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was precluded because of inclement
weather or other emergency conditions.
* * * * *
(Catalog of Federal Domestic Assistance
Program No. 93.773, Medicare—Hospital
Insurance; and Program No. 93.774,
Medicare—Supplementary Medical
Insurance Program)

Dated: August 23, 1995.
Bruce C. Vladeck,
Administrator, Health Care Financing
Administration.

Dated: August 23, 1995.
Donna E. Shalala,
Secretary.

[Editorial Note: The following addendum
and appendixes will not appear in the Code
of Federal Regulations.]

Addendum—Schedule of Standardized
Amounts Effective with Discharges On
or After October 1, 1995 and Update
Factors and Rate-of-Increase
Percentages Effective With Cost
Reporting Periods Beginning On or
After October 1, 1995

I. Summary and Background
In this addendum, we are setting forth

the amounts and factors for determining
prospective payment rates for Medicare
inpatient operating costs and Medicare
inpatient capital-related costs. We are
also setting forth new rate-of-increase
percentages for updating the target
amounts for hospitals and hospital units
excluded from the prospective payment
system.

For discharges occurring on or after
October 1, 1995, except for sole
community hospitals and hospitals
located in Puerto Rico, each hospital’s
payment per discharge under the
prospective payment system will be
based on 100 percent of the Federal
national rate.

Sole community hospitals are paid
based on whichever of the following
rates yields the greatest aggregate
payment: the Federal national rate, the
updated hospital-specific rate based on
FY 1982 cost per discharge, or the
updated hospital-specific rate based on
FY 1987 cost per discharge. For
hospitals in Puerto Rico, the payment
per discharge is based on the sum of 75
percent of a Puerto Rico rate and 25
percent of a national rate (section
1886(d)(9)(A) of the Act).

As discussed below in section II, we
are making changes to the prospective
payment rates for Medicare inpatient
operating costs. The changes, to be
applied prospectively, will affect the
calculation of the Federal rates. In
section III, we discuss changes we are
making in determining the prospective
payment rates for Medicare inpatient
capital-related costs. Section IV sets

forth our changes for determining the
rate-of-increase limits for hospitals
excluded from the prospective payment
system. The tables to which we refer in
the preamble to the final rule are
presented at the end of this addendum
in section V.

II. Changes to Prospective Payment
Rates For Inpatient Operating Costs for
FY 1996

The basic methodology for
determining prospective payment rates
for inpatient operating costs is set forth
at § 412.63 for hospitals located outside
of Puerto Rico. The basic methodology
for determining the prospective
payment rates for inpatient operating
costs for hospitals located in Puerto
Rico is set forth at §§ 412.210 and
412.212. Below, we discuss the manner
in which we are changing some of the
factors used for determining the
prospective payment rates. The Federal
and Puerto Rico rate changes are
effective for discharges occurring on or
after October 1, 1995. As required by
section 1886(d)(4)(C) of the Act, we
must also adjust the DRG classifications
and weighting factors for discharges in
FY 1996.

In summary, the standardized
amounts set forth in Tables 1a, 1b, and
1c of section V of this addendum
reflect—

• Updates of 1.5 percent for all areas
(that is, the market basket percentage
increase of 3.5 percent minus 2.0
percentage points);

• An adjustment to ensure budget
neutrality as provided for in sections
1886(d)(4)(C)(iii) and (d)(3)(E) of the Act
by applying new budget neutrality
adjustment factors to the large urban
and other standardized amounts;

• An adjustment to ensure budget
neutrality as provided for in section
1886(d)(8)(D) of the Act by removing the
FY 1995 budget neutrality factor and
applying a revised factor;

• An adjustment to apply the revised
outlier offset by removing the FY 1995
outlier offsets and applying a new offset;
and

• An adjustment to apply a budget
neutrality factor for the change in the
payment methodology for transfer cases.

A. Calculation of Adjusted
Standardized Amounts

1. Standardization of Base-Year Costs or
Target Amounts

Section 1886(d)(2)(A) of the Act
required the establishment of base-year
cost data containing allowable operating
costs per discharge of inpatient hospital
services for each hospital. The preamble
to the September 1, 1983 interim final

rule (48 FR 39763) contains a detailed
explanation of how base-year cost data
were established in the initial
development of standardized amounts
for the prospective payment system and
how they are used in computing the
Federal rates.

Section 1886(d)(9)(B)(i) of the Act
required that Medicare target amounts
be determined for each hospital located
in Puerto Rico for its cost reporting
period beginning in FY 1987. The
September 1, 1987 final rule contains a
detailed explanation of how the target
amounts were determined and how they
are used in computing the Puerto Rico
rates (52 FR 33043, 33066).

The standardized amounts are based
on per discharge averages of adjusted
hospital costs from a base period or, for
Puerto Rico, adjusted target amounts
from a base period, updated and
otherwise adjusted in accordance with
the provisions of section 1886(d) of the
Act. Sections 1886(d)(2)(C) and
(d)(9)(B)(ii) of the Act required that the
updated base-year per discharge costs
and, for Puerto Rico, the updated target
amounts, respectively, be standardized
in order to remove from the cost data
the effects of certain sources of variation
in cost among hospitals. These include
case mix, differences in area wage
levels, cost of living adjustments for
Alaska and Hawaii, indirect medical
education costs, and payments to
hospitals serving a disproportionate
share of low-income patients.

Since the standardized amounts have
already been adjusted for differences in
case mix, wages, cost-of-living, indirect
medical education costs, and payments
to hospitals serving a disproportionate
share of low-income patients, no
additional adjustments for these factors
for FY 1996 were made. That is, the
standardization adjustments reflected in
the FY 1996 standardized amounts are
the same as those reflected in the FY
1995 standardized amounts.

Sections 1886(d)(2)(H) and (d)(3)(E) of
the Act require that, in making
payments under the prospective
payment system, the Secretary adjust
the proportion (as estimated by the
Secretary from time to time) of costs that
are wages and wage-related costs.
Beginning October 1, 1990, when the
market basket was rebased, we have
considered 71.40 percent of costs to be
labor-related for purposes of the
prospective payment system.

2. Computing Large Urban and Other
Averages Within Geographic Areas

Section 1886(d)(3) of the Act requires
the Secretary to compute two average
standardized amounts for discharges
occurring in a fiscal year: one for


