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DEPARTMENT OF HEALTH AND
HUMAN SERVICES

Health Care Financing Administration
42 CFR Parts 412, 413, 424, 485, and
489

[BPD-825-P]

RIN 0938-AG95

Medicare Program; Changes to the
Hospital Inpatient Prospective

Payment Systems and Fiscal Year 1996
Rates

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

SUMMARY: We are proposing to revise the
Medicare hospital inpatient prospective
payment systems for operating costs and
capital-related costs to implement
necessary changes arising from our
continuing experience with the system.
In addition, in the addendum to this
proposed rule, we are describing
proposed changes in the amounts and
factors necessary to determine
prospective payment rates for Medicare
hospital inpatient services for operating
costs and capital-related costs. These
changes would be applicable to
discharges occurring on or after October
1, 1995. We are also setting proposed
rate-of-increase limits as well as
proposing policy changes for hospitals
and hospital units excluded from the
prospective payment systems.

DATES: Comments will be considered

received at the appropriate address, as

provided below, no later than 5 p.m. on

August 1, 1995.

ADDRESSES: Mail written comments (an

original and 3 copies) to the following

address: Health Care Financing

Administration, Department of Health

and Human Services, Attention: BPD—

825-P, P.O. Box 7517, Baltimore, MD

21207-0517.

If you prefer, you may deliver your
written comments (an original and 3
copies) to one of the following
addresses:

Room 309-G, Hubert H. Humphrey
Building, 200 Independence Avenue,
SW., Washington, DC 20201, or

Room 132, East High Rise Building,
6325 Security Boulevard, Baltimore,
MD 21207.

Because of staffing and resource
limitations, we cannot accept comments
by facsimile (FAX) transmission. In
commenting, please refer to file code
BPD-825-P. Comments received timely
will be available for public inspection as
they are received, generally beginning
approximately 3 weeks after publication

of a document, in Room 309-G of the
Department’s offices at 200
Independence Avenue, SW.,
Washington, DC, on Monday through
Friday of each week from 8:30 a.m. to
5 p.m. (phone: (202) 690-7890).

For comments that relate to
information collection requirements,
mail a copy of comments to: Office of
Information and Regulatory Affairs,
Office of Management and Budget,
Room 10235, New Executive Office
Building, Washington, DC 20503, Attn:
Allison Herron Eydt, HCFA Desk
Officer.

Copies: To order copies of the Federal
Register containing this document, send
your request to: New Orders,
Superintendent of Documents, P.O. Box
371954, Pittsburgh, PA 15250-7954.
Specify the date of the issue requested
and enclose a check or money order
payable to the Superintendent of
Documents, or enclose your Visa or
Master Card number and expiration
date. Credit card orders can also be
placed by calling the order desk at (202)
512-1800 or by faxing to (202) 512—
2250. The cost for each copy is $8.00.
As an alternative, you can view and
photocopy the Federal Register
document at most libraries designated
as Federal Depository Libraries and at
many other public and academic
libraries throughout the country that
receive the Federal Register.

To obtain data used in deriving the
standardized amounts and DRG relative
weights, see section VIII.B of the
Supplementary Information section of
this preamble, Requests for Data From
the Public.

FOR FURTHER INFORMATION CONTACT:

Nancy Edwards (410) 966—-4532,
Operating Prospective Payment, DRG,
Wage Index Issues.

Tzvi Hefter (410) 966—4529, Capital
Prospective Payment, Excluded
Hospitals, EACH, RPCH.

SUPPLEMENTARY INFORMATION:
l. Background
A. Summary

Under section 1886(d) of the Social
Security Act (the Act), a system of
payment for the operating costs of acute
care hospital inpatient stays under
Medicare Part A (Hospital Insurance)
based on prospectively-set rates was
established effective with hospital cost
reporting periods beginning on or after
October 1, 1983. Under this system,
Medicare payment for hospital inpatient
operating costs is made at a
predetermined, specific rate for each
hospital discharge. All discharges are
classified according to a list of

diagnosis-related groups (DRGs). The
regulations governing the hospital
inpatient prospective payment system
are located in 42 CFR part 412. On
September 1, 1994, we published a final
rule with comment period (59 FR
45330) to implement changes to the
prospective payment system for hospital
operating costs beginning with Federal
fiscal year (FY) 1995. We invited
comments only on certain revisions to
the criteria for geographic
reclassification by the Medicare
Geographic Classification Review Board
(MGCRB). We did not receive any
timely comments in response to the
September 1, 1994 final rule with
comment period. Therefore, we are
confirming the provisions of that rule as
final and are not publishing another
final rule.

For cost reporting periods beginning
before October 1, 1991, hospital
inpatient operating costs were the only
costs covered under the prospective
payment system. Payment for capital-
related costs had been made on a
reasonable cost basis because, under
sections 1886(a)(4) and (d)(1)(A) of the
Act, those costs had been specifically
excluded from the definition of
inpatient operating costs. However,
section 4006(b) of the Omnibus Budget
Reconciliation Act of 1987 (Public Law
100-203) revised section 1886(g)(1) of
the Act to require that, for hospitals
paid under the prospective payment
system for operating costs, capital-
related costs would also be paid under
a prospective payment system effective
with cost reporting periods beginning
on or after October 1, 1991. As required
by section 1886(g) of the Act, we
replaced the reasonable cost-based
payment methodology with a
prospective payment methodology for
hospital inpatient capital-related costs.
Under the new methodology, effective
for cost reporting periods beginning on
or after October 1, 1991, a
predetermined payment amount per
discharge is made for Medicare
inpatient capital-related costs. (See
subpart M of 42 CFR part 412, and the
August 30, 1991, final rule (56 FR
43358) for a complete discussion of the
prospective payment system for hospital
inpatient capital-related costs.)

B. Major Contents of This Proposed Rule

In this proposed rule, we are setting
forth proposed changes to the Medicare
hospital inpatient prospective payment
systems for both operating costs and
capital-related costs. This proposed rule
would be effective for discharges
occurring on or after October 1, 1995.
Following is a summary of the major
changes that we are proposing to make:



