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" The Hoporable Richard A, Gephardt
Denocratic Leader
United Stares House of Represeatatives
Washington, D.C. 20518

Desr Mz, Lander

This ietter responds 10 your request on otr views of the Balanced Budger Act adfustment
bills that are cugrently being considersd in Congress. As you kunow, the Presidens is ommitied
to moderating policies in the Dalanced Budpst Act of 1997 that are flawed or have uninresded
consequences for Medicare beneficiaries and providess The Administration has wken numerous
sdministrative actions to this end and believes that the Congress should not conclude its firs
sesston unt] necessuy legislative changes sremade.

Maos: of the Admiaistration’s specific policy supgestions and concerns with the House
aadd Senate bills have been distuwmed o the st level, and we will continue that colisboration, I
want to take this opportomty 1o restate our commitment to roader Madicare reform and soncern
- abeut the potentisl effect of the zdjustiment bills oo the budget aad l‘fic,éicm trust fund

The pmbiems cavaed by the 1397 Balanced Budget Act ther we have munelly identified
are serious and require immmediate action. However, sven greater chillenges are presented by the
demographic and health changes of the 21% century. The doubling of the Medicare population in
the next 3G years znd advances in medicine witl smain Medicare’s ability to provide basic beaith
services 16 seniors and people with disabilives. This is why the Presidont developed ¢ plan e
swengthen and modemize Medicare, including edding a long-overdue, voluntuy prescripdon
dru,gbem:ﬁn Ts plen remaing aue of the Adminisiration's top priesities and we hope 1o work
| with, ycwo eosure is passage i 2000.

In the zhseace of broader reforms, the A&mmwmazx cogtinues o belicve thas Imsl&ho& .
to correet problems with the Balanced Budget Act poiicies should be paid for and not undermine -

the solvensy of the Medicare trust fund. The President's Medicace eeiom plan inciuded 2 sel of
propesals 1o maodernize traditional Medicars and reduce costs which would help in this regard.
Other offsets, which could include spprapriate tax offsets, could also be used. Regardiess of the
-approach, I stongly encourage you io pratwct the progress we have made in extendiag the life of
the Madicans trust fund and not cevarse the gains which we have worked 30 hard wgother to
azhiers,
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There are several provisions of the bills that we have identified in 9af discussions that

- could te modified or sliminated. | wans to reitsrate ur Soncern about & Auther slow-dowrz: of
the implermentation of the managed care fisk adjustrtnt syster. The BB A required thar
payments @ ranaged cirs pians be dsk adjusied To ease the transidon 1o this system we
proposed 2 S-year, grdual phase-in of the risk adjustment system. This phasedn forgoes
approximarely $4.5 billion in payment reductions that would have scourred i risk adjustoent
weze fully baplemerted fmensdiately. The Madicme Paymer? Adviscry Commission and ather
experss Support ous plased phase-in. These experts also believe that Medisare contimes

- pvergay maraged czre plag. In light of this, we think that inareased paymens o managed carg
plans Grougld this mandated sgow-down of sigk adjustment are unwacranted at this tima,

The Administration would also support the inclusion of languags to clarify the intent of
Congress for determining aggragate payments o hospitels under OPD PPS. A tachnical drafing
erzor in the BBA langunre suthorizing the PPS system has produced some confusion over the
aggregate pavonent formuia for this system.  The enactrment of clanifying language on the subject
would be gwost usefid in elfminating the confision caused by this drafting error.

BBA was an historic and major, bipartisan achievement. Because of its magnitude, it is
not surprizing that thers are & gumber of modifications that we mutually agres axe pecoxsary o
addrass its vainended and negaive copsequences. The Adrvinistration looks forwazd to
working with you on thase medifications to ensure that Medicare contimues o provids high-
qualiry, accessible health care. C
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SUMMARY OF THE
BALANCE BUDGET RERINEMENT ACT OF 1999 .

TITLE I - PROVISIONS RELATING TOPART A

Subtitle A - Adjns::ﬁaixts to PPS Payments for Skilled Nursing Facilities

Temporary Increase in Pas e
Increases payments for 18 patient gmu;z paymant categmes %nown as RUGs (extensive services,
special care, clinically complex, and 3 rehabilitation groups) by 20 percent for services furnished on or
after April 1, 2000 and before the later of October 1, 2000 or implementation of payment refinements
by HCFA. It also increases the federal portion.of the rate by 4 percent increase for FY 2001 and .
2002, and prohibits the increases from being built into the base federal rates.

Authorizing Facilities to Elect Immediate Transitign to Federal Rate {Section 102)
Allows for SNFs to elect fo bypass the transition to the PPS and instead t© be paid at the full federal

rate beginning with their next cost reporting period. Facilities can elect to be paid the full federal rate as -
of December 15, 1999, but the election is not effective for cost reporting periods beginning before
January 1, 2000,

Part A Pass-Through Pavaent for Ceriain Ambulance Smlces Prostheses, and C%zemo{hemgz Z’}mg
{(Section 103}

Expands the list of services cxclzzdcd by statute from the SNF PPS to include certain chemotherapy
items and adminisiration services, certain radzo;saiope services, certain pms‘z};czz;; devices, and
ambulance services furnished in conjunction with renal dialysis treatments. It requires that any increase
in total pavmcqts that result from these exclusions be ’budget neutral beginning tn FY 2001,

Provision fg;; Part B gdd-g}ns for Facilities Participating in the NHCM{} Diemonstration Project |
© {Section 104}

This provision provides for an extra payment {add-on) for Part B services furnished as part of a Part A
covered stay for SNFs that participated in the demonstration that tested the SNF PPS system.

Special Consideration for Facilities Serving Specialized Patient Populations 136{:?203 105)
This provision allows SNFs that specialize in the treatment of AIDS patients, 1o be paid a 50-50 blend

of their facility-specific and federal rates starting with the first cost reporting peried beginning after
" enactment and ending on September 30, 2001, Tt also requires a Secretarial Report to Congress by
March 1, 2001 on the resource use of AIDS patients to determine whether adjustments in the SNF
- PP paymeni categories (RUGS) are needed to account for the special needs of AIDS patienzs

Med¥ éi; Smdv on Spegial F’avmenz for Facilities Located in Hawaiiand Alaske {Section 1061
Requires MedPAC to study SNFs in Alaska and Hawaii to determine the peed for a cost-of-living

adjustment to the PPS rates 1o account for unique circurmstances in those two states. The study 15 1o be




submitied o later than 18 months afier enactment.

Study and Report Regarding State Licensure and Certification Standards and Respiré{g;:g Therapy
Competency Examinations {Sectign 107}

This provision requires the Sccretary to conduct a study to {8} identify variations in State lcensure and
certification standards for health care providers adininistering respiratory therapy in SNFs; {b} examine
-State requirements relating 1o respiratory therapy competency exa%nirza;ions; and (¢} determine whether
regular respiratory therapy examinations or certifications should be required under the Medicare
program. It also requires a report to Cezzgwss on the results of the study no later than 18 months afler
enactment.

Subtitle B - PPS Hospitals

Modification in Trassition for Indirect

This provision increases payment 1o teaching hospitals for indirect medical education costs by adjusting
the schedule for decreasing these payments. It sets IME payments at 6.5 percent for FY 2{)00 6.23
percent for FY 2001 and 5.5 percent beginning with FY 2002,

1123

This provision would lessen reductions in DSH payments that are made to hospitals that care for large
numbers ¢f low income and uninsured patients. It reduces DSH paymenis by 3 percent in 2001
(instead of 4 percent) and 4 percent in 2002 (instead of 5 percent), It also requires hospitals io submit
data on costs incurred by hospitals for providing uncompensated care, including bad debt and chanty

Carg.
Subtitle C - PPS-exempt Hospitals

justment of Percentile Cap for PPS-Exempt Hospitals {Sectio
This provision provides for a wage adjustment of the 73th percentile limit established by the BBA for
PPS-exempt facilities that received their first Medicare payment before October 1, 1997,

Enhanced Paymenis for | e :

Payment Systems for ’E’hosc Hcs;zzzais {Sc:cmon 122)

This provision increases bonus payments for long-tenm care and psycﬁmtm lospitals from 1.0 percent
to 1.5 percent for cost reporting periods beginning on or after October 1, 2000 and before September
30, 2001; and 2.0 percent for cost renez‘zzng penods beginning on or after October 1, 24001 and before
September 30, 2!3{)2 -

Per Digcharge Prospective Payment Svstem for {.ong-Term Care Hosnitals (Section 123)
Requires the Secretary to submit a report to Congress that describes a per discharge prospective
payment system for long-term care hospitals by Qctober 1, 2001. It also requires the Secretary 1o
implement a per discharge PPS based on DRGs by October 1, 2002, ‘
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Per Diem Prosnective Pavment System for Peychiatric Hosnitals (Section 124)

Requires the Secretary to submit by Octeber 1, 2001 a Report to Congress on a per-diem PPS for
psychiatric hospitals, It also requires the Secretary to implement by October 1, 2002 a per-diem PPS
for psychiatric hospitals.

Refinement of Prospective Pavment System for Inpatient Rehabilitation Services (Section 125}
Regquires the Secretary to implement a per discharge PPS based on functional-related groups.
Functional-related groups are to be based on impairment, age, comorbidities, and functional capability
of patients and such other factors that the Secretary deems 'agpmpria{e to improve the explanatory
power of functional independence measure - function related groups. It does not preclude the Secretary
from developing and implementing a transfer policy. It also requires the Seoretary to submit, within 3
years of implementation of the PPS, a report to Congress on the impact on utilization and beneficiary
access 1o services under the PPS for inpatient rehabilitation.

Subtitle I3 - Hospice Care

Temporary Increase in Pavoient for Hospice Care (Section 131

Increases the payment update for FY 2001 by 0.3 percent and FY 2002 by 0.75 percent. The
additional pavments are not to be included in the updates after FY 2002,

Requires the GAD to study the feasibility and advisability of updating hospice payment rates and the
cap amount determined with respect to a fiscal year for routine home care and other services included
in hospice care. The study shall examine the cost factors used to determyine hospice rates and caps, and
gvaluate whether the cost factors used o {ietemunc the rates should be modified, ehmmgiaci ot
sup;;lemenwd with additional cost.

Subtitle E - Other Provisions

MedPAC Sta{iv on Medicare Payment for Nonphysician Health Professional leical Training in
Hospitals {Section 141)

Requires MedPAC to conduct a study of Medrcars paym{m{ policy regarding proféssional ciinical
training of different classes of nonphysician health care professionals (such as nurses, nurse
practitionsrs, physician assistants, allied health professionals, and psychologists).

Subtitle F - Transitional Provisions
Exgeption to the Case Mix Index (CMI) for One Year {Section 15D

Deems Northwes! Mississippi to have satisfied the case mix index criterin for classification as a rural
referral center for FY 2000. '
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Medicare {Section 152

Deems hospitals in Iredell County, North Carolina to be located in Chardotte-Gastonta-Rock
Hill-North Carotina-South Carslina MSA. Deems hospitals in Orange County, New York to be
included in New York, MNew York MSA. Deems hospitals in Loke County, Indiana and Lee County,
Itiinois 10 be located in Chicago, Hlinois MSA. Deems hospltals in Hamilton-Middietown, Ohic to be
located in Cincinnati, Ohio-Kentucky-Indiana MSA. Deems hospitals located in Brazoria County,
Texas to be located in Houston, Texas MSA. Deems hospitals in Chittenden County, Vermont to be
located in the Boston-Worcester-Lawrence-Loweil-Brockion, Massachysetts- New Hampshire MSA.
Hospitals in these counties are deemed fo_be part of the specified MSAs for FY 2000 and FY 2001,

Wage Index Correction (Section 1531 :
Requires the Secretary to recaleulate the Hattiesburg, Mississippt MSA for FY 2000 by including FY

1996 wage data from Wesley Medical Center.

Calculation and Application of Waee Index Floor for a Certain Area (Section 154)

Requires the Secretary to recalculate the wage index for the Allenfown-Bethlehem-Easton MSA for
FY 2000 and 2001 by including the wage data from Lehigh Valley Hospital. For FY 2001, for

-~ . caleulating and applying the wage index, Lehigh Valley Hospital is treated as being classified in the

Allentown-Bethlehem-Faston MSA.

Special Rule for Certain Skilled Nursing Facilities {Section 135}

Establishes special payment rates for skilled nursing facilities in Baldwin or Mobile County, Alabama for
- FY 2000 and FY 2001,




TITLE Il - PROVISIONS RELATING TO PART B
Subtitle 4 - Hospital Qutpatient Services

Outlier Adjustment And Transitional Pass-Throueh For Certain Medical Devices, Drugs And Biclogic
Agents (Section 201{a c and {i

Qutlier Adjustments - This provision provides additional payments for "outlier” services that cost more
than a given threshold (taking into account any transitional pass-through payments described below).
The threshold is to be established by the HHS Secretary. The additional payments are 10 cover the
marginal cost of care beyond the threshold. These payvments in total can be ne more than 2.5 percent of
total program payments for outpatient hospital services for each year before 2004 and no more than 3
percent in subsequent years. For services furnished befors January }, 2002, outlier payments ay be
based on costs for all services included in a bill for a patient submitted by an outpatient department,
rather than for a specific outpatient service. In addition, the cost of services furnished to a patient may
be based on an aggregate cost-to-charge ratio for the entire hospital, rather than cost-fo~-charge ratios
for specific departments within the hospital,

" Transitional Pass-Through Payments - The provision also creates "transitional pass-through payments”
for specific items in the outpatient setting. This means Medicare can, temporarily, pay above and
beyond the prospective payment rate for orphan drugs, cancer therapy drugs, biclogic agents,
brachytherapy, radiopharmaceuticals, and new medical devices, drugs and biclogic agents. New
medical deviers, drugs, and biologic agents shall receive a pass-through payment only if the cost is not
insignificant in relation (o the OPD fee schedule amount. For drugs and biologic agents, the
pass-through payment will equal the difference between the otherwise applicable portion of the OPD
PPS payment relataed to the drug or agent and 93 percent of the average wholesale price. For devices,
the pass-through payment will equal the difference between that portion of the’OPD PPS payment
related to the device and the hospital's cost for the device {determined based on adjusting charges).
Pass-through payments are limited to a period of two to three years. Total additional payments cannot
exceed 2.5 percent of tolal program payments for ouipatient hospital services for each year before
2004 and no more than 2 percent in subsequent years. If the Secretary estimates, befure the beginning
of the year, that total pass-through payments for the vear will exceed those caps, the Secretary shall
reduce pro rata the amount of each pass-through payvment to ensure the imit 1s not exceeded.

Budget Neutrality - These outhier and pass-through payments must be made in a budget neutral manner
g that they generate no increase or decrease in total payment for outpatient hospital services.

No Impact on Copayments « The outlier and pass-through payments shali have no effect on bencficiary
copayment amounts. ' :

Limitation on Judicial Review for New Adjustments - The following components of the outhier
adjustments shall not be subject 1o administrative or judicial review: the threshold for determining
whether a service shall receive an outlier payment; the marginal cost of care beyond the threshold; and
the percentage used to limit aggregate outlier adjustments. The following componenis of the transitional



pass-through payments shall not be subject to admnistrative or judicial review: the determination of
insignificance of cost for new devices, drugs, and biologic agenis; the duration of additional payments;
the portion of the OPD fee schedule amount associated with particular devices, drugs, or biologicals;
and the application of any pro rata reduction to ensure that the aggregate limit is not exceeded. -

Inclusion of Certain Implantable ltems Under Svstem ”zﬁéctica 201{el}

Reguires unplantable prosthetic devices, implantable durable medical sguipment, and any implantable
iterns assoviated with diagnostic tests o be paid for under the outpatient progpective payment system
when Rurnished in a hospital outpatient department. Such an implantable item must be classified io the
group that includes the service 10 which it relates,

Authorizing Pavment Weights Based on Mean Hospital Costs (Section Z‘Qlifki
Allows the HHS Secretary to base payment weights for the OPD PPS on mean hospital costs.

Limiting Variation of Cogts of Services Classified With a Group {Sectiop 201{(g))

Stiputates that in classifying services to groups, the highest median cost for an item or service within a
group can not exceed two times the lowest median cost for an item or service within the group. The
Secretary may make exceptions it unusual cases, such as for low volume items and services, but may
not make exceptions for orphan drugs. ' '

" Annual Review of OPD PPS Components {Section 2011h1
Requires the Secretary 1o review componenis of the OFD PPS not less ofien than annually,

2010 ‘ . .

This provigion would extend the 10 percent reduction in payments for hospital outpatient capital and the
5.8 percent reduction for outpatient services paid on a cost basis beyond 1999 until such time as the
outpatient prospective payment system is implemented. '

Congressional Intention Regarding Base Amounts in lying the HOPD PPS {Section 201{1

This provision authorizes the Secrelary 1o determine the total amount of beneficiary copayments that
were estimated to be paid for outpatient hospital services in 1999, without regard to the provision in
prior law prescribing the manner in which this caleulation was to be done. Instead, the provision
requites only that the Secretary determine such amount in a budget neutral manner with respect to”
aggregate payments to hospitals, '

Study of Drelivery of Intravencus Immune Globulin (VI Outside Hospitals and Phvsicians’ Offices
{Section 201iny)

Requires the Secretary to study the extent to which intravenous immune globulin (IV1G) could be
delivered and reimbursed by Medicare outside of a hospital or physician's office.

Transitional Corridors - Establishes transitional corridors uniil January 1, 2004 for the OPD PPS o
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limit losses in payments under the OPD PPS. A formula is established so that hospitals receive

additional Medicare payments if the amount they receive under the OPD PES in relation io their costs is

fess than thetr payment to cost ratio in 1596, The 1996 payment to cost ratio 1s calculated as if the

formula driven overpayment, which was eliminated in the Balanced Budget Act, effective on October 1,

1997, were eliminated in 1996, These transitional payments have no effect on beneficiary copayments
and are not subject to budget neutrality. ’

In order to deterrmne transitional pa{ymcrzts, a comparison is made between a hospital's payments
{including cost-sharing) under the prospective payment System in a given year {the PPS amount) and
the hospital's costs in that year multiplied by the hogpital's 1996 payment to cosz ratio (the pre-BBA
amozzm} ,

Far OPD services furnished under the PPS before 2002, if a hospital's PPS amount is:

- between 90 percent and 100 petcent of the pre-BBA amount, 80 percent of that loss will be made up
by additional Medicare payments.

- between 30 percent and 90 percent of the pre~BBA arnount, the hospitat will receive additional
payments squal to the amount by which 71 percent of the pre-BBA amount exceeds 70 percent of the
PRS amount.

- between 70 percent and 80 percent of the pre-BBA smount, the hospital will receive additional

- payments equal to the amount i}y which 63 percent of the pre-BBA armount excesds 60 percent of the
PPS amount,

_ = less than 70 percent of the pre-BBA amount, the hospital will receive additional payments equa 1621
percent of the pr€~B BA amous.

in 2002, if the h{}s;mcz s PPS amount is:
- between 90 percent and 100 percent of the pre-BBA amount ?i} percent c}f that loss w:ll be made up
by additional Medicare payments. :
- between R0 percent and 90 percent of the pre-BBA amount, the hcspzwé will receive adiditional
peyments equal to the amount by which 61 percent of the pre-BBA amount exceeds 60 percent of the
PPS amount. .

- Jess than 80 percent of the pre-BBA amount, the i‘wsp;tal will receive additionsl pavments equal 1o 13
percent of the pre-BBA amount.

1In 2003, if the hospital's PPS amount ig:

- between 90 percent and 100 percent of the pre-BBA amount, 60 percent of that loss will be made up
by addivonal Medicare payments.

- less than 90 percent of the pre-BBA amount, the hospital w11§ receive addltlcnai payments equal to &
percent of the pre-BBA amount.

Temporary Treatment for Small Rural Hospitalg - If a hospital with not more than 100 beds is located
in a rural area, Medicare payments shall be increased to that hospital o ensure that their PPS amount lS
no lower than their pre-BBA amount for each year before 2004. '



Permanent Treatment for Cancer Hospitals - In the case of cancer hospitals, Medicare payments shall
be increased o ensure that their PPS amount in each year is no lower than their pre-BBA amount.

Study and Report to Consress Reearding the Special Treatment of Rural and Cancer Hospitals in

Prospective Payment Systern for Hospital Outpatient Department Services (Section 203)

Limitation on Outnatient Hospttal Copavment for A Procedure to ital Deductible Amount
{Section 204) ‘

Caps beneficiary copayments for outpatient services under the prospective payvment system to the
dollar amount of the deductible for an inpatient hospital stay (under Part A) with Medicare making up
the difference between the limited copayment amount and the otherwise applicabie copayment amount.

Subtxtig B Pizysmlan Servnces
Revzszefzs {S&Qﬁw 2ih
Stabilizes the formula for updating physician payment rates. It moves the SGR target for total physman
spending, which is used to adjust inflation updates, to a calendar vear basis, beginning with 2000. It
requires, within 90 days from enactment, a Federal Register notice on factors relating io the transition of
the SGR from a fiscal to a calendar year basis, including the SGR for 2000. Jt modifies the update
adjusiment factor to blend 73 percent of the difference between actual and target expenditures in the
previcus year, and 33 percent of the cumulative difference between actust and target expenditures. To
promote budget neutrality, i provides special adjustments of +0.2 percent for 2001 through 2004 and
+0.8 percent for 2005. It requires the SGR to be revised based ov later, data avanlable by September

1st of the year of the revision. It includes a transition provision for years in which the SGR is revised. |
Afier the ransition, each November 1st, the Secretary must publish the SGR for the following year and
revise the SGR for the current year and two preceding years. The SG’R for the third preceding year
would be final.

Jscillations and Reguire Estimate

Subtitle B - Physician Services

M{}ézf‘{;amﬁ 6?{59&8& Adistment Factor P{Q’»’lsz{}ns to Reduce Oacil ldtlans and Require Estimate
Revision 211

Stabilizes the f{}m‘mia for updating physician pavment raies. It moves the SGR 1arget for total physician
spending, which is used o adjust inflation npdates, (o a calendar year basis, beginning with 2000, It
requires, within 90 days {rom enactment, a Federal Kegister notice on-factors relaling to the transition of
the SGR from a fiseal 10 a calendar year basis, including the SGR for 2000, It modifies the update
adjustment factor to blend 75 percent of the difference betwesn sctual and target expenditures in the
previous year, and 33 percent of the cumulative difference belween actual and target expenditures. To
promote budget neutrality, it provides special adiustments of -0.2 percent for 2001 through 2004 and
+(.8 percent for 2005, 1t requires the SGR 1o be revised based on later datz available by September

1st of the year of the revision, 1t includes a transition provision for years in which the SGR is revised.
After the transition, each November 1st, the Secretary must publish the SUR for the following year and




revise the SGR for the current yoar and two preceding vears. The SGR for the third preceding vear
would be final.

Requires a Federal Register notice by November | of each year, beginning with 2000, publishing the
update, conversion factor, and allowed expenditures that will apply for the next year. It requires, by
March 1 of each year beginning with 2000, that an estimate of the next year's sustainable growth rate
and of the conversion factor and the data used in making the estimate be made available to the
Medicare Payment Advisory Commissian (MedPAC) and the public. 1t requires MedPAC to include

i their June 1st annual report to Congress o review of the estimate of the conversion factor for the next
vear,

Requirds the Agency for Health Care Policy & Research to study: (1) ways to accurately estimate the
impact on Medicare physician expenditures from: (a) improvements in medical capabilities; (b} _
advances in technology; (¢) Medicare demographic changés; and (d) changes in geographical Incations
where beneficiaries receive services; (2) the rate of use of physician services in the original Medicare
fee-for-service program among beneficiaries between ages 65 and 74, 75 and 84, 85 and over, urid
disabled beneficiaries under age 65; and {3) other factors that may reliably predict Medicare
fee-for-service use of physician serviees. The Seoretary must report to Congress within 3 years of
enactment. MedPAC must report 1o Congress, within 6 mounths of the Secretary's report to Cengress
including an analysis and evaluation of the Secretary's report and recommendations,

Use of Duta Collected éz Organizations and Entities in Delermining Practice Expense Relative ‘va&ac
{(Section=2121

Requires a process to accept and use data collected or d&%k}p&d outside HHS o supplement HHS
data in determining practice expense relative values. An interim final regulation must be published so
such data can be used in computing practice expense relative value units for 2001. It requires that
publication of the estimated and final updates for 2001 and 2002 include a description of the process
for using external data in adjusting relative value units. Jt must also describe the exient to which such
external data have been used, particularly where the {Zata otherwise used are not based on a large
enough sample to be siatistically rehable,

GAO Study on Resources Reguired to Provide Safe and Effective atient Cancer T Section
213) :

"Requires the GAQ to conduct a nationwide study to determine the physician and non-physician clinical
resources necessary to provide safe outpatient cancer therapy services and the uppropriate Medicare
payment rates. The GAQ is required 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 1s to report to Congress on these issues and mcluéé a cost estimate of
their recommendations.

Suabtitle C - Other Services
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2-¥ ear Motatorium on Caps - Suspends the annual payment limits for therapy services for 2 vears --
2000 and 2001,

Focused Medical Reviews of Claims - Requires the Secz“ctazy, during the Z-year suspension, to
conduct focused medical reviews of therapy claims, wnh an emphasis on claims for services in skilled
nursing facilities.

Revision of BBA Report - Requires the Secretary to submit a report, by January 1, 2001, including
recommentations on: {2} the establishment of a mechanism for assuring appropriate uiilization of
outpatient therapy services; and (b) the establishment of ap altemative payment policy for such services
based on classification of individuals by diagnostic category, functional status, prior use of services, and
other critena determined appropriate by the Secretary. The report shall recommend how such a policy
can be implemented in a budget-neutral manner. '

.Study and Report on Utilization - Reguires the Secretary to conduct a study, by June 30, 2001, which
compares utilization patterns of therapy services provided on or aller January 1, 2000 with utilization
patterns for services provided n 1998 and 1999, The Secretary is required o review a statistically
significant number of claims. The report must include recommendations for legislation that the Secretary
determines to be appropnate. '

Referrals by Oplometrists - Allows optometrists to refer patients for thémpy services as well as
establish and review the plan of care.

Update In genai Dialvsis Composite Rate {Section 2222

Increases all compesite rate payments in the year 2000 by 1.2 percent abave 1959 paym&ni rates.
Increases year 2001 composite rate paviments by 1.2 percent above 2000 rates. Sunsets OBRA 1986
language {(as amended by OBRA 1982 and 19%0) which scls current composits rate. OBRA 1986
composite rate setting language is no longer effective s of January 1, 2000, Requires MedPAC 1o
study the difference in payment for home and facility hemodialysis and make recommendations
regarding potential changes. Due 18 months afier enactment.

Implementation of the Inherent Reasonableness {IR) Authority {Section 2233

The Secretary may not use or permil fiscal intermediaries or carriers to use thé IR authority until after
the GAQ relzases a report on IR requested on March 1, 1999 and the Secretary publishes a notice of
final rulemaking. This final rule must take B0 account both the GAD report and the comments that
were recefved in response 16 the interim final rule. In the final rule, HCFA must reevaluate the
appropriateness of the criteria for detenmining whether payments are excessive ot deficient that was
used inthe interim final rule and take appropriate steps (o ensure the use of valid and refiable daw when
usirig the IR authorty. ‘

Increased Reimbursement for Pap Srmears {Section 224)




Reguires the Secretary to establish 4 national minimum payment amount forati diagniostic and screening
Pap smear technologies approved by the Food and Drug Administration (FDA} as a primary screening
method for detection of cervical cancer, The mmimum payment amount shall be $14.60 for tests
furnighed in 2000, and in subsequent years, the amount would be updated along with the rest of the
¢clinical laboratory fee schedule. Expresses the sense 6f Congress that HCFA has been slow in
. praviding incentives for use of mew cervical cancer screening technologies, and should institute an
appropriate payvment increase for such technologies that have been approved by the FIDA and that are
significantly more effective than conventional Pap smears. -

Refinement of Ambulance Services Demoustration Project {Section 225)

Requires the Secretary to publish a request for proposals for the demonstration by July 1, 2000, and.

~ amends the demonstration payment formula by authorizing the Secretary to establish a budget-neutral
first-year capitated payment rate based on the most current available data, with payment in subsequent
years adjusted for inflation.

Phase-In of PPS for Ambulatory Surgical Centers (Section 226)

if the new payment rates are implemented for ambulatory surgical centers prior 1o incorporating data
from the 1999 cost survey, the Secretary would be required o phase in the new rates. In the first year,
ao more than one-third of the payment could be based on the new rates; thus, two-thirds or more
would be based on the current rates. In the next year, no more than two-thirds could be based on the
new rales; thus, one-third or more would be based on the current rates.

Extension of Medicare Benefits for Inymunosuppressive Drugs (Section 227)

Increases the munber of months of coverage of immunosuppressive drug therapy for post-transplant
beneficiaries by 8 months, from 36 {0 44 months, for the year 2000, for individuals who exhaust their
36 months of coverage during that year. ' .

For individuals who exhaust the 36-month peried for i zmmunosuppressn e drugs in calendar year 2001,
the statute provides for 8 months {or more) of additional coverage. The Secretary must specify what
any increase in the number of additonal months of benefits beyond § months will be by May 1, 2001.

For beneficiaries who exhaust the 36-month period in 2002, 2003 and 2004, the munber of additiona
months of benefits may be more or less thun 8 months, The Secretary must specify what the number of
additional months of benefits will be for cach of these years by May 1 of the preceding vear.

The Secretary must compuie the pumber of additional months of coverage for 2001 through 2004 (if
any) using appropriate actuanal methods and make such computation so that, based on the best

- available datz at the thme the computation is made, the total expenditures for the additional months for
FY 2000 through FY 2004 do no exceed $150 miilion: The Secretary is directed to seek to provide
for a level aumber of months of extension for FY 2001 through FY 2004, The Secretary 18 required
to make an annual adjustrent in the number of months of extension applicable to 2001 through 2004,
to the extent necessary, based on di ffererices between actual and estimated expendlturfzs consisient

with the $130 miltion five-vear fgure.



For the year 2000, for Medicare+Choice plans, the Secretary is required to treat the additional months
of coverage in the same manner that a national coverage determination is treated.

The Secretary must issue a report to Congress by March 1, 2003 including an analysis of the tmpact of
the extension provision, and recommendations regarding an appropriate cost-effective method of
providing coverage of immunosuppressive drugs under Medicare on a permanent basis.

Temporary Increase in Payment Rates for Durable Medical Equipment {DME) and Q&:ggen {dSection
428} : ‘

The payment amount for the covered items shall increase by 6.3 percent in 2001 and by 0.6 percent in
2002. These increases would affect payments only in the year specified.

Studizs and Reports {Section 229)
Requires the fullowing studies: '
- MedPAC study on the cost-effectiveness of covering post-surgical recovery centers
- AHCPR study coraparing the differences in ﬁae guality of ultrasound and other imaging servzws
provided by credentialed and
non-credentiated individualy
- MedPAC suxdy of the regulatory burden ;}iaced on providers by the FFS Medicare system
- GAQ study of Department of Justice's use of the False Claims Act




TITLE I - ?Rﬁ%’lS]ONg RELATING TO PART A AND B

Subtitle A - Home Health Services,

#

____gjjzzsiment to Reflect Administraiive Lastg Nt Included in the Interm Payment Svstem: GAD Renort
ot Costs of Compliance with QASIS Data Coliection Rgmmmcms {Section 301)

All home health agencies will be paid $10 per Medicare beneficiary served during each ageney's cost
reporting peried beginming in FY 2000 to help cover the'cost of complying with the OASIS
requirements. They will be paid about half of this amount by April 1, 2000 and the rest upon seitiement
of each agency’s cost report. :

GAOQ will conduct a study of the costs mcurred in complying with QASIS, and analyze the impact on
patient privacy. The report muust be submitted to Congress within 180 days frons the dale of enactment,
and the HHS Secretary must comment on the report. The GAO will, no later than 180 days following
receipi of this report, sabmlt audit findings on the cost incurred i:zy agencies in collection of OASIS
data,

Delay in the Application of 15 Percent Re ' - S

Oue Year After Implementation of Proswexizve Pavinent System ( S&cnen 3021

This provision delays the 13 percent payment reduction until one year afier implementation of the home

health prospective payment system (PP3). The provision also eliminates the requirement for a 13

percent reduction if the PPS does not occur. Six months following implementation of the PPS, the HHS
“Secretary is required to submit a report to Congress analyzing the need for the 15 percent reduction, or

for any reduction in base payment amounts for home health services under the PPS,

Ingrease in the Per Beneficiary Limits {Section 303}

Home health agendies subject to the per beneficiary payment limit, but that fall below the national
median, will receive a 2 percent increase in the per beneficiary limit for cast reporting periods starting
during or after FY 2000.

Clarification of Surgtly Bond Reguiremgg‘;g {Section 304)

- Medicare home health agencies must have surety bonds for the fower of $50,000 or, 10 percent of the
aggregate amount of Medicare and Medicaid payments to the agency for that vear, Agencies are
required to have a surety bond for 4 years, or if there 1s a change in ownership or control of the agency
for an additional period that the Secrstary determines appropriate (not to exceed 4 years from the
change). Home health agencies now can obtain a single bond for both Medicaid and Medicare
business, so long as the bond guarantees return of overpayment under both programs.

Refinement of Home Health Azene dated Billing (Section 305)
Allows suppliers o i}zil Medicare dzrect]y for 1tems provided (o a beneficiary recetving home health
services.

Technical Amendment Clarifving Apnlicable Market Basket Imfz‘egse for PPS [Section 306)




Ensures that the inflation adjustment (market basket update) for home health will occur in both 2002
and 2003.

udy and Report 1o Congress Regarding the B Rural Agengies ax;f.i Po ulagions ?rcm
inclusion in the Home Health Prospective Payment System (Section 307)
The Medicare Payment Advisory Commission is required to submit a report to Congress, including
legistative reconunendations, no later than 2 years from enactment on the feasibility and advisabilily of
exempting rural home health agencies from the prospective payment system.

Szzbixtie B Direct Gradnate Medlcal P’dncatwn

Egvmezﬁs {Section 311}

Per-resident payment amounts arg increased for hospitals below 70 percent of a geographically
adjusted national average, {¢ 70 percenl of that average. If a hospital's per-resident amount for a given
cost reporting period exceeds 140 percent of a geographically adjusted national average, then the
update for the next cost reporting period 18 zero for FY 2001 and FY 2002, and Consumer Price Index
minus 2 percentage points {but not below zero) for FY 2003 through FY 2003, Hospitals with
per-resident payment amounts between 70 percent and 140 percent of a geographically adjusted
national average would continue (0 receive current payment ameounts and scheduled updates.

: | D¢ ining Programs | Sec‘iwn 31 2
Allows pedza\rlc neumiogy remds:nts tﬁ be ceunted as a full resident for five years. Requires MedPAC
to include, in its March 20G1 Report to Congress, recommaendations regarding the appropriaieness of
the initial residency period for other residency training programs ma speczaizy that requires preliminary
years of study in ancther specialty.

BBA Technical] Corrections {Section 321
Makes spelling and cross reference comrections in the BBA related to ] “»*Iedzcsim Pan A and Part B,
Medicare+Choice, and HIPAA. ‘ \



TITLE IV-RURAL PROVIDER PROVISIONS

‘Subtitle A - Rural Hospitals
Permittine Reclassification of Certain Urban Hospitals as Rura! Hosnitals {Section 401

Permits urban hospitals to be reclassified as rural hospitals if they are: (1) located in 2 rural census tract
of an urban metropolitan statistical area (as determined by the most recent Goldsmith Modification), (2)
located in any area designated by state law or regulation as rural; (3) located in an urban ares but
otherwise would qualify as a rural, regional or national referral center or a sole community hospisal; or
(4) other eriteria specified by the HHS Secretary. HHS must act on appiications for reclassification
within 60 days.

Al oWS more current Cezzszzs data w’w zzsed in reclassi f’iz;aiwn cmterza for hospituis Iocat@d oetw een
two Metropolitan Statistical Areas (MSAs), In FY 2001 and 2002 hospitals may choose to use ¢ither
1990 or 1980 census data. Riarting 1n FY 2003, the most recently published Census data will be used.

Improvements in the Oritical Access Hospital (CAH) Program (Section 403}

Makes several changes that expand'the Critical Access Hospital program. 1t {a) changes average
length of stay requirements to an average of 96 hours; (b) extends eligibility to for-profit hospitals; (¢}
gxtends eligibility to hespitals that closed or downsized within the last 19 years; {d) allows billing for
outpatient services based on an all-inclusive rate that covers both facility and professional services
(subject to the physician fee schedule); and, (¢) eliminates coinsufance and deductibles for cutpatient
clinical laboratory services, and establishes payment for these services based on the fee schedule,

Five Year Extension of Medicare Dependent Hospital (IMDH ram (Section 404}
Extends the enhanced paymestt system for Medicare dependent hospitals for another five years.

Permits sole commumty hospitals to be paid a rebased zaxge:t ammzm i}ased on their FY 1996 coste. A
transition to the 1996 target amount is provided: FY 2001 - 25 percent rebased target amount, 75
percent previous target amount; FY 2002 - 50 percent rebased target smount, 50 percent previous
target amount; FY 2003 - 75 percent rebased target amount, 25 perccnz previous target amount; and,
FY 2{}{34 100 percent rebased targel amount.

ii}m»"{egr Sole Comm unity Hognital Fayment Increase {Section 406)
This prevision gives sole community hospitals a one-year payment increase by providing an update of
the full market basket percentage increase for FY 2001,

Incressed Flexibility in Providin ural Areas {Section 4073

This provision: (1) expands the number of residents Medicare will pay for in rural hospitals by 3¢
percent; (2) adlows non-rurad facilities tha! operate separntely accredited rural training programs in rural
areas, or that operate accredited training programs with integrated rural tracks, to also increase their
resident limits, as determined by the Secretary; (3) allows hospitals 1o increase their residency caps by



http:provided:.FY

up 10 three if a primary care resident was on approved leave during the 1996 cost reparting periad
used to detormine the cap; and (4) allows a resident who was al a Veterans' hospital and then
transferred 1o a non-Veterans' hospital between January 1, 199’? and July 31, 1998, to be mciuded in
the residency cap at the non-Veteran's hospital. :

Iﬁ%imfnzzign of Certain Restrichons with Respect 1o Ho

Elirnates the requirement lo obtain a state certificate of need {0 use acute care beds as "swing beds®
for long-tenn care patients. 1t also eliminates constratnts on the length of stay in swing bads fi)i‘ rural
hos;&xizzis with 50-100 beds.

Crant ?rogram for Rural Hoespital Transition to Prospective Pavment (Section 409}

Lets rural hospitals with less than 50 beds apply for grants of as much as $50,000 to make data

systems upgrades (both hardware and software) for new prospective payment systems. Requires the
Secretary to report to the House Ways and Means Committee and the Senate Finance Committee at
teast annually on the grant program, with a final report no later than 186 days after the completion of all
of the projects for which the grants are made.

' GAQ Study on Geographic Reciassification (Section 41

Requires the General Accounting Office to study the effects of geographic reclassification of hospitals to
determine the appropriateness for applying Medicare wage indices and whether the reclassifications
result in more accurate payments for all hospitals. The study is to evaluate: (1) the effect of
reclassification on rural hospitals that do not reclassify; (2) whether the current thresholds used in
geographic reclassification reclassify hospitals 1o the appropriate laber markets; (3} the effect of
eliminating geographic reclassification through use of oceupational mix data; (4) group reclassification
policy; {5} changes in the number of reclassifications and the compositions of the groups; (6) the effect
of State-specific budget neutrality compared to national budget neutrality; and (7) whether sufficient
coutrols exist over the intermediary evaluation of wage data reported by iwspzzais The report is ézze to
Congress no later than 18 months afler date of enactment.

Subtitle B - Other Rural Provisions

MedPAC Study of Rural Providers {(Section 411 ‘ ‘

Requires the Medicare Paytnent Advisory Commission (MedPAC) to evaluate the spectal payments
and payment methodologies established for rural hospitais, including their impact on beneficiery access
aned quality of services. The re;éarz is due to Congress no later than 18 months afier date of enactment.

Expansion of Access 1o Paramedic ] ; 31 e

Requires areas designated as rural by any Siate %aw or rcgu iaﬁon or ihat are located in a rural census
tract of a Metropolitan Statistical Area {as determined by the most recent Goldsmith Modification), to
be treated as rural by Medicare in payment for paramedic intercept services.

{Section 413 i



Requires HHS to award g contract within three months of enactment for a four-vear telemedicine
demonstration proiect for beneficiaries with diabetes who reside in medically underserved rural and
inner-city areas, The award must go to the applicant wath the best techunical proposal as of the date of
enactment. The provision also clarifies that the underserved areas that gualify for the demeonstration
must be federally designated "medicaliy underserved areas or health professional shortage areas” at the
time of beneficiary enroliment in the demonstration. It establishes that the telemedicine provider must be
a "telemedicine network.” Deletes a limit on payment at 50 percent of reasonable cost and instead

allows payment be made for reasonable costs refated to provision of these services. It requires the
demonsiration to bear all costs and bars cost-sharing by beneficiaries.



TITLE V- MEDICARE+CHOICE & OTHER MANAGED CARE

Subtitie A - Provisions to Accommedate and Protect Medicare Beneficiaries

Changes in Medicare+Choice Enrollment Rules (Section 3013

Gives beneficiaries the option of access to an alierative Medicare+Choice plan and Medigap, either
within 63 days of receiving notice from their plan that the plan is leaving the program, or within 63 days
of when their coverage is terminated. Beneficiaries exercising the first option must disenroll from the
Mexlicare+Choice plan before their coverage is terminated. Institutionalized persons would be |
permitied o enroll in a Medicare+Choice plan or change from one plan to another at any time that &
plan is accepting new enrelless. Permits a Medicare+Choice plan that is reducing its service area to
offer its enroliees, in all or part of the affected aren, the option of staying in the plan so long as the
enrollees agree (o obtain all basic services (except for urgent or emergency services) exclusively
through the plan’s providers located in the plar’s reduced service area. This is permitted only if no other
Medicare+Choice plan is available at the time the plan elects to provide this option to its enrolises:

Change in Effective Dat = o

302} -

. A beneficiary's denision to change Medicare+Choice plan elections made after the 10th day of zach
month will not become effective until the first day of the second calendar month after the election is
made. '

2-Year Extensi edicare Cost Contracts (Section 3
(Changes the date alter which cost contracts cannot be rengwed to December 31, 2004,

" Subtitle B - Provisions to Facilitate Implementation of the M+C Program

Phase-in of New Risk Adiustment Methodolouy: Studies and Reports on Risk Adjustment Section
Changes the phase~in schedule for risk adjustment of Medicare+Choice payments. Provides that
payments shall be based on 10% of the new risk adjusiment methodology in 2000 and 2001 and no

maore than 20% in 2002, Reguires MedPAC w0 study and make recommendations to Congress by
December 1, 2000 on several aspects of the risk adjustment methodology. Requires the Secretary of
HHS to study and report fo Congress by January 1, 2001 on reducing cost and burden on managed

care organizations in complying with the reporting requirements on encounter data for implementation of
psk adjustment. - ‘

Encouraging Offering of Medicate+Choice Flans in Areas Without Plans {Section 5123

This provision increases Medicare+Choice payments m areas where enrolliment in 4 Medicare managed

care plan has not been offered since 1997 or for which all Medicare+Choice organizations serving the
area filed notice by October 13, 1999 that they would no longer provide service in the area as of

January 1, 2000, Payments are increased by an additional 5% for the first 12 months the plan is offered

and by an additional 3% for the second 12 months the plan {s offered. The bonus only applies to plans




which are first offered during the 2-year peried beginming January [, 2000, and to the first plan
approved in anty given area uniess more than one plan is approved on the same date. These payment
increases dre temporary.

Modification Qf The 5-Year Reentry Rule for Conract Terminations {Section 313}

- Changes the ban on reentry to Medicare for plans that lgave the program from 5 years to 2 years. The
provision also provides an exemption o the Z-year ban if, within 6 months of a Medicare+Choice
organization giving notice that it was terminating its contract, a legislative or regulatory change were
made that would increase paymenis for the payment area the plan tcrminated.

Continued Computation and Publication of Medzgg;g Original Fee- Eggﬁervxca Expendifuresona

Countv-Specific Basis (Section 514}

Requires the Secretary to annually publish, beginning with 2001 and at the time Medicare+Choice rates
are published, the following county-specific foe-for-service information for the second preceding year:
1} total monthly per capila expenditures, separately for Part A and Part B; 2) total monthly per capital
expenditures, reduced by the estimate of expenditures not related to payment of claims (e.g., graduate
medical education); 3} average risk factors based on diagnoeses for inpatient services; and 4) average
risk factors based on diagnoses for inpatient and other sites of service,

Flexibility to Tailor Benefits under Medicare+Choire Plans {Section 515}

Permits Medicare+Choice plans to vary preminms, benefits, and cost-sharing across individuals
enrolled in the plan so long as these are uniform within each separate segment of 1 service area. The
segment meust cousist of one or more paymem areas (counties).

Delay iy Deadline for Submission of Adiusted Gommunity Rates (Section 516)
Changes ﬁztz date by which &icci:care-?ﬁhmce plans must submlt ACR data to July 1.

Reduction in Adiusiment 1o National Per Capita Medicare+Cheice Growth Pemamage for 2002
* {Section 317}

Changes the reduction i the update for 2002 to 0.3 percentage points from 0.3 poinis:

-Deeming of Medicare+Choice Oreanization 1o Meet Reauirements {Section 318)

Expands existing law on areas subject 1o deeming to inclode: anzz—dzscnm‘nanon, access to :s&WlC@S
advance directives; and provider participation. In addition, requires the S&creiax‘y to determine, within
210 days of receipt of an application from an accrediting organization, whether that organization meets
HCFA's standards for deeming. Finally, HCFA could not require that an acereditation organization be
able 10 certify P lans for all categories of requirements.

'] iming of Medmare*(}hmce Health Information Fairs {Section 5192

Changes information and pubheity campauzn for Medicarg+Choice organgizerzs 1o the "{2 aii scason.”

Ouality Assurance Reauirements for Preferred ?mvig_.p: {}{ganizati{}ﬁ Plans (Section 320)
Requires preferred provider organizations {0 meet the same quality requirements as private




fee-for-service plans and non-network MSAs. Within twa years of enaciment, requires MedPAC to
study and report on appropriate quality improvement standards that should apply to sach type of
Medicare+Choice plan and to originat Medicare, The study must examine the effects, costs, and
feasibility of requiring entities and providers under fee-for-service Medicare to comply with quality
standards and reporting requirements that are corparable to requiremnents for Medicare+Choice.
Effective Date: ‘

Clarification of Nop-Applicability of Certain Provisions of Discharee Planning Process to
Medicare+Choice Plans ‘Section 5211

Hospitals may specify, or Emit, the information provided to those facilities that contract with the
enrollees' Medicaret+Chotee plan.

User Fee for Medicare+Choice Qrgamzmw on Number of Earolled cherzr;zancs {Section
Siz)

Medicare+Choice vser fees for education are available without further appropriation and will be based
an the percemage of Medicare+Choice enroliees compared 1o all Medicare beneficianes.

Clarification Regarding the Ability of a Religious Fraternal Benefit Society to Operate Any
Medicare+Choice Plan (Section 5233

Expands the number and type of plans that religious fraternal benef sacnetms may operate io include
private fee-for-service plans and MSAs.

Rules Regardine Physician Referrals for Medicare+Choice Program (Section 524)
Creates a sperific statutory exemption for Medicare+Choice coordinated care plans 1o the physician
self-referral law,

Subtitle C - Demonstration Projects and Special Medicare Populations

Extension of Sogial Health Mamntenance Organization !2@;@ onstration (SHMO) Project Authority
{Seetinon 53 1) ) - ' -

Extends the SHMO demonstration until 18 months afier submission of an integration and transition plan
report to Congress as required under the Balanced Budget Act. Extends the due dmte for the final

report on the demonstration projects to 21 months after the date of the integration/transition report
requited by the BBA. Requires MedPAC 1o make recommendations six months afier submission of the
{inal report. Increases the aggregate Hmit on participants at all sites to not less than 324,006 individuals.

Extension of Medicare Community Nursing Orp J1LE stratior 35’ oicct {Section 5323
Extends the CNO demonstration project an additional two ya“rs and raquzres the S&cmtary o reduce
payments so that the exiension does not increase expenditures above the level that would have been
made in the absence of the project. Requires the Secretary 10 report by July 1, 2001 on the resuits of
the demonstration, including data through the end of 2000. '

Medicare+Choice Comnetitive Bidding Demoanstrati

P



Deleys implementation of the competitive pricing demonatration until '}a:mary 1, 2002, orif later, 6
months after CPAC has submitted a report to Congress on the inclusion of original Medicare in the
demonstration design, whichever is later. The report must address the following topics; changes that
would be required 1o feasibly incorporaie fee-for-service Medicare into the demonstration: the guality
and monitoring activities that should be required of plans.in the demonstration, related costs of these
projects, and the current ability of HUFA 1o collest and report comparable data for fee-for-service
‘Medicare; the viability of initiating a project site in & rural area and related recommendations; and the
benefit structure, Requires the Secretary, subject to CPAC's recommendations, to aliow plans that bid
below the government contribution rate 10 offer beneficiaries rebates on their Part B premiums.

Extension of Medicare Municipal Health Services Demonstration Proiect (MHSP} {Section 5343
Extends the MHSP demonstration project by two years, until December 31, 2002.

Medicare Coordinated Care Demonstration Projects (Section 3351

Provides a direct gppropriation of such funds as are necessary through the Medicare trust funds to
cover the costs of this demonstration project, including costs for information infrastructure and recurring -
costs of case management services, flexible benefits, and program management. '

Medigap Protections for PACE Program Enrollees (Section 5:
Extends Medigap protections 1o PACE program emvollees.

Subtitie D - M+C Nursing and Allied Health Professional Education Pay‘mcnts

Medicare+Choice Nursing and Allied Health Professional Education 1enis (Section 34
This provision provides an additional payment for hospitals that receive payment for approved’
educational actvities for nurse and allied health professional training to reflect the costs of
Medicare+Choice enrollees. The additional amount shall not exceed $60 million in any vear.

¢

- Subtitle E - Studies and Reports

Report on Accountine for VA ar DoD Expenditures for Medicare Beneficiaries {Section 35313
Requires the Secretary to report 1o Congress on the use of services furnished by Dol and VA
Medicare beneficiaries, including both beneficiaries in fee-for-service Medicare and beneficiaries
enrolled in Medicare+Choice, and include an analysis of how to adjust Medicare+Choice capitation
rates. - : :

Medicare Payinent Adyi oramission Studies and Renorts (Section 552)

Requires MedPAC o stwly payment methodologies for {rail elderly beneficiaries enrolled in 2
Medicare+Cheice plan that: account for the chronic conditions among frail elderly; include medical
diagnostic factors from all provider settings {(including hospitals and nursing facilities); and include
functional indicators of health status and other factors. Requires MedPAC to study and report on
changes needed to make Medical Savings Accounts a viable option under the Medicare+Choice
program.



GAO Studies, Audits, and Reports {Section 533} \

Requires GAO 1o study and report on the following issues related to Medigap Insurance: 1) the leve] of
coverage provided by each type of policy; 2} current enrolliment levels in gach type of policy; 33
availability of each type of policy to beneficiaries over age 63 %; 4) the number and type of policies
affered in cach state; and 5) the average out-of-packet costs per beneficiary under each type of policy.
Beginning n 2000, requires GAD to conduct an annual audit of the Medicare+Chotce beneficiary
education program and o report on the results of the audit, along with an evaluation of the effectiveness
of the education program. ’




TITLE VI-MEDICAID

Increase 1 Disproportionate Share Hospital {DSH)Y Allotments for Certair States and the District of
Columbiz (Section 6013

Increases the amount of the federal portion of disproportionate share hospital {DSH) payments n the
District of Columbia, Minnesota, New Mexico and Wyoming for FY 2000, 2001, and 2002, The

annual allowment for these years for the District of Columbia rises from $23 million to $32 million;
Minnesota rises from $16 million o $33 million; New Mexico rises from $3 million to $2 million; and,
Wyoming riges from 0 1o $100,000. These increases will alse result in lagher DSH timits in succeeding
YEArs.

Removal of Sunset on transitional administrative ¢ost assistance-{Secton 602)

Eliminates two restrictions on how states tan gain access 1o a special $300 million fund set up to help
cover administrative costs related to welfare reform. It eliminates the October 1, 2000 “sufset” date,
after which the funding would no longer have been available. It also eliminates the three-year |
{twelve.quarter) window that States have to spend the money after they first start to ¢laim it

Modification of the Phase-Out of Payment for Federaliy-Cualified Health 5’.;‘8@ ter Services (FOHCs)
and Rural Health Clinie Services {(RHCs} Based on Reasongble Costs {Section 603)

Slows the phase-out of cost-based reimbursement for these facilitics. Payments must be at least 95
percent of costs for FY 2001 and 2002, at least 90 percent of costs for FY 2003 and at least 83

- percent of costs for EY 2004, Cost-based reimbursement is eliminated after FY 2004. It also directs -
the General Accounting Office to report to Congress on the effset of the phasg-out of cost-based
reimbursement on these faciiiiies and the populations they serve and make recommendations on
whether a new payment system is needed. The report is due one year after enactment. A related
provision (Section 608{2)) removes a ban on waiving FQHC payment requirements in 1915b waivers
(which allow States to himit beneficiaries’ chozce of providers) as soon as the phase-out of cost-based
reimbursement is complete.

Paﬁiz in Reinthursement for Certain Dnilization and Cuality Control Services: Ehmination of Dunhicative
CQHIE xrernal Quality Review of Medicaid Managed Care Organizations {Section £04)

lees Szatcs a hlgher, 75 percent, rate of federal matching funds for spending on contracts with

PRO-like entities for fee-forservice review activities. It also eliminates references to older and now

duplicative requirements for external quality review of Medicaid managed care, which were superseded
by new requirements in the BBA,

licability of Enhanced Match Under the Stare Children's Health In Program to Medicaid
DSH Payments (Section 604) _ ’
{larifies that the enhanced federal matching rate available under the State Children's Health Insurance
Program (SCHIP) does not apply to expenditures for disproportionate sharc hospital {DSH ) payments
in Medicad.

Ootional Deferment of the Effective Dalg for Outpatient Drug Agreemenis {Section 606}



Gives States the opticn of covering drugs from manufaciurers that are new to the Medicaid drug rebate
program as soon as the manufacturer signs.an agreement with the State to participate in the program.
States must begin 1o cover drugs from manufacturers who have signed drug rebate agreements no later
than the furst day of the first quarter that begins 60 days or more after the agreement is signed.

Making the Medicaid DSH Transition Rule Permanent {Section 607)

Permanently authorizes the State of California to make disproportionate share hospttal (DSH) payments
to hospitals in amounis up to 175 percent of the hospital’s uncompensated care costs and Medicaid
ghortfalls. ' '

. Medicaid Technical Corrections [Section 6083

Removes language banning wajver of FQHUT payment rules in 1915h waivers as soon as the phase-out
of cost-based reimbursement is complete in 20604, Corrects spelling, punctuation and cross-references
throughout the title XIX Medicaid statute.



TYTLE VII--STATE CHILDREN'S HEALTH INSURANCE PROGRAM (SCHIP}

Stabilizing the State Childrer's Health Insurance Proeram Allotment Formula (Section 7013

Stabilizes the formula for determining how much federal funding each State may receive for SCHIP and
creates floors and ceilings that must be implemented in 2 budget neutral manner. Changes the Current
Population Survey (CPS) data and the Census data used to count the number of lpw-income and
low-income uninsured children from the three most recent fiscal vears to the three most recent calendar
years.

Increased Allotments for Termitones Under the State Children's Health Insurange P m {Section
Increases the SCHIP allotments for the territories by $34.2 million for FY 2000 and 2001, by $23.2
million for FY 2002 through 2004, by $32.4 million for FY 2005 and 2006, and by $40 million for FY
2007. These increases are in addition to the 0,25 percent of the total SCHIP allotment that the
territories receive under the normal allotment process. :

Children’s Health Insurance Proer Secy

Evaluations of the Stz

703)
Gives $10 million to the Department of Commerce to increase the sample size of the Carrent
Population Survey {CPS) so that rehiable estimates of the number of uninsured children by income, age
and race can be determined on a State-by-State basis! Gives $10 million to the HHS Secretary for a
‘federal evaluation of the SCHIP program using a sample of 10 States. Directs the Inspector General to
audit, and the GAQ 10 report to Congress, every three years on State compliance with the requirement
that SCHIP applicants that are found to be eligible for Medicaid be enrolled in Medicaid. Requires that
all data relating to children in SCHIP and Medicaid be coordinated with the data requirements in the
Matemal and Child Health block grant. Directs the Secretary, through the Assistant Secretary for
Planning and Evaluation, to establish a data clearinghouse on Federal health programs and
children'shealth. ’ ' '

References to SCHIP and State Children’s Health Insurance Program (Section 704)

Reguires the Secretary and all other federal empiovees 1o use the phrase "State Children's Health
Insurance Pragram” and the acronym “SCHIP" in all publications and other official communications
when referring to the program.

SCHIP Technical Corrpctions {Section 700
Makes speiling and cross reference corrections in the SCHIP statute (title X().



BALANCED BUDGET REFINEMENT ACT OF 1999: HIGHLIGHTS
' November 18, 1999

The Medicare, Medicaid and SCHIP BRalanced Budget Refinement Act (BBRA) of 1999
addresses flawed policy and excessive payment reductions resulting from the Ralanced
Budget Act (BBAyof 1997, The President, Vice President and Secretary: Shalala are
pleased that Medicare beneficiaries’ access to high-quality health caee is tmproved
through this bipartisan legisiation, All partics W the agreement, in particular, Mr. Archer,
Mr. Rangel, Mr. Thomas, Mr. Stark, Mr. Bliley, Mr. Dingell, Mr, Bilirakis, Mt. Brown,
Senator Roth, and Senator Moynihan, played entical roles in achieving this cutcome,

This BBRA addresses many of the problems raised by the Administration and Congress,
by, for example, acmg a moratorium on the therapy caps that have proven harmful to
beneficiaries; increasing payments for very sick patients in nursing homes this year;
restoring funding 1o teaching hospitals; and casing the transition to the new progpective
payment system for hospital cutpatients, among others. Unfortunately, it includes
provisions that are not justifiable, such as a $4.8 billion payment increase 1o managed
“care plans that are slready overpaid according fo most experts. This is troubling because
any excess paymens from the Medicare trust fund put the program at greater risk. This
legislative package costs about $1.2 billion in 2000 and $16 billion over § years.' The
major provigions (not all provisions) are described below, along with their S-year costs.

HOSPITALS ($6.8 billion)

s Modifies outpatient department pollicies‘ The BBA created & new prospective
payeent system (PPS] for hospital outpatient cars that pays set amounts for services
that are sirilar clinically and in their use of resources. This bill adiusts the PPS. It

¢ Smoothes the transition to the PPS. During the first 3 and a hal{ years of the
PPS, this bill creates payment floors {o minimize the disruption of the new
system. Small rural hospitals would be held harmless for 4 years while cancer
hospitals are permanently held harraless from the PPS. In addition, thers will be a
budget-neutral 3-year pass-through for certain drugs, devices and biologicals and
outlier policy for high-cost cases. The bill also extends the current hospital
. outpatient capitai policy through the implementation of PPS.

¢ Clarification of budget-neutral implementation of PPS. This bill clanifies
Congress’s intent that the new system is niot supposed to impose an additional
reduction-of 5.7 percent on top of the removal of formula-driven overpayment.
{Nate: OMB would not score this clarification)

+ Increases Indirect Medical Education Payments., Under the BBA, teaching
hos;utals indirect medical education (IME) payment add-on was reduced © 6.0
percent in 2000, and 5.5 percent in 2001 and subsequent vears, This proposal would

, raise the add-on 1 6.5 percent in FY 2000, 6.25 percent in 2001, and 5.5 percent in
2002 and thereafter, This provides critical assistance to teaching hospitals adjusting
to the changes in the health care system.

' All esisnates from CBO preliminary soure, 11718199, The toial cost also includss chunges in premium revenue,



Takes Steps Towards Reforming Direct Medical Education. This bill begins to
reduce the geographic disparity it payments for direct medical education. It raises
the minimum payment for bospitals to 74 percent of the national, geographically
adjusted average payment and limits growth i payments for hospitals with costs
above 140 percent of the geographically adjusted average payment. For these
hospitals, payments per resident will be frozen for FY 2001 and 2002 and increased at
a rate of inflation {consumer price index) minus 2 percentage points for FY 2003
through 2005,

Increases disproportionate shave hospital (DSH) payments. The BBA reduced
DISH payments by 3 percent in 2000, 4 percent in 2001, and 5 percent in 2002, This
proposal increases the payment rates set in the BBA. Under this bill, DSH would be
reduced by 3 percent in 2001 and 4 percent in 2002, This restoration helps these
hospitals care for the uninsured.

Increases payments for PPS-exempt hospitals. TheBBA authorized the creation of
a PPS system for inpatient rehabilitation hospitals. This bill makes adjustments 10
this PPS and requires the development of PPS systems for long-ferm care and
psychiatric hospitals. It also includes a wage adjustment of the percentile cap for
existing PPS-¢xempt hospitals and enhanced payments for long-term care and
psychiatrie hospitals,

Improves rural hospital programs. This bill modifies and improves a series of
Medlicare policies that support rural health care providers. They complement the
special protection for rural hospitals in the outpatient PPS system. '

®  Allows certain hospitals to reclassify to rural for purposes of designation as.a
Critical Access Hospital (CAH), Sole Community Hospital or Rural Referral
(enter, Updates certain standards applied for geographic reclassification.

° Extends Medicare dependent hospital (MDH) program for five years; 1mproves
the CAH program.

°  Provides exceptions 1o residency caps for rural graduate medical education.

®  Rebases the targets for Sole Community Hospitals and provides for the full
market basket increase in 2001,

Administrative actions. This complements the Administration’s actions to delay the
expansion of the hospital transfer policy; stop recoupment of DSH payments based on
unclear guidance; delay implementation of the volume control system and refine the
ambulatory payment classification system under the outpatient PPS; change to the
wage threshold to allow rural hospitals to reclassify for payment purposes; and others.
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SKILLED NURSING FACHLITIES & THERAPY SERVICES ($2.7 hillion)

*

Provides immediate increases in payment for high-cust cases. The BBA ¢reated a
new prospective payment system {PP3) for skilled nursing facilities that was
impiemented on July 1, 1998, Under this svstem, payvments are based on service
needs of patients adjusted for area wages. Effective April through October 1, 2000,
20 percent will be adided to 12 resource utilization groups (RUGs) for meézcally
complex cases and 3 rehabifitation RUGs, The bill also creates special payments 1o
facilities that treat a high proportion of AIDS patients for 2000-2001 and excludes
certain services {certain ambulance services, prostheses, chemotherapy) from
consolidated billing and the PPS system.

Increases payment rates. This bill increases payments across-the-board by 4
percent for 2001 and 2002, It alse gives nursing homf:s the oplion to elect {0 be paid
at the full Federal rate for SNF PPS,

fmposes two-vear moratorium on payment caps. The BBA limited yearly
payments for physical / speech therapy and occupational therapy to $1,500 each per
beneficiary. This fimit is toe low, causing a large number of therapy users to have
payments exceed the caps and have to pay for services out-of-pocket, This bill puis a
two-year moratorium on the caps, steps up medical review to prevent fraud, and
revises 2 BRBA-mandated study to develop an alternative, more rational system for
therapy services payment.

Administrative actions. Apari from this bill, the Administration will increase
pavment for high acuity patients and exclude certain types of services furnished in
hospital cutpatient departments from SNF PPS.

HOME HEALTH (31.3 billion}

Delays 15 percent to one year after the implementation of the home health
praspective pavment system (PPS). In addition to creating a new PPS for home
health, the BBA also required a 15 percent reduction in payment limits. This bill -
delavs implementation of the 13 percent reduction until after the first year of
implementation of PPS.

Provides immediate adjustments. The hill raises the per beneficiary limit by 2
percent for agencies subject to the per beneficiary limit with limits below the national
average in 2000; pays $10 per beneficiary in 2000 1o agencics o help cover the cost
associated with QASIS data collection and reporting requirements; eases and clarifies
the surety bond provision; and excludes durable medical equipment from home health
consolidated billing. '



Administrative actions. This bill complements the Administration’s actions to delay
tracking and pro-rating payments; provide for exterded interim payment system
repayment schedules; postpone and change surety bond requirements; among others.

'BENEFICIARY IMPROVEMENTS (50.3 billion)

|

Limits beneficiary hospital outpatient colnsurance. The BBA included 2 provision
1o reduce the Medicare beneficiary coinsurance for hospital outpatiemt department
services from its current approximately 50 percent of costs to 20 percent over a
number of years, This policy would provide an additional protection by limiting the
amount of coinsurance that a beneficiary pays for outpatient care (o the Part A
deductible {§776 in 2000} '

Increases coverage of immunosuappressive drugs. Curvently, Medicare pays for the
prescription drugs that help prevent rejection of transplants for 36 months. This
propasal would, for the next § years, extend coverage of these drugs for another 8
months for beneliciaries whose coverage would otherwise expire.

MANAGED CARE (34.8 billion)

Alters the plan for risk adjustment for managed care plans. The BBA requires
that payments 1o managed care plans be risk adjusted, 10 prevent adverse selection
and to encourage plans to enradl sicker beneficiaries. Rather than implement this
immediately, the Admmstration developed a 5-vear phase-in plan which is supported
by virtually all independent experts. This proposal alters the phase-in by reducing the
amount of risk adjustment scheduled for 2001 and 2002. - ‘

Increases rates. Although the General Accounting Office and other independent
experts believe that managed care plans continue o be overpaid - even after the BBA
- this propasal raises the annual rate increase for 2002 from the fes-for-service
growth rate minus 0.5 to the fee-for-service growth rate minus 0.3, It also provides
an entry bonus {or plans entering countifes not previously served and for plans that
had previousty announced that they were withdrawing from counties.

Changes provider participation rules snd quality standards. The bill includes a
number of provisions to accommodate health plans, including: giving plans more time
to submit adjusted community rates; providing greater flexibility in benefits and
reducing the user fees paid for the Medicare education campaign; reducing quality
standards for preferred provider arganizations; and expanding deeming provisions,

Changes demonstrations, This bill delays the competitive pricing demonstration
project and extends the social health maintenance orpanization demonstration and
several others. )



e [Interaction with fee-for-service policies, Medicare+Choice rates are linked to
growth in fee-for-service spending. Since the policies in the bill increase fee-for-
service spending, they increase managed care payments. '

» Administrative actions. The Administration has and will continue to take
admimgtrative actions o improve beneficiary protections and access to information,
ease provider participation rules and extend the frail elderly demonstration.

OTHER PROVIDERS (50.8 billion)

.
» Fixes the fluctuation in physician payvments (sustainable growth rate). This
Ciﬁl&l‘ig{i stabilizes physizzian payments and is budget-neutral over 5 years.

* Increases payments for Pap smears. Sets the minimum payment rate at $14.60
beginning in 2000.

e Increases payments for renal dialysis. Medicare’s payments for dialysis have not
increased since 1991, Consistent with a recommendation from the Medicare Pavmsnt
Advisory Commission, this bill increases the compomzﬁ payment rate by 1.2 percent
i 2000 and another 1.2 percent in 2001,

» Increases updates for hospice, durable medical equipment, and oxygen. Payment
rate increases to hospices would be temporarily increased by 0.5 for 2001 and .73
for 2002 and DME and oxygen suppliers by 0.3 for 2061 and 0.6 for 2002.

« Delays authority to adopt competitive purchasing practice. The bill delays the
Secretary s inherent reasonableness authority until 4 GAO report is issued and she
issues a final rule :

» Provides hospital / area-specific adjustments, The bill includes several changes o
local demongtration, hospital designations, ete,

MEDICAID & CHILDREN'S HEALTH INSURANCE PROGRAM é$0.8 billion}

» Extends the phase-out of cost-based reimbursement for community health
centers. The BBA phased out the Medicaid requirement to pay federally-qualified
health centers and rural health clinics based on cost. The 2000 phase-out - where
payments are based on 95 percent of costs — would be extended for 2001 and 20062
under this bill. 1n 2003, payments are based on %0 percent and in 2004 on 85 percent
of costs. A study would determine how these ¢linics should be paid in subsequent
YEArs.



Extends the availability of the $500 million fund for children’s health outreach.
The welfare reform law put aside a $500 million fund for states to use for the cosis of
simplifying their eligibility systems and conducting oureach. To date, only about 10
" percent of this fund has been spent, and for nearly 30 states, the funding sunsets this
year. This bill eliminates the sunset and extends the availability of this fund untif it 1s
‘expended.

Changes Medicaid dispropertienate share hospital (OSH) payments and rules.
The BBA included a number of significant changes in the Medicaid DSH program,
changing states’ allotments. The base year data used to set the DSH allotments in the
. BBA were flawed for some states. This bill adjusts the allotments for DC,
Minnesota, New Mexico and Wyoming. 1t also makes the DSH transition rule
permanent and does not aliow states 1o use enhanced Federal matching payments
under the State Children's Health lnsurance Program (SCHIP) for DSH.

Stabilizes SCHIP allocation furmula; adjusts allotment for territories. Under the
BBA, states receive an allotment of the total Federal funding based on their
proportion of low-income uninsured children. This formula would result in large,
annual fluctuations in state aliotments. This kil alters the formula, and puts floors
and ceilings on the allotment changes to make funding for states more predictable. It
also increases the available funding for territories.

fmproves data cellection and evaluation of SCHIP. One of the centerpieces of the
BRA was the creation of this new program to provide health insurance to children in
families with incornes too high for Medicaid but too low to afford private insurance.
However, the BBA did not provide funding for monitoring and evaluating the
implementation and outcomes of SCHIP, This bill adds furkiing for data collection
and evaluation of this program.
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