004, this provision would introduce an element of negotiated pricing into the
rates paid to plans by allowing them to negotiate their annual update with the Secretary. Only
those plans with rates below the national average, the United States Per Capita Cost (USPCC),
would be allowed to negotiate their updates.

Plans would negotiate with the Secretary by presenting data on costs, benefits and
utilization. A plan would be required to submit its current audited adjusted community rate
(ACR) to the Secretary. Plans could negotiate an update, up to a ceiling of the growth rate of the
private insurance market, adjusted for the characteristics of the Medicare population and
excluding the cost of items not covered by Medicare, as calculated by the Secretary. However,
no plan would be permitted to negotiate a rate that exceeds the USPCC.

Effective Date

Enactment.

Section 608. 10-Year Phase in of Risk Adjustment.
Current Law

M+C payments are risk-adjusted to reflect variations in the cost of providing health care
among Medicare beneficiaries. For example, if sicker and older patients all sign up for one M+C
plan, risk adjustment is designed to compensate the plan for their above-average health expenses.

BBA 97 required the Secretary to develop arisk adjustment mechanism that uses variations
in health status as well as demographic factors to account for variations in costs. Beginning in
January 2000, the Health Care Financing Administration (HCFA) implemented a new risk
adjustment mechanism built on 15 principal inpatient diagnostic cost groups (PIP-DCGS).
Payments are adjusted based on inpatient data using the PIP-DCG adjuster and demographic
factors, so that this system accounts for both demographic and health-status variations. Under
this mechanism, the per capita payment made to a plan for an enrollee is adjusted if that enrollee
had an inpatient stay during the previous year. Separate demographically-based payments are
used for enrollees without a prior hospitalization, newly eligible aged persons, newly €eligible
disabled Medicare enrollees, and others without a medical history.

BBRA 99 sowed down the implementation of the Secretary’s proposed phase-in schedule of
this system, through 2002. 1n 2000 and 2001, 10% of payments will include risk adjustment using
the PIP-DCG method and 90% will be based solely on the older demographic method. 1n 2002,
up to 20% of the payments will be adjusted under the new system, with the remainder of the
payment based on adjustments under the old method. After 2002, the splits are not set in law,
although the Secretary originally planned to: 1) base 80% of payments on the PIP-DCG systemin
2003; and 2) develop a new risk adjustment system for 2004 and beyond that would incorporate
both inpatient and outpatient diagnoses.

64 October 3, 2000 (12:20 PM)



Explanation of Provision

Until such time that risk adjustment is based on data from inpatient hospital and ambulatory
settings, 10% of payments would be based on risk adjustment using the PIP-DCG method and
90% would be based solely on the older demographic method. Beginning with the first year that
risk adjustment is based on data inpatient hospital and ambulatory settings, it would be phased in
over 10 years, in equal increments.

Effective Date

Enactment.

Section 609. Transition to Revised M edicar e+Choice Payment Rates.
Current Law

M+C organizations which choose not to renew their contract with HCFA or to reduce their
service area must notify HCFA in writing by July 1 of the year in which the contract would end.
For example, notification was due by July 3, 2000 (because July 1 fell on a Saturday) for contracts
ending December 31, 2000.

Explanation of Provision

Within 2 weeks after the date of enactment of the Act, the Secretary must announce revised
M+C capitation rates for 2001, due to changes from this Act. Plansthat previously provided
notice of their intention to terminate contracts or reduce their service areafor 2001 would have 4
weeks after enactment of this Act to rescind their notice and submit an ACR. Further, any M+C
organization that would receive higher capitation payments as a result of this Act must submit
revised ACR information within three weeks after the date of enactment. Despite the issuance of
revised rates, M+C organizations would continue to be paid on a fee-for-service basis for costs
associated with coverage determinations that are made mid-year.

Effective Date

Enactment.
Section 610. Adjustment in Payment for M edicar e+Choice Enrollees with End-Stage

Renal Disease.

Current Law

M+C payment rates for end-stage renal disease (ESRD) beneficiaries are set using a similar
method as that used for aged beneficiaries except that ESRD rates are calculated on a statewide
basis. Currently M+C payments for these beneficiaries are risk-adjusted using the old,
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demographic-only, system. The Secretary plans to develop a new risk adjustment system for
2004 and beyond that would incorporate both inpatient and outpatient diagnoses. At that time,
payments for ESRD enrollees will be risk-adjusted incorporating the phased-in new system with
data from al settings.
Explanation of Provision

This provision would require that ESRD rates be adjusted for age and other factors as
determined appropriate by the Secretary. These separate rates will remain in effect until the
Secretary implements arisk adjustment system using data from inpatient hospital stays and
ambulatory sites.
Effective Date

January 1, 2001.
Section 611. Report on Inclusion of Certain Costs of The Department of Veterans Affairs

and Military Facility Servicesin Calculating M edicar e+Choice Payment
Rates.

Current Law

No provision.
Explanation of Provision

The Secretary shall report to Congress by January 1, 2003 a method to phase-in the costs of
military facility services furnished by the Department of Veterans Affairs or the Department of
Defense to Medicare-eligible beneficiaries in the calculation of the area’s M+C capitation
payment.
Effective Date

Enactment.
Subtitle B -- Other M edicar et+Choice Reforms
Section 621. Payments of Additional Amounts for New Benefits Covered During a

Contract Term.

Current Law
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Nationa Coverage Determinations (NCDs) may occur during a contract year, therefore
changing the requirements for covered services under the M+C program. If the Secretary
determines that the NCD will result in significant increased costs to M+C plans already under
contract to provide covered benefits for a given year, current law requires the Secretary to adjust
payments to M+C orgaization accordingly.

Explanation of Provision

This provision modifies current law so that payment adjustments will aso be made if a
legidlative change results in significant increased costs to M+C plans, using the same thresholds
that apply to NCDs. In addition, it requires that cost projections and payment adjustments be
based on an actuarial estimate provided by the Chief Actuary of the Health Care Financing
Administration.

Effective Date

This provision is effective on the date of enactment and applies to determinations and

changes in law occurring after such date.
Section 622. Restriction on Implementation of Significant New Regulatory Requirements
Mid-Year.
Current Law
No provision.
Explanation of Provision

The provision precludes the Secretary from implementing, other than at the beginning of a
calendar year, regulations under Section 1856(b) that impose new, significant regulatory
requirements on M+C plans.

Effective Date

Enactment.

Section 623. Timely Approval of Marketing M aterial That Follows M odel M ar keting
L anguage.
Current Law

Under current law the Secretary has 45 days to approve marketing material submitted for
review by M+C plans. If the Secretary requests changes in the materials, and they are
resubmitted, the Secretary may now take an additional 45 days to approve the revisions. Since
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the plans commit to participate in the program July 1%, and nationwide beneficiary educational
efforts begin in October, delays in the approval of plan specific marketing materials can
inadvertently preclude a plan from being able to initiate its own marketing efforts in concert with
the Secretary’ s annual beneficiary education campaign.
Explanation of Provision

The provision would require the Secretary to make decisions, within 10 days, approving or
modifying marketing material used by M+C organizations, provided that the organization uses
model language specified by the Secretary.
Effective Date

This provision applies to marketing material submitted on or after January 1, 2001.

Section 624. Avoiding Duplicative Regulation.
Current Law

Medicare law currently preempts State law or regulation from applying to M+C plansto the
extent they are inconsistent with federal requirements imposed on M+C plans, and specifically,
relating to benefit requirements, the inclusion or treatment of providers, and coverage
determinations (including related appeals and grievance processes).
Explanation of Provision

This provision would specify that the term benefit requirements includes cost-sharing
requirements. Second, the provision would preempt State laws and regulations affecting
marketing materials, summaries and schedules of benefits, and other documentation regarding an
M+C plan.
Effective Date

Enactment.
Section 625. Election of Uniform Local Coverage Policy For M edicare+Choice Plan

Covering Multiple L ocalities.

Current Law

An M+C plan that operates in more than one local carrier or fiscal intermediary jurisdiction
tracks and follow variances in local coverage policy within its service area.

Explanation of Provision
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An M+C organization offering a plan in an area with more than one local coverage policy
would be able to elect to have the local coverage policy for the part of the areathat is most
beneficial to M+C enrollees (as identified by the Secretary) apply to all M+C enrollees enrolled in
the plan.

Effective Date

Enactment.

Section 626. Providing Choice for Skilled Nursing Facility Services Under the
M edicar e+Choice Program.

Current Law
No provision.
Explanation of Provisions

Would require Medicare+Choice plans to provide covered post-hospital extended care
services through certain “home skilled nursing facilities” designated by an enrolleg, if the
following conditions are met: 1) the enrollee elects to receive such care through such designated
facility; and 2) the facility has a contract with the M+C organization to provide such services, or
agrees to accept substantially smilar payment under the same terms and conditions that apply to
similarly situated SNFs that are under contract with the M+C plan. A “home skilled nursing
facility” would be defined as a SNF that otherwise meets the participation requirements for
Medicare, and is a facility in which one of the following conditions applies: 1) the enrollee seeking
benefits resided at the time of the admission to the hospital preceding the need for extended care
services,; 2) the SNF seeking to provide such services is affiliated with a continuing care
retirement community which provided residence to the enrollee prior to such hospital admission;
or 3) the enrollees spouse resides at the time of the enrollees discharge from such hospital.

Effective Date
Would apply with respect to M+C plan contracts entered into or renewed on or after the
date of enactment.
Subtitle C -- Other M anaged Car e Reforms
Section 631. One-Year Extension of Social Health M aintenance Or ganization (SHM O)
Demonstration Project.

Current Law
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The Deficit Reduction Act of 1984 required the Secretary to grant 3-year waivers for
demonstrations of social health maintenance organizations (SHMOs) which provide integrated
health and long-term care services on a prepaid, capitated payment basis. The walvers have been
extended on several occasions since then, and the Omnibus Budget Reconciliation Act of 1990
authorized a second generation of projects. BBA 97 extended waivers for social health
maintenance organizations through December 31, 2000, and expanded the number of persons
who can be served per site from 12,000 to 36,000.

BBRA 99 extended the SHMO waivers until 18 months after the Secretary submits a report
with a plan for integration and transition of SHMOs into an option under M+C. It required the
Secretary to submit afinal report 21 months after the integration and transition report. Six
months after the Secretary’ s final report, MedPAC is required to submit areport with
recommendations. It also specified that no enrollment limit may be imposed under the project,
other than the aggregate limit on enrollment at all sites, which remains not less than 324,000.

Explanation of Provision
The waivers permitting operation of SHMOs are extended 30 months.
Effective Date

Enactment.

Section 632. Revised Termsand Conditionsfor Extension of M edicare Community
Nursing Organization (CNO) Demonstr ation Proj ect.

Current Law

The Community Nursing Organization (CNO) demonstration project was established as a
socia experiment to evaluate the ability of community nursing organizations to deliver
coordinated community nursing and ambulatory care services to Medicare Part B beneficiaries for
fixed capitated payments. Originally authorized in the Omnibus Budget Reconciliation Act
(OBRA) of 1987, the project began operation in 1994 and was scheduled to operate through
1997. BBA 97 extended their operation through 1999, and BBRA 99 extended them through
December 31, 2000.

The demonstrations have operated in four sites (one site is scheduled to close at the end of
September 2000). The evaluation methodology included random assignment of beneficiaries to
experimental and control groups. BBRA 99 required that the projects be budget neutral for the
period after 1999, meaning the total cost of the capitated payments could not exceed traditional
Medicare costs. This constraint required that the capitation payments be reduced starting in July
2000.
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HCFA issued an evaluation report on May 3, 2000, which covered the experience of the
projects through 1997. BBRA 99 requires that areport covering the period after that be
published in July 2001.

Explanation of Provision

The requirement that the CNO capitated payments be reduced to ensure budget neutrality is
eliminated. Through December 2001, the projects shall operate under the same terms and
conditions applicable during 1999, but with modification to the capitation rates. From October 1,
2000, through December 31, 2000, the capitation rates are adjusted for inflation since 1999 and
for changes in service packages, but reduced by 10% in projects in Arizona, Minnesota, and
Illinois and by 15% in New York. 1n 2001, the rates shall be determined by actuarially adjusting
the ratesin the prior period for inflation, utilization, and changes to the service package.
Adjustments are made to case management fees for certain frail enrollees. Requirements are
imposed to create greater uniformity in clinical features among participating sites and to improve
quality and enrollee satisfaction.

By July 1, 2001, the Secretary shall submit to the House Committees on Ways and Means
and Commerce and the Senate Committee on Finance a report evaluating the projects for
operations in July 1997 through December 1999 and for the extension period after September 30,
2000. A final report shall be submitted by July 1, 2002. Certain methods are to be used to
compare spending per beneficiary under the projects.

Effective Date

Effective as if enacted with BBRA 99.

Section 633. Extension of M edicare M unicipal Health Services Demonstr ation Proj ects.
Current Law

The Medicare Municipal Health Services demonstration project to improve access to primary
care services was extended through December 2000 in BBA 97. BBRA extended the project to
December 31, 2002.
Explanation of Provision

The provision extends the demonstration to December 31, 2004.

Effective Date

Enactment.

TITLE VIl -- PACE PROGRAM
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Section 701. Extension of Transition for Current Waivers.
Current Law

OBRA 86 required the Secretary to grant waivers of certain Medicare and Medicaid
requirements to not more than 10 public or non-profit private community-based organizations to
provide health and long-term care services on a capitated basis to frail elderly persons at risk of
institutionalization. These projects, known as the Program of All-Inclusive Care for the Elderly
(PACE), were intended to determine whether an earlier demonstration program, On-Lok, could
be replicated across the country. OBRA 90 expanded the number of organizations eligible for
waiversto 15. BBA 97 established PACE as a permanent provider under Medicare and as a
special benefit under Medicaid. State Medicaid programs are permitted to limit the number of
persons enrolled in PACE programs. The Secretary shall issue regulations governing conversion
of the projects to permanent program status, and the Secretary may continue to operate programs
under the waivers for atransition period of 24 months after publication of the regulations, and
states may elect to continue to operate a PACE program under specia arrangements for 3 years
after the Secretary’s regulations.

Explanation of Provision

The Secretary may continue to operate PACE programs under waivers for a period of 36
months (rather than 24 months), and states may do so for 4 years (rather than 3 years).

Effective Date

Effective as if enacted with the BBA 97.

Section 702. Continuing of Certain Oper ating Arrangements Per mitted.
Current Law

BBA 97 established PACE as a permanent part of the Medicare and Medicaid programs and
provided for atransition of PACE from demonstration project status to permanent program
status.
Explanation of Provision

If prior to becoming a permanent component of Medicare, a PACE demonstration project
had contractual or other operating arrangements that are not recognized under permanent
program regulations, the Secretary, in consultation with the state agency, shall permit it to
continue under such arrangements as long as it is consistent with the objectives of the PACE
program.
Effective Date
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Effective as if enacted with BBA 97.

Section 703. Flexibility in Exercising Waiver Authority.
Current Law

The regulations for the PACE program allowed for insufficient flexibility and innovation in
adopting the intended model of the program.

Explanation of Provision

The provision enables the Secretary to exercise authority to modify or waive requirements to
respond to the needs of PACE programs related to employment and the use of community care
physicians.
Effective Date

Enactment.
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