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SUMMARY: This final rule updates the
payment rates used under the
prospective payment system (PPS) for
skilled nursing facilities (SNFs) for
fiscal year (FY) 2019. This final rule also
replaces the existing case-mix
classification methodology, the
Resource Utilization Groups, Version IV
(RUG-IV) model, with a revised case-
mix methodology called the Patient-
Driven Payment Model (PDPM)
beginning on October 1, 2019. The rule
finalizes revisions to the regulation text
that describes a beneficiary’s SNF
“resident” status under the consolidated
billing provision and the required
content of the SNF level of care
certification. The rule also finalizes
updates to the SNF Quality Reporting
Program (QRP) and the Skilled Nursing
Facility Value-Based Purchasing (VBP)
Program.

DATES:

Effective Date: This final rule is
effective October 1, 2018.

Implementation Date: The
implementation date for revised case-
mix methodology, PDPM, and
associated policies discussed in section
V. is October 1, 2019.

FOR FURTHER INFORMATION CONTACT:

Penny Gershman, (410) 786-6643, for
information related to SNF PPS clinical
issues.

John Kane, (410) 786-0557, for
information related to the development
of the payment rates and case-mix
indexes, and general information.

Kia Sidbury, (410) 786-7816, for
information related to the wage index.

Bill Ullman, (410) 786-5667, for
information related to level of care
determinations, and consolidated
billing.

Mary Pratt, (410) 786—6867, for
information related to the skilled

nursing facility quality reporting
program.

Celeste Bostic, (410) 786—5603, for
information related to the skilled
nursing facility value-based purchasing
program.

SUPPLEMENTARY INFORMATION:

Availability of Certain Tables
Exclusively Through the Internet on the
CMS Website

As discussed in the FY 2014 SNF PPS
final rule (78 FR 47936), tables setting
forth the Wage Index for Urban Areas
Based on CBSA Labor Market Areas and
the Wage Index Based on CBSA Labor
Market Areas for Rural Areas are no
longer published in the Federal
Register. Instead, these tables are
available exclusively through the
internet on the CMS website. The wage
index tables for this final rule can be
accessed on the SNF PPS Wage Index
home page, at http://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/Wagelndex.html.

Readers who experience any problems
accessing any of these online SNF PPS
wage index tables should contact Kia
Sidbury at (410) 786-7816.

To assist readers in referencing
sections contained in this document, we
are providing the following Table of
Contents.
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I. Executive Summary

A. Purpose

This final rule updates the SNF
prospective payment rates for FY 2019
as required under section 1888(e)(4)(E)
of the Social Security Act (the Act). It
will also respond to section
1888(e)(4)(H) of the Act, which requires
the Secretary to provide for publication
in the Federal Register, before the
August 1 that precedes the start of each
fiscal year (FY), certain specified
information relating to the payment
update (see section IL.C. of this final
rule). This final rule also replaces the
existing case-mix classification
methodology, the Resource Utilization
Groups, Version IV (RUG-1V) model,
with a revised case-mix methodology
called the Patient-Driven Payment
Model (PDPM) effective October 1,
2019. This rule also finalizes updates to
the Skilled Nursing Facility Quality
Reporting Program (SNF QRP) and
Skilled Nursing Facility Value-Based
Purchasing Program (SNF VBP).

B. Summary of Major Provisions

In accordance with sections
1888(e)(4)(E)(ii)(IV) and 1888(e)(5) of
the Act, the federal rates in this final
rule will reflect an update to the rates
that we published in the SNF PPS final


http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/WageIndex.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/WageIndex.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/WageIndex.html
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rule for FY 2018 (82 FR 36530), as
corrected in the FY 2018 SNF PPS
correction notice (82 FR 46163), which
reflects the SNF market basket update
for FY 2019, as required by section
1888(e)(5)(B)(iv) of the Act (as added by
section 53111 of the Bipartisan Budget
Act of 2018). This final rule also
replaces the existing case-mix
classification methodology, the
Resource Utilization Groups, Version IV
(RUG-IV) model, with a revised case-
mix methodology called the Patient-
Driven Payment Model (PDPM). It also
finalizes revisions at 42 CFR

411.15(p)(3)(iv), which describes a
beneficiary’s SNF “‘resident” status
under the consolidated billing
provision, and 42 CFR 424.20(a)(1)(),
which describes the required content of
the SNF level of care certification.
Furthermore, in accordance with section
1888(h) of the Act, this final rule,
beginning October 1, 2018, will reduce
the adjusted federal per diem rate
determined under section 1888(e)(4)(G)
of the Act by 2 percent, and adjust the
resulting rate by the value-based
incentive payment amount earned by
the SNF for that fiscal year under the

TABLE 1—COST AND BENEFITS

SNF VBP Program. Additionally, this
final rule updates policies for the SNF
VBP, including requirements that apply
beginning with the FY 2021 SNF VBP
program year, changes to the SNF VBP
scoring methodology, and the adoption
of an Extraordinary Circumstances
Exception policy. Finally, this rule
updates requirements for the SNF QRP,
including adopting a new quality
measure removal factor and codifying in
our regulations a number of
requirements.

C. Summary of Cost and Benefits

Provision description

Total transfers

FY 2019 SNF PPS payment rate update\

FY 2019 SNF VBP changes

The overall economic impact of this final rule is an estimated increase of $820
million in aggregate payments to SNFs during FY 2019.

The overall economic impact of the SNF VBP Program is an estimated reduction
of $211 million in aggregate payments to SNFs during FY 2019.

D. Improving Patient Outcomes and
Reducing Burden Through Meaningful
Measures

Regulatory reform and reducing
regulatory burden are high priorities for
us. To reduce the regulatory burden on
the healthcare industry, lower health
care costs, and enhance patient care, in
October 2017, we launched the
Meaningful Measures Initiative.* This
initiative is one component of our
agency-wide Patients Over Paperwork
Initiative,2 which is aimed at evaluating
and streamlining regulations with a goal
to reduce unnecessary cost and burden,
increase efficiencies, and improve
beneficiary experience. The Meaningful
Measures Initiative is aimed at
identifying the highest priority areas for

quality measurement and quality
improvement in order to assess the core
quality of care issues that are most vital
to advancing our work to improve
patient outcomes. The Meaningful
Measures Initiative represents a new
approach to quality measures that
fosters operational efficiencies, and will
reduce costs including the collection
and reporting burden while producing
quality measurement that is more
focused on meaningful outcomes.

The Meaningful Measures Framework
has the following objectives:

o Address high-impact measure areas
that safeguard public health;

o Patient-centered and meaningful to
patients;

¢ Outcome-based where possible;

e Fulfill each program’s statutory
requirements;

¢ Minimize the level of burden for
health care providers (for example,
through a preference for EHR-based
measures where possible, such as
electronic clinical quality measures);

¢ Significant opportunity for
improvement;

¢ Address measure needs for
population based payment through
alternative payment models; and

e Align across programs and/or with
other payers.

In order to achieve these objectives,
we have identified 19 Meaningful
Measures areas and mapped them to six
overarching quality priorities as shown
in Table 2.

TABLE 2—MEANINGFUL MEASURES FRAMEWORK DOMAINS AND MEASURE AREAS

Quality priority

Meaningful measure area

Making Care Safer by Reducing Harm Caused in the Delivery of Care .......

Strengthen Person and Family Engagement as Partners in Their Care .......

Promote Effective Communication and Coordination of Care

Promote Effective Prevention and Treatment of Chronic Disease

Work with Communities to Promote Best Practices of Healthy Living

1Meaningful Measures web page: https:/
www.cms.gov/Medicare/Quality-Initiatives-Patient-
Assessment-Instruments/QualitylnitativesGenIndo/
MMF/General-info-Sub-Page.html.

Preventive Care.

Equity of Care.

2See Remarks by Administrator Seema Verma at
the Health Care Payment Learning and Action
Network (LAN) Fall Summit, as prepared for
delivery on October 30, 2017 https://www.cms.gov/

Healthcare-Associated Infections.

Preventable Healthcare Harm.

Care is Personalized and Aligned with Patient’s Goals.
End of Life Care according to Preferences.

Patient’s Experience of Care

Patient Reported Functional Outcomes.

Medication Management.

Admissions and Readmissions to Hospitals.

Transfer of Health Information and Interoperability.

Management of Chronic Conditions.

Prevention, Treatment, and Management of Mental Health.
Prevention and Treatment of Opioid and Substance Use Disorders.
Risk Adjusted Mortality.

Community Engagement.

Newsroom/MediaReleaseDatabase/Fact-sheets/
2017-Fact-Sheet-items/2017-10-30.html


https://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/QualityInitiativesGenInfo/index.html
https://www.cms.gov/Newsroom/MediaReleaseDatabase/Fact-sheets/2017-Fact-Sheet-items/2017-10-30.html
https://www.cms.gov/Newsroom/MediaReleaseDatabase/Fact-sheets/2017-Fact-Sheet-items/2017-10-30.html
https://www.cms.gov/Newsroom/MediaReleaseDatabase/Fact-sheets/2017-Fact-Sheet-items/2017-10-30.html
https://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/QualityInitiativesGenInfo/index.html
https://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/QualityInitiativesGenInfo/index.html
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TABLE 2—MEANINGFUL MEASURES FRAMEWORK DOMAINS AND MEASURE AREAS—Continued

Quality priority

Meaningful measure area

Make Care Affordable

Appropriate Use of Healthcare.
Patient-focused Episode of Care.
Risk Adjusted Total Cost of Care.

By including Meaningful Measures in
our programs, we believe that we can
also address the following cross-cutting
measure criteria:

¢ Eliminating disparities;

¢ Tracking measurable outcomes and
impact;

e Safeguarding public health;

¢ Achieving cost savings;

e Improving access for rural
communities; and

¢ Reducing burden.

We believe that the Meaningful
Measures Initiative will improve
outcomes for patients, their families,
and health care providers while
reducing burden and costs for clinicians
and providers and promoting
operational efficiencies.

Comment: We received numerous
comments from stakeholders regarding
the Meaningful Measures Initiative and
the impact of its implementation in
CMS'’ quality programs. Many of these
comments pertained to specific program
proposals, and are discussed in the
appropriate program-specific sections of
this final rule. However, commenters
also provided insights and
recommendations for the ongoing
development of the Meaningful
Measures Initiative generally, including:
ensuring transparency in public
reporting and usability of publicly
reported data; evaluating the benefit of
individual measures to patients via use
in quality programs weighed against the
burden to providers of collecting and
reporting that measure data; and
identifying additional opportunities for
alignment across CMS quality programs.

Response: We will continue to work
with stakeholders to refine and further
implement the Meaningful Measures
Initiative, and will take commenters’
insights and recommendations into
account moving forward.

E. Advancing Health Information
Exchange

The Department of Health and Human
Services (HHS) has a number of
initiatives designed to encourage and
support the adoption of interoperable
health information technology and to
promote nationwide health information
exchange to improve health care. The
Office of the National Coordinator for
Health Information Technology (ONC)
and CMS work collaboratively to

advance interoperability across settings
of care, including post-acute care.

The Improving Medicare Post-Acute
Care Transformation Act of 2015
(IMPACT Act, Pub. L. 113-185) requires
assessment data to be standardized and
interoperable to allow for exchange of
the data among post-acute providers and
other providers. To further
interoperability in post-acute care, CMS
has developed a Data Element Library to
serve as a publicly available centralized,
authoritative resource for standardized
data elements and their associated
mappings to health IT standards. These
interoperable data elements can reduce
provider burden by allowing the use
and reuse of healthcare data, support
provider exchange of electronic health
information for care coordination,
person-centered care, and support real-
time, data driven, clinical decision
making. Standards in the Data Element
Library (https://del.cms.gov/) can be
referenced on the CMS website and in
the ONC Interoperability Standards
Adpvisory (ISA). The 2018
Interoperability Standards Advisory
(ISA) is available at https://
www.healthit.gov/isa.

Most recently, the 21st Century Cures
Act (Pub. L. 114-255), enacted in late
2016, requires HHS to take new steps to
enable the electronic sharing of health
information ensuring interoperability
for providers and settings across the
care continuum. Specifically, Congress
directed ONC to “develop or support a
trusted exchange framework, including
a common agreement among health
information networks nationally.” This
framework (https://beta.healthit.gov/
topic/interoperability/trusted-exchange-
framework-and-common-agreement)
outlines a common set of principles for
trusted exchange and minimum terms
and conditions for trusted exchange in
order to enable interoperability across
disparate health information networks.
In another important provision,
Congress defined “information
blocking” as practices likely to interfere
with, prevent, or materially discourage
access, exchange, or use of electronic
health information, and established new
authority for HHS to discourage these
practices.

We invite providers to learn more
about these important developments
and how they are likely to affect SNFs.

II. Background on SNF PPS

A. Statutory Basis and Scope

As amended by section 4432 of the
Balanced Budget Act of 1997 (BBA
1997, Pub. L. 105-33, enacted on
August 5, 1997), section 1888(e) of the
Act provides for the implementation of
a PPS for SNFs. This methodology uses
prospective, case-mix adjusted per diem
payment rates applicable to all covered
SNF services defined in section
1888(e)(2)(A) of the Act. The SNF PPS
is effective for cost reporting periods
beginning on or after July 1, 1998, and
covers all costs of furnishing covered
SNF services (routine, ancillary, and
capital-related costs) other than costs
associated with approved educational
activities and bad debts. Under section
1888(e)(2)(A)(i) of the Act, covered SNF
services include post-hospital extended
care services for which benefits are
provided under Part A, as well as those
items and services (other than a small
number of excluded services, such as
physicians’ services) for which payment
may otherwise be made under Part B
and which are furnished to Medicare
beneficiaries who are residents in a SNF
during a covered Part A stay. A
comprehensive discussion of these
provisions appears in the May 12, 1998
interim final rule (63 FR 26252). In
addition, a detailed discussion of the
legislative history of the SNF PPS is
available online at http://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/Downloads/
Legislative History 04152015.pdyf.

Section 215(a) of the Protecting
Access to Medicare Act of 2014 (PAMA)
(Pub. L. 113-93, enacted on April 1,
2014) added section 1888(g) to the Act
requiring the Secretary to specify an all-
cause all-condition hospital readmission
measure and an all-condition risk-
adjusted potentially preventable
hospital readmission measure for the
SNF setting. Additionally, section
215(b) of PAMA added section 1888(h)
to the Act requiring the Secretary to
implement a VBP program for SNFs.
Finally, section 2(c)(4) of the IMPACT
Act added section 1888(e)(6) to the Act,
which requires the Secretary to
implement a quality reporting program
for SNFs under which SNFs report data
on measures and resident assessment
data.


http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/Downloads/Legislative_History_04152015.pdf
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/Downloads/Legislative_History_04152015.pdf
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/Downloads/Legislative_History_04152015.pdf
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/Downloads/Legislative_History_04152015.pdf
https://beta.healthit.gov/topic/interoperability/trusted-exchange-framework-and-common-agreement
https://beta.healthit.gov/topic/interoperability/trusted-exchange-framework-and-common-agreement
https://beta.healthit.gov/topic/interoperability/trusted-exchange-framework-and-common-agreement
https://www.healthit.gov/isa
https://www.healthit.gov/isa
https://del.cms.gov/
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B. Initial Transition for the SNF PPS

Under sections 1888(e)(1)(A) and
1888(e)(11) of the Act, the SNF PPS
included an initial, three-phase
transition that blended a facility-specific
rate (reflecting the individual facility’s
historical cost experience) with the
federal case-mix adjusted rate. The
transition extended through the
facility’s first 3 cost reporting periods
under the PPS, up to and including the
one that began in FY 2001. Thus, the
SNF PPS is no longer operating under
the transition, as all facilities have been
paid at the full federal rate effective
with cost reporting periods beginning in
FY 2002. As we now base payments for
SNFs entirely on the adjusted federal
per diem rates, we no longer include
adjustment factors under the transition
related to facility-specific rates for the
upcoming FY.

C. Required Annual Rate Updates

Section 1888(e)(4)(E) of the Act
requires the SNF PPS payment rates to
be updated annually. The most recent
annual update occurred in a final rule
that set forth updates to the SNF PPS
payment rates for FY 2018 (82 FR
36530), as corrected in the FY 2018 SNF
PPS correction notice (82 FR 46163).

Section 1888(e)(4)(H) of the Act
specifies that we provide for publication
annually in the Federal Register of the
following:

¢ The unadjusted federal per diem
rates to be applied to days of covered
SNF services furnished during the
upcoming FY.

e The case-mix classification system
to be applied for these services during
the upcoming FY.

e The factors to be applied in making
the area wage adjustment for these
services.

Along with other revisions discussed
later in this preamble, this final rule
will provide the required annual
updates to the per diem payment rates
for SNF's for FY 2019.

III. Analysis and Responses to Public
Comments on the FY 2019 SNF PPS
Proposed Rule

In response to the publication of the
FY 2019 SNF PPS proposed rule, we
received 290 public comments from
individuals, providers, corporations,
government agencies, private citizens,
trade associations, and major
organizations. The following are brief
summaries of each proposed provision,
a summary of the public comments that
we received related to that proposal,
and our responses to the comments.

A. General Comments on the FY 2019
SNF PPS Proposed Rule

In addition to the comments we
received on specific proposals
contained within the proposed rule
(which we address later in this final
rule), commenters also submitted the
following, more general, observations on
the SNF PPS and SNF care generally. A
discussion of these comments, along
with our responses, appears below.

Comment: A few commenters
requested clarification of how a SNF
may comply with the coverage
requirement to provide skilled services
on a daily basis and communicate
intended compliance with such policy
when skilled rehabilitative services are
halted temporarily due to a holiday or
patient illness, and the only skilled
service required is rehabilitation
services.

Response: As stated in the FY 2000
SNF PPS final rule (64 FR 41670), the
requirement for daily skilled services
should not be applied so strictly that it
would not be met merely because there
is a brief, isolated absence from the
facility in a situation where discharge
from the facility would not be practical.
With regard to the “daily basis”
requirement, the Medicare program does
not specify in regulations or guidelines
an official list of holidays of other
specific occasions that a facility may
observe as breaks in rehabilitation
services, but recognizes that the
resident’s own condition dictates the
amount of service that is appropriate.
Accordingly, the facility itself must
judge whether a brief, temporary pause
in the delivery of therapy services
would adversely affect the resident’s
condition.

This policy is also discussed at
§409.34(b), where the paragraph states
that a break of 1 or 2 days in the
furnishing of rehabilitation services will
not preclude coverage if discharge
would not be practical for the 1 or 2
days during which, for instance, the
physician has suspended the therapy
sessions because the patient exhibited
extreme fatigue.

Comment: One commenter requested
that CMS allow the addition of
advanced registered nurse practitioners
(ARNPs) to the rehabilitation team to
meet regulatory requirements and deal
with a shortage of rehabilitation
physicians.

Response: We appreciate the
comment. While ARNPs are eligible to
enroll and participate in Medicare, it is
unclear what federal regulatory
requirements the commenter is
concerned about that would prevent

ARNPs from participating in
rehabilitation team activities.

B. SNF PPS Rate Setting Methodology
and FY 2019 Update

1. Federal Base Rates

Under section 1888(e)(4) of the Act,
the SNF PPS uses per diem federal
payment rates based on mean SNF costs
in a base year (FY 1995) updated for
inflation to the first effective period of
the PPS. We developed the federal
payment rates using allowable costs
from hospital-based and freestanding
SNF cost reports for reporting periods
beginning in FY 1995. The data used in
developing the federal rates also
incorporated a Part B add-on, which is
an estimate of the amounts that, prior to
the SNF PPS, would be payable under
Part B for covered SNF services
furnished to individuals during the
course of a covered Part A stay in a SNF.

In developing the rates for the initial
period, we updated costs to the first
effective year of the PPS (the 15-month
period beginning July 1, 1998) using a
SNF market basket index, and then
standardized for geographic variations
in wages and for the costs of facility
differences in case mix. In compiling
the database used to compute the
federal payment rates, we excluded
those providers that received new
provider exemptions from the routine
cost limits, as well as costs related to
payments for exceptions to the routine
cost limits. Using the formula that the
BBA 1997 prescribed, we set the federal
rates at a level equal to the weighted
mean of freestanding costs plus 50
percent of the difference between the
freestanding mean and weighted mean
of all SNF costs (hospital-based and
freestanding) combined. We computed
and applied separately the payment
rates for facilities located in urban and
rural areas, and adjusted the portion of
the federal rate attributable to wage-
related costs by a wage index to reflect
geographic variations in wages.

2. SNF Market Basket Update
a. SNF Market Basket Index

Section 1888(e)(5)(A) of the Act
requires us to establish a SNF market
basket index that reflects changes over
time in the prices of an appropriate mix
of goods and services included in
covered SNF services. Accordingly, we
have developed a SNF market basket
index that encompasses the most
commonly used cost categories for SNF
routine services, ancillary services, and
capital-related expenses. In the SNF PPS
final rule for FY 2018 (82 FR 36548
through 36566), we revised and rebased
the market basket index, which
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included updating the base year from
FY 2010 to 2014.

The SNF market basket index is used
to compute the market basket
percentage change that is used to update
the SNF federal rates on an annual
basis, as required by section
1888(e)(4)(E)(ii)(IV) of the Act. This
market basket percentage update is
adjusted by a forecast error correction,
if applicable, and then further adjusted
by the application of a productivity
adjustment as required by section
1888(e)(5)(B)(ii) of the Act and
described in section III.B.2.d of this
final rule. For FY 2019, the growth rate
of the 2014-based SNF market basket in
the proposed rule was estimated to be
2.7 percent, based on the IHS Global
Insight, Inc. (IGI) first quarter 2018
forecast with historical data through
fourth quarter 2017, before the
multifactor productivity adjustment is
applied. Using IGIs most recent forecast,
the second quarter 2018 forecast with
historical data through first quarter
2018, we calculate a growth rate of the
2014-based SNF market basket of 2.8
percent.

However, we note that section 53111
of the Bipartisan Budget Act of 2018
(BBA 2018) (Pub. L. 115-123, enacted
on February 9, 2018) amended section
1888(e) of the Act to add section
1888(e)(5)(B)(iv) of the Act. Section
1888(e)(5)(B)(iv) of the Act establishes a
special rule for FY 2019 that requires
the market basket percentage, after the
application of the productivity
adjustment, to be 2.4 percent. In
accordance with section
1888(e)(5)(B)(iv) of the Act, we will use
a market basket percentage of 2.4
percent to update the federal rates set
forth in this final rule. We proposed to
revise §413.337(d) to reflect this
statutorily required 2.4 percent market
basket percentage for FY 2019. In
addition, to conform with section
1888(e)(5)(B)(iii) of the Act, we
proposed to update the regulations to
reflect the 1 percent market basket
percentage required for FY 2018 (as
discussed in the FY 2018 SNF PPS final
rule, 82 FR 36533). Accordingly, we
proposed to revise paragraph (d)(1) of
§413.337, which sets forth the market
basket update formula, by revising
paragraph (d)(1)(v), and by adding
paragraphs (d)(1)(vi) and (d)(1)(vii). The
revision to add paragraph (d)(1)(vi)
reflects section 1888(e)(5)(B)(iii) of the
Act (as added by section 411(a) of the
Medicare Access and CHIP
Reauthorization Act of 2015 (MACRA)
(Pub. L. 114-10)), which, as discussed
above, establishes a special rule for FY
2018 that requires the market basket

percentage, after the application of the
productivity adjustment, to be 1.0
percent. The revision to add paragraph
(d)(1)(vii) reflects section
1888(e)(5)(B)(iv) of the Act (as added by
section 53111 of BBA 2018), which
establishes a special rule for FY 2019
that requires the market basket
percentage, after the application of the
productivity adjustment, to be 2.4
percent. These statutory provisions are
self-implementing and do not require
the exercise of discretion by the
Secretary. In section II1.B.2.e. of this
final rule, we discuss the specific
application of the BBA 2018-specified
market basket adjustment to the
forthcoming annual update of the SNF
PPS payment rates. In addition, we also
discuss in that section the 2 percent
reduction applied to the market basket
update for those SNFs that fail to submit
measures data as required by section
1888(e)(6)(A) of the Act.

b. Use of the SNF Market Basket
Percentage

Section 1888(e)(5)(B) of the Act
defines the SNF market basket
percentage as the percentage change in
the SNF market basket index from the
midpoint of the previous FY to the
midpoint of the current FY. Absent the
addition of section 1888(e)(5)(B)(iv) of
the Act, added by section 53111 of BBA
2018, we would have used the
percentage change in the SNF market
basket index to compute the update
factor for FY 2019. This factor is based
on the FY 2019 percentage increase in
the 2014-based SNF market basket index
reflecting routine, ancillary, and capital-
related expenses. In the proposed rule,
the SNF market basket percentage was
estimated to be 2.7 percent for FY 2019
based on IGIs first quarter 2018 forecast
(with historical data through fourth
quarter 2017). In this final rule, we are
using IGI’s more recent second quarter
2018 forecast (with historical data
through first quarter 2018) and we
calculate a SNF market basket
percentage increase of 2.8 percent. As
discussed in sections III.B.2.c and
II1.B.2.d of this final rule, this market
basket percentage change would have
been reduced by the applicable forecast
error correction (as described in
§413.337(d)(2)) and by the MFP
adjustment as required by section
1888(e)(5)(B)(ii) of the Act. As noted
previously, section 1888(e)(5)(B)(iv) of
the Act, added by section 53111 of the
BBA 2018, requires us to update the
SNF PPS rates for FY 2019 using a 2.4
percent SNF market basket percentage
change, instead of the estimated 2.8
percent market basket percentage

change adjusted by the multifactor
productivity adjustment as described
below. Additionally, as discussed in
section IL.B. of this final rule, we no
longer compute update factors to adjust
a facility-specific portion of the SNF
PPS rates, because the initial three-
phase transition period from facility-
specific to full federal rates that started
with cost reporting periods beginning in
July 1998 has expired.

c. Forecast Error Adjustment

As discussed in the June 10, 2003
supplemental proposed rule (68 FR
34768) and finalized in the August 4,
2003 final rule (68 FR 46057 through
46059), §413.337(d)(2) provides for an
adjustment to account for market basket
forecast error. The initial adjustment for
market basket forecast error applied to
the update of the FY 2003 rate for FY
2004, and took into account the
cumulative forecast error for the period
from FY 2000 through FY 2002,
resulting in an increase of 3.26 percent
to the FY 2004 update. Subsequent
adjustments in succeeding FYs take into
account the forecast error from the most
recently available FY for which there is
final data, and apply the difference
between the forecasted and actual
change in the market basket when the
difference exceeds a specified threshold.
We originally used a 0.25 percentage
point threshold for this purpose;
however, for the reasons specified in the
FY 2008 SNF PPS final rule (72 FR
43425, August 3, 2007), we adopted a
0.5 percentage point threshold effective
for FY 2008 and subsequent FYs. As we
stated in the final rule for FY 2004 that
first issued the market basket forecast
error adjustment (68 FR 46058, August
4, 2003), the adjustment will reflect both
upward and downward adjustments, as
appropriate.

For FY 2017 (the most recently
available FY for which there is final
data), the estimated increase in the
market basket index was 2.7 percentage
points, while the actual increase for FY
2017 was 2.7 percentage points,
resulting in the actual increase being the
same as the estimated increase.
Accordingly, as the difference between
the estimated and actual amount of
change in the market basket index does
not exceed the 0.5 percentage point
threshold, the FY 2019 market basket
percentage change of 2.7 percent would
not have been adjusted to account for
the forecast error correction. Table 3
shows the forecasted and actual market
basket amounts for FY 2017.
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TABLE 3—DIFFERENCE BETWEEN THE FORECASTED AND ACTUAL MARKET BASKET INCREASES FOR FY 2017

Forecasted Actual
Index FY 2017 FY 2017 2017
increase * increase **
1 N SRS 2.7 2.7 0.0

*Published in Federal Register; based on second quarter 2016 IGl forecast (2010-based index).
**Based on the second quarter 2018 IGI forecast, with historical data through the first quarter 2018 (2010-based index).

d. Multifactor Productivity Adjustment

Section 1888(e)(5)(B)(ii) of the Act, as
added by section 3401(b) of the Patient
Protection and Affordable Care Act
(Affordable Care Act) (Pub. L. 111-148,
enacted on March 23, 2010) requires
that, in FY 2012 and in subsequent FYs,
the market basket percentage under the
SNF payment system (as described in
section 1888(e)(5)(B)(i) of the Act) is to
be reduced annually by the multifactor
productivity (MFP) adjustment
described in section 1886(b)(3)(B)(xi)(II)
of the Act. Section 1886(b)(3)(B)(xi)(II)
of the Act, in turn, defines the MFP
adjustment to be equal to the 10-year
moving average of changes in annual
economy-wide private nonfarm business
multi-factor productivity (as projected
by the Secretary for the 10-year period
ending with the applicable FY, year,
cost-reporting period, or other annual
period). The Bureau of Labor Statistics
(BLS) is the agency that publishes the
official measure of private nonfarm
business MFP. We refer readers to the
BLS website at http://www.bls.gov/mfp
for the BLS historical published MFP
data.

MFP is derived by subtracting the
contribution of labor and capital inputs
growth from output growth. The
projections of the components of MFP
are currently produced by IGI, a
nationally recognized economic
forecasting firm with which CMS
contracts to forecast the components of
the market baskets and MFP. To
generate a forecast of MFP, IGI
replicates the MFP measure calculated
by the BLS, using a series of proxy
variables derived from IGI’s U.S.
macroeconomic models. For a
discussion of the MFP projection
methodology, we refer readers to the FY
2012 SNF PPS final rule (76 FR 48527
through 48529) and the FY 2016 SNF
PPS final rule (80 FR 46395). A
complete description of the MFP
projection methodology is available on
our website at http://www.cms.gov/
Research-Statistics-Data-and-Systems/
Statistics-Trends-and-Reports/
MedicareProgramRatesStats/
MarketBasketResearch.html.

1. Incorporating the MFP Adjustment
Into the Market Basket Update

Per section 1888(e)(5)(A) of the Act,
the Secretary shall establish a SNF
market basket index that reflects
changes over time in the prices of an
appropriate mix of goods and services
included in covered SNF services.
Section 1888(e)(5)(B)(ii) of the Act,
added by section 3401(b) of the
Affordable Care Act, requires that for FY
2012 and each subsequent FY, after
determining the market basket
percentage described in section
1888(e)(5)(B)(i) of the Act, the Secretary
shall reduce such percentage by the
productivity adjustment described in
section 1886(b)(3)(B)(xi)(II) of the Act
(which we refer to as the MFP
adjustment). Section 1888(e)(5)(B)(ii) of
the Act further states that the reduction
of the market basket percentage by the
MFP adjustment may result in the
market basket percentage being less than
zero for a FY, and may result in
payment rates under section 1888(e) of
the Act being less than such payment
rates for the preceding fiscal year.

The MFP adjustment, calculated as
the 10-year moving average of changes
in MFP for the period ending September
30, 2019, is estimated to be 0.8 percent
based on IGI's second quarter 2018
forecast. Also, consistent with section
1888(e)(5)(B)(i) of the Act and
§413.337(d)(2), the market basket
percentage for FY 2019 for the SNF PPS
is based on IGI’s second quarter 2018
forecast of the SNF market basket
percentage, which is estimated to be 2.8
percent. The proposed rule reflected a
market basket percentage for FY 2019 of
2.7 percent and an MFP adjustment of
0.8 percent based on IGI’s first quarter
2018 forecast.

If not for the enactment of section
53111 of the BBA 2018, the FY 2019
update would have been calculated in
accordance with section 1888(e)(5)(B)(i)
and (ii) of the Act, pursuant to which
the market basket percentage
determined under section
1888(e)(5)(B)(i) of the Act (that is, 2.8
percent) would have been reduced by
the MFP adjustment (the 10-year
moving average of changes in MFP for
the period ending September 30, 2019)
of 0.8 percent, which would have been

calculated as described above and based
on IGI’s second quarter 2018 forecast.
Absent the enactment of section 53111
of the BBA 2018, the resulting MFP-
adjusted SNF market basket update
would have been equal to 2.0 percent,
or 2.8 percent less 0.8 percentage point.
However, as discussed above, section
1888(e)(5)(B)(iv) of the Act, added by
section 53111 of the BBA 2018, requires
us to apply a 2.4 percent market basket
percentage increase in determining the
FY 2019 SNF payment rates set forth in
this final rule (without regard to the
MFP adjustment described above).

e. Market Basket Update Factor for FY
2019

Sections 1888(e)(4)(E)(ii)(IV) and
1888(e)(5)(i) of the Act require that the
update factor used to establish the FY
2019 unadjusted federal rates be at a
level equal to the market basket index
percentage change. Accordingly, we
determined the total growth from the
average market basket level for the
period of October 1, 2017, through
September 30, 2018 to the average
market basket level for the period of
October 1, 2018, through September 30,
2019. This process yields a percentage
change in the 2014-based SNF market
basket of 2.8 percent.

As further explained in section
III.B.2.c. of this final rule, as applicable,
we adjust the market basket percentage
change by the forecast error from the
most recently available FY for which
there is final data and apply this
adjustment whenever the difference
between the forecasted and actual
percentage change in the market basket
exceeds a 0.5 percentage point
threshold. Since the difference between
the forecasted FY 2017 SNF market
basket percentage change and the actual
FY 2017 SNF market basket percentage
change (FY 2017 is the most recently
available FY for which there is
historical data) did not exceed the 0.5
percentage point threshold, the FY 2019
market basket percentage change of 2.8
percent would not be adjusted by the
forecast error correction.

If not for the enactment of section
53111 of the BBA 2018, the SNF market
basket for FY 2019 would have been
determined in accordance with section


http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/MedicareProgramRatesStats/MarketBasketResearch.html
http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/MedicareProgramRatesStats/MarketBasketResearch.html
http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/MedicareProgramRatesStats/MarketBasketResearch.html
http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/MedicareProgramRatesStats/MarketBasketResearch.html
http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/MedicareProgramRatesStats/MarketBasketResearch.html
http://www.bls.gov/mfp
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1888(e)(5)(B)(ii) of the Act, which
requires us to reduce the market basket
percentage change by the MFP
adjustment (the 10-year moving average
of changes in MFP for the period ending
September 30, 2019) of 0.8 percent, as
described in section III.B.2.d.1. of this
final rule. Thus, absent the enactment of
the BBA 2018, the resulting net SNF
market basket update would have been
equal to 2.0 percent, or 2.8 percent less
the 0.8 percentage point MFP
adjustment. We note that our policy has
been that, if more recent data become
available (for example, a more recent
estimate of the SNF market basket and/
or MFP adjustment), we would use such
data, if appropriate, to determine the
SNF market basket percentage change,
labor-related share relative importance,
forecast error adjustment, and MFP
adjustment in the SNF PPS final rule.

Historically, we have used the SNF
market basket, adjusted as described
above, to adjust each per diem
component of the federal rates forward
to reflect the change in the average
prices from one year to the next.
However, section 1888(e)(5)(B)(iv) of the
Act, as added by section 53111 of the
BBA 2018, requires us to use a market
basket percentage of 2.4 percent, after
application of the MFP to adjust the
federal rates for FY 2019. Under section
1888(e)(5)(B)(iv) of the Act, the market
basket percentage increase used to
determine the federal rates set forth in
Table 4 and 5 in this final rule will be
2.4 percent for FY 2019.

In addition, we note that section
1888(e)(6)(A)(i) of the Act provides that,
beginning with FY 2018, SNFs that fail
to submit data, as applicable, in
accordance with sections
1888(e)(6)(B)(1)(IT) and (II) of the Act for
a fiscal year will receive a 2.0
percentage point reduction to their
market basket update for the fiscal year
involved, after application of section
1888(e)(5)(B)(ii) of the Act (the MFP
adjustment) and section
1888(e)(5)(B)(iii) of the Act (the 1
percent market basket increase for FY
2018). In addition, section
1888(e)(6)(A)(ii) of the Act states that
application of the 2.0 percentage point
reduction (after application of section
1888(e)(5)(B)(ii) and (iii) of the Act) may
result in the market basket index
percentage change being less than 0.0
for a fiscal year, and may result in
payment rates for a fiscal year being less
than such payment rates for the
preceding fiscal year. Section
1888(e)(6)(A)(iii) of the Act further

specifies that the 2.0 percentage point
reduction is applied in a noncumulative
manner, so that any reduction made
under section 1888(e)(6)(A)(i) of the Act
applies only with respect to the fiscal
year involved, and that the reduction
cannot be taken into account in
computing the payment amount for a
subsequent fiscal year.

Accordingly, we proposed that for
SNFs that do not satisfy the reporting
requirements for the FY 2019 SNF QRP,
we would apply a 2.0 percentage point
reduction to the SNF market basket
percentage change for that fiscal year,
after application of any applicable
forecast error adjustment as specified in
§413.337(d)(2) and the MFP adjustment
as specified in § 413.337(d)(3). In the FY
2019 SNF PPS proposed rule (83 FR
21024), we proposed that, for FY 2019,
the application of this reduction to
SNFs that have not met the
requirements for the FY 2019 SNF QRP
would result in a market basket index
percentage change for FY 2019 that is
less than zero (specifically, a net update
of negative 0.1 percentage point, derived
by subtracting 2 percent from the MFP-
adjusted market basket update of 1.9
percent), and would also result in FY
2019 payment rates that are less than
such payment rates for the preceding
FY. However, we inadvertently applied
the 2.0 percent reduction to the market
basket adjustment factor that would
have applied were it not for the
application of the BBA 2018 stipulated
market basket update factor rather than
to the BBA 2018 stipulated market
basket update factor of 2.4 percent.
Therefore, when properly applied, the
net update for providers that fail to meet
the requirements for the FY 2019 SNF
QRP will be 0.4 percent, rather than the
negative 0.1 percent discussed in the
proposed rule. We invited comments on
these proposals.

Commenters submitted the following
comments related to the proposed rule’s
discussion of the Market Basket Update
Factor for FY 2019. A discussion of
these comments, along with our
responses, appears below.

Comment: We received a number of
comments in relation to applying the FY
2019 market basket update factor in the
determination of the FY 2019
unadjusted federal per diem rates, with
some commenters supporting its
application in determining the FY 2019
unadjusted per diem rates, while others
opposed its application. In their March
2018 report (available at http://
www.medpac.gov/docs/default-source/

reports/mar18 medpac _ch8_sec.pdf)
and in their comment on the FY 2019
SNF PPS proposed rule, MedPAC
recommended that we eliminate the
market basket update for SNFs
altogether for FY 2019 and FY 2020 and
implement revisions to the SNF PPS.

Response: We appreciate all of the
comments received on the proposed
market basket update for FY 2019. In
response to those comments opposing
the application of the FY 2019 market
basket update factor in determining the
FY 2019 unadjusted federal per diem
rates, specifically MedPAC’s proposal to
eliminate the market basket update for
SNFs, we are required to update the
unadjusted Federal per diem rates for
FY 2019 by 2.4 percent under section
1888(e)(4)(E)(ii)(IV) and (e)(5)(B) of the
Act. as amended by section 53111 of the
BBA 2018.

Comment: A few commenters
expressed concern with regard to CMS
applying the 2.0 percentage point
reduction to the market basket increase
to the standard market basket
adjustment of 1.9 percent, rather than to
the market basket required as a result of
the BBA 2018. These commenters
requested that CMS reconsider this
decision and to apply the QRP-related
market basket reduction to the BBA
2018-stipulated market basket.

Response: We appreciate the
comments on this issue. Further, we
agree with commenters that the QRP-
related reduction to the market basket
should be applied to the BBA 2018-
stipulated market basket. Therefore, the
market basket update factor that would
be applied in cases where a provider has
not met the requirements of the FY 2019
SNF QRP would be a positive 0.4
percent, rather than the negative 0.1
percent discussed in the FY 2019 SNF
PPS proposed rule.

Accordingly, for the reasons specified
in this final rule and in the FY 2019
SNF PPS proposed rule (83 FR 21021
through 21024), we are applying the FY
2019 SNF market basket increase factor
of 2.4 percent, as stipulated by the BBA
2018, in our determination of the FY
2019 SNF PPS unadjusted federal per
diem rates. As described in this section,
we are adjusting each per diem
component of the federal rates forward
to reflect the BBA 2018 stipulated
update factor for FY 2019.

Tables 4 and 5 reflect the updated
components of the unadjusted federal
rates for FY 2019, prior to adjustment
for case-mix.


http://www.medpac.gov/docs/default-source/reports/mar18_medpac_ch8_sec.pdf
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TABLE 4—FY 2019 UNADJUSTED FEDERAL RATE PER DIEM—URBAN

Nursing— Therapy— Therapy— ) i
Rate component case-mix case-mix non-case-mix | Non-case-mix
Per DIEM AMOUNLE ...vcuieiviicieiieeteie ettt ettt se e b sae s e s be e ssenessesens $181.44 $136.67 $18.00 $92.60
TABLE 5—FY 2019 UNADJUSTED FEDERAL RATE PER DIEM—RURAL
Nursing— Therapy— Therapy— : i
Rate component case-mix case-mix Non-case-mix Non-case-mix
Per DIem AMOUNT ......coiiiieiicieese et $173.34 $157.60 $19.23 $94.31

3. Case-Mix Adjustment

Under section 1888(e)(4)(G)(i) of the
Act, the federal rate also incorporates an
adjustment to account for facility case-
mix, using a classification system that
accounts for the relative resource
utilization of different patient types.
The statute specifies that the adjustment
is to reflect both a resident classification
system that the Secretary establishes to
account for the relative resource use of
different patient types, as well as
resident assessment data and other data
that the Secretary considers appropriate.
In the interim final rule with comment
period that initially implemented the
SNF PPS (63 FR 26252, May 12, 1998),
we developed the RUG-III case-mix
classification system, which tied the
amount of payment to resident resource
use in combination with resident
characteristic information. Staff time
measurement (STM) studies conducted
in 1990, 1995, and 1997 provided
information on resource use (time spent
by staff members on residents) and
resident characteristics that enabled us
not only to establish RUGIII, but also
to create case-mix indexes (CMIs). The
original RUG-III grouper logic was
based on clinical data collected in 1990,
1995, and 1997. As discussed in the
SNF PPS proposed rule for FY 2010 (74
FR 22208), we subsequently conducted
a multi-year data collection and analysis
under the Staff Time and Resource
Intensity Verification (STRIVE) project
to update the case-mix classification
system for FY 2011. The resulting
Resource Utilization Groups, Version 4
(RUG-1V) case-mix classification system
reflected the data collected in 2006
through 2007 during the STRIVE
project, and was finalized in the FY
2010 SNF PPS final rule (74 FR 40288)
to take effect in FY 2011 concurrently
with an updated new resident
assessment instrument, version 3.0 of
the Minimum Data Set (MDS 3.0),
which collects the clinical data used for
case-mix classification under RUG-IV.

We note that case-mix classification is
based, in part, on the beneficiary’s need

for skilled nursing care and therapy
services. The case-mix classification
system uses clinical data from the MDS
to assign a case-mix group to each
patient that is then used to calculate a
per diem payment under the SNF PPS.
As discussed in section IV.A. of this
final rule, the clinical orientation of the
case-mix classification system supports
the SNF PPS’s use of an administrative
presumption that considers a
beneficiary’s initial case-mix
classification to assist in making certain
SNF level of care determinations.
Further, because the MDS is used as a
basis for payment, as well as a clinical
assessment, we have provided extensive
training on proper coding and the
timeframes for MDS completion in our
Resident Assessment Instrument (RAI)
Manual. For an MDS to be considered
valid for use in determining payment,
the MDS assessment must be completed
in compliance with the instructions in
the RAI Manual in effect at the time the
assessment is completed. For payment
and quality monitoring purposes, the
RAI Manual consists of both the Manual
instructions and the interpretive
guidance and policy clarifications
posted on the appropriate MDS website
at http://www.cms.gov/Medicare/
Quality-Initiatives-Patient-Assessment-
Instruments/NursingHomeQualityInits/
MDS30RAIManual.html.

In addition, we note that section 511
of the Medicare Prescription Drug,
Improvement, and Modernization Act of
2003 (MMA, Pub. L. 108-173, enacted
December 8, 2003) amended section
1888(e)(12) of the Act to provide for a
temporary increase of 128 percent in the
PPS per diem payment for any SNF
residents with Acquired Immune
Deficiency Syndrome (AIDS), effective
with services furnished on or after
October 1, 2004. This special add-on for
SNF residents with AIDS was to remain
in effect only until the Secretary
certifies that there is an appropriate
adjustment in the case mix to
compensate for the increased costs
associated with such residents. The

MMA add-on for SNF residents with
AIDS is also discussed in Program
Transmittal #160 (Change Request
#3291), issued on April 30, 2004, which
is available online at www.cms.gov/
transmittals/downloads/r160cp.pdf. In
the SNF PPS final rule for FY 2010 (74
FR 40288), we did not address this
certification in that final rule’s
implementation of the case-mix
refinements for RUG-1V, thus allowing
the add-on payment required by section
511 of the MMA to remain in effect for
the time being. (We discuss in section
V.H. of this final rule the specific
payment adjustments that we proposed
under the proposed PDPM to provide
for an appropriate adjustment in the
case mix to compensate for the
increased costs associated with such
residents.)

For the limited number of SNF
residents that qualify for the MMA add-
on, there is a significant increase in
payments. As explained in the FY 2016
SNF PPS final rule (80 FR 46397
through 46398), on October 1, 2015
(consistent with section 212 of PAMA),
we converted from using ICD-9-CM
code 042 to ICD—10-CM code B20 for
identifying those residents for whom it
is appropriate to apply the AIDS add-on
established by section 511 of the MMA.
For FY 2019, an urban facility with a
resident with AIDS in RUG-IV group
“HC2” would have a case-mix adjusted
per diem payment of $453.52 (see Table
6) before the application of the MMA
adjustment. After an increase of 128
percent, this urban facility would
receive a case-mix adjusted per diem
payment of approximately $1,034.03.

Under section 1888(e)(4)(H), each
update of the payment rates must
include the case-mix classification
methodology applicable for the
upcoming FY. The FY 2019 payment
rates set forth in this final rule reflect
the use of the RUG-IV case-mix
classification system from October 1,
2018, through September 30, 2019. We
list the final case-mix adjusted RUG-IV
payment rates for FY 2019, provided
separately for urban and rural SNFs, in


http://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/NursingHomeQualityInits/MDS30RAIManual.html
http://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/NursingHomeQualityInits/MDS30RAIManual.html
http://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/NursingHomeQualityInits/MDS30RAIManual.html
http://www.cms.gov/Medicare/Quality-Initiatives-Patient-Assessment-Instruments/NursingHomeQualityInits/MDS30RAIManual.html
http://www.cms.gov/transmittals/downloads/r160cp.pdf
http://www.cms.gov/transmittals/downloads/r160cp.pdf
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Tables 6 and 7 with corresponding case-
mix values. We use the revised OMB
delineations adopted in the FY 2015
SNF PPS final rule (79 FR 45632, 45634)

to identify a facility’s urban or rural

status for the purpose of determining
which set of rate tables would apply to

TABLE 6—RUG-IV CASE-MIX ADJUSTED FEDERAL RATES AND ASSOCIATED INDEXES—URBAN

the facility. Tables 6 and 7 do not reflect
the add-on for SNF residents with AIDS

enacted by section 511 of the MMA,
which we apply only after making all

other adjustments (such as wage index

and case-mix). Additionally, Tables 6

and 7 do not reflect adjustments which

may be made to the SNF PPS rates as

a result of either the SNF QRP,

discussed in section VI.B of this final

rule, or the SNF VBP program,

discussed in sections III.B.5 and VI.C of
this final rule.

Nursin Thera Nursin Thera Non-case mix | Non-case mix Total
RUG-IV category indexg inde>F<)y compongnt componpgnt therapy comp component rate

2.67 1.87 $484.44 $255.57 $92.60 $832.89
2.57 1.87 466.30 255.57 92.60 814.74
2.61 1.28 473.56 174.94 92.60 741.34
2.19 1.28 397.35 174.94 92.60 665.11
2.55 0.85 462.67 116.17 92.60 671.66
2.15 0.85 390.10 116.17 92.60 599.06
2.47 0.55 448.16 7517 92.60 616.13
2.19 0.55 397.35 75.17 92.60 565.31
2.26 0.28 410.05 38.27 92.60 541.10
1.56 1.87 283.05 255.57 92.60 631.42
1.56 1.87 283.05 255.57 92.60 631.42
0.99 1.87 179.63 255.57 92.60 527.97
1.51 1.28 273.97 174.94 92.60 541.69
1.1 1.28 201.40 174.94 92.60 469.09
1.10 1.28 199.58 174.94 92.60 467.27
1.45 0.85 263.09 116.17 92.60 472.01
1.19 0.85 215.91 116.17 92.60 424.82
0.91 0.85 165.11 92.60 374.00
1.36 0.55 246.76 92.60 414.66
1.22 221.36 92.60 389.25
0.84 152.41 92.60 320.28
1.50 272.16 92.60 403.16
0.71 12882 | = 3827 | ., 92.60 259.78
3.58 649.56 18.00 92.60 760.41
2.67 484.44 18.00 92.60 595.25
2.32 420.94 18.00 92.60 531.72
2.22 402.80 18.00 92.60 513.57
1.74 315.71 18.00 92.60 426.45
2.04 370.14 18.00 92.60 480.90
1.60 290.30 18.00 92.60 401.04
1.89 342.92 18.00 92.60 453.68
1.48 268.53 18.00 92.60 379.26
1.86 337.48 18.00 92.60 448.23
1.46 264.90 18.00 92.60 375.63
1.96 355.62 18.00 92.60 466.38
1.54 279.42 18.00 92.60 390.15
1.86 337.48 18.00 92.60 448.23
1.46 264.90 18.00 92.60 375.63
1.56 283.05 18.00 92.60 393.78
1.22 221.36 18.00 92.60 332.07
1.45 263.09 18.00 92.60 373.82
1.14 206.84 18.00 92.60 317.55
1.68 304.82 18.00 92.60 415.56
1.50 272.16 18.00 92.60 382.89
1.56 283.05 18.00 92.60 393.78
1.38 250.39 18.00 92.60 361.11
1.29 234.06 18.00 92.60 344.78
1.15 208.66 18.00 92.60 319.37

208.66 18.00 92.60 319.37

185.07 18.00 92.60 295.77

159.67 18.00 92.60 270.36

141.52 18.00 92.60 252.21

176.00 18.00 92.60 286.70

163.30 18.00 92.60 273.99

127.01 18.00 92.60 237.69

116.12 18.00 92.60 226.80

272.16 18.00 92.60 382.89

254.02 18.00 92.60 364.74

250.39 18.00 92.60 361.11

232.24 18.00 92.60 342.96

199.58 18.00 92.60 310.29

185.07 18.00 92.60 295.77

152.41 18.00 92.60 263.10
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TABLE 6—RUG-IV CASE-MIX ADJUSTED FEDERAL RATES AND ASSOCIATED INDEXES—URBAN—Continued

Nursin Thera Nursin Thera Non-case mix | Non-case mix Total
RUG-IV category indexg inde)F:y compongnt componpgnt therapy comp component rate
0.78 141.52 18.00 92.60 252.21
0.59 107.05 18.00 92.60 217.73
0.54 97.98 18.00 92.60 208.65
TABLE 7—RUG-IV CASE-MIX ADJUSTED FEDERAL RATES AND ASSOCIATED INDEXES—RURAL
Nursin Thera Nursin Thera| Non-case mix | Non-case mix Total
RUG-IV category indexg inde)rzy compongnt componpgnt therapy comp component rate
2.67 1.87 $462.82 $294.71 | (i $94.31 $852.10
2.57 1.87 445.48 294.71 94.31 834.76
2.61 1.28 452.42 201.73 94.31 748.68
2.19 1.28 379.61 201.73 94.31 675.85
2.55 0.85 442.02 133.96 94.31 670.48
2.15 0.85 372.68 133.96 94.31 601.13
2.47 0.55 428.15 94.31 609.32
2.19 0.55 379.61 94.31 560.77
2.26 0.28 391.75 94.31 530.34
1.56 1.87 270.41 94.31 659.64
1.56 1.87 270.41 94.31 659.64
0.99 1.87 171.61 94.31 560.81
1.51 1.28 261.74 94.31 557.95
1.11 1.28 192.41 94.31 488.59
1.10 1.28 190.67 94.31 486.86
1.45 0.85 251.34 94.31 479.76
1.19 0.85 206.27 94.31 434.67
0.91 0.85 157.74 94.31 386.12
1.36 0.55 235.74 94.31 416.86
1.22 0.55 211.47 94.31 392.59
0.84 145.61 94.31 326.70
1.50 260.01 94.31 398.57
0.71 123.07 94.31 261.59
3.58 620.56 94.31 734.31
2.67 462.82 94.31 576.52
2.32 402.15 94.31 515.83
2.22 384.81 94.31 498.50
1.74 301.61 94.31 415.27
2.04 353.61 94.31 467.29
1.60 277.34 94.31 390.99
1.89 327.61 94.31 441.28
1.48 256.54 94.31 370.19
1.86 322.41 94.31 436.08
1.46 253.08 94.31 366.72
1.96 339.75 94.31 453.41
1.54 266.94 94.31 380.59
1.86 322.41 94.31 436.08
1.46 253.08 94.31 366.72
1.56 270.41 94.31 384.06
1.22 211.47 94.31 325.11
1.45 251.34 94.31 364.99
1.14 197.61 94.31 311.23
1.68 291.21 94.31 404.87
1.50 260.01 94.31 373.66
1.56 270.41 94.31 384.06
1.38 239.21 94.31 352.85
1.29 223.61 94.31 337.24
1.15 199.34 94.31 312.97
1.15 199.34 94.31 312.97
1.02 176.81 94.31 290.43
0.88 152.54 94.31 266.15
0.78 135.21 94.31 248.81
0.97 168.14 94.31 281.76
0.90 156.01 94.31 269.62
0.70 121.34 94.31 234.94
0.64 110.94 94.31 224.54
1.50 260.01 94.31 373.66
1.40 242.68 94.31 356.32
1.38 239.21 94.31 352.85
1.28 221.88 94.31 335.51
1.10 190.67 94.31 304.30
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TABLE 7—RUG-IV CASE-MIX ADJUSTED FEDERAL RATES AND ASSOCIATED INDEXES—RURAL—Continued

Nursin Thera Nursin Thera Non-case mix | Non-case mix Total
RUGIV category indexg inde>F<)y compongnt componpgnt therapy comp component rate
1.02 176.81 19.23 94.31 290.43
0.84 145.61 19.23 94.31 259.22
0.78 135.21 19.23 94.31 248.81
0.59 102.27 19.23 94.31 215.87
0.54 93.60 19.23 94.31 207.20

4. Wage Index Adjustment

Section 1888(e)(4)(G)(ii) of the Act
requires that we adjust the federal rates
to account for differences in area wage
levels, using a wage index that the
Secretary determines appropriate. Since
the inception of the SNF PPS, we have
used hospital inpatient wage data in
developing a wage index to be applied
to SNFs. We proposed to continue this
practice for FY 2019, as we continue to
believe that in the absence of SNF-
specific wage data, using the hospital
inpatient wage index data is appropriate
and reasonable for the SNF PPS. As
explained in the update notice for FY
2005 (69 FR 45786), the SNF PPS does
not use the hospital area wage index’s
occupational mix adjustment, as this
adjustment serves specifically to define
the occupational categories more clearly
in a hospital setting; moreover, the
collection of the occupational wage data
also excludes any wage data related to
SNFs. Therefore, we believe that using
the updated wage data exclusive of the
occupational mix adjustment continues
to be appropriate for SNF payments. For
FY 2019, the updated wage data are for
hospital cost reporting periods
beginning on or after October 1, 2014
and before October 1, 2015 (FY 2015
cost report data).

We note that section 315 of the
Medicare, Medicaid, and SCHIP
Benefits Improvement and Protection
Act of 2000 (BIPA, Pub. L. 106-554,
enacted on December 21, 2000)
authorized us to establish a geographic
reclassification procedure that is
specific to SNFs, but only after
collecting the data necessary to establish
a SNF wage index that is based on wage
data from nursing homes. However, to
date, this has proven to be unfeasible
due to the volatility of existing SNF
wage data and the significant amount of
resources that would be required to
improve the quality of that data. More
specifically, auditing all SNF cost
reports, similar to the process used to
audit inpatient hospital cost reports for
purposes of the Inpatient Prospective
Payment System (IPPS) wage index,
would place a burden on providers in
terms of recordkeeping and completion
of the cost report worksheet. As

discussed in greater detail later in this
section, adopting such an approach
would require a significant commitment
of resources by CMS and the Medicare
Administrative Contractors, potentially
far in excess of those required under the
IPPS given that there are nearly five
times as many SNFs as there are
inpatient hospitals. Therefore, while we
continue to believe that the
development of such an audit process
could improve SNF cost reports in such
a manner as to permit us to establish a
SNF-specific wage index, we do not
regard an undertaking of this magnitude
as being feasible within the current level
of programmatic resources.

In addition, we proposed to continue
to use the same methodology discussed
in the SNF PPS final rule for FY 2008
(72 FR 43423) to address those
geographic areas in which there are no
hospitals, and thus, no hospital wage
index data on which to base the
calculation of the FY 2019 SNF PPS
wage index. For rural geographic areas
that do not have hospitals, and
therefore, lack hospital wage data on
which to base an area wage adjustment,
we would use the average wage index
from all contiguous Core-Based
Statistical Areas (CBSAs) as a
reasonable proxy. For FY 2019, there are
no rural geographic areas that do not
have hospitals, and thus, this
methodology would not be applied. For
rural Puerto Rico, we would not apply
this methodology due to the distinct
economic circumstances that exist there
(for example, due to the close proximity
to one another of almost all of Puerto
Rico’s various urban and non-urban
areas, this methodology would produce
a wage index for rural Puerto Rico that
is higher than that in half of its urban
areas); instead, we would continue to
use the most recent wage index
previously available for that area. For
urban areas without specific hospital
wage index data, we would use the
average wage indexes of all of the urban
areas within the state to serve as a
reasonable proxy for the wage index of
that urban CBSA. For FY 2019, the only
urban area without wage index data
available is CBSA 25980, Hinesville-
Fort Stewart, GA. The final wage index

applicable to FY 2019 is set forth in
Tables A and B available on the CMS
website at http://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/Wagelndex.html.

In the SNF PPS final rule for FY 2006
(70 FR 45026, August 4, 2005), we
adopted the changes discussed in OMB
Bulletin No. 03—04 (June 6, 2003),
which announced revised definitions
for MSAs and the creation of
micropolitan statistical areas and
combined statistical areas. In adopting
the CBSA geographic designations, we
provided for a 1-year transition in FY
2006 with a blended wage index for all
providers. For FY 2006, the wage index
for each provider consisted of a blend of
50 percent of the FY 2006 MSA-based
wage index and 50 percent of the FY
2006 CBSA-based wage index (both
using FY 2002 hospital data). We
referred to the blended wage index as
the FY 2006 SNF PPS transition wage
index. As discussed in the SNF PPS
final rule for FY 2006 (70 FR 45041),
since the expiration of this 1-year
transition on September 30, 2006, we
have used the full CBSA-based wage
index values.

In the FY 2015 SNF PPS final rule (79
FR 45644 through 45646), we finalized
changes to the SNF PPS wage index
based on the newest OMB delineations,
as described in OMB Bulletin No. 13—
01, beginning in FY 2015, including a 1-
year transition with a blended wage
index for FY 2015. OMB Bulletin No.
13-01 established revised delineations
for Metropolitan Statistical Areas,
Micropolitan Statistical Areas, and
Combined Statistical Areas in the
United States and Puerto Rico based on
the 2010 Census, and provided guidance
on the use of the delineations of these
statistical areas using standards
published on June 28, 2010 in the
Federal Register (75 FR 37246 through
37252). Subsequently, on July 15, 2015,
OMB issued OMB Bulletin No. 15-01,
which provides minor updates to and
supersedes OMB Bulletin No. 13-01
that was issued on February 28, 2013.
The attachment to OMB Bulletin No.
15—-01 provides detailed information on
the update to statistical areas since
February 28, 2013. The updates


http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/WageIndex.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/WageIndex.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/WageIndex.html
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provided in OMB Bulletin No. 15-01 are
based on the application of the 2010
Standards for Delineating Metropolitan
and Micropolitan Statistical Areas to
Census Bureau population estimates for
July 1, 2012 and July 1, 2013. As we
previously stated in the FY 2008 SNF
PPS proposed and final rules (72 FR
25538 through 25539, and 72 FR 43423),
we wish to note that this and all
subsequent SNF PPS rules and notices
are considered to incorporate any
updates and revisions set forth in the
most recent OMB bulletin that applies
to the hospital wage data used to
determine the current SNF PPS wage
index.

On August 15, 2017, OMB announced
that one Micropolitan Statistical Area
now qualifies as a Metropolitan
Statistical Area (OMB Bulletin No. 17—
01). The new urban CBSA is as follows:

e Twin Falls, Idaho (CBSA 46300).
This CBSA is comprised of the principal
city of Twin Falls, Idaho in Jerome
County, Idaho and Twin Falls County,
Idaho.

The OMB bulletin is available on the
OMB website at https://
www.whitehouse.gov/sites/
whitehouse.gov/files/omb/bulletins/
2017/b-17-01.pdf. As we stated in the
proposed rule (83 FR 21028), we did not
have sufficient time to include this
change in the computation of the
proposed FY 2019 wage index, rate
setting, and tables. We also stated that
this new CBSA may affect the budget
neutrality factor and wage indexes,
depending on the impact of the overall
payments of the hospital located in this
new CBSA. In the proposed rule, we
provided an estimate of this new area’s
wage index based on the average hourly
wage, unadjusted for occupational mix,
for new CBSA 46300 and the national
average hourly wages from the wage
data for the proposed FY 2019 wage
index. Currently, provider 130002 is the
only hospital located in Twin Falls
County, Idaho, and there are no
hospitals located in Jerome County,
Idaho. Thus, the wage index for CBSA
46300 is calculated using the average
hourly wage data for one provider
(provider 130002). In this final rule, we
are providing below this new area’s
wage index based on the updated

average hourly wage, unadjusted for
occupational mix, for new CBSA 46300
and the updated national average hourly
wages from the wage data for the FY
2019 wage index, and we are
incorporating this change into the final
FY 2019 wage index, rate setting and
tables. Taking the unadjusted average
hourly wage of $35.8336 of new CBSA
46300 and dividing by the national
average hourly wage of $42.955567020
results in the FY 2019 wage index of
0.8334 for CBSA 46300.

In the proposed rule, we stated that in
the final rule, we would incorporate this
change into the final FY 2019 wage
index, rate setting and tables. We did
not receive any comments on this issue.
Thus, in this final rule, we have
incorporated this change into the final
FY 2019 wage index, rate setting and
tables. As we proposed, for FY 2019, we
will use the OMB delineations that were
adopted beginning with FY 2015 to
calculate the area wage indexes, with
updates as reflected in OMB Bulletin
Nos. 15-01 and 17-01. As noted above,
the wage index applicable to FY 2019
(with the CBSA update from OMB
Bulletin No. 17-01 specified above) is
set forth in Tables A and B available on
the CMS website at http://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/Wagelndex.html.

Once calculated, we stated in the
proposed rule that we would apply the
wage index adjustment to the labor-
related portion of the federal rate. Each
year, we calculate a revised labor-
related share, based on the relative
importance of labor-related cost
categories (that is, those cost categories
that are labor-intensive and vary with
the local labor market) in the input price
index. In the SNF PPS final rule for FY
2018 (82 FR 36548 through 36566), we
finalized a proposal to revise the labor-
related share to reflect the relative
importance of the 2014-based SNF
market basket cost weights for the
following cost categories: Wages and
Salaries; Employee Benefits;
Professional Fees: Labor-Related;
Administrative and Facilities Support
Services; Installation, Maintenance, and
Repair Services; All Other: Labor-
Related Services; and a proportion of
Capital-Related expenses.

We calculate the labor-related relative
importance from the SNF market basket,
and it approximates the labor-related
portion of the total costs after taking
into account historical and projected
price changes between the base year and
FY 2019. The price proxies that move
the different cost categories in the
market basket do not necessarily change
at the same rate, and the relative
importance captures these changes.
Accordingly, the relative importance
figure more closely reflects the cost
share weights for FY 2019 than the base
year weights from the SNF market
basket.

We calculate the labor-related relative
importance for FY 2019 in four steps.
First, we compute the FY 2019 price
index level for the total market basket
and each cost category of the market
basket. Second, we calculate a ratio for
each cost category by dividing the FY
2019 price index level for that cost
category by the total market basket price
index level. Third, we determine the FY
2019 relative importance for each cost
category by multiplying this ratio by the
base year (2014) weight. Finally, we add
the FY 2019 relative importance for
each of the labor-related cost categories
(Wages and Salaries, Employee Benefits,
Professional Fees: Labor-Related,
Administrative and Facilities Support
Services, Installation, Maintenance, and
Repair Services, All Other: Labor-related
services, and a portion of Capital-
Related expenses) to produce the FY
2019 labor-related relative importance.
Table 8 summarizes the updated labor-
related share for FY 2019, based on IGI’s
second quarter 2018 forecast with
historical data through first quarter
2018, compared to the labor-related
share that was used for the FY 2018 SNF
PPS final rule. In the FY 2019 proposed
rule, we presented the FY 2019 labor-
related share based on IGI’s first quarter
2018 forecast and further stated that if
more recent data became available (for
example, a more recent estimate of the
SNF market basket and/or MFP
adjustment), we would use such data, if
appropriate, to determine the SNF
market basket percentage change, labor-
related share relative importance,
forecast error adjustment, and MFP
adjustment in the SNF PPS final rule.


https://www.whitehouse.gov/sites/whitehouse.gov/files/omb/bulletins/2017/b-17-01.pdf
https://www.whitehouse.gov/sites/whitehouse.gov/files/omb/bulletins/2017/b-17-01.pdf
https://www.whitehouse.gov/sites/whitehouse.gov/files/omb/bulletins/2017/b-17-01.pdf
https://www.whitehouse.gov/sites/whitehouse.gov/files/omb/bulletins/2017/b-17-01.pdf
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/WageIndex.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/WageIndex.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/WageIndex.html
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TABLE 8—LABOR-RELATED RELATIVE IMPORTANCE, FY 2018 AND FY 2019

WAGES NG SAIATES ..eeiiuiieeeiiiiie ettt et e et e e s bt e e e e be e e s aee e e s sr e e e aane e e e s be e e esneeesasseeeanneeeeanneeeenneeeennneeeane
EMPIOYEE DENEFIS ... s s e
Professional Fees: Labor-Related .....................
Administrative and facilities support services .......
Installation, Maintenance and Repair Services ....
All Other: Labor Related Services .........ccccevuenee.
(O Vo] e Bl = L L=Te B R 1 PR PR R PRORRURORN

Relative Relative
importance, importance,
labor-related, labor-related,
FY 2018 FY 2019
17:2 forecast 18:2 forecast2
50.3 50.2
10.2 10.1
3.7 3.7
0.5 0.5
0.6 0.6
2.5 2.5
3.0 2.9
70.8 70.5

1Published in the Federal Register; based on second quarter 2017 IGI forecast.
2Based on second quarter 2018 IGl forecast, with historical data through first quarter 2018.

Tables 9 and 10 show the RUG-IV
case-mix adjusted federal rates for FY
2019 by labor-related and non-labor-
related components. Tables 9 and 10 do
not reflect the add-on for SNF residents
with AIDS enacted by section 511 of the

MMA, which we apply only after
making all other adjustments (such as
wage index and case-mix). Additionally,
Tables 9 and 10 do not reflect
adjustments which may be made to the
SNF PPS rates as a result of either the

SNF QRP, discussed in section VI.B. of
this final rule, or the SNF VBP program,
discussed in sections III.B.5. and VI.C.
of this final rule.

BILLING CODE 4120-01-P
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TABLE 9: RUG-IV Case-Mix Adjusted Federal Rates for Urban SNFs
By Labor and Non-Labor Component

RUG-IV | Total Labor | Non-Labor
Category Rate Portion Portion

LE1 $390.02 | $274.96 $115.06
LD2 $448.08 | $315.90 $132.18
LDI1 $375.50 | $264.73 $110.77
LC2 $393.65 | $277.52 $116.13
LC1 $331.96 | $234.03 $97.93
LB2 $373.69 | $263.45 $110.24
LBI1 $317.44 | $223.80 $93.64
CE2 $415.42 | $292.87 $122.55
CEl $382.76 | $269.85 $112.91
CD2 $393.65 | $277.52 $116.13
CD1 $360.99 | $254.50 $106.49
cC2 $344.66 | $242.99 $101.67
CC1 $319.26 | $225.08 $94.18
CB2 $319.26 | $225.08 $94.18
CB1 $295.67 | $208.45 $87.22
CA2 $270.27 | $190.54 $79.73
CAl $252.12 | $177.74 $74.38
BB2 $286.60 | $202.05 $84.55
BBI1 $273.90 | $193.10 $80.80
BA2 $237.61 | $167.52 $70.09
BA1 $226.72 | $159.84 $66.88
PE2 $382.76 | $269.85 $112.91
PE1 $364.62 | $257.06 $107.56
PD2 $360.99 | $254.50 $106.49
PD1 $342.84 | $241.70 $101.14
PC2 $310.18 | $218.68 $91.50
PC1 $295.67 | $208.45 $87.22
PB2 $263.01 | $185.42 $77.59
PB1 $252.12 | $177.74 $74.38
PA2 $217.65 | $153.44 $64.21
PA1 $208.58 | $147.05 $61.53

RUG-IV | Total Labor | Non-Labor
Category | Rate Portion Portion

RUX $832.61 | $586.99 $245.62
RUL $814.47 | $574.20 $240.27
RVX $741.10 | $522.48 $218.62
RVL $664.89 | $468.75 $196.14
RHX $671.44 | $473.37 $198.07
RHL $598.87 | $422.20 $176.67
RMX $615.93 | $434.23 $181.70
RML $565.12 | $398.41 $166.71
RLX $540.92 | $381.35 $159.57
RUC $631.22 | $445.01 $186.21
RUB $631.22 | $445.01 $186.21
RUA $527.80 | $372.10 $155.70
RVC $541.51 | $381.76 $159.75
RVB $468.94 | $330.60 $138.34
RVA $467.12 | $329.32 $137.80
RHC $471.86 | $332.66 $139.20
RHB $424.68 | $299.40 $125.28
RHA $373.88 | $263.59 $110.29
RMC $414.53 | $292.24 $122.29
RMB $389.13 | $274.34 $114.79
RMA $320.18 | $225.73 $94.45
RLB $403.03 | $284.14 $118.89
RLA $259.69 | $183.08 $76.61
ES3 $760.16 | $535.91 $224.25
ES2 $595.04 | $419.50 $175.54
ES1 $531.54 | $374.74 $156.80
HE2 $513.40 | $361.95 $151.45
HEI1 $426.31 | $300.55 $125.76
HD2 $480.74 | $338.92 $141.82
HD1 $400.90 | $282.63 $118.27
HC2 $453.52 | $319.73 $133.79
HC1 $379.13 | $267.29 $111.84
HB2 $448.08 | $315.90 $132.18
HBI1 $375.50 | $264.73 $110.77
LE2 $466.22 | $328.69 $137.53
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TABLE 10: RUG-IV Case-Mix Adjusted Federal Rates for Rural SNFs by Labor and
Non-Labor Component

RUG-IV | Total Labor | Non-Labor RUG-1V | Total Labor | Non-Labor
Category | Rate | Portion Portion Category | Rate | Portion Portion
RUX $851.84 | $600.55 $251.29 LE2 $453.29 | $319.57 $133.72
RUL $834.50 | $588.32 $246.18 LE1 $380.48 | $268.24 $112.24
RVX $748.46 | $527.66 $220.80 LD2 $435.95 | $307.34 $128.61
RVL $675.65 | $476.33 $199.32 LD1 $366.62 | $258.47 $108.15
RHX $670.29 | $472.55 $197.74 LC2 $383.95 | $270.68 $113.27
RHL $600.95 | $423.67 $177.28 LC1 $325.01 | $229.13 $95.88
RMX $609.14 | $429.44 $179.70 LB2 $364.88 | $257.24 $107.64
RML $560.60 | $395.22 $165.38 LB1 $311.15 | $219.36 $91.79
RLX $530.19 | $373.78 $156.41 CE2 $404.75 | $285.35 $119.40
RUC $659.43 | $464.90 $194.53 CEl $373.55 | $263.35 $110.20
RUB $659.43 | $464.90 $194.53 CD2 $383.95 | $270.68 $113.27
RUA $560.63 | $395.24 $165.39 CD1 $352.75 | $248.69 $104.06
RVC $557.78 | $393.23 $164.55 CcC2 $337.15 | $237.69 $99.46
RVB $488.45 | $344.36 $144.09 CC1 $312.88 | $220.58 $92.30
RVA $486.71 | $343.13 $143.58 CB2 $312.88 | $220.58 $92.30
RHC $479.61 | $338.13 $141.48 CB1 $290.35 | $204.70 $85.65
RHB $434.54 | $306.35 $128.19 CA2 $266.08 | $187.59 $78.49
RHA $386.01 | $272.14 $113.87 CAl $248.75 | $175.37 $73.38
RMC $416.73 | $293.79 $122.94 BB2 $281.68 | $198.58 $83.10
RMB $392.46 | $276.68 $115.78 BB1 $269.55 | $190.03 $79.52
RMA $326.60 | $230.25 $96.35 BA2 $234.88 | $165.59 $69.29
RLB $398.45 | $280.91 $117.54 BA1 $224.48 | $158.26 $66.22
RLA $261.51 | $184.36 $77.15 PE2 $373.55 | $263.35 $110.20
ES3 $734.10 | $517.54 $216.56 PE1 $356.22 | $251.14 $105.08
ES2 $576.36 | $406.33 $170.03 PD2 $352.75 | $248.69 $104.06
ES1 $515.69 | $363.56 $152.13 PD1 $335.42 | $236.47 $98.95
HE2 $498.35 | $351.34 $147.01 PC2 $304.21 | $214.47 $89.74
HE1 $415.15 | $292.68 $122.47 PC1 $290.35 | $204.70 $85.65
HD2 $467.15 | $329.34 $137.81 PB2 $259.15 | $182.70 $76.45
HD1 $390.88 | $275.57 $115.31 PB1 $248.75 | $175.37 $73.38
HC2 $441.15 | $311.01 $130.14 PA2 $215.81 | $152.15 $63.66
HC1 $370.08 | $260.91 $109.17 PAl $207.14 | $146.03 $61.11
HB2 $435.95 | $307.34 $128.61

HB1 $366.62 | $258.47 $108.15

BILLING CODE 4120-01-C

Section 1888(e)(4)(G)(ii) of the Act
also requires that we apply this wage
index in a manner that does not result
in aggregate payments under the SNF
PPS that are greater or less than would
otherwise be made if the wage
adjustment had not been made. For FY
2019 (federal rates effective October 1,
2018), we stated in the proposed rule
that we would apply an adjustment to
fulfill the budget neutrality requirement.
We stated we would meet this

requirement by multiplying each of the
components of the unadjusted federal
rates by a budget neutrality factor equal
to the ratio of the weighted average
wage adjustment factor for FY 2018 to
the weighted average wage adjustment
factor for FY 2019. For this calculation,
we stated we would use the same FY
2017 claims utilization data for both the
numerator and denominator of this
ratio. We define the wage adjustment
factor used in this calculation as the
labor share of the rate component

multiplied by the wage index plus the
non-labor share of the rate component.
We did not receive any comments
regarding our proposed budget
neutrality factor calculation. Thus, we
are finalizing the budget neutrality
methodology as proposed. The final
budget neutrality factor for FY 2019 is
0.9999. We note that this is different
from the budget neutrality factor
(1.0002) provided in the FY 2018 SNF
PPS proposed rule (83 FR 21031) due to
an updated wage index file and updated
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claims file used to calculate the budget
neutrality factor.

As discussed above, we have
historically used, and propose to
continue using, pre-reclassified IPPS
hospital wage data, unadjusted for
occupational mix and the rural and
imputed floors, as the basis for the SNF
wage index. That being said, in the
proposed rule, we noted that we have
received recurring comments in prior
rulemaking (most recently in the FY
2018 SNF PPS final rule (82 FR 36539
through 36541)) regarding the
development of a SNF-specific wage
index. It has been suggested that we
develop a SNF-specific wage index
utilizing SNF cost report wage data
instead of hospital wage data. We have
noted, in response that developing such
a wage index would require a resource-
intensive audit process similar to that
used for IPPS hospital data, to improve
the quality of the SNF cost report data
in order for it to be used as part of this
analysis. This audit process is quite
extensive in the case of approximately
3,300 hospitals, and it would be
significantly more so in the case of
approximately 15,000 SNFs. As
discussed previously in this rule, we
believe auditing all SNF cost reports,
similar to the process used to audit
inpatient hospital cost reports for
purposes of the IPPS wage index, would
place a burden on providers in terms of
recordkeeping and completion of the
cost report worksheet. We also believe
that adopting such an approach would
require a significant commitment of
resources by CMS and the Medicare
Administrative Contractors, potentially
far in excess of those required under the
IPPS given that there are nearly five
times as many SNFs as there are
hospitals. Therefore, while we continue
to review all available data and
contemplate the potential
methodological approaches for a SNF-
specific wage index in the future, we
continue to believe that in the absence
of the appropriate SNF-specific wage
data, using the pre-reclassified, pre-rural
and imputed floor hospital inpatient
wage data (without the occupational
mix adjustment) is appropriate and
reasonable for the SNF PPS.

As an alternative to a SNF-specific
wage index, it has also been suggested
that we consider adopting certain wage
index policies in use under the IPPS,
such as geographic reclassification or
rural floor. Although we have the
authority under section 315 of BIPA to
establish a geographic reclassification
procedure specific to SNFs under
certain conditions, as discussed
previously, under BIPA, we cannot
adopt a reclassification policy until we

have collected the data necessary to
establish a SNF-specific wage index.
Thus, we cannot adopt a reclassification
procedure at this time. With regard to
adopting a rural floor policy, as we
stated in the FY 2017 SNF PPS final rule
(82 FR 36540), MedPAC has
recommended eliminating the rural
floor policy (which actually sets a floor
for urban hospitals) from the calculation
of the IPPS wage index (see, for
example, Chapter 3 of MedPAC’s March
2013 Report to Congress on Medicare
Payment Policy, available at http://
medpac.gov/docs/default-source/
reports/mar13_ch03.pdf, which notes
on page 65 that in 2007, MedPAC had
. . .recommended eliminating these
special wage index adjustments and
adopting a new wage index system to
avoid geographic inequities that can
occur due to current wage index
policies (Medicare Payment Advisory
Commission 2007b.”’). As we stated in
the FY 2017 SNF PPS final rule, if we
were to adopt the rural floor under the
SNF PPS, we believe that the SNF PPS
wage index could become vulnerable to
problems similar to those that MedPAC
identified in its March 2013 Report to
Congress.

Given the perennial nature of these
comments and responses on the SNF
PPS wage index policy, in the proposed
rule (89 FR 21032) we invited further
comments on the issues discussed
above. Specifically, we requested
comment on how a SNF-specific wage
index may be developed without
creating significant administrative
burdens for providers, CMS, or its
contractors. Further, we requested
comments on specific alternatives we
may consider in future rulemaking
which could be implemented in
advance of, or in lieu of, a SNF-specific
wage index. A discussion of the
comments we received, along with our
responses, appear below.

Comment: One commenter
encouraged CMS to continue using
hospital wage data when determining
the SNF wage index, since it did not
have a proposal for how to obtain a
SNF-specific wage index in a manner
that does not cause burden on
providers.

Response: We appreciate the
commenter’s encouragement to continue
using hospital wage data as a proxy for
a SNF wage index.

Comment: Several commenters
recommend that CMS pursue the
establishment of a SNF-specific wage
index. These commenters proposed
phased-in recommendations to trim
hospital wage data (as an interim step),
to reflect positions staffed in nursing
homes, allow for a reclassification

system, account for occupational mix
differences between hospitals and each
post-acute care (PAC) setting using
published BLS data, and apply a rural
floor. Further, if determining a SNF
wage index using SNF cost report data
is too administratively complex, it was
recommended that Payroll-based
Journal (PBJ) data be used. Finally, the
commenters recommended
communicating with hospitals through
Medicare Learning Network (MLN)
transmittals for education and technical
support.

Response: We appreciate the
commenter’s recommendation for
collecting SNF cost report wage data to
establish a SNF-specific wage index. We
note that, consistent with the preceding
discussion in this final rule as well as
our previous responses to these
recurring comments (most recently
published in the FY 2018 SNF PPS final
rule (82 FR 36540 through 36541)),
developing such a wage index would
require a resource-intensive audit
process similar to that used for IPPS
hospital data, to improve the quality of
the SNF cost report data in order for it
to be used as part of this analysis.

Further, we appreciate these
commenters’ suggestion that we modify
the current hospital wage data used to
construct the SNF PPS wage index to
reflect the SNF environment more
accurately by trimming hospital wage
data to reflect positions staffed in
nursing homes, weighing it by
occupational mix data published by the
BLS, and using PBJ data. While we
consider whether or not such an
approach may constitute an interim step
in the process of developing a SNF-
specific wage index, we would note that
other provider types also use the
hospital wage index as the basis for
their associated wage index. As such,
we believe that such a recommendation
should be part of a broader discussion
on wage index reform across Medicare
payment systems. With regard to the PBJ
recommendation, we will pass this
comment to our colleagues managing
that initiative for further consideration.

With regard to reclassification and
rural floor, as discussed above, section
315 of BIPA authorized us to establish
a geographic reclassification procedure
that is specific to SNFs, only after
collecting the data necessary to establish
a SNF-specific wage index that is based
on data from nursing homes. However,
to date this has been infeasible due to
the volatility of existing SNF wage data
and the significant amount of resources
that would be required to improve the
quality of that data. Furthermore, we do
not believe that using hospital
reclassification data would be
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appropriate as this data is specific to the
requesting hospitals and it may or may
not apply to a given SNF in a given
instance. With regard to implementing a
rural floor, we do not believe it would
be prudent at this time to adopt such a
policy, because MedPAC has
recommended eliminating the rural
floor policy from the calculation of the
IPPS wage index (see, for example,
Chapter 3 of MedPAC’s March 2013
Report to Congress on Medicare
Payment Policy, available at http://
medpac.gov/documents/reports/mar13
entirereport.pdf, which notes on page 65
that in 2007, MedPAC had

“. . .recommended eliminating these
special wage index adjustments and
adopting a new wage index system to
avoid geographic inequities that can
occur due to current wage index
policies (Medicare Payment Advisory
Commission 2007b.”’) If we adopted the
rural floor at this time under the SNF
PPS, we believe that, the SNF PPS wage
index could become vulnerable to
problems similar to those that MedPAC
identified in its March 2013 Report to
Congress.

While we continue to review all
available data and contemplate the
potential methodological approaches for
a SNF-specific wage index in the future,
we continue to believe that in the
absence of the appropriate SNF-specific

wage data, using the pre-reclassified,
pre-rural and imputed floor hospital
inpatient wage data (without the
occupational mix adjustment) is
appropriate and reasonable for the SNF
PPS. We believe the commenters’
recommendations should be part of a
broader discussion of wage index reform
across Medicare payment systems. In
the event that a SNF-specific wage
index is implemented in the future,
CMS will provide education and
support in a manner it deems
appropriate, which may include MLN
transmittals. We will continue to
monitor closely research efforts
surrounding the development of an
alternative hospital wage index for the
IPPS and the potential impact or
influence of that research on the SNF
PPS.

5. SNF Value-Based Purchasing Program

Beginning with payment for services
furnished on October 1, 2018, section
1888(h) of the Act requires the Secretary
to reduce the adjusted Federal per diem
rate determined under section
1888(e)(4)(G) of the Act otherwise
applicable to a SNF for services
furnished during a fiscal year by 2
percent, and to adjust the resulting rate
for a SNF by the value-based incentive
payment amount earned by the SNF
based on the SNF’s performance score

for that fiscal year under the SNF VBP
Program. To implement these
requirements, we proposed to add a new
paragraph (f) to §413.337. We did not
receive any public comments regarding
this proposal. Therefore, we are
finalizing the addition of paragraph (f)
to §413.337 as proposed, without
modification.

Please see section VI.C. of this final
rule for further information regarding
the SNF VBP Program, including a
discussion of the methodology we will
use to make the payment adjustments.

6. Adjusted Rate Computation Example

Using the hypothetical SNF XYZ,
Table 11 shows the adjustments made to
the federal per diem rates (prior to
application of any adjustments under
the SNF QRP and SNF VBP programs as
discussed above) to compute the
provider’s actual per diem PPS payment
for FY 2019. We derive the Labor and
Non-labor columns from Table 9. The
wage index used in this example is
based on the FY 2019 SNF PPS wage
index that appears in Table A available
on the CMS website at http://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
Wagelndex.html. As illustrated in Table
11, SNF XYZ'’s total PPS payment for FY
2019 would equal $48,779.14.

TABLE 11—ADJUSTED RATE COMPUTATION EXAMPLE SNF XYZ: LOCATED IN FREDERICK, MD (URBAN CBSA 43524),

WAGE INDEX: 0.9880
[See wage index in Table A]?

RUG-IV group Labor nggf Acl'é%%tfd Non-labor Adggtséed a ;ﬁ ;(t:r?]rgnt M%cg;:gre Payment
RVX e $522.48 0.9880 $516.21 $218.62 $734.83 $734.83 14 | $10,287.62
419.50 0.9880 414.47 175.54 590.01 590.01 30 | 17,700.30
263.59 0.9880 260.43 110.29 370.72 370.72 16 5,931.52
242.99 0.9880 240.07 101.67 341.74 77917 10 7,791.70
167.52 0.9880 165.51 70.09 235.60 235.60 30 7,068.00
............................................................................................................ 100 | 48,779.14

1 Available on the CMS website at http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/Wagelndex.html.
2Reflects a 128 percent adjustment from section 511 of the MMA.

IV. Additional Aspects of the SNF PPS

A. SNF Level of Care—Administrative
Presumption

The establishment of the SNF PPS did
not change Medicare’s fundamental
requirements for SNF coverage.
However, because the case-mix
classification is based, in part, on the
beneficiary’s need for skilled nursing
care and therapy, we have attempted,
where possible, to coordinate claims
review procedures with the existing
resident assessment process and case-
mix classification system discussed in
section III.B.3. of this final rule. This

approach includes an administrative
presumption that utilizes a beneficiary’s
initial classification in one of the upper
52 RUGs of the current 66-group RUG—
IV case-mix classification system to
assist in making certain SNF level of
care determinations.

In accordance with the regulations at
§413.345, we include in each update of
the federal payment rates in the Federal
Register a discussion of the resident
classification system that provides the
basis for case-mix adjustment. Under
that discussion, we designate those
specific classifiers under the case-mix

classification system that represent the
required SNF level of care, as provided
in § 409.30. As set forth in the FY 2011
SNF PPS update notice (75 FR 42910),
this designation reflects an
administrative presumption under the
66-group RUG-IV system that
beneficiaries who are correctly assigned
to one of the upper 52 RUG-IV groups
on the initial 5-day, Medicare-required
assessment are automatically classified
as meeting the SNF level of care
definition up to and including the
assessment reference date (ARD) on the
5-day Medicare-required assessment.
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A beneficiary assigned to any of the
lower 14 RUG-IV groups is not
automatically classified as either
meeting or not meeting the definition,
but instead receives an individual level
of care determination using the existing
administrative criteria. This
presumption recognizes the strong
likelihood that beneficiaries assigned to
one of the upper 52 RUG-IV groups
during the immediate post-hospital
period require a covered level of care,
which would be less likely for those
beneficiaries assigned to one of the
lower 14 RUG-IV groups.

In the July 30, 1999 final rule (64 FR
41670), we indicated that we would
announce any changes to the guidelines
for Medicare level of care
determinations related to modifications
in the case-mix classification structure.
The FY 2018 final rule (82 FR 36544)
further specified that we would
henceforth disseminate the standard
description of the administrative
presumption’s designated groups via the
SNF PPS website at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
index.html (where such designations
appear in the paragraph entitled “Case
Mix Adjustment”), and would publish
such designations in rulemaking only to
the extent that we actually intend to
make changes in them. (We discuss in
section V.G. of this final rule the
modifications to the administrative level
of care presumption that we are
finalizing in order to accommodate the
PDPM case-mix classification system.)

However, we note that this
administrative presumption policy does
not supersede the SNF’s responsibility
to ensure that its decisions relating to
level of care are appropriate and timely,
including a review to confirm that the
services prompting the assignment of
one of the designated case-mix
classifiers (which, in turn, serves to
trigger the administrative presumption)
are themselves medically necessary. As
we explained in the FY 2000 SNF PPS
final rule (64 FR 41667), the
administrative presumption is itself
rebuttable in those individual cases in
which the services actually received by
the resident do not meet the basic
statutory criterion of being reasonable
and necessary to diagnose or treat a
beneficiary’s condition (according to
section 1862(a)(1) of the Act).
Accordingly, the presumption would
not apply, for example, in those
situations in which a resident’s
assignment to one of the upper groups
is itself based on the receipt of services
that are subsequently determined to be
not reasonable and necessary. Moreover,
we want to stress the importance of

careful monitoring for changes in each
patient’s condition to determine the
continuing need for Part A SNF benefits
after the ARD of the 5-day assessment.

B. Consolidated Billing

Sections 1842(b)(6)(E) and 1862(a)(18)
of the Act (as added by section 4432(b)
of the BBA 1997) require a SNF to
submit consolidated Medicare bills to
its Medicare Administrative Contractor
(MAC) for almost all of the services that
its residents receive during the course of
a covered Part A stay. In addition,
section 1862(a)(18) of the Act places the
responsibility with the SNF for billing
Medicare for physical therapy,
occupational therapy, and speech-
language pathology services that the
resident receives during a noncovered
stay. (Please refer to section VL. A. of this
final rule for a discussion of a revision
to the regulation text that describes a
beneficiary’s status as a SNF “‘resident”
for consolidated billing purposes.)
Section 1888(e)(2)(A) of the Act
excludes a small list of services from the
consolidated billing provision
(primarily those services furnished by
physicians and certain other types of
practitioners), which remain separately
billable under Part B when furnished to
a SNF’s Part A resident. These excluded
service categories are discussed in
greater detail in section V.B.2. of the
May 12, 1998 interim final rule (63 FR
26295 through 26297).

A detailed discussion of the
legislative history of the consolidated
billing provision is available on the SNF
PPS website at http://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/Downloads/
Legislative History 04152015.pdf. In
particular, section 103 of the Medicare,
Medicaid, and SCHIP Balanced Budget
Refinement Act of 1999 (BBRA, Pub. L.
106—-113, enacted on November 29,
1999) amended section 1888(e)(2)(A) of
the Act by further excluding a number
of individual high-cost, low probability
services, identified by Healthcare
Common Procedure Coding System
(HCPCS) codes, within several broader
categories (chemotherapy items,
chemotherapy administration services,
radioisotope services, and customized
prosthetic devices) that otherwise
remained subject to the provision. We
discuss this BBRA amendment in
greater detail in the SNF PPS proposed
and final rules for FY 2001 (65 FR 19231
through 19232, April 10, 2000, and 65
FR 46790 through 46795, July 31, 2000),
as well as in Program Memorandum
AB-00-18 (Change Request #1070),
issued March 2000, which is available
online at www.cms.gov/transmittals/
downloads/ab001860.pdyf.

As explained in the FY 2001 proposed
rule (65 FR 19232), the amendments
enacted in section 103 of the BBRA not
only identified for exclusion from this
provision a number of particular service
codes within four specified categories
(that is, chemotherapy items,
chemotherapy administration services,
radioisotope services, and customized
prosthetic devices), but also gave the
Secretary the authority to designate
additional, individual services for
exclusion within each of the specified
service categories. In the proposed rule
for FY 2001, we also noted that the
BBRA Conference report (H.R. Rep. No.
106—479 at 854 (1999) (Conf. Rep.))
characterizes the individual services
that this legislation targets for exclusion
as high-cost, low probability events that
could have devastating financial
impacts because their costs far exceed
the payment SNFs receive under the
PPS. According to the conferees, section
103(a) of the BBRA is an attempt to
exclude from the PPS certain services
and costly items that are provided
infrequently in SNFs. By contrast, the
amendments enacted in section 103 of
the BBRA do not designate for exclusion
any of the remaining services within
those four categories (thus, leaving all of
those services subject to SNF
consolidated billing), because they are
relatively inexpensive and are furnished
routinely in SNFs.

As we further explained in the final
rule for FY 2001 (65 FR 46790), and as
is consistent with our longstanding
policy, any additional service codes that
we might designate for exclusion under
our discretionary authority must meet
the same statutory criteria used in
identifying the original codes excluded
from consolidated billing under section
103(a) of the BBRA: they must fall
within one of the four service categories
specified in the BBRA; and they also
must meet the same standards of high
cost and low probability in the SNF
setting, as discussed in the BBRA
Conference report. Accordingly, we
characterized this statutory authority to
identify additional service codes for
exclusion as essentially affording the
flexibility to revise the list of excluded
codes in response to changes of major
significance that may occur over time
(for example, the development of new
medical technologies or other advances
in the state of medical practice) (65 FR
46791). In the proposed rule (83 FR
21033), we specifically invited public
comments identifying HCPCS codes in
any of these four service categories
(chemotherapy items, chemotherapy
administration services, radioisotope
services, and customized prosthetic
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devices) representing recent medical
advances that might meet our criteria for
exclusion from SNF consolidated
billing. We stated that we may consider
excluding a particular service if it met
our criteria for exclusion as specified
above. We further stated that
commenters should identify in their
comments the specific HCPCS code that
is associated with the service in
question, as well as their rationale for
requesting that the identified HCPCS
code(s) be excluded.

We note that the original BBRA
amendment (as well as the
implementing regulations) identified a
set of excluded services by means of
specifying HCPCS codes that were in
effect as of a particular date (in that
case, as of July 1, 1999). Identifying the
excluded services in this manner made
it possible for us to utilize program
issuances as the vehicle for
accomplishing routine updates of the
excluded codes, to reflect any minor
revisions that might subsequently occur
in the coding system itself (for example,
the assignment of a different code
number to the same service).
Accordingly, we stated in the proposed
rule that, in the event that we identify
through the current rulemaking cycle
any new services that would actually
represent a substantive change in the
scope of the exclusions from SNF
consolidated billing, we would identify
these additional excluded services by
means of the HCPCS codes that are in
effect as of a specific date (in this case,
as of October 1, 2018). By making any
new exclusions in this manner, we
could similarly accomplish routine
future updates of these additional codes
through the issuance of program
instructions.

Commenters submitted the following
comments related to the proposed rule’s
discussion of the consolidated billing
aspects of the SNF PPS. A discussion of
these comments, along with our
responses, appears below.

Comment: Some commenters
reiterated previous recommendations
regarding the exclusion of certain drugs
from consolidated billing that had been
submitted and addressed repeatedly in
a number of prior rulemaking cycles.
One such recommendation involved
excluding the commonly used prostate
cancer drug Lupron® (leuprolide
acetate). Other commenters once again
raised the issue of nursing home
residents bringing their own
medications, as a means of minimizing
the nursing home’s cost of caring for the
resident. Still another reiterated
previous recommendations to exclude a
broader range of expensive drugs
beyond the category of chemotherapy

alone, citing anecdotal evidence that
leaving such drugs within the SNF PPS
bundle may, among other things, create
a disincentive for admitting those
patients who require them.

Response: For the reasons discussed
previously in prior rulemaking, the
particular drugs cited in these
comments remain subject to
consolidated billing. In the case of
leuprolide acetate, the most recent
discussion appears in the SNF PPS final
rule for FY 2015 (79 FR 45642, August
5, 2014), which explained that this drug
is unlikely to meet the criterion of “low
probability” specified in the BBRA.
Regarding the issue of nursing homes
having residents supply their own
medications, the SNF PPS final rule for
FY 2018 (82 FR 36548, August 4, 2017)
explained that the applicable terms of
the SNF’s provider agreement would
preclude this practice, in that they
require the SNF to accept Medicare’s
payment for covered services as
payment in full. Finally, the issue of
establishing a broader exclusion that
would encompass expensive non-
chemotherapy drugs was addressed in
the SNF PPS final rule for FY 2017 (81
FR 51985, August 5, 2016), which
explained that existing law does not
provide for such an expansion. In
addition, it is worth noting in this
context that in accounting more
accurately for the costs of NTA services
such as drugs, the PDPM model has the
potential to ameliorate some of the
concerns cited in these comments.

Comment: One commenter urged us
to expand the scope of the
chemotherapy exclusion, advancing an
interpretation of the Secretary’s
authority under section
1888(e)(2)(A)(iii)(II) of the Act to
designate “additional”” chemotherapy
items for exclusion as not actually being
restricted to the types of “high-cost, low
probability”” chemotherapy items and
services described elsewhere in that
provision, and further suggesting that
identifying a given item or service as
either “high-cost” or “low probability”
alone should be sufficient grounds for
its exclusion. The commenter also
submitted well over 100 codes that it
suggested should be added to the
chemotherapy portion of the exclusion
list. The commenter reiterated previous
recommendations to expand the existing
chemotherapy exclusion to encompass
related drugs such as anti-emetics (anti-
nausea drugs)—which, while they do
not in themselves fight cancer, are
commonly administered along with the
chemotherapy drug to ameliorate its
side effects. While we have, in fact,
already addressed such
recommendations repeatedly in

previous rulemaking (most recently, in
the FY 2015 SNF PPS final rule (79 FR
45642, August 5, 2014)), the commenter
cited in further support of its position
the similarity between the
recommended approach and the
existing policy under the dialysis
exclusion from consolidated billing, in
which the exclusion encompasses
related services along with the dialysis
itself. In addition, the commenter
reiterated previous concerns about the
complexity of the existing set of
consolidated billing exclusions,
suggesting that it should be streamlined
and simplified.

Response: Approximately two-thirds
of the codes that the commenter
submitted already appear on the
chemotherapy exclusion list. Of the
remaining codes, several were already
in existence in 1999 when the BBRA
enacted the statutory ranges of excluded
codes, but were skipped over by those
ranges; as discussed repeatedly in
previous rulemaking—most recently, in
the FY 2018 SNF PPS final rule (82 FR
36547, August 4, 2017)—this action
indicates that such drugs were intended
to remain within the SNF PPS bundle,
subject to the BBRA Conference Report’s
provision for a GAO review of the code
set that was conducted the following
year. Still others were codes such as
those for anti-emetic (anti-nausea)
drugs, which serve to address the
chemotherapy drug’s side effects rather
than actually fighting the cancer itself;
as we have noted repeatedly in prior
rulemaking (most recently, in the FY
2015 SNF PPS final rule, 79 FR 45642,
August 5, 2014), such drugs do not, in
fact, represent “‘chemotherapy” (that is,
cancer-fighting) drugs within the
meaning of this exclusion. Further, the
commenter’s proposed interpretation
suggesting that the exclusion is not
restricted to “high-cost, low
probability”” chemotherapy services, or
that a given chemotherapy service need
only be either “high-cost” or “low
probability”” alone in order to qualify for
exclusion would not be consistent with
Congress’ stated intent with respect to
this provision. In fact, in the above-cited
BBRA Conference Report (H.R. Rep.
106—479 at 854 (1999) (Conf. Rep.)), the
Congress clearly specified the overall
purpose of this provision: “This
provision is an attempt to exclude from
the PPS certain services and costly items
that are provided infrequently in SNFs”
(emphasis added); thus, any
“additional” chemotherapy services that
the Secretary might designate for
exclusion under this authority, like
those already excluded, would remain
subject to both the “high-cost” and “low
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probability” thresholds. Regarding the
commenter’s further suggestion that the
dialysis exclusion might serve as a
possible precedent for broadening the
chemotherapy exclusion to include
related services, we note that as one of
the BBA 1997’s original set of
consolidated billing exclusions enacted
in clause (ii) of section 1888(e)(2)(A) of
the Act, the dialysis exclusion
fundamentally differs from the BBRA’s
subsequent, more targeted set of
exclusions in clause (iii) of that section
(such as the one for chemotherapy) in
that the BBA 1997 excluded entire
service categories from consolidated
billing, whereas the BBRA focused more
narrowly on excluding certain
designated “high-cost, low probability”
services, identified by HCPCS code,
within several broader categories that
otherwise remained subject to the
provision. In the FY 2015 SNF PPS final
rule (79 FR 45644, August 5, 2014), we
specifically contrasted the relatively
broad exclusions enacted in the BBA
1997 with the more narrowly targeted
BBRA exclusions, in the context of
another one of the latter exclusions that
involves radioisotope services. In that
context, we noted that the statutory
exclusion for “radioisotope services” at
section 1888(e)(2)(A)(1ii)(IV) of the Act
stands in marked contrast, for example,
to the ones for dialysis and
erythropoietin (EPO) at section
1888(e)(2)(A)(ii) of the Act, which
consist of—and, in fact, are defined
by—explicit cross-references to the
corresponding Part B benefit categories
appearing in sections 1861(s)(2)(F) and
1861(s)(2)(0) of the Act, respectively.
Under this framework, the scope of the
consolidated billing provision’s dialysis
exclusion is effectively defined by the
scope of coverage under the separate
Part B dialysis benefit at section
1861(s)(2)(F) of the Act, which would
encompass dialysis-related services
along with the dialysis itself. By
contrast, the more targeted BBRA
exclusions in areas such as
chemotherapy and radioisotope services
focus specifically on those particular
services that are directly designated as
in themselves meeting the applicable
criteria for exclusion.

Finally, regarding the comment about
the complexity of this provision, in the
FY 2010 SNF PPS final rule (74 FR
40355, August 11, 2009), we noted in
response to a previous, similar comment
that while the commenter’s interest in
promoting improved ease of
administration is understandable,
current law contains no authority to
effect a comprehensive overhaul of the
existing requirements administratively.

However, we would also note in this
context that we continue to conduct an
active educational and training
initiative on the consolidated billing
provision that includes the following:

e A recently updated and expanded
set of consolidated billing instructions
in Chapter 6 of the Medicare Claims
Processing Manual (available online at
https://www.cms.gov/Regulations-and-
Guidance/Guidance/Manuals/
Downloads/clm104c06.pdf), at §§ 10—
20.6;

o Addressing questions that arise on
this topic during CMS’s recurring
nationwide SNF/Long-Term Care Open
Door Forums (https://www.cms.gov/
Outreach-and-Education/Outreach/
OpenDoorForums/ODF _SNFLTC.html);

¢ Development of sample model
agreements between SNFs and their
suppliers, which are posted online for
review at our “Best Practices”” website
(at https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/BestPractices.html); and

e Creation of a web-based training
(WBT) module accessible from the
Medicare Learning Network (MLN)
website at https://www.cms.gov/
Outreach-and-Education/Medicare-
Learning-Network-MLN/MLNProducts/
WebBasedTraining.html, which offers
interactive online training on
consolidated billing.

Comment: One commenter
recommended for exclusion a pair of
oral chemotherapy drugs, ZYTIGA®
(abiraterone acetate) and ERLEADA®
(apalutamide), which are used in
treating certain uncommon and
otherwise resistant forms of prostate
cancer. The commenter acknowledged
our previous discussion of oral drugs in
this context in the FY 2017 SNF PPS
final rule (81 FR 51985, August 5, 2016),
which described them as not reasonably
characterized as meeting the BBRA’s
chemotherapy exclusion criterion of
“requiring special staff expertise to
administer.” However, the commenter
then went on to point out that the
accompanying Conference Report
language (H. Conf. Rep. No. 106—479 at
854), in discussing the statutory
exclusion of “high-cost, low
probability” chemotherapy items, lists
as examples those drugs that ““. . . are
not typically administered in a SNF, or
are exceptionally expensive, or are
given as infusions, thus requiring
special staff expertise to administer”
(emphasis added). Thus, the commenter
suggested that while the Conference
Report language itself specifies “high-
cost, low probability” as the applicable
standard for the chemotherapy
exclusion, its use of the word “or” in
the specific context of “requiring special

staff expertise to administer” identifies
this particular criterion as merely an
illustrative example that is not an
absolute prerequisite for meeting the
standard in all cases. The commenter
also acknowledged our explanation in
the FY 2015 SNF PPS final rule (79 FR
45642, August 5, 2014) in connection
with a previous comment regarding
ZYTIGA® and another oral
chemotherapy drug, REVLIMID®
(lenalidomide), that it would not be
operationally feasible to utilize a
miscellaneous “not otherwise specified”
(NOS) code such as J8999 to effect such
an exclusion, and then urged us to
consider other options, such as
establishing a separate code or modifier
for the particular drugs in question, or
utilizing the already-existing National
Drug Codes (NDCs) that are specific to
those drugs. Other commenters
similarly recommended the oral
chemotherapy drugs REVLIMID® and
GLEEVEC® (imatinib mesylate) for
exclusion.

Response: We believe that the
commenter’s point that an oral
chemotherapy drug which does not
require ‘“‘special staff expertise to
administer” can nonetheless qualify for
exclusion as long as it can otherwise
meet the “high-cost, low probability”
standard merits further consideration.
However, we note that the four oral
chemotherapy drugs at issue here differ
from previously-excluded, non-oral
chemotherapy drugs in that they are not
covered under Part B. We note that
while Part B would authorize coverage
for drugs (including those
chemotherapy drugs that are excluded
from consolidated billing under section
1888(e)(2)(A)(iii)(II) of the Act) as either
an incident to a physician’s professional
services (under section 1861(s)(2)(A) of
the Act) or as an outpatient hospital
service (under section 1861(s)(2)(B) of
the Act), this authority is specifically
limited in both cases to those drugs
“that are not usually self-administered
by the patient,” thus effectively
excluding oral drugs as a class. Further,
while Part B does, in fact, include a
specific benefit category for oral
chemotherapy drugs (at section
1861(s)(2)(Q) of the Act), that benefit is
restricted to those with the same
indication and active ingredient(s) as a
covered non-oral anti-cancer drug,
which is not the case for the specific
four drugs in question.

Because the drugs at issue here would
not be covered under Part B, we believe
that the applicable provisions at section
1888(e)(2)(A) may not provide a basis
for excluding them from consolidated
billing. Accordingly, because of the
need for further consideration of this
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issue, we are unable to adopt the
commenters’ recommendations at this
time.

Comment: A few commenters
reiterated previous recommendations to
expand the existing exclusion for
certain high-intensity outpatient
hospital services to encompass non-
hospital settings as well.

Response: Similar concerns have been
raised and addressed repeatedly in prior
rulemaking (most recently, in the FY
2018 SNF PPS final rule (82 FR 36547,
August 4, 2017)), as follows:

¢ Asnoted in numerous previous
rules, as well as in Medicare Learning
Network (MLN) Matters article SE0432
(available online at https://
www.cms.gov/Outreach-and-Education/
Medicare-Learning-Network-MLN/
MLNMattersArticles/Downloads/
SE0432.pdf), the rationale for
establishing this exclusion was to
address those types of services that are
so far beyond the normal scope of SNF
care that they require the intensity of the
hospital setting in order to be furnished
safely and effectively. Moreover, when
the Congress enacted the consolidated
billing exclusion for certain RHC and
FQHC services in section 410 of the
MMA, the accompanying legislative
history’s description of present law
directly acknowledged the hospital-
specific nature of this exclusion.

e Ever since its inception, this
exclusion was intended to be hospital-
specific; as explained in the original
SNF PPS interim final rule (63 FR
26298, May 12, 1998), this exclusion
was created within the context of the
concurrent development of a new PPS
specifically for outpatient hospital
services, reflecting the need to delineate
the respective areas of responsibility for
the SNF under the consolidated billing
provision, and for the hospital under the
outpatient bundling provision, with
regard to these services. This point was
further reinforced in the subsequent
final rule for FY 2000 (64 FR 41676, July
30, 1999), in which we explained that
a key concern underlying the
development of the consolidated billing
exclusion of certain outpatient hospital
services specifically involved the need
to distinguish those services that
comprise the SNF bundle from those
that will become part of the outpatient
hospital bundle that is currently being
developed in connection with the
outpatient hospital PPS. Accordingly,
we noted at that time that we would not
be extending the outpatient hospital
exclusion from consolidated billing to
encompass any other, freestanding
settings.

e Finally, the FY 2010 final rule (74
FR 40355, August 11, 2009), while

acknowledging that advances in medical
technology over time may make it
feasible to perform such high-intensity
outpatient services more widely in
nonhospital settings, then went on to
cite the FY 2006 final rule (70 FR 45049,
August 4, 2005) in noting that such a
development would not argue in favor
of excluding the nonhospital
performance of the service from
consolidated billing, but rather, would
call into question whether the service
should continue to be excluded from
consolidated billing at all, even when
performed in the hospital setting.

Comment: Several commenters
reiterated comments submitted
previously during the FY 2016
rulemaking cycle in the context of the
SNF VBP provision, in which they had
sought to portray a portable x-ray
service’s transportation and setup as a
separately billable “physician” service
by suggesting that such activities should
appropriately be regarded as part of the
diagnostic test’s professional component
(PC) for interpreting the test results
rather than the technical component
(TC) for performing the test itself. They
now reiterated those same comments in
the context of the PDPM, and
additionally indicated that allowing
these services to be paid separately
outside of the Part A bundle would be
consistent with the proration policy that
applies under Part B when a single
portable x-ray visit serves multiple
patients, under which the trip itself is
allocated among all of the patients
served (regardless of payment source) in
order to calculate the prorated payment
amount that applies specifically to each
of the Part B patients. Some of the
commenters also cited certain HCPCS
codes, such as R0076 (‘“‘transportation of
portable EKG to facility or location, per
patient”’), and suggested that all of the
“medical and other health services”
enumerated in section 1861(s) of the
Act—including the diagnostic test
benefit at section 1861(s)(3) of the Act—
should be regarded as excluded
“physician” services.

Response: As we explained
previously in the FY 2016 SNF PPS
final rule (80 FR 46408, August 4, 2015),
we do not share the view of those
commenters who would categorize a
portable x-ray service’s transportation
and setup as part of the separately
billable PC. In that discussion, we cited
§90.5 of the Medicare Claims
Processing Manual, Chapter 13
(available online at https://
www.cms.gov/Regulations-and-
Guidance/Guidance/Manuals/
Downloads/clm104c13.pdf), which
states that the bundled TC (to which
consolidated billing applies) specifically

includes ‘““‘any associated transportation
and setup costs.” As indicated in the FY
2016 SNF PPS final rule (80 FR 46408,
August 4, 2015), to be considered a
separately billable “physician” service
in this context, a given service must not
only be furnished personally by a
physician, but must actually be a type
of service that ordinarily requires such
performance; we further noted that a
portable x-ray service’s transportation
and setup would never meet these
criteria, as the service’s excluded PC
relates solely to reading the x-ray rather
than taking it, and the physician’s
personal performance clearly would not
be required for activities such as driving
the supplier’s vehicle to the SNF, or
setting up the equipment once it arrives
there.

Further, we believe the comments that
cited the proration policy in this context
(which involves a single portable x-ray
trip that serves multiple patients) may
reflect a certain amount of
misunderstanding about the proration
policy’s actual nature and purpose. As
explained in the Medicare Physician
Fee Schedule (MPFS) final rule for
calendar year (CY) 2016 (80 FR 70886,
November 16, 2015), the reason for
allocating such a trip among all of the
patients served is to ensure that
Medicare Part B should not pay for more
than its share of the transportation costs
for portable x-ray services (80 FR 71068
through 71069). However, while all of
the patients served (both the Part B and
non-Part B patients) would be included
in calculating the proration itself, the
resulting prorated amount would be
payable only for the Part B patients. By
contrast, for any Part A SNF residents
served by the same trip, the
transportation cost associated with the
portable x-ray service would be
subsumed in the SNF’s payment to the
supplier for the bundled TC, as
discussed above. In terms of Part A
payment, that bundled TC, in turn,
would be included (along with all other
bundled services) within the global PPS
per diem that the SNF receives for the
covered Part A stay itself. Moreover, the
SNF’s actual payment amount to its
supplier in this scenario would not be
tied to the prorated payment amount
made for the Part B patients served on
the same trip; as explained in § 70.4 of
the Medicare Benefit Policy Manual,
Chapter 8 (available online at https://
www.cms.gov/Regulations-and-
Guidance/Guidance/Manuals/
Downloads/bp102c08.pdf), for a
bundled service, the specific details of
the ensuing payment arrangement
between the SNF and the outside
supplier (such as the actual payment
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amount and timeframe) represent a
private, “marketplace” transaction that
is negotiated between the parties
themselves.

Regarding the suggestion that all of
the Part B “medical and other health
services” specified in section 1861(s) of
the Act (including diagnostic tests such
as portable x-ray services) should be
considered physician services, we note
that the physician services benefit at
section 1861(s)(1) of the Act actually
represents only a small subset of the
overall “medical and other health
services” enumerated throughout
section 1861(s) of the Act, and that the
diagnostic test benefit at section
1861(s)(3) of the Act (which would
encompass the TC for a portable x-ray
service) is, in fact, a separate and
distinct benefit category from the one at
section 1861(s)(1) of the Act for
physician services. Finally, regarding
the comments on certain HCPCS codes,
we acknowledge that among the various
consolidated billing exclusions listed in
section 1888(e)(2)(A)(ii) of the Act are
“transportation costs of
electrocardiogram equipment for
electrocardiogram test services (HCPCS
code R0076).” However, that portion of
the law additionally specifies that this
particular exclusion is in effect “only
with respect to services furnished
during 1998;” accordingly, the statutory
exclusion for these particular services
has long since expired.

C. Payment for SNF-Level Swing-Bed
Services

Section 1883 of the Act permits
certain small, rural hospitals to enter
into a Medicare swing-bed agreement,
under which the hospital can use its
beds to provide either acute- or SNF-
level care, as needed. For critical access
hospitals (CAHs), Part A pays on a
reasonable cost basis for SNF-level
services furnished under a swing-bed
agreement. However, in accordance
with section 1888(e)(7) of the Act, SNF-
level services furnished by non-CAH
rural hospitals are paid under the SNF
PPS, effective with cost reporting
periods beginning on or after July 1,
2002. As explained in the FY 2002 final
rule (66 FR 39562), this effective date is
consistent with the statutory provision
to integrate swing-bed rural hospitals
into the SNF PPS by the end of the
transition period, June 30, 2002.

Accordingly, all non-CAH swing-bed
rural hospitals have now come under
the SNF PPS. Therefore, all rates and
wage indexes outlined in earlier
sections of this final rule for the SNF
PPS also apply to all non-CAH swing-
bed rural hospitals. A complete
discussion of assessment schedules, the

MDS, and the transmission software
(RAVEN-SB for Swing Beds) appears in
the FY 2002 final rule (66 FR 39562)
and in the FY 2010 final rule (74 FR
40288). As finalized in the FY 2010 SNF
PPS final rule (74 FR 40356 through
40357), effective October 1, 2010, non-
CAH swing-bed rural hospitals are
required to complete an MDS 3.0 swing-
bed assessment which is limited to the
required demographic, payment, and
quality items. The latest changes in the
MDS for swing-bed rural hospitals
appear on the SNF PPS website at
http://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/index.html. We refer readers to
section V.D.2. of this final rule for a
discussion of the revisions we are
finalizing to the MDS 3.0 swing-bed
assessment effective October 1, 2019.

V. Revisions to SNF PPS Case-Mix
Classification Methodology

A. Background and General Comments

In the FY 2019 SNF PPS proposed
rule, we discussed our proposed
changes to the SNF PPS, specifically the
proposed comprehensive revisions to
the SNF PPS case-mix classification
system whereby we proposed to replace
the current RUG-1V system with the
Patient Driven Payment Model (PDPM)
effective October 1, 2019. In section V.A
of the FY 2019 SNF PPS proposed rule
(83 FR 21034—21036), we discuss the
basis for the proposed PDPM and our
reasons for proposing to replace the
existing case-mix classification system
with the PDPM, effective October 1,
2019.

Section 1888(e)(4)(G)(i) of the Act
requires the Secretary to make an
adjustment to the per diem rates to
account for case-mix. The statute
specifies that the adjustment is to be
based on both a resident classification
system that the Secretary establishes
that accounts for the relative resource
use of different resident types, as well
as resident assessment and other data
that the Secretary considers appropriate.

In general, the case-mix classification
system currently used under the SNF
PPS classifies residents into payment
classification groups, called RUGs,
based on various resident characteristics
and the type and intensity of therapy
services provided to the resident. Under
the existing SNF PPS methodology,
there are two case-mix-adjusted
components of payment: Nursing and
therapy. Each RUG is assigned a CMI for
each payment component to reflect
relative differences in cost and resource
intensity. The higher the CMI, the
higher the expected resource utilization
and cost associated with residents

assigned to that RUG. The case-mix-
adjusted nursing component of payment
reflects relative differences in a
resident’s associated nursing and non-
therapy ancillary (NTA) costs, based on
various resident characteristics, such as
resident comorbidities, and treatments.
The case-mix-adjusted therapy
component of payment reflects relative
differences in a resident’s associated
therapy costs, which is based on a
combination of PT, OT, and SLP
services. Resident classification under
the existing therapy component is based
primarily on the amount of therapy the
SNF chooses to provide to a SNF
resident. Under the RUG-IV model,
residents are classified into
rehabilitation groups, where payment is
determined primarily based on the
intensity of therapy services received by
the resident, and into nursing groups,
based on the intensity of nursing
services received by the resident and
other aspects of the resident’s care and
condition. However, only the higher
paying of these groups is used for
payment purposes. For example, if a
resident is classified into a both the
RUA (Rehabilitation) and PA1 (Nursing)
RUG-1V groups, where RUA has a
higher per-diem payment rate than PA1,
the RUA group is used for payment
purposes. It should be noted that the
vast majority of Part A covered SNF
days (over 90 percent) are paid using a
rehabilitation RUG. A variety of
concerns have been raised with the
current SNF PPS, specifically the RUG-
IV model, which we discuss below.

When the SNF PPS was first
implemented in 1998 (63 FR 26252), we
developed the RUG-III case-mix
classification model, which tied the
amount of payment to resident resource
use in combination with resident
characteristic information. Staff time
measurement (STM) studies conducted
in 1990, 1995, and 1997 provided
information on resource use (time spent
by staff members on residents) and
resident characteristics that enabled us
not only to establish RUG-III but also to
create CMIs. This initial RUG-III model
was refined by changes finalized in the
FY 2006 SNF PPS final rule (70 FR
45032), which included adding nine
case-mix groups to the top of the
original 44-group RUGHIII hierarchy,
which created the RUG-53 case-mix
model.

In the FY 2010 SNF PPS proposed
rule (74 FR 22208), we proposed the
RUG-IV model based on, among other
reasons, concerns that incentives in the
SNF PPS had changed the relative
amount of nursing resources required to
treat SNF residents (74 FR 22220).
These concerns led us to conduct a new
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Staff Time Measurement (STM) study,
the Staff Time and Resource Intensity
Verification (STRIVE) project, which
served as the basis for developing the
current SNF PPS case-mix classification
model, RUG-1V, which became effective
in FY 2011. At that time, we considered
alternative case mix models, including
predictive models of therapy payment
based on resident characteristics;
however, we had a great deal of concern
that by separating payment from the
actual provision of services, the system,
and more importantly, the beneficiaries
would be vulnerable to underutilization
(74 FR 22220). Other options considered
at the time included a non-therapy
ancillary (NTA) payment model based
on resident characteristics (74 FR
22238) and a DRG-based payment model
that relied on information from the prior
inpatient stay (74 FR 22220); these and
other options are discussed in detail in
a CMS Report to Congress issued in
December 2006 (available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
Downloads/RC_2006 _PC-PPSSNF.pdf).

As we explained in the proposed rule
(83 FR 21034), in the years since we
implemented the SNF PPS, finalized
RUG-IV, and made statements regarding
our concerns about underutilization of
services in previously considered
models, we have witnessed a significant
trend that has caused us to reconsider
these concerns. More specifically, as
discussed in section V.E. of the FY 2015
SNF PPS proposed rule (79 FR 25767),
we documented and discussed trends
observed in therapy utilization in a
memo entitled “Observations on
Therapy Utilization Trends” (which
may be accessed at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
Downloads/Therapy Trends Memo
04212014.pdf). The two most notable
trends discussed in that memo were that
the percentage of residents classifying
into the Ultra-High therapy category has
increased steadily and, of greater
concern, that the percentage of residents
receiving just enough therapy to surpass
the Ultra-High and Very-High therapy
thresholds has also increased. In that
memo, we state “the percentage of
claims-matched MDS assessments in the
range of 720 minutes to 739 minutes,
which is just enough to surpass the 720
minute threshold for RU groups, has
increased from 5 percent in FY 2005 to
33 percent in FY 2013” and this trend
has continued since that time. We stated
in the proposed rule (83 FR 21035) that
while it might be possible to attribute
the increasing share of residents in the
Ultra-High therapy category to

increasing acuity within the SNF
population, we believe the increase in
“thresholding” (that is, of providing just
enough therapy for residents to surpass
the relevant therapy thresholds) is a
strong indication of service provision
predicated on financial considerations
rather than resident need. We discussed
this issue in response to comments in
the FY 2015 SNF PPS final rule. In that
rule, in response to comments regarding
the lack of “current medical evidence
related to how much therapy a given
resident should receive,” we stated that
with regard to the comments which
highlight the lack of existing medical
evidence for how much therapy a given
resident should receive, we would note
that the number of therapy minutes
provided to SNF residents within
certain therapy RUG categories is, in
fact, clustered around the minimum
thresholds for a given therapy RUG
category. We further stated that given
the comments highlighting the lack of
medical evidence related to the
appropriate amount of therapy in a
given situation, it is all the more
concerning that practice patterns would
appear to be as homogenized as the data
would suggest. (79 FR 45651).

In response to comments which
highlighted potential explanatory
factors for the observed trends, such as
internal pressure within SNFs that
would override clinical judgment, we
stated that we found these potential
explanatory factors troubling and
entirely inconsistent with the intended
use of the SNF benefit. Specifically, the
minimum therapy minute thresholds for
each therapy RUG category are certainly
not intended as ceilings or targets for
therapy provision. As discussed in
Chapter 8, Section 30 of the Medicare
Benefit Policy Manual (Pub. 100-02), to
be covered, the services provided to a
SNF resident must be “‘reasonable and
necessary for the treatment of a patient’s
illness or injury, that is, are consistent
with the nature and severity of the
individual’s illness or injury, the
individual’s particular medical needs,
and accepted standards of medical
practice.” Therefore, we stated that
services which are not specifically
tailored to meet the individualized
needs and goals of the resident, based
on the resident’s condition and the
evaluation and judgment of the
resident’s clinicians, may not meet this
aspect of the definition for covered SNF
care, and we stated we believe that
internal provider rules should not seek
to circumvent the Medicare statute,
regulations and policies, or the
professional judgment of clinicians. (79
FR 45651 through 45652).

In addition to this discussion of
observed trends, we noted in the
proposed rule (83 FR 21035) that others
have also identified potential areas of
concern within the current SNF PPS.
The two most notable sources are the
Office of the Inspector General (OIG)
and the Medicare Payment Advisory
Commission (MedPAC).

For the OIG, three recent OIG reports
describe the OIG’s concerns with the
current SNF PPS. In December 2010, the
OIG released a report entitled
“Questionable Billing by Skilled
Nursing Facilities” (which may be
accessed at https://oig.hhs.gov/oei/
reports/oei-02-09-00202.pdf). In this
report, among its findings, the OIG
found that ‘“from 2006 to 2008, SNFs
increasingly billed for higher paying
RUGs, even though beneficiary
characteristics remained largely
unchanged” (OEI-02—-09-00202, ii), and
among other things, recommended that
we should “consider several options to
ensure that the amount of therapy paid
for by Medicare accurately reflects
beneficiaries’ needs” (OEI-02—09—
00202, iii). Further, in November 2012,
the OIG released a report entitled
“Inappropriate Payments to Skilled
Nursing Facilities Cost Medicare More
Than a Billion Dollars in 2009”’ (which
may be accessed at https://oig.hhs.gov/
oei/reports/oei-02-09-00200.pdf). In this
report, the OIG found that “SNFs billed
one-quarter of all claims in error in
2009” and that the “majority of the
claims in error were upcoded; many of
these claims were for ultrahigh
therapy.” (OEI-02—-09-00200, Executive
Summary). Among its
recommendations, the OIG stated that
“the findings of this report provide
further evidence that CMS needs to
change how it pays for therapy” (OEI-
02-09-00200, 15). Finally, in September
2015, the OIG released a report entitled
“The Medicare Payment System for
Skilled Nursing Facilities Needs to be
Reevaluated” (which may be accessed at
https://oig.hhs.gov/oei/reports/oei-02-
13-00610.pdf). Among its findings, the
OIG found that “Medicare payments for
therapy greatly exceed SNFs’ costs for
therapy,” further noting that “the
difference between Medicare payments
and SNFs’ costs for therapy, combined
with the current payment method,
creates an incentive for SNFs to bill for
higher levels of therapy than necessary”
(OEI-02—-13-00610, 7). Among its
recommendations, the OIG stated that
CMS should “change the method of
paying for therapy”, further stating that
“CMS should accelerate its efforts to
develop and implement a new method
of paying for therapy that relies on
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beneficiary characteristics or care
needs.” (OEI-02—-13-00610, 12).

For MedPAC’s recommendations in
this area, Chapter 8 of MedPAC’s March
2017 Report to Congress (available at
http://www.medpac.gov/docs/default-
source/reports/marl7 medpac_ch8.pdf)
includes the following recommendation:
“The Congress should . . . direct the
Secretary to revise the prospective
payment system (PPS) for skilled
nursing facilities” and ““. . . make any
additional adjustments to payments
needed to more closely align payment
with costs.” (March 2017 MedPAC
Report to Congress, 220). This
recommendation is seemingly
predicated on MedPAC’s own analysis
of the current SNF PPS, where they state
that “almost since its inception the SNF
PPS has been criticized for encouraging
the provision of excessive rehabilitation
therapy services and not accurately
targeting payments for nontherapy
ancillaries” (March 2017 MedPAC
Report to Congress, 202). Finally, with
regard to the possibility of changing the
existing SNF payment system, MedPAC
stated that “since 2015, [CMS] has
gathered four expert panels to receive
input on aspects of possible design
features before it proposes a revised
PPS” and further that “the designs
under consideration are consistent with
those recommended by the
Commission” (March 2017 MedPAC
Report to Congress, 203).

As we discussed in the proposed rule
(83 FR 21035), the combination of the
observed trends in the current SNF PPS
discussed above (which strongly suggest
that providers may be basing service
provision on financial reasons rather
than resident need), the issues raised in
the OIG reports discussed above, and
the issues raised by MedPAGC, has
caused us to consider significant
revisions to the existing SNF PPS, in
keeping with our overall responsibility
to ensure that payments under the SNF
PPS accurately reflect both resident
needs and resource utilization.

We explained in the proposed rule (83
FR 20135 through 21036) that under the
RUG-IV system, therapy service
provision determines not only therapy
payments but also nursing payments.
This is because, as noted above,
payment is based on the highest RUG
category that the resident could be
assigned to, so only one of a resident’s
assigned RUG groups, rehabilitation or
nursing, is used for payment purposes.
Each rehabilitation group is assigned a
nursing CMI to reflect relative
differences in nursing costs for residents
in those rehabilitation groups, which is
less specifically tailored to the
individual nursing costs for a given

resident than the nursing CMIs assigned
for the nursing RUGs. We explained
that, as mentioned above, because most
resident days are paid using a
rehabilitation RUG, and since
assignment into a rehabilitation RUG is
based on therapy service provision, this
means that therapy service provision
effectively determines nursing payments
for those residents who are assigned to
a rehabilitation RUG. Thus, we stated
that we believe any attempts to revise
the SNF PPS payment methodology to
better account for therapy service
provision under the SNF PPS would
need to be comprehensive and affect
both the therapy and nursing case-mix
components. Moreover, we noted that in
the FY 2015 SNF PPS final rule, in
response to comments regarding access
for certain “specialty” populations
(such as those with complex nursing
needs), that we agreed with the
commenter that access must be
preserved for all categories of SNF
residents, particularly those with
complex medical and nursing needs. We
stated that, as appropriate, we would
examine our current monitoring efforts
to identify any revisions which may be
necessary to account appropriately for
these populations. (79 FR 45651).

In addition, MedPAG, in its March
2017 Report to Congress, stated that it
has previously recommended that we
revise the current SNF PPS to “base
therapy payments on patient
characteristics (not service provision),
remove payments for NTA services from
the nursing component, [and] establish
a separate component within the PPS
that adjusts payments for NTA services”
(March 2017 MedPAC Report to
Congress, 202). Accordingly, included
among the proposed revisions we
discussed in the proposed rule were
revisions to the SNF PPS to address
longstanding concerns regarding the
ability of the RUG-IV system to account
for variation in nursing and NTA
services.

In May 2017, CMS released an
Advance Notice of Proposed
Rulemaking with comment (82 FR
20980) (the ANPRM), in which we
discussed the history of and analyses
conducted during the SNF Payment
Models Research (PMR) project, which
sought to address these concerns with
the RUG-IV model, and sought
comments on a possible replacement to
the current RUG-IV model, which we
called the Resident Classification
System, Version I (RCS-I). As we stated
in the proposed rule (83 FR 21036), this
model was intended as an improvement
over the RUG-IV model because it
would better account for resident
characteristics and care needs, thus

better aligning SNF PPS payments with
resource use and eliminating therapy
provision-related financial incentives
inherent in the current payment model
used in the SNF PPS. We received many
comments from stakeholders on a wide
variety of aspects of the RCS-I model.
After considering these comments, we
made significant revisions to the RCS—

I model to account for the concerns or
questions raised by stakeholders,
resulting in a revised case-mix
classification model which we proposed
in the FY 2019 SNF PPS proposed rule
(83 FR 21018). To make clear the
purpose and intent of replacing the
existing RUG-IV system, the model we
proposed is called the Patient-Driven
Payment Model (PDPM). We refer
readers to the FY 2019 SNF PPS
proposed rule (83 FR 21036) for a
discussion of the SNF PMR project, and
the resulting SNF PMR technical report
which contains supporting language and
documentation related to the RCS—I
model (available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
Downloads/SNF_Payment _Models
Research_Technical Report201704.pdf),
and the SNF PDPM technical report
which presents analyses and results that
were used to develop the proposed
PDPM (available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
Downloads/PDPM_Technical
Report_508.pdf). We invited comments
on any and all aspects of the proposed
PDPM, including the research analyses
described in the proposed rule, the SNF
PDPM technical report and the SNF
PMR technical report.

As further detailed below, and as we
stated in the proposed rule (83 FR
21036), we believe that the PDPM
represents an improvement over the
RUG-IV model and the RCS-I model
because it would better account for
resident characteristics and care needs
while reducing both systemic and
administrative complexity. To better
ensure that resident care decisions
appropriately reflect each resident’s
actual care needs, we believe it is
important to remove, to the extent
possible, service-based metrics from the
SNF PPS and derive payment from
verifiable resident characteristics. In the
sections that follow, we describe the
comprehensive revisions we are
implementing to the SNF PPS through
the PDPM. Additionally, we discuss the
comments we received on each of the
proposed policies, our responses to
these comments and the PDPM-related
policies we are finalizing in this rule.

Before moving into the specific policy
areas, we first discuss general comments
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we received on the PDPM, along with
our responses.

Comment: Many commenters
expressed support for the goals of the
proposed PDPM, acknowledging that
changes must be made to the current
payment system. Many commenters also
expressed concerns regarding the
potential impacts on patient care which
could result from implementing PDPM,
specifically that PDPM will introduce
new incentives into SNF payment that
will have a negative impact on patient
care. Some commenters believe that
SNF providers could stint on care, most
notably therapy services, and that such
providers will be overcompensated for
care that is not being delivered. Some
commenters urged CMS to monitor the
impacts on patient care of implementing
PDPM and take action upon evidence of
adverse trends. One commenter noted
that PDPM does not correct the
problems in the existing reimbursement
model, assigning too few resources to
nursing and NTAs.

Response: We appreciate the support
we have received for PDPM and its
goals. With respect to the concerns
raised by commenters with regard to the
potential impact of PDPM on patient
care, specifically the possibility that
some providers may stint on care or
provide fewer services to patients, we
plan to monitor closely service
utilization, payment, and quality trends
which may change as a result of
implementing PDPM. If changes in
practice and/or coding patterns arise,
then we may take further action, which
may include administrative action
against providers as appropriate and/or
proposing changes in policy (for
example, system recalibration, rebasing
case-mix weights, case mix creep
adjustment) to address any concerns.
We will also continue to work with the
HHS Office of Inspector General, should
any specific provider behavior be
identified which may justify a referral
for additional action.

With regard to the comment that
PDPM does not correct the issues with
the current reimbursement model and
assigns too few resources to nursing and
NTAs, we would refer the commenter to
the impact analysis presented in Table
37, which indicates that the broadest
shifts in payment are to those patients
with high nursing and NTA needs.

Comment: Several commenters raised
concerns regarding the use of historical
data as the basis for developing PDPM.
One commenter stated that PDPM is
overly complex and that the majority of
patient days are captured in a small
number of case-mix groups. One
commenter stated that because PDPM is
based on historical utilization, it does

not sufficiently reflect current best
practices or high quality care.

Response: Historical data are the only
form of data that can be used for any
data analysis, so it is not clear what
other data, that are not historical, CMS
could have used to develop PDPM.
Further, as these data are reported by
SNFs, we believe that these data should
be best reflective of SNF costs and
patient needs. With regard to the
comment that the majority of patient
days are captured in a small number of
case-mix groups, we agree with this
comment and believe that this is
precisely part of the motivation for
implementing a new case-mix
classification model. The current case-
mix model has caused a homogenization
in patient classification such that the
current payment model does not
adequately reflect differences among
SNF patients. We believe that PDPM is
a significant improvement in this
regard, better reflecting the myriad
differences between SNF patients in
terms of their characteristics, care
needs, and goals.

With regard to the comment that the
historical data do not sufficiently reflect
current best practices or high quality
care, while we are concerned about this
assertion from a patient care
perspective, we do not believe that this
would affect the accuracy of the
reported data in terms of reflecting
relative differences in costs, which is all
that is necessary for developing accurate
case-mix groups.

Comment: Several commenters
requested clarification on the effect of
implementing PDPM on the
development of a unified Post-Acute
Care (PAC) PPS and how PDPM would
interact with a PAC PPS. One
commenter requested that CMS
establish a panel to advise on payment
system changes across the PAC
continuum.

Response: As a PAC PPS has not been
established, we cannot provide
guidance as to how the PDPM would
interact with such a system, once
developed. However, given that PDPM
shifts away from the current case-mix
model that utilizes service-based
metrics as the primary determinant of
payment for most days paid under the
SNF Part A benefit to a model that
utilizes patient characteristics as the
basis for payment, and that most other
PAC payment systems already rely more
heavily on patient characteristics within
their payment model, we believe that
PDPM will better align the SNF PPS for
this eventual transition to a PAC PPS as
it brings the SNF PPS closer to those
other PAC payment systems. We will
consider the commenter’s

recommendation to establish a panel on
payment system changes across the PAC
continuum, particularly as we work to
develop a PAC PPS.

Comment: Some commenters
suggested that CMS consider including
quality measures of effective
rehabilitation services when evaluating
the impact of PDPM.

Response: We appreciate these
commenters’ suggestion. In monitoring
the impact of the PDPM, we will
consider including measures for a
variety of service areas as a component
of our planned monitoring efforts.

Comment: Several commenters
suggested that CMS should establish a
plan to recalibrate the system to address
any unanticipated impacts. More
specifically, these commenters
requested that CMS provide more
details on plans to recalibrate the
system in case of unanticipated service
and performance changes, as well as
plans to recalibrate the payment weights
associated with the revised payment
model.

Response: We appreciate the
suggestions made by these commenters
with regard to CMS providing plans for
recalibrating the payment system after
implementing PDPM. However, such
recalibrations will depend largely on the
results of our monitoring efforts and
could take various forms. For example,
in the FY 2012 SNF PPS final rule (76
FR 48486), we recalibrated the parity
adjustment that was intended to ensure
that SNF payments under RUG-IV
matched those that would have been
made under RUGHIII, similar to how the
parity adjustment discussed below for
PDPM is intended to ensure that SNF
payments under PDPM mirror those that
would have been made under RUG-1V.
As discussed in that rule, our
assumptions regarding case-mix
distribution that were used to calculate
the RUG-IV parity adjustment
subsequently proved to be inaccurate,
which caused us to recalculate the
RUG-IV parity adjustment in the
following year. We anticipate similarly
monitoring PDPM implementation
closely and may propose adjustments as
appropriate if we discover evidence that
payments are either higher or lower
than anticipated, or if provider costs
change in such a manner that the
current relationship between provider
costs and provider payments changes
from that currently observed.

Comment: One commenter raised the
concern that the PDPM model has low
explanatory power and lacks an
objective threshold for inclusion of
various components in the model. This
commenter suggested that if CMS
intends to update this model with new
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data over time to reflect changes in
clinical practice and resource
utilization, there is a need for a
systematic determination of the
minimum acceptable R-squared values
for the model features. Model
components currently excluded may
increase in predictive power over time
and merit inclusion in future versions of
PDPM. In addition, current model
components may decrease in predictive
power such that they should be
removed from the model.

Response: Setting an absolute
minimum threshold would not only be
arbitrary but also deviates from the
practical use of the R-squared metric,
which is to evaluate the proportion of
variance explained and compare models
with the same dependent variable
vector. Additionally, R-squared is not
the only measure we use to evaluate
PDPM. In fact, because the current
system is heavily based on service
provision and most residents are
classified into the Ultra-High therapy
category, we are dealing with a dataset
with little explainable variance. Each of
the PDPM case-mix groups meets
clinical expectations, which is a
convincing validation of the model
given the data available. We note that
with the change to a patient driven
model, we expect more variation will
appear in therapy costs. This will allow
for future development of models with
higher explanatory power.

Comment: Several commenters
requested clarification on how PDPM
would interact with other CMS
initiatives, such as the SNF Quality
Reporting Program (QRP), Value-Based
Purchasing (VBP) program, revised
conditions of participation and other
such initiatives. A few commenters also
requested clarification on how PDPM
accounts for or would interact with the
Jimmo v Sebelius settlement
surrounding the provision of
maintenance therapy. These
commenters requested clarification on
how CMS would track maintenance
therapy services, as compared to other
forms of therapy. Several commenters
requested clarification on how
Comprehensive Person-Centered Plan
maintenance services, new
Requirements of Participation and other
CMS initiatives will be factored into
CMS burden estimates and that CMS
should revise existing burden estimates
to incorporate these changes.

Response: We anticipate that PDPM
will only serve to strengthen the various
quality and payment reform initiatives
throughout CMS, by shifting payment
away from the current service-driven
model that has produced nearly
homogenized care for SNF beneficiaries,

to a more resident-centered model that
focuses more on the individual patient’s
needs and characteristics. We also
believe that through the use of
standardized assessment items (as
discussed in section V.D. of this final
rule) and changes to the assessment
schedule to mirror that of other PAC
settings that use a similar admission/
discharge assessment model (as
discussed in section V.E. of this final
rule), the PDPM would better align with
the current direction of PAC reform and
standardization efforts supported by the
IMPACT Act.

With regard to the comment about
tracking maintenance services, we do
not believe it is necessary at this time
to track maintenance services
separately. Such tracking would be
burdensome and it would be difficult to
do so accurately, as it is possible that
many patients have both maintenance
and restorative goals, and allocating
therapy minutes among these varied
goals would be particularly complicated
for providers.

With regard to the burden of the
Comprehensive Person-Centered Plan,
new requirements of participation, and
other CMS initiatives, the burdens
estimated in relation to PDPM are only
those in relation to implementation of
the PDPM and its related policies. As
the Comprehensive Person-Centered
Plan and other issues mentioned are
outside of these PDPM related policies,
we do not address the potential burden
of such issues in this section.

Comment: Several commenters
expressed concerns regarding the
potential impact of implementing PDPM
on Medicaid programs. A few
commenters raised concerns regarding
the impact of PDPM on calculating the
Upper Payment Limit (UPL), which is
utilized as part of calculating Medicaid
payment rates. One commenter
questioned if states would be permitted
to still use RUG-IV as the basis for
estimating the UPL. One commenter
requested clarification on if any changes
would be necessary for Medicaid claims
systems. One commenter stated that
Medicaid providers will have less
incentive to provide therapy and
Medicaid beneficiaries will have lower
nursing case-mix scores under PDPM,
thereby incentivizing states to transition
to PDPM in order to reduce Medicaid
spending. Commenters suggested that
CMS work closely with states, who may
wish to transition to PDPM, to ensure a
smooth transition. Some commenters
also stated that, should certain states not
transition to PDPM, this would mean
operating two different payment
systems. A few commenters requested
clarification on if CMS would continue

to support previous payment systems
for states that do not make the transition
to PDPM or have access to MDS data for
Medicaid rate-setting purposes. These
commenters also requested if CMS
could provide a further breakdown of
certain cost categories, such as NTA
costs, in a manner that would be more
helpful to states in conducting UPL
calculations.

Response: We appreciate the
commenters’ concerns with the
potential impact of PDPM on Medicaid
programs. We agree with the
commenters that this is an area that
deserves significant attention in terms of
education and training, and we plan to
work with states to ensure a smooth
transition between the current RUG-IV
model and PDPM. With regard to
questions on how PDPM may relate to
UPL calculations, these calculations are
based on how Medicare pays for
services under Part A and not based on
a prior payment system. Therefore, UPL
calculations, after PDPM has been
implemented, would need to be based
on the payments made under PDPM.
That being said, we expect that, because
PDPM bases payment on patient
characteristics and not service
utilization, payments made under
PDPM will more accurately reflect
patient needs and goals, which should
also improve the basis for Medicaid
payments which may be related to
Medicare payments. With regard to
having the data necessary for such UPL
calculations, whether in regard to
specific rate components (for example,
NTA costs) or more generally, we will
work with states to help ensure that
they have the necessary information so
PDPM implementation does not
negatively impact on their ability to
manage their Medicaid programs.

With regard to the comment that
states may have more of an incentive to
transition to PDPM in order to reduce
Medicaid spending, we believe that the
primary reason that Medicaid programs
may adopt PDPM is due to its focus on
patient characteristics and goals, rather
than on service utilization. Given the
improvements in Medicare payment
that this transition represents, we would
expect a similar improvement in
Medicaid payments in states that make
this transition.

With regard to the comment that
Medicaid providers will be incentivized
to provide less therapy or that Medicaid
beneficiaries will have lower nursing
case-mix scores, we would encourage
states that decide to transition to PDPM
to ensure they are monitoring the
impacts of such a change on their
beneficiaries and the care they receive.
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In terms of those states that opt not to
transition to PDPM and instead use
some form of legacy payment system,
we would note that a number of states
use systems quite distinct from the
existing RUG-IV model and we are not
aware of any difficulties or complexities
for providers or states in managing these
systems concurrently. These states still
have access to MDS data for ratesetting
purposes and nothing associated with
PDPM implementation, in and of itself,
would affect state access to MDS data.
That being said, we would likely need
to evaluate the costs and benefits of
continued support for certain legacy
payment systems, most notably any
RUG-III based payment models.

Comment: One commenter requested
that CMS consider the possibility that
some Medicare Advantage plans could
reform their payment models to mirror
PDPM, while others may maintain their
existing payment models, which could
include models that resemble RUG-IV.
The commenter requested that CMS
consider working with those plans that
opt to modify their payment models to
resemble PDPM and consider the impact
of having multiple payment models that
providers must operate under
simultaneously.

Response: We acknowledge that some
Medicare Advantage plans could change
their payment models to mirror PDPM,
while others may not change their
payment models in relation to the
changes finalized in this rule. We would
note, however, that, as private plans,
Medicare Advantage plans currently
take a wide variety of forms, with some
already approximating the structure of
PDPM, using patient characteristics
rather than service utilization as the
basis for payment. We will work
generally with stakeholders, including
these private plans, to help ensure that
adequate education and resources are
available for all parties.

Comment: One commenter requested
clarification on how CMS will track and
reconcile patient diagnosis and
classification information reported at
admission with such information at
discharge, expressing concern regarding
what might occur in the case that the
information from these two points is
different, as well as diagnosis or
procedural information from the
preceding hospital stay, noting that
some information for SNF payment
comes from the hospital, and how these
issues could affect provider risk of
alleged improper billing and recovery
efforts.

Response: We plan to develop a
robust monitoring program that utilizes
data from many sources, such as
assessments, claims, cost reports and

other data that would prove valuable in
assessing both the impact of
implementing PDPM, as well as identify
any provider level issues related to
PDPM payments. While the vast
majority of information related to PDPM
classification and payment is derived
from the SNF, there is one area (surgical
procedural information) which may
come from the preceding hospital stay.
However, nothing in PDPM should
change the relationship or need for
information between the hospital and
SNF, given that the information that
PDPM requires is no more information
than the SNF would need simply for
basic care planning purposes. As such,
there should be no impact on improper
billing or recovery efforts that derive
from the implementation of PDPM.

Comment: One commenter requested
clarification on how PDPM will address
the number of face-to-face hours the
registered therapist spends treating the
patients. This commenter states they
have observed nursing staff instructed to
complete certain activities with patients
who are receiving therapy.

Response: PDPM does not address the
specific number of face-to-face hours
that therapists spend with their patients.
The expectations for what is considered
skilled therapy and reasonable and
necessary care found in Chapter 8 of the
Medicare Benefit Policy Manual
(https://www.cms.gov/Regulations-and-
Guidance/Guidance/Manuals/
downloads/bp102c08.pdf) and the MDS
3.0 RAI manual (https://
downloads.cms.gov/files/MDS-30-RAI-
Manual-v115-October-2017.pdf) will not
change under PDPM. We continue to
expect that patients will receive high
quality skilled rehabilitation services
based on their individual needs and we
do not believe that patients should have
any nursing care that they require
reduced because they happen to be
receiving therapy. If a patient requires
nursing care (including restorative
nursing), the SNF should provide that
nursing care as medically necessary.
Similarly, if a patient requires therapy,
the SNF should provide the therapy as
medically necessary. One should not
impact the other and PDPM does not
affect this either.

Comment: Several commenters
requested clarification about how SNFs
are expected to comply with Medicare
and Medicaid Conditions of
Participation and whether SNFs will
continue to be required to complete the
discharge assessments required by the
Omnibus Budget Reconciliation Act
(OBRA), as well as the end of therapy-
related assessments.

Response: PDPM is not intended to
affect any of the Medicare and Medicaid

Conditions of Participation for SNFs.
Facilities should continue to follow
these regulations as they always have.
Additionally, even though under PDPM,
the majority of PPS assessments will
now be removed (as discussed later in
this final rule), all OBRA assessments
will still be required. PDPM will not
affect the OBRA requirements. With
regard to existing therapy-related
assessments (the Start of Therapy, End
of Therapy, and Change of Therapy
assessments), these assessments would
no longer exist under PDPM.

Comment: Several commenters
expressed concern that PDPM may not
fully account for mild cognitive
impairment and encouraged CMS to
collect more sensitive data, in line with
the IMPACT Act, to ensure necessary
attention to cognition.

Response: We appreciate these
commenters’ concerns and also believe
that attention should be paid to
cognition as an area for potential future
system refinements. However, as the
only change in the proposed use of
cognition as a factor in payment
classification is under the SLP
component, and because for this
component, we proposed to use even
mild cognitive impairment as the basis
for a payment classification, we believe
that PDPM does adequately account for
mild cognitive impairment. We will
consider the commenter’s concerns as
we continue to evaluate potential
refinements to our assessment tools.

Comment: One commenter expressed
concern that PDPM does not incorporate
incentives for quality improvement.

Response: PDPM, as a case-mix
classification system, is intended to
classify SNF patients for purposes of
reimbursement based on the resource
utilization associated with treating those
patients. However, there do exist
programs, such as the SNF VBP
program, that is a part of the SNF PPS
which does incentivize quality
improvement. Therefore, while we agree
that PDPM, in and of itself, does not
include incentives for quality
improvement, other aspects of the SNF
PPS do include such incentives.

Comment: Some commenters
requested clarification about the appeals
process that will be available to help
patients in case of shortcomings in their
care and coverage, including any
inaccurate assignments to payment
classifications.

Response: We appreciate this
comment, but would note that nothing
associated with PDPM implementation
would affect existing patient appeal
rights or processes.

Comment: One commenter requested
clarification on how items Z0100A and
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Z0150A on the MDS would be
populated and how the classifications
would translate to a billable claim code.

Response: We will provide detail on
how these MDS items, which relate to
patient billing codes, will be populated
as part of our updates to the MDS
manual.

Comment: One commenter requested
clarification on how a patient’s voice
would be heard in a care design driven
by medical information.

Response: While patient case-mix
classification, for purposes of payment,
would be driven by medical
information, as occurs under the current
payment system, care design should be
driven by patient goals and needs, as
well as discussions with the patient and
his or her family. Further, while under
the current payment model over 90
percent of patient days are paid for
using a therapy RUG, which utilizes
only therapy minutes and ADLs as the
basis for payment, PDPM provides a
more holistic approach to payment
classifications. More specifically, by
separately adjusting for the nursing
component, which utilizes patient
interviews as a major component of
patient classification, we believe that
this achieves the commenter’s goal of
elevating the patient’s voice.

Comment: Some commenters
requested that CMS consider adopting
an outlier policy as part of the SNF PPS
to account for patients whose costs far
exceed the cost of typical patients.
These commenters stated that a SNF
outlier policy would ensure access to
clinically complex patients and align
with other PAC systems.

Response: Under the current statutory
provisions governing the SNF PPS, there
is no specific statutory authority for an
outlier payment as part of the SNF PPS.

B. Revisions to SNF PPS Federal Base
Payment Rate Components

1. Background on SNF PPS Federal Base
Payment Rates and Components

Section 1888(e)(4) of the Act requires
that the SNF PPS per diem federal
payment rates be based on FY 1995
costs, updated for inflation to the first
effective period of the PPS. These base
rates are then required to be adjusted to
reflect differences among facilities in
patient case-mix and in average wage
levels by area. In keeping with this
statutory requirement, the base per diem
payment rates were set in 1998 and
reflect average SNF costs in a base year
(FY 1995), updated for inflation to the
first period of the SNF PPS, which was
the 15-month period beginning on July
1, 1998. The federal base payment rates
were calculated separately for urban and

rural facilities and based on allowable
costs from the FY 1995 cost reports of
hospital-based and freestanding SNFs,
where allowable costs included all
routine, ancillary, and capital-related
costs (excluding those related to
approved educational activities)
associated with SNF services provided
under Part A, and all services and items
for which payment could be made
under Part B prior to July 1, 1998.

In general, routine costs are those
included by SNFs in a daily service
charge and include regular room,
dietary, and nursing services, medical
social services and psychiatric social
services, as well as the use of certain
facilities and equipment for which a
separate charge is not made. Ancillary
costs are directly identifiable to
residents and cover specialized services,
including therapy, drugs, and laboratory
services. Lastly, capital-related costs
include the costs of land, building, and
equipment and the interest incurred in
financing the acquisition of such items
(63 FR 26253).

There are four federal base payment
rate components which may factor into
SNF PPS payment. Two of these
components, ‘“‘nursing case-mix’’ and
“therapy case-mix,” are case-mix
adjusted components, while the
remaining two components, ‘“‘therapy
non-case-mix’’ and “‘non-case-mix,”” are
not case-mix adjusted. While we
discussed the details of the proposed
PDPM and justifications for certain
associated policies we proposed
throughout section V of the FY 2019
SNF PPS proposed rule, we note that, as
part of the PDPM case-mix model, we
proposed to bifurcate the “nursing case-
mix”’ component of the federal base
payment rate into two case-mix adjusted
components and separate the ““‘therapy
case-mix”’ component of the federal base
payment rate into three case-mix
adjusted components, thereby creating
five case-mix adjusted components of
the federal base per diem rate. More
specifically, we proposed to separate the
“therapy case-mix” rate component into
a “Physical Therapy” (PT) component,
an “Occupational Therapy” (OT)
component, and a “Speech-Language
Pathology” (SLP) component. Our
rationale for separating the therapy case-
mix component in this manner is
presented in section V.D.3.b. of the
proposed rule. Based on the results of
the SNF PMR, we also proposed to
separate the “nursing case-mix’’ rate
component into a “Nursing” component
and a ‘“Non-Therapy Ancillary” (NTA)
component. Our rationale for proposing
to bifurcate the nursing case-mix
component in this manner is presented
in section V.D.3.d. of the proposed rule.

Given that all SNF residents under
PDPM would be assigned to a
classification group for each of the three
proposed therapy-related case-mix
adjusted components as further
discussed below, we proposed
eliminating the ‘“‘therapy non-case-mix”
rate component under PDPM and stated
that we would distribute the dollars
associated with this current rate
component amongst the proposed
PDPM therapy components. We also
stated in the proposed rule (83 FR
21038) that the existing non-case-mix
component would be maintained as it is
currently constituted under the existing
SNF PPS. We explained that although
the case-mix components of the
proposed PDPM case-mix classification
system would address costs associated
with individual resident care based on
an individual’s specific needs and
characteristics, the non-case-mix
component addresses consistent costs
that are incurred for all residents, such
as room and board and various capital-
related expenses. As these costs are not
likely to change, regardless of what
changes we might make to the SNF PPS,
we proposed to maintain the non-case-
mix component as it is currently used.

In the next section, we discuss the
methodology used to create the
proposed PDPM case-mix adjusted
components, as well as the data sources
used in this calculation. As we stated in
the proposed rule (83 FR 21038), the
proposed methodology does not
calculate new federal base payment
rates but simply proposes to modify the
existing base rate case-mix components
for therapy and nursing. The
methodology and data used in this
calculation are based on the data and
methodology used in the calculation of
the original federal payment rates in
1998, as further discussed below.

2. Data Sources Utilized for Revision of
Federal Base Payment Rate Components

Section II.A.2. of the interim final rule
with comment period that initially
implemented the SNF PPS (63 FR 26256
through 26260) provides a detailed
discussion of the data sources used to
calculate the original federal base
payment rates in 1998. Except as
discussed below, we proposed to use
the same data sources (that is, cost
information from FY 1995 cost reports)
to determine the portion of the therapy
case-mix component base rate that
would be assigned to each of the
proposed therapy component base rates
(PT, OT, and SLP). As we stated in the
proposed rule (83 FR 21038), we believe
that using the same data sources, to the
extent possible, that were used to
calculate the original federal base
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payment rates in 1998 results in base
rates for the components that resemble
as closely as possible what they would
have been had these components
initially been established in 1998. The
portion of the nursing component base
rate that corresponds to NTA costs was
already calculated using the same data
source used to calculate the federal base
payment rates in 1998. As explained
below and in the proposed rule (83 FR
21038), we used the previously
calculated percentage of the nursing
component base rate corresponding to
NTA costs to set the NTA base rate and
verified this calculation with the
analysis described in section V.C.3. of
the FY 2019 SNF PPS proposed rule.
Therefore, the steps described below
address the calculations performed to
separate out the therapy base rates
alone.

As discussed in the proposed rule (83
FR 21038), the percentage of the current
therapy case-mix component of the
federal base payment rates that would
be assigned to the three proposed
therapy components (PT, OT, and SLP)
of the federal base payment rates was
determined using cost information from
FY 1995 cost reports, after making the
following exclusions and adjustments:
First, only settled and as-submitted cost
reports for hospital-based and
freestanding SNF's for periods beginning
in FY 1995 and spanning 10 to 13
months were included. This set of
restrictions replicates the restrictions
used to derive the original federal base
payment rates as set forth in the 1998
interim final rule with comment period
(63 FR 26256). Following the
methodology used to derive the SNF
PPS base rates, routine and ancillary
costs from as-submitted cost reports
were adjusted down by 1.31 and 3.26
percent, respectively. As discussed in
the 1998 interim final rule with
comment period, the specific
adjustment factors were chosen to
reflect average adjustments resulting
from cost report settlement and were
based on a comparison of as-submitted
and settled reports from FY 1992 to FY
1994 (63 FR 26256); these adjustments
are in accordance with section
1888(e)(4)(A)(i) of the Act. We used
similar data, exclusions, and
adjustments as in the original base rates
calculation so the resulting base rates
for the components would resemble as
closely as possible what they would
have been had they been established in
1998. However, as we discussed in the
proposed rule, there were two ways in
which the PT, OT, and SLP percentage
calculations deviate from the 1998 base
rates calculation. First, the 1998

calculation of the base rates excluded
reports for facilities exempted from cost
limits in the base year. The available
data do not identify which facilities
were exempted from cost limits in the
base year, so this restriction was not
implemented. As we stated in the
proposed rule, we do not believe this
had a notable impact on our estimate of
the PT, OT, and SLP percentages,
because only a small fraction of
facilities were exempted from cost
limits. Consistent with the 1998 base
rates calculation, we excluded facilities
with per diem costs more than three
standard deviations higher than the
geometric mean across facilities.
Therefore, facilities with unusually high
costs did not influence our estimate.
Second, the 1998 calculation of the base
rates excluded costs related to
exceptions payments and costs related
to approved educational activities. The
available cost report data did not
identify costs related to exceptions
payments nor indicate what percentage
of overall therapy costs or costs by
therapy discipline were related to
approved educational activities, so these
costs are not excluded from the PT, OT,
and SLP percentage calculations. We
stated in the proposed rule that because
exceptions were only granted for routine
costs, we believe the inability to exclude
these costs should not affect our
estimate of the PT, OT, and SLP
percentages as exceptions would not
apply to therapy costs. Additionally, the
data indicate that educational costs
made up less than one-hundredth of 1
percent of overall SNF costs. Therefore,
we stated that we believe the inability
to exclude educational costs should
have a negligible impact on our
estimates.

In addition to Part A costs from the
cost report data, the 1998 federal base
rates calculation incorporated estimates
of amounts payable under Part B for
covered SNF services provided to Part A
SNF residents, as required by section
1888(e)(4)(A)(ii) of the Act. We stated in
the proposed rule (83 FR 21038) that in
calculating the PT, OT, and SLP
percentages, we also estimated the
amounts payable under Part B for
covered SNF services provided to Part A
residents. All Part B claims associated
with Part A SNF claims overlapping
with FY 1995 cost reports were matched
to the corresponding facility’s cost
report. For each cost center (PT, OT, and
SLP) in each cost report, a ratio was
calculated to determine the amount by
which Part A costs needed to be
increased to account for the portion of
costs payable under Part B. This ratio
for each cost center was determined by

dividing the total charges from the
matched Part B claims by the total
charges from the Part A SNF claims
overlapping with the cost report. The
1998 interim final rule (63 FR 26256)
states that to estimate the amounts
payable under Part B for covered SNF
services provided to Part A SNF
residents, CMS (then known as HCFA)
matched 100 percent of Part B claims
associated with Part A covered SNF
stays to the corresponding facility’s cost
report. Part B allowable charges were
then incorporated at the facility level by
the appropriate cost report center.
Although the interim final rule does not
provide further detail on how Part B
allowable charges were incorporated at
the facility level, we stated in the
proposed rule that we believe our
methodology reasonably approximates
the methodology described in the
interim final rule, and provides a
reasonable estimate of the amounts
payable under Part B for covered SNF
services provided to Part A residents for
purposes of calculating the PT, OT, and
SLP percentages. Therefore, we stated
that we believe it is reasonable to use
this methodology to calculate the PT,
OT, and SLP percentages of the therapy
case-mix component.

Finally, the 1998 federal base rates
calculation standardized the cost data
for each facility to control for the effects
of case-mix and geographic-related wage
differences, as required by section
1888(e)(4)(C) of the Act. As we stated in
the proposed rule, when calculating the
PT, OT and SLP shares of the current
therapy base rate, we replicated the
method used in 1998 to standardize for
wage differences, as described in the
1998 interim final rule with comment
period (63 FR 26259 through 26260). We
applied a hospital wage index to the
labor-related share of costs, estimated at
75.888 percent, and used an index
composed of hospital wages from FY
1994. We noted in the proposed rule
that the PT, OT, and SLP percentage
calculations did not include the case-
mix adjustment used in the 1998
calculation because the 1998 adjustment
relied on the obsolete RUG-III
classification system. In the 1998 federal
base rates calculation, information from
SNF and inpatient claims was mapped
to RUG-III clinical categories at the
resident level to case-mix adjust facility
per diem costs. However, the 1998
interim final rule did not document this
mapping, and the data used as the basis
for this adjustment are no longer
available, and therefore, this step could
not be replicated. We stated in the
proposed rule that we believe the
inability to apply the case-mix
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adjustment likely has a small impact on
our estimate of the PT, OT, and SLP
percentages. The 1998 interim final rule
indicates that the case-mix adjustment
was applied by dividing facility per
diem costs for a given component by
average facility case mix for that
component; in other words, multiplying
by the inverse of average facility case
mix. As we discussed in the proposed
rule, as long as average facility case-mix
values are within a relatively narrow
range, adjustment for facility case mix
should not have a large impact on the
estimated PT, OT, and SLP percentages.
Because the RUG-III case-mix indexes
shown in the 1998 interim final rule are
within a relatively narrow range (for
example, therapy indexes range from
0.43 to 2.25), we stated that we do not
expect the inability to apply the case-
mix adjustment to facility per diem
costs to have a large influence on the
estimated PT, OT, and SLP percentages.
These data sources are described in
more detail in section 3.10. of the SNF
PDPM technical report, available at
https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/therapyresearch.html.

We invited comments on the data
sources used to determine the PT, OT,
and SLP rate components, as discussed
above.

Commenters submitted the following
comments related to the proposed rule’s
discussion of the Data Sources Utilized
for Proposed Revision of Federal Base
Payment Rate Components. A
discussion of these comments, along
with our responses, appears below.

Comment: One commenter requested
additional information on the data
sources used to develop PDPM.
Specifically, the commenter requested
that CMS clarify which year of claims
and cost report data was used to
develop PDPM.

Response: As detailed in section 3.1
of the SNF PDPM technical report and
FY 2019 SNF PPS proposed rule (83 FR
21041), we used data, including claims
and assessments, corresponding to
Medicare Part A SNF stays with
admissions in FY 2017. This was the
most complete year of data available
when PDPM was developed and
continues to be the most complete year
of data available as of the FY 2019 final
rule. Foundational analyses—for
example, those discussed throughout
the SNF PMR technical report that
accompanied the 2017 ANPRM—used
FY 2014 data, as that was the most
recent complete year of data available
when those analyses were completed.
Finally, based on suggestions from
commenters responding to the 2017
ANPRM, the analysis that established

the list of comorbidities used for
payment in the PDPM NTA component
and the points associated with each
comorbid condition used multiple years
of data to generate more robust results.
Specifically, resource utilization and
assessment data from FYs 2014-2017
were used to determine the comorbid
conditions associated with high NTA
utilization and estimate the specific
resource utilization associated with
each condition for the purpose of
assigning points and payment to these
conditions under PDPM. This
methodology is discussed in further
detail in section 3.7 of the SNF PDPM
technical report and in the FY 2019 SNF
PPS proposed rule (83 FR 21056). In
terms of cost reports, since providers
have their own fiscal year and reporting
schedule, we used the cost report
closest to the stay window among the
cost reports of that provider recorded in
the database as of November 2017.

Comment: Some commenters
questioned whether it is appropriate to
use the same data sources and
methodology from 1998 (that is, 1995
cost reports) to set base rates given
updated technology and changes in SNF
care practices since then. Particularly, a
few commenters stated that the
estimated share of the nursing base rate
attributed to NTA services (43 percent)
is outdated and not representative of the
proportion of the nursing base rate that
corresponds to NTA services. These
commenters requested that we consider
recalculating SNF base rates using more
recent data on SNF costs.

Response: We appreciate the
commenters’ suggestion to use more
recent data in calculating the SNF base
rates. However, in accordance with
section 1888(e)(4)(A) of the Act, the
federal per diem rates used for SNF
payment are based on the FY 1995 cost
reports. Therefore, we cannot consider
recalculating the SNF base rates using
more recent data. Additionally, given
this statutory requirement, we believed
that it was appropriate to use these cost
reports to set the base rates for the
proposed new components to reflect as
closely as possible what the base rates
would have been for these components
if they had been separately established
in 1998. Finally, while it may be the
case that, as the commenter stated,
changes in SNF care practices may have
occurred, such changes would more
likely be reflected in differences in the
relative costs of treating different types
of patients and these types of changes in
relative costs are reflected in the revised
case-mix weights under PDPM, which
does use more recent data than FY 1995.
Specifically, as discussed in section 3.1
of the SNF PDPM technical report and

FY 2019 SNP PPS proposed rule (83 FR
21041), we developed PDPM using data,
including claims and assessments,
corresponding to Medicare Part A SNF
stays with admissions in FY 2017.

Comment: One commenter
recommends that CMS treat respiratory
therapy as “therapy” and not “nursing”
for purpose of payment, and
recommends CMS consider
incorporating an add-on payment for
respiratory therapy to ensure it is
reimbursed appropriately to safeguard
the continuation of these therapy
services.

Response: Under Chapter 8 of the
Medicare Benefit Policy manual, section
30.4, “‘skilled therapy services” includes
physical therapy, occupational therapy,
and speech-language pathology therapy
(reflecting the regulations at 42 CFR
409.23). Respiratory therapy, on the
other hand, is treated as a separate
service category in section 50.8.2 of the
same chapter (reflecting the regulations
at §409.27(b)). As such, respiratory
therapy is distinct from other forms of
therapy and is not included among the
other therapy components.
Additionally, therapy services, as
defined in §409.33 make specific
reference to skilled therapy services
provided by physical and occupational
therapists and speech-language
pathologists. Finally, while respiratory
therapists have specialized training in
addressing respiratory issues, much of
the work conducted by respiratory
therapists falls within the scope of
practice for nurses, which further
supports the closer relationship between
respiratory therapy and nursing, rather
than with the three therapy disciplines.
With regard to developing an add-on
payment for respiratory therapy, given
that such services are currently captured
through the global per diem payment,
we do not believe that an add-on
payment would be warranted.

3. Methodology Used for the Calculation
of Federal Base Payment Rate
Components

As discussed previously in this
section, we proposed to separate the
current therapy components into a PT
component, an OT component, and an
SLP component. To do this, we
calculated the percentage of the current
therapy component of the federal base
rate that corresponds to each of the
three proposed PDPM therapy
components (PT, OT, and SLP) in
accordance with the methodology set
forth below and in the FY 2019 SNF
PPS proposed rule (83 FR 21039).

The data described in section V.C.2.
of the proposed rule (primarily, cost
information from FY 1995 cost reports)


https://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/therapyresearch.html
https://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/therapyresearch.html
https://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/SNFPPS/therapyresearch.html

39192

Federal Register/Vol. 83, No. 153/ Wednesday, August 8, 2018/Rules and Regulations

provides cost estimates for the Medicare
Part A SNF population for each cost
report that met the inclusion criteria.
Cost reports stratify costs by a number
of cost centers that indicate different
types of services. For instance, costs are
reported separately for each of the three
therapy disciplines (PT, OT, and SLP).
Cost reports also include the number of
Medicare Part A utilization days during
the cost reporting period. As we stated
in the proposed rule, this allows us to
calculate both average total therapy
costs per day and average therapy costs
by discipline in the facility during the
cost reporting period. Therapy costs are
defined as the sum of costs for the three
therapy disciplines.

As explained in the proposed rule (83
FR 21039), the goal of this methodology
is to estimate the proportion of therapy
costs that corresponds to each of the
three therapy disciplines. We use the
facility-level per-diem costs developed
from 1995 cost reports to derive average
per diem amounts for both total therapy
costs and for PT, OT, and SLP costs
separately. To do this, we followed the
methodology outlined in section IL.A.3.
of the 1998 interim final rule with
comment period (63 FR 26260), which
was used by CMS (then known as
HCFA) to create the federal base
payment rates:

(1) For each of the four measures of
cost (PT, OT, SLP, and total therapy
costs per day), we computed the mean
based on data from freestanding SNF's
only. This mean was weighted by the
total number of Medicare days of the
facility.

(2) For each of the four measures of
cost (PT, OT, SLP, and total therapy
costs per day), we computed the mean
based on data from both hospital-based
and freestanding SNFs. This mean was
weighted by the total number of
Medicare days of the facility.

(3) For each of the four measures of
cost (PT, OT, SLP, and total therapy
costs per day), we calculated the
arithmetic mean of the amounts
determined under steps (1) and (2)
above.

In section 3.10.3. of the SNF PDPM
technical report (available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/therapy
research.html), we show the results of
these calculations.

The three steps outlined above
produce a measure of costs per day by
therapy discipline and a measure of

total therapy costs per day. We divided
the discipline-specific (PT, OT, SLP)
cost measure by the total therapy cost
measure to obtain the percentage of the
therapy component that corresponds to
each therapy discipline. As we
discussed in the proposed rule (83 FR
21039), we believe that following a
methodology to derive the discipline-
specific therapy percentages that is
consistent with the methodology used to
determine the base rates in the 1998
interim final rule with comment period
is appropriate because a consistent
methodology helps to ensure that the
resulting base rates for the components
resemble what they would be had they
been established in 1998. We found that
PT, OT, and SLP costs correspond to
43.4 percent, 40.4 percent, and 16.2
percent of the therapy component of the
federal per diem rate for urban SNFs,
and 42.9 percent, 39.4 percent, and 17.7
percent of the therapy component of the
federal per diem rate for rural SNFs.
Under the proposed PDPM, we stated
that the current therapy case-mix
component would be separated into a
Physical Therapy component, an
Occupational Therapy component, and
a Speech-Language Pathology
component using the percentages
derived above. We stated that this
process would be done separately for
urban and for rural facilities. In the
appendix of the SNF PDPM technical
report (available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/therapy
research.html) we provided the specific
cost centers used to identify PT, OT,
and SLP costs.

In addition, we proposed to separate
the current nursing case-mix component
into a nursing case-mix component and
an NTA component. Similar to the
therapy component, we calculated the
percentage of the current nursing
component of the federal base rates that
corresponds to each of the two proposed
PDPM components (NTA and nursing).
The 1998 reopening of the comment
period for the interim final rule (63 FR
65561, November 27, 1998) states that
NTA costs comprise 43.4 percent of the
current nursing component of the urban
federal base rate, and the remaining 56.6
percent accounts for nursing and social
services salary costs. These percentages
for the nursing component of the federal
base rate for rural facilities are 42.7
percent and 57.3 percent, respectively
(63 FR 65561). Therefore, we proposed

to assign 43 percent of the current
nursing component of the federal base
rates to the new NTA component of the
federal base rates and assign the
remaining 57 percent to the new nursing
component of the federal base rates to
reflect what the base rates would have
been for these components if they had
been separately established in 1998.

As discussed in the proposed rule (83
FR 21040), we verified the 1998
calculation of the percentages of the
nursing component federal base rates
that correspond to NTA costs by
developing a measure of NTA costs per
day for urban and rural facilities. We
used the same data (that is, cost
information from 1995 cost reports) and
followed the same methodology
described above to develop measures of
PT, OT, and SLP costs per day and total
therapy costs per day. The measure of
NTA costs per day produced by this
analysis was $47.70 for urban facilities
and $47.30 for rural facilities. The
original 1998 federal base rates for the
nursing component, which relied on a
similar methodology, were $109.48 for
urban facilities and $104.88 for rural
facilities. Therefore, our measure of
NTA costs in urban facilities was
equivalent to 43.6 percent of the urban
1998 federal nursing base rate, and our
measure of NTA costs in rural facilities
was equivalent to 45.1 percent of the
rural 1998 federal nursing base rate.
These results are similar to the estimates
published in the 1998 reopening of the
comment period for the interim final
rule (63 FR 65561, November 27, 1998),
which we stated we believe supports the
validity of the 43 percent figure stated
above.

For illustration purposes, Tables 12
and 13 set forth what we stated the
unadjusted federal per diem rates would
be for each of the case-mix adjusted
components if we were to apply the
proposed PDPM to the FY 2019 base
rates given in Tables 4 and 5. These
were derived by dividing the FY 2019
SNF PPS base rates according to the
percentages described above. Tables 12
and 13 also show what the unadjusted
federal per diem rates for the non-case-
mix component would be, which are not
affected by the change in case-mix
methodology from RUG-IV to PDPM.
We used these unadjusted federal per
diem rates in calculating the impact
analysis discussed in section V.J. of the
proposed rule.
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TABLE 12—FY 2019 PDPM UNADJUSTED FEDERAL RATE PER DIEM—URBAN !

Rate component

Nursing NTA PT

oT SLP Non-case-mix

Per Diem Amount

$103.46

$78.05 $59.33

$55.23 $22.15 $92.63

1The rates shown in Tables 12 and 13 illustrate what the adjusted federal per diem rates would be for each of the case-mix adjusted compo-
nents if we were to apply the proposed PDPM to the proposed FY 2019 base rates given in Tables 4 and 5.

TABLE 13—FY 2019 PDPM UNADJUSTED FEDERAL RATE PER DIEM—RURAL

Rate component

Nursing NTA PT

oT SLP Non-case-mix

Per Diem Amount

$98.83 $74.56 $67.63

$62.11 $27.90 $94.34

We invited comments on the
proposed data sources and proposed
methodology for calculating the
unadjusted federal per diem rates that
would be used in conjunction with the
proposed PDPM effective October 1,
2019.

Commenters submitted the following
comments related to the proposed rule’s
discussion of the Methodology Used for
the Calculation of Federal Base Payment
Rate Components. A discussion of these
comments, along with our responses,
appears below.

Comment: Some commenters
supported the proposed changes to the
SNF PPS base rates. One commenter
specifically highlighted their support for
including an NTA component. Some
commenters sought clarification
regarding how CMS intends to
distribute system resources currently
associated with the “therapy non-case-
mix” base rate. Specifically, they stated
that the FY 2019 SNF proposed rule and
the SNF PDPM technical report that
accompanied the proposed rule appear
to be inconsistent in describing how
resources associated with this payment
component will be distributed under the
new payment model. Commenters note
that the proposed rule stated that
resources associated with the “therapy
non-case-mix’’ base rate will be
redistributed among the three PDPM
case-mix therapy components, while the
SNF PDPM technical report states that
the “therapy non-case-mix’’ payment
component is dropped from the
payment model under PDPM.

Response: We appreciate the support
for our proposed changes. As stated in
the proposed rule, we believe it is
appropriate to eliminate the non-case-
mix therapy base rate because facilities
will be compensated for residents who
receive nominal amounts of therapy (for
example, therapy evaluations) through
the three PDPM base rates
corresponding to the three disciplines of
therapy provided in the SNF setting (PT,
OT, and SLP) under the new payment
model. In other words, whereas under

the existing RUG-IV reimbursement
model, facilities receive a non-case-mix
therapy payment for residents who
receive nominal amounts of therapy,
under PDPM facilities would receive
payment for these residents through the
PT, OT, and SLP payment components.
Additionally, in setting component
base rates under PDPM, we sought to
replicate the methodology used to
estimate the SNF PPS original base rates
in 1998 as closely as possible. This is
consistent with the requirements of
section 1888(e)(4) of the Act, which
requires that SNF PPS per diem federal
payment rates be based on FY 1995
costs reports. Therefore, to ensure that
the PDPM base rates resembled as
closely as possible what they would
have been had these components been
established in 1998, we used FY 1995
cost reports to determine the share of
therapy costs accounted for by PT, OT,
and SLP. As described in the proposed
rule (83 FR 21038 through 21039) and
in section 3.10 of the SNF PDPM
technical report, we then used the
percentage of costs associated with each
of these disciplines to calculate the
corresponding base rates for the PT, OT,
and SLP components under PDPM.
Finally, as further discussed in
section 3.11 of the SNF PDPM technical
report, we adjusted CMIs for each of the
five case-mix-adjusted components of
PDPM to ensure budget neutrality
between RUG-1V and PDPM. In doing
so, we applied a multiplier to CMIs for
all five case-mix-adjusted PDPM
payment components so that total
estimated payments under PDPM are
budget neutral relative to RUG-IV. This
procedure effectively distributes
resources that are currently associated
with the ‘“‘therapy non-case-mix”
component of RUG-1V across all five
case-mix components of PDPM. We
acknowledge that the proposed rule
inadvertently stated that the resources
associated with the therapy non-case
mix component were distributed across
only the three PDPM case-mix therapy
components. Thus, we are clarifying

that, while we did eliminate the therapy
non-case mix component from the
model, we redistributed resources
associated with this component across
the five PDPM case-mix components as
described in section 3.11 of the PDPM
technical report.

Comment: Many commenters
expressed concern regarding the base
rate for the SLP component, specifically
that it is much lower than that of the
other therapy base rates. Commenters
suggested that this may be taken to
devalue SLP services and that low
reimbursement will lead to a decrease in
the utilization of SLP services. Some
commenters further suggested that such
low reimbursement rates could lead to
layoffs among SLPs and believe that
PDPM should pay equally for all three
therapy disciplines.

Response: We appreciate the concerns
raised by these commenters regarding
the potential impact on SLP services
resulting from the payment policies in
relation to SLP services discussed in the
proposed rule. With regard to the
comment about the SLP component base
rate, as described above, we utilized the
proportion of the current therapy base
rate corresponding to each therapy
discipline as the basis for allocating the
therapy base rate as the basis for
allocating the therapy base rate among
each of the individual components. As
SLP services represented approximately
17 percent, on average, of overall
therapy costs, we believed it was
appropriate to allocate this percentage
as the base rate for the SLP component.
If we were to make all three components
equal, as one commenter had suggested,
then this would overinflate SLP
payment in relation to SLP costs. We
would note, however, that while the
base rate for the SLP component is
lower than the other therapy component
base rates, the case-mix weights for this
component, as described in section
V.B.3.c. of this final rule, are far greater
for the SLP component than for either
of the PT or OT components. This
reflects that when SLP services are
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predicted to be necessary, there is
adequate reimbursement for these
services. Therefore, we expect that
utilization of and access to SLP services
should not be adversely affected merely
because the base rate is lower for this
component.

Accordingly, after considering the
comments received, for the reasons
specified in the FY 2019 SNF PPS
proposed rule and in this final rule, we
are finalizing, effective October 1, 2019,
our proposals related to the calculation
of the federal base payment rate
components, as described in this
section, with the following clarification.
As discussed above, we are clarifying
that, while we did eliminate the therapy
non-case mix component from the
model, we redistributed resources
associated with this component across
the five PDPM case-mix components as
described in the PDPM technical report.

4. Updates and Wage Adjustments of
Revised Federal Base Payment Rate
Components

In section III.B. of the proposed rule,
we described the process used to update
the federal per diem rates each year.
Additionally, as discussed in section
II1.B.4 of the proposed rule, SNF PPS
rates are adjusted for geographic
differences in wages using the most
recent hospital wage index data. Under
PDPM, we proposed to continue to
update the federal base payment rates
and adjust for geographic differences in
wages following the current
methodology used for such updates and
wage index adjustments under the SNF
PPS (83 FR 21040). Specifically, we
proposed to continue the practice of
using the SNF market basket, adjusted
as described in section IIL.B. of the
proposed rule to update the federal base
payment rates and to adjust for
geographic differences in wages as
described in section II.B.4. of the
proposed rule.

We received comments on the
proposed methodology for updating the
federal base payment rates and adjusting
the per diem rates for geographic
differences in wages under the PDPM.
Those comments, and our responses,
appear below.

Comment: Most commenters agreed
with using the standard rate update
policy and the existing wage index
policy as the basis for updating the
payment rates and adjusting the rates for
geographic variation. One commenter
stated that the lack of separate labor-
share adjustment for each component
may lead to provision of fewer services
as each component would not be
appropriately wage adjusted. This
commenter stated that because CMS has

already calculated payment amounts for
each component and because cost
reports contain all the information
necessary to determine the labor share
for each component, it would be
appropriate for CMS to make separate
wage adjustment calculations for each
PDPM component.

Response: We appreciate the support
for this proposal. With regard to the
comment that CMS should separately
wage adjust each PDPM component, the
labor-related share reflects the facility
Medicare-allowable costs (including all
of the PDPM components) that are labor-
intensive and vary with the local labor
market. Specifically, it is equal to the
following cost categories from the 2014-
based SNF market basket: Wages and
Salaries; Employee Benefits;
Professional Fees: Labor-Related;
Administrative and Facilities Support
Services; Installation, Maintenance, and
Repair Services; All Other: Labor-
Related Services; and a proportion of
Capital-Related expenses. The majority
of these labor-related costs are derived
using the MCR data; however, a notable
portion is based on other government
data sources. A complete description of
the methodology used to derive the
2014-based SNF market basket is
available in the FY 2018 final rule (82
FR 36548 through 36566). Given that
these categories cut across PDPM
components, to wage adjust for each
component separately would require a
substantial increase in the specificity of
reporting these MCR data items, as well
as developing a methodology for
accurately assigning these costs to each
component. We believe that the
additional reporting burden associated
with implementing this suggestion
would not justify the increased
specificity of applying the wage index
adjustment to each component under
PDPM.

Accordingly, after considering the
comments received, for the reasons
specified in the FY 2019 SNF PPS
proposed rule (83 FR 21040) and
discussed in this section, we are
finalizing our proposal, without
modification, for updating the federal
base payment rates and for adjusting the
per diem rates for geographic
differences in wages under the PDPM,
effective October 1, 2019.

C. Design and Methodology for Case-Mix
Adjustment of Federal Rates

1. Background on PDPM

Section 1888(e)(4)(G)(i) of the Act
requires that the Secretary provide an
appropriate adjustment to account for
case mix and that such an adjustment
shall be based on a resident

classification system that accounts for
the relative resource utilization of
different patient types. The current case-
mix classification system uses a
combination of resident characteristics
and service intensity metrics (for
example, therapy minutes) to assign
residents to one of 66 RUGs, each of
which corresponds to a therapy CMI
and a nursing CMI, which are indicative
of the relative cost to a SNF of treating
residents within that classification
category. However, as noted in section
V.A. of the proposed rule, incorporating
service-based metrics into the payment
system can incentivize the provision of
services based on a facility’s financial
considerations rather than resident
needs. To better ensure that resident
care decisions appropriately reflect each
resident’s actual care needs, we stated
in the proposed rule (83 FR 21040) that
we believe it is important to remove, to
the extent possible, service-based
metrics from the SNF PPS and derive
payment from verifiable resident
characteristics that are patient, and not
facility, centered. To that end, as we
stated in the proposed rule, the
proposed PDPM was developed to be a
payment model which derives payment
classifications almost exclusively from
verifiable resident characteristics.

Additionally, the current RUG-IV
case-mix classification system reduces
the varied needs and characteristics of
a resident into a single RUG-IV group
that is used for payment. As of FY 2017,
of the 66 possible RUG classifications,
over 90 percent of covered SNF PPS
days are billed using one of the 23
Rehabilitation RUGs, with over 60
percent of covered SNF PPS days billed
using one of the three Ultra-High
Rehabilitation RUGs. As we stated in
the proposed rule (83 FR 21040), the
implication of this pattern is that more
than half of the days billed under the
SNF PPS effectively utilize only a
resident’s therapy minutes and
Activities of Daily Living (ADL) score to
determine the appropriate payment for
all aspects of a resident’s care. Both of
these metrics, more notably a resident’s
therapy minutes, may not derive so
much from the resident’s own
characteristics, but rather, from the type
and amount of care the SNF decides to
provide to the resident. We stated that
even assuming that the facility takes the
resident’s needs and unique
characteristics into account in making
these service decisions, the focus of
payment remains centered, to a
potentially great extent, on the facility’s
own decision making and not on the
resident’s needs.

We explained in the proposed rule (83
FR 21041) that while the RUG-IV model
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utilizes a host of service-based metrics
(type and amount of care the SNF
decides to provide) to classify the
resident into a single RUG-IV group, the
proposed PDPM would separately
identify and adjust for the varied needs
and characteristics of a resident’s care
and combine this information together
to determine payment. We stated we
believe the proposed PDPM would
improve the SNF PPS by basing
payments predominantly on clinical
characteristics rather than service
provision, thereby enhancing payment
accuracy and strengthening incentives
for appropriate care. For these reasons,
we proposed that, effective October 1,
2019, SNF residents would be classified
using the PDPM, as further discussed
below. As discussed in the proposed
rule and in section V.I. of this final rule,
we proposed to implement the PDPM on
October 1, 2019 to allow all
stakeholders adequate time for systems
updates and staff training needed to
assure smooth implementation.

2. Data Sources Utilized for Developing
PDPM

To understand, research, and analyze
the costs of providing Part A services to
SNF residents, we utilized a variety of
data sources in the course of research.
In the proposed rule (83 FR 21041) and
in this section, we discuss these sources
and how they were used in the SNF
PMR in developing the proposed PDPM.
A more thorough discussion of the data
sources used during the SNF PMR is
available in section 3.1. of the SNF
PDPM technical report (available at
https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/therapyresearch.html).

a. Medicare Enrollment Data

Beneficiary enrollment and
demographic information was extracted
from the CMS enrollment database
(EDB) and Common Medicare
Environment (CME). Beneficiaries’
Medicare enrollment was used to apply
restrictions to create a study population
for analysis. For example, beneficiaries
were required to have continuous
Medicare Part A enrollment during a
SNF stay. Demographic characteristics
(for example, age) were incorporated as
being predictive of resource use.
Furthermore, enrollment and
demographic information from these
data sources were used to assess the
impact of the proposed PDPM on
subpopulations of interest. In particular,
the EDB and CME include indicators for
potentially vulnerable subpopulations,
such as those dually-enrolled in
Medicaid and Medicare.

b. Medicare Claims Data

Medicare Parts A and B claims from
the CMS Common Working File (CWF)
were used to conduct claims analyses as
part of the SNF PMR. SNF claims
(CMS-1450 form, OMB control number
0938-0997), including type of bill (TOB)
21x (SNF Inpatient Part A) and 18x
(hospital swing bed), were used to
identify Medicare Part A stays paid
under the SNF PPS. Part A stays were
constructed by linking claims that share
the same beneficiary, facility CMS
Certification Number (CCN), and
admission date. Stays created from SNF
claims were linked to other claims data
and assessment data via beneficiary
identifiers.

Acute care hospital stays that
qualified the beneficiary for the SNF
benefit were identified using Medicare
inpatient hospital claims. The dates of
the qualifying hospital stay listed in the
span codes of the SNF claim were used
to connect inpatient claims with those
dates listed as the admission and
discharge dates. Although there are
exceptions, the claims from the
preceding inpatient hospitalization
commonly contain clinical and service
information relevant to the care
administered during a SNF stay.
Components of this information were
used in the regression models predicting
therapy and NTA costs and to better
understand patterns of post-acute care
(PAC) referrals for patients requiring
SNF services. Additionally, the most
recent hospital stay was matched to the
SNF stay, which often (though not
always) was the same as the preceding
inpatient hospitalization, and used in
the regression models.

Other Medicare claims, including
outpatient hospital, physician, home
health, hospice, durable medical
equipment, and drug prescriptions,
were incorporated, as necessary, into
the analysis in one of three ways: (1) To
verify information found on assessments
or on SNF or inpatient claims; (2) to
provide additional resident
characteristics to test outside of those
found in assessment and SNF and
inpatient claims data; and (3) to stratify
modeling results to identify effects of
the system on beneficiary
subpopulations. These claims were
linked to SNF claims using beneficiary
identifiers.

c. Assessment Data

Minimum Data Set (MDS)
assessments were the primary source of
resident characteristic information used
to explain resource utilization in the
SNF setting. The data repositories
include MDS assessments submitted by

SNF's and swing-bed hospitals. MDS
version 2.0 assessments were submitted
until October 2010, at which point MDS
version 3.0 assessments began. MDS
data were extracted from the Quality
Improvement Evaluation System (QIES).
MDS assessments were then matched to
SNF claims data using the beneficiary
identifier, assessment indicator,
assessment date, and Resource
Utilization Group (RUG).

d. Facility Data

Facility characteristics, while not
considered as explanatory variables
when modeling service use, were used
for impact analyses. By incorporating
this facility-level information, we could
identify any disproportionate effects of
the proposed case-mix classification
system on different types of facilities.

Facility-level characteristics were
taken from the Certification and Survey
Provider Enhanced Reports (CASPER).
From CASPER, we draw facility-level
characteristics such as ownership,
location, facility size, and facility type.
CASPER data were supplemented with
information from publicly available data
sources. The principal data sources that
are publicly available include the
Medicare Cost Reports (Form 2540-10,
2540-96, and 2540-92) extracted from
the Healthcare Cost Report Information
System (HCRIS) files, Provider-Specific
Files (PSF), Provider of Service files
(POS), and Nursing Home Compare
(NHC). These data sources have
information on facility costs, payment,
and characteristics that directly affect
PPS calculations.

We received comments from
stakeholders regarding the data used to
develop PDPM, though we address these
comments later in this section in
relation to the specific PDPM
component to which the comments
were addressed.

3. Resident Classification Under PDPM
a. Background

As noted above, section
1888(e)(4)(G)(i) of the Act requires that
the Secretary provide for an appropriate
adjustment to account for case mix and
that such an adjustment shall be based
on a resident classification system that
accounts for the relative resource
utilization of different patient types. As
we stated in the proposed rule (83 FR
21040), the proposed PDPM was
developed to be a payment model which
derives almost exclusively from resident
characteristics. We stated that the
proposed PDPM would separately
identify and adjust five different case-
mix components for the varied needs
and characteristics of a resident’s care
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and then combine these together with
the non-case-mix component to form the
full SNF PPS per diem rate for that
resident.

We stated in the proposed rule (83 FR
21041 through 21042) that, as with any
case-mix classification system based on
resident characteristics, the proposed
predictors that would be part of case-
mix classification under PDPM are those
which our analysis identified as
associated with variation in costs for the
given case-mix component. We
explained that the proposed federal per
diem rates discussed above serve as
“base rates” specifically because they
set the basic average cost of treating a
typical SNF resident. Based on the
presence of certain needs or
characteristics, caring for certain
residents may cost more or less than
that average cost. We explained that a
case-mix system identifies certain
aspects of a resident or of a resident’s
care which, when present, lead to
average costs for that group being higher
or lower than the average cost of treating
a typical SNF resident. For example, if
we found that therapy costs were the
same for two residents regardless of
having a particular condition, then that
condition will not be relevant in
predicting increases in therapy costs. If,
however, we found that, holding all else
constant, the presence of a given
condition was correlated with an
increase in therapy costs for residents
with that condition over those without
that condition, then this could mean
that this condition is indicative, or
predictive, of increased costs relative to
the average cost of treating SNF
residents generally.

In the subsections that follow, we
describe each of the five case-mix
adjusted components under the
proposed PDPM and the basis for each
of the predictors that we stated would
be used within the PDPM to classify
residents for payment purposes.

b. Physical and Occupational Therapy
Case-Mix Classification

As we stated in the proposed rule (83
FR 21042), a fundamental aspect of the
proposed PDPM is to use resident
characteristics to predict the costs of
furnishing similarly situated residents
with SNF care. Costs derived from the
charges on claims and cost-to-charge
ratios (CCRs) on facility cost reports
were used as the measure of resource
use to develop the proposed PDPM. We
explained that costs better reflect
differences in the relative resource use
of residents as opposed to charges,
which partly reflect decisions made by
providers about how much to charge
payers for certain services. We further

explained that costs derived from
charges are reflective of therapy
utilization as they are correlated to the
therapy minutes recorded for each
therapy discipline. Under the current
RUG-IV case-mix model, therapy
minutes for all three therapy disciplines
(PT, OT, SLP) are added together to
determine the appropriate case-mix
classification for the resident. However,
as shown in section 3.3.1. of the SNF
PDPM technical report (available at
https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/therapyresearch.html), and as
explained in the proposed rule, when
we began to investigate resident
characteristics predictive of therapy
costs for each therapy discipline, we
found that PT and OT costs per day are
only weakly correlated with SLP costs
per day (correlation coefficient of 0.04).
The set of resident characteristics from
the MDS that predicted PT and OT
utilization was different than the set of
characteristics predicting SLP
utilization. Additionally, many
predictors of high PT and OT costs per
day predicted lower SLP costs per day,
and vice versa. For example, we found
that residents with cognitive
impairments receive less physical and
occupational therapy but receive more
speech-language pathology. As a result
of this analysis, as we explained in the
proposed rule, we found that basing
case-mix classification on total therapy
costs per day obscured differences in
the determinants of PT, OT, and SLP
utilization.

In contrast, we stated in the proposed
rule (83 FR 21042) that the correlation
coefficient between PT and OT costs per
day was high (0.62). Additionally,
regression analyses found that
predictors of high PT costs per day were
also predictive of high OT costs per day.
For example, the analyses found that
late-loss ADLs are strong predictors of
both PT and OT costs per day. We then
used a range of resident characteristics
to predict PT and OT costs per day
separately and we found that the
coefficients in both models followed
similar patterns. Finally, we noted that
resident characteristics were found to be
better predictors of the sum of PT and
OT costs per day than for either PT or
OT costs separately. These analyses
used a variety of items from the MDS as
independent variables and used PT, OT,
and SLP costs per day as dependent
variables. In the proposed rule, we
referred readers to section 3.3.1. of the
SNF PMR technical report that
accompanied the ANPRM available at
https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/

SNFPPS/therapyresearch.html for more
information on these analyses.

Given the results of this analytic
work, as well as feedback from multiple
stakeholders, we proposed three
separate case-mix adjusted components,
one corresponding to each therapy
discipline: PT, OT, and SLP. In the
original RCS-I model presented in the
ANPRM, we stated that we were
considering addressing PT and OT
services through a single component,
given the strong correlation between PT
and OT costs and our finding that very
similar predictors explained variation in
the utilization of both therapy
disciplines. However, as we explained
in the proposed rule (83 FR 21042),
commenters on the ANPRM stated that
having a single combined PT and OT
component could encourage providers
to inappropriately substitute PT for OT
and vice versa. We stated that this belief
comports with feedback received from
professional organizations and other
stakeholders during technical expert
panels (TEPs). The TEP commenters
stated that PT and OT services should
be addressed via separate components
given the different aims of the two
therapy disciplines and differences in
the clinical characteristics of the
resident subpopulations for which PT or
OT services are warranted. For example,
clinicians consulted during
development of PDPM advised that
personal hygiene, dressing, and upper
extremity motion may bear a closer
clinical relationship to OT utilization,
while lower extremity motion may be
more closely related to PT utilization.
We stated in the proposed rule that
while we do not believe that RCS—I,
which included two separate
components for PT/OT and SLP,
contained stronger incentives for
substitution across therapy disciplines
compared to RUG-IV, which reimburses
all three therapy disciplines through a
single therapy component, we concur
with the TEP commenters that PT and
OT have different aims and that there
are clinically relevant differences
between residents who could benefit
from PT, residents who could benefit
from OT, and residents who could
benefit from both disciplines. For the
foregoing reasons, we decided to
separate the combined PT/OT
component presented in the ANPRM
into two separate case-mix adjusted
components in the proposed PDPM. As
we stated in the proposed rule, because
of the strong correlation between the
dependent variables used for both
components and the similarity in
predictors, we decided to maintain the
same case-mix classification model for
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both components. We stated that in
practice, this means that the same
resident characteristics will determine a
resident’s classification for PT and OT
payment. However, we stated that each
resident would be assigned separate
case-mix groups for PT and OT
payment, which correspond to separate
case-mix indexes and payment rates. We
explained that we believe providing
separate case-mix-adjusted payments for
PT and OT may allay concerns about
inappropriate substitution across
disciplines and encourage provision of
these services according to clinical
need. We further noted that as clinical
practices evolve independently of
incentives created by the current RUG—
IV payment model, we would re-
evaluate the different sets of resident
characteristics that are predictive of PT
and OT utilization after the PDPM is
implemented. We stated that if based on
this re-evaluation we determine that
different sets of characteristics are
predictive of PT and OT resource
utilization, we could consider revising
the payment model to better reflect
clinical differences between residents
who receive PT services and those who
receive OT services.

After delineating the three separate
case-mix adjusted therapy components,
we continued our analysis, as described
in the proposed rule (83 FR 21043), by
identifying resident characteristics that
were best predictive of PT and OT costs
per day. To accomplish this, we
conducted cost regressions with a host
of variables from the MDS assessment,
the prior inpatient claims, and the SNF
claims that were believed to be
potentially predictive of relative
increases in PT and OT costs. As we
stated in the proposed rule, the
variables were selected with the goal of
being as inclusive as possible with
respect to characteristics related to the
SNF stay and the prior inpatient stay.
The selection also incorporated clinical
input. We explained that these initial
costs regressions were exploratory and
meant to identify a broad set of resident
characteristics that are predictive of PT
and OT resource utilization. The results
were used to inform which variables
should be investigated further and
ultimately included in the payment
system. A table of all of the variables
considered as part of this analysis
appears in the appendix of the SNF
PMR technical report that accompanied
the ANPRM available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/therapy
research.html. As explained in the
proposed rule, based on our regression
analyses, we found that the three most

relevant categories of predictors of PT
and OT costs per day were the clinical
reasons for the SNF stay, the resident’s
functional status, and the presence of a
cognitive impairment. More information
on this analysis can be found in section
3.4.1. of the SNF PDPM technical report
available at https://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/therapy
research.html.

Under the RUG-IV case-mix model,
residents are first categorized based on
being a rehabilitation resident or a non-
rehabilitation resident, then categorized
further based on additional aspects of
the resident’s care. As explained in the
proposed rule (83 FR 21043), under the
proposed PDPM, for the purposes of
determining the resident’s PT and OT
groups and, as will be discussed below,
the resident’s SLP group, the resident
would first be categorized based on the
clinical reasons for the resident’s SNF
stay. We stated that empirical analyses
demonstrated that the clinical basis for
the resident’s stay (that is, the primary
reason the resident is in the SNF) is a
strong predictor of therapy costs. For
example, we explained that all of the
clinical categories (described below)
developed to characterize the primary
reason for a SNF stay (except the
clinical category used as the reference
group) were found to be statistically
significant predictors of therapy costs
per day. More detail on these analyses
can be found in section 3.4.1. of the SNF
PMR technical report that accompanied
the ANPRM (available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/therapy
research.html). In consultation with
stakeholders (industry representatives,
beneficiary representatives, clinicians,
and payment policy experts) at multiple
technical expert panels (TEPs), we
created a set of ten inpatient clinical
categories that we believe capture the
range of general resident types which
may be found in a SNF. These proposed
clinical categories were provided in
Table 14 of the proposed rule (83 FR
21043) and are reflected in Table 14.

TABLE 14—PDPM CLINICAL
CATEGORIES

Major Joint Replacement or Spinal Surgery.

Non-Surgical Orthopedic/Musculoskeletal.

Orthopedic Surgery (Except Major Joint Re-
placement or Spinal Surgery).

Acute Infections.

Medical Management.

Cancer.

Pulmonary.

Cardiovascular and Coagulations.

Acute Neurologic.

Non-Orthopedic Surgery.

We proposed to categorize a resident
into a PDPM clinical category using
item I8000 on the MDS 3.0. We stated
in the proposed rule (83 FR 21043) that
providers would use the first line in
item I8000 to report the ICD—10-CM
code that represents the primary reason
for the resident’s Part A SNF stay. We
further stated that this code would be
mapped to one of the ten clinical
categories provided in Table 14 of the
proposed rule (set forth at Table 14 of
this final rule). The mapping between
ICD-10-CM codes and the ten clinical
categories is available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/therapy
research.html. As explained in the
proposed rule, the mapping indicates
that in some cases, a single ICD-10-CM
code maps to more than one clinical
category because the care plan for a
resident with this diagnosis may differ
depending on the inpatient procedure
history. In these cases, we explained
that a resident may be categorized into
a surgical clinical category if the
resident received a surgical procedure
during the immediately preceding
inpatient stay that relates to the primary
reason for the Part A SNF stay and
typically requires extensive post-
surgical rehabilitation or nursing care. If
the resident did not receive a related
surgical procedure during the prior
inpatient stay that typically requires
extensive post-surgical rehabilitation or
nursing care, the resident may be
categorized into a non-surgical clinical
category. For example, we explained
that certain wedge compression
fractures that were treated with an
invasive surgical procedure such as a
fusion during the prior inpatient stay
would be categorized as Major Joint
Replacement or Spinal Surgery, but if
these cases were not treated with a
surgical procedure they would be
categorized as Non-Surgical Orthopedic/
Musculoskeletal. For residents who
received a related surgical procedure
during the prior inpatient stay, we
stated that a provider would need to
indicate the type of surgical procedure
performed for the resident to be
appropriately classified under PDPM.
Thus, in these cases we proposed to
require providers to record the type of
inpatient surgical procedure performed
during the prior inpatient stay so that
residents can be appropriately classified
into a PDPM clinical category for
purposes of PT, OT, and SLP
classification. We proposed that
providers record the type of surgical
procedure performed during the prior
inpatient stay by coding an ICD-10-PCS
code that corresponds to the inpatient
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surgical procedure in the second line of
item I8000 in cases where inpatient
surgical information is required to
appropriately categorize a resident
under PDPM. We noted that if we were
to use the second line of item 18000 to
record inpatient surgical information,
we would provide a list of ICD-10-PCS
codes that map to the surgical clinical
categories. We stated that we believe
this approach would allow for patients
to be appropriately classified under the
PDPM because it would provide
sufficient information on the primary
reason for SNF care and inpatient
surgical procedures to assign a resident
to the appropriate surgical or non-
surgical clinical category. We invited
comments on this proposal. In addition,
we solicited comments on alternative
methods for recording the type of
inpatient surgical procedure to
appropriately classify a patient into a
clinical category. We explained that the
clinical category into which the resident
is classified would be used to classify
the resident into a PT and OT category
as discussed below, as well as an SLP
category, as explained in section
V.D.3.c. of the proposed rule.

As discussed above, we proposed to
categorize a resident into a PDPM
clinical category for purposes of PT, OT,
and SLP classification using the ICD—
10—-CM code in the first line of item
18000, and if applicable, the ICD-10 PCS
code in the second line of item I8000.
As an alternative to using item 18000 to
classify a resident into a clinical
category, we stated in the proposed rule
(83 FR 21044) that we were considering
using a resident’s primary diagnosis as
reflected in MDS item 10020 as the basis
for assigning the resident to a clinical
category, and were evaluating the
categories provided in item 10020 to
determine if there is sufficient overlap
between the categories used in item
10020 and the proposed PDPM clinical
categories provided in Table 14 that this
item could serve as the basis for a
resident’s initial classification into a
clinical category under PDPM. We
stated that the MDS item 10020 would
require facilities to select a primary
diagnosis from a pre-populated list of
primary diagnoses representing the most
common types of beneficiaries treated in
a SNF, while item I8000, if used to
assign residents to clinical categories,
would require facilities to code a
specific ICD-10—CM code that
corresponds to the primary reason for
the resident’s Part A SNF stay. As
indicated above, we also proposed that
providers would code a specific ICD—
10-PCS code in the second line of item
18000 when surgical information from

the prior inpatient stay is necessary to
assign a resident to a clinical category.
We explained that if we were to use
item 10020 to categorize residents under
PDPM, we would not require providers
to record additional information on
inpatient surgical procedures as we
expect the primary diagnosis
information provided through item
10020 to be adequate to appropriately
assign a resident to a clinical category.

We invited comments on our proposal
to categorize a resident into a PDPM
clinical category using the ICD-10-CM
code recorded in the first line of item
18000 on the MDS 3.0, and the ICD-10-
PCS code recorded on the second line
of item I8000 on the MDS 3.0. In
addition, we solicited comments on the
alternative of using item 10020 on the
MDS 3.0, as discussed above, as the
basis for resident classification into one
of the ten clinical categories in Table 14.

Commenters submitted the following
comments related to the proposed rule’s
discussion of the clinical category
assignments under PDPM. A discussion
of these comments, along with our
responses, appears below.

Comment: Several commenters
expressed concern about ICD-10 coding
requirements under PDPM. Some
commenters are concerned that these
requirements, especially ICD-10-PCS
coding requirements, would create
compliance risks because of SNFs’
limited expertise in using ICD codes. A
few commenters request that CMS offer
ICD-10 coding training for clinicians,
billers, coders, and other SNF
personnel, prior and subsequent to
PDPM implementation. Another
commenter requested that CMS provide
case studies and other resources as part
of its educational strategy with respect
to ICD-10 coding in the SNF setting.
This commenter also recommended that
CMS develop explicit instructions for
how providers should record diagnosis
and procedure information in MDS item
18000 for resident classification
purposes under PDPM. One commenter
recommends requiring the employment
of credentialed medical record staff to
ensure accurate coding. One commenter
seeks clarification about potential
consequences of ICD-10 coding errors
during RAC audits. Another commenter
questioned if the proposed ICD-10
coding is considered a transaction under
the HIPPA transaction coding
requirement.

Response: We appreciate the
commenters’ concerns regarding ICD-10
coding, but do not concur with
stakeholder claims that SNF providers
are unfamiliar with ICD-10 coding
practices. While ICD-10 codes are not,
in most instances, a factor in

determining payment under the current
SNF Part A benefit, ICD-10 has been an
aspect of Medicare since FY 2016.
Moreover, ICD-10 provides the most
accurate coding and diagnosis
information on patients, which can only
serve to improve provider
understanding of their patient’s
condition and resultant care plan.
Finally, we believe that given the type
of homogeneity of care currently
provided by SNF providers (as
evidenced by the existing case-mix
distribution that has over 90 percent of
patient billed days in one of 23 RUGs
that utilize therapy service utilization as
the primary determinant), moving to a
system that utilizes the primary patient
diagnosis as the key determinant of
payment will help to ensure that the
patient’s unique condition and goals is
the primary driver of care planning and
care delivery and case mix
classification, rather than the patient’s
ability to tolerate a high volume of
therapy services.

With regard to the comment that CMS
offer ICD-10 coding training for
clinicians and other personnel, we do
not believe it is the role of CMS to offer
this type of professional training, as it
is the responsibility of the provider to
ensure that their staff is properly trained
to perform these types of more general
tasks that are not specific to a given
payer or requirement. With regard to the
comment that CMS provide case studies
and other resources as part of an
educational strategy, we appreciate this
comment and will take it into
consideration as we develop the
educational materials for PDPM. In
terms of the explicit instructions for
how providers record diagnosis and
procedure information, we do intend to
provide such information in the MDS
RAI manual.

With regard to the comment that we
should require that providers employ
credentialed medical record staff to
ensure accurate coding, we agree that
the emphasis on ICD-10 could cause
changes in staffing at some providers.
However, we do not believe it would be
appropriate for CMS, in this instance, to
specifically identify the type of staff that
providers must employ to ensure
accurate coding, as this is a decision
best left to the provider. With regard to
the potential consequences of ICD-10
coding errors on RAC audits, as under
the current payment system, the
information reported to CMS must be
accurate. Inaccuracies in the data
reported to CMS, or a failure to
document the basis for such data, will
necessitate the same types of
administrative actions as occur today.
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Finally, with regard to the question of
whether the reporting of ICD-10 coding
information constitutes a HIPAA
transaction, we note that while some
HIPAA Administrative Simplification
requirements at 45 CFR part 162 require
the use of ICD-10 codes, reporting ICD—
10 codes does not in and of itself
constitute a HIPAA transaction.

Comment: One commenter stated that
CMS’s proposal to use the first line of
18000 to capture the primary reason for
SNF stay, the second line to capture
procedure code, and the remaining
spaces to capture comorbidities is
overly complex. The commenter
expressed concern that coding a
procedure code in the second line of
18000 would not follow current RAI
coding instructions. Some commenters
support using MDS item 10020 to record
the primary diagnosis, stating this will
reduce provider burden. Other
commenters opposed using item 10020
for this purpose because this item is
designed for the Quality Reporting
Program and does not align well with
the PDPM clinical categories. One
commenter stated that coding primary
reason for SNF care in both item I8000
and item 10020 for different purposes
will be confusing and will lead to errors.
Another commenter sought clarity on
whether providers would still be
required to code ICD-10 diagnosis or
procedure codes in item 18000 if item
10020 is used for resident classification.
This commenter also questioned what
providers should do if a resident does
not fall into one of the 10020 categories.
A few commenters suggest instead
adding checkboxes in section I of the
MBDS to indicate the ten PDPM clinical
categories. One commenter
recommended the use of MDS item
J2000 for procedure information,
because SNFs have minimal experience
with ICD-10-PCS codes and it can be
difficult to obtain precise information
on procedures performed during the
preceding inpatient stay.

Response: We appreciate these
comments regarding the complexity of
the proposed methodology for collecting
diagnosis and procedure information
and appreciate the suggestions for ways
to improve coding without
compromising the overall integrity of
the information reported. We agree with
commenters who stated that the 10020
categories are not currently aligned with
the clinical categories used under
PDPM, specifically that the categories
used under 10020 do not match the
clinical categories that we use under
PDPM, which means that using 10020 at
this time would not be appropriate. We
will continue to work to determine if
refinements may be made in that item

in the future which could allow for a
transition to this item. With regard to
comments concerning the potential for
confusion associated with coding the
patient’s primary diagnosis in both
18000 and 10020 for different purposes,
we believe this both affords the
potential to confirm the primary
diagnosis coding on the MDS (to the
extent that we can identify areas of
alignment between the two items) and
helps us to refine the categories for a
potential future transition to item 10020
under PDPM. With regard to the
question of what providers should do if
a patient does not fall into one of the
10020 categories, we would recommend
that the provider refer to the 10020
coding instructions in the MDS manual
for guidance on this issue.

With regard to suggestions of using a
checkbox for recording diagnosis
information, we believe that the use of
such checkboxes for recording diagnosis
information may not provide sufficient
granularity for CMS to monitor properly
the effects of PDPM implementation or
to accurately classify patients for
payment purposes, nor provide enough
information for the SNF in terms of care
planning. Given the use of ICD-10
diagnosis coding in other Medicare
payment systems and given efforts to
align payment across multiple post-
acute care payment systems, we believe
that using the actual diagnosis code,
rather than a checkbox for a category,
will provide greater consistency
between payment systems and would
provide a smoother transition to the
extent such payment systems are
aligned further in the future.

With regard to the comment that CMS
consider using item J2000 to report
procedural information, we believe that
while the actual ICD-10 code is
important in the case of diagnosis
coding, we agree with the commenter
that the procedural information may be
coded at a more aggregated level, as this
information is only being used to
augment the patient’s classification
rather than as the primary basis for the
classification. However, we believe that
item J2000 (which requires providers to
report if the patient experienced a
surgical procedure in the preceding 100
days) would not adequately link to the
care being delivered in the SNF,
potentially close to 100 days after the
surgical event. To address this,
consistent with this commenter’s
suggestion, and in response to other
concerns about the complexity of the
proposed methodology, we believe that
it would be appropriate and sufficient to
develop subitems for item J2000 that
would allow providers to report,
through a checkbox-style mechanism, if

a surgical procedure occurred during
the preceding hospital stay (as opposed
to the previous 100 days, as is used for
J2000), and then provide a series of
procedural categories, related to the
PDPM clinical categories, that providers
could select using a checkbox style
mechanism, that would allow the
provider to report on the relevant
procedural information (rather than
recording the specific ICD-10-PCS
code). We believe this is a substantial
improvement to the procedure we
proposed for recording surgical
procedure information, as it reduces the
burden and complexity of provider
reporting on procedural information
while maintaining payment accuracy
and integrity. Moreover, similar to how
PDPM utilizes the procedural
information to augment the patient’s
clinical category classification, we
believe that using a checkbox
mechanism also augments care-planning
by helping ensure that the procedural
history information from the hospital is
properly taken into account in
determining the resident’s care needs
and care plan. Therefore, we are
developing sub-items for item J2000,
which will allow providers to report the
patient’s procedural information in a
way that uses a checkbox mechanism,
and this procedural information will be
used in concert with the patient’s
diagnosis information, as was discussed
above and in the FY 2019 SNF PPS
proposed rule, to classify the patient
into a clinical category. We will provide
both the subitems under item J2000, and
the instructions regarding their use, for
this purpose in the RAI manual.
Comment: One commenter was
opposed to PDPM’s focus on one
primary diagnosis, as SNF residents can
be admitted with complex medical
conditions and multiple diagnoses. The
commenter recommends that SNFs
should select all resident conditions and
allow the software to select the highest
case-mix index achieved. In a similar
vein, another commenter requested that
CMS clarify which inpatient procedure
SNFs should select for purposes of
resident classification and payment
under PDPM when the patient record
includes multiple procedure codes.
Response: While we agree with the
commenter that a SNF patient may
suffer from multiple conditions, we
believe that one of these reasons
prompted transfer to the SNF. This
reason would function as the patient’s
primary diagnosis, as it represents the
primary reason for the patient being in
the SNF. We would also note that
primary diagnosis, as a concept, is used
throughout the Medicare program as the
basis for payment and, in each area in
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which it is used, patients have the
potential to present with multiple
conditions and multiple diagnoses.
Therefore, we do not believe it would be
appropriate for providers simply to
report all conditions and be paid for the
highest case-mix index, but rather that
providers should determine the primary
reason for the patient’s stay, as this
should also be the primary motivation
behind the patient’s SNF care.

With regard to the comment related to
multiple inpatient surgical procedures,
we expect that the checkbox mechanism
discussed above, which would include
more aggregated procedural groupings,
should address much of this possibility,
as often times multiple procedures may
be done of the same type. In the case of
different types of procedures, providers
should code or check-off all information
supportable by the patient’s medical
record.

Comment: One commenter stated that
ICD-10 codes do not contain adequate
specificity to indicate whether a
condition is active/stable or active/non-
stable. This information, according to
the commenter, is needed to identify
relevant comorbidities. As a result, the
commenter states that SNFs may
inappropriately use active/stable
conditions to achieve higher
reimbursement although these
conditions may not indicate higher
resource utilization.

Response: We do not agree with the
commenter that the ICD-10 codes do
not contain this degree of specificity.
Further, to the extent that providers
would code conditions solely for
purposes of achieving higher
reimbursement, this type of behavior
can be identified through medical
record reviews, which could prompt
additional administrative action.

Comment: One commenter stated that
chronic conditions may not be coded
consistently year over year. Specifically,
a chronic condition may be coded one
year but not the following year for a
long term care resident moving in and
out of post-acute stays or a post-acute-
care patient with more than one spell of
illness. For example, the commenter
noted that care may have been provided
to the patient but the provider did not
accurately capture it in reporting. The
commenter further stated that such
coding inconsistencies may lead to
unexpected payment changes. The
commenter recommended that CMS
should clarify how chronic conditions
should be reported and handled by
medical reviewers as PDPM is
implemented.

Response: We do not believe that any
of the PDPM-related policies should
affect the reporting of chronic

conditions. Care should be properly
documented, regardless of whether it is
for a chronic or acute condition. Failure
to document and code such information
accurately could lead not only to
payment errors, but also to patient care
errors. We encourage providers to
ensure the accuracy and completeness
of their documentation.

Comment: Several commenters
expressed concern about potential
logistical issues arising from the time
lag in SNFs receiving clinical
information on admitted patients from
the prior inpatient stay. Specifically,
they state that it is difficult for SNF
providers to obtain diagnosis and
procedure information, as well as other
clinical information such as discharge
summaries, from the facility where a
resident was treated during their prior
inpatient stay. A commenter
recommended that CMS require
hospitals to provide diagnostic and
procedural information within 48 hours
of discharge to the receiving facility.
This commenter requested that CMS
clarify which medical records SNFs may
rely upon to determine the principal
reason for a SNF stay or which inpatient
procedures were performed. The
commenter questioned how SNFs
should assess this information if they
lack adequate documentation.
Additionally, commenters stated that
ICD-10—CM and ICD-10-PCS coding
require a high level of clinical detail
that may be difficult to obtain without
clinical information from the prior
inpatient stay.

Response: For case-mix classification
under the PDPM, SNFs will not be
required to collect any information from
the hospital where the prior inpatient
stay took place beyond that which is
required under the current RUG-IV
system, except for the procedural
information discussed above. The
information that SNF's already collect
from hospitals should already include
sufficient information for the SNF to be
able to properly care plan and provide
care based on the patient’s condition. In
order to do this effectively, SNFs should
already be receiving documentation and
records from the hospital that
substantiate the need for care and the
type of care that is required for that
patient. This level of information, that is
essential in developing an appropriate
care plan for the patient, should be
sufficient for addressing the payment
requirements under PDPM. For proper
classification and payment under
PDPM, facilities will only be required to
record the primary reason for SNF care
at the time of SNF admission and record
the associated ICD-10-CM code and
procedural information. As discussed in

Chapter 8 of the Medicare Benefit Policy
Manual, a beneficiary in a Medicare Part
A SNF stay must require skilled nursing
care for a condition that was treated
during the qualifying hospital stay, or
for a condition that arose while in the
SNF for treatment of a condition for
which the beneficiary was previously
treated in the hospital. However, CMS
recognizes that in many cases, the
primary reason for SNF care may not be
the same as the primary reason for the
prior inpatient stay. For example, a
beneficiary may be treated in a SNF for
a secondary condition that arose during
the prior inpatient stay but that is
different from the condition that
precipitated the acute inpatient stay in
the first place. PDPM requires facilities
to code the diagnosis that corresponds
most closely to the primary reason for
SNF care (in this case, the secondary
condition that arose during the hospital
stay) rather than the primary reason for
the prior hospitalization. Facilities
currently must assess beneficiaries’
health status and reason for SNF care at
admission in order to treat them
appropriately and formulate a patient-
centered care plan. PDPM does not
require a level of data collection that
exceeds the requirements of the existing
admission and care planning processes.
Therefore, PDPM does not require SNFs
to obtain additional clinical information
from the inpatient setting, beyond the
surgical procedure information
discussed above.

Comment: One commenter
recommended that CMS allow providers
to correct the diagnosis or procedure
information recorded at admission any
time prior to discharge and to direct
Medicare Administrative Contractors,
Recovery Audit Contractors, and other
contractors to assign low priority to
reviewing ICD-10 codes in the medical
review process.

Response: We appreciate the
commenter’s concern and would note
that there are existing processes for
modifying and correcting MDS
assessments, as described in Chapter 5
of the MDS RAI manual. With regard to
the comment on CMS directing
contractor review activities, we see no
reason to assign low priority to any
issues at this time.

Comment: One commenter requested
additional information about codes
listed as ““Return to Provider” in the
PDPM Clinical Category Mapping.
Specifically, the commenter requested
that CMS provide clarity on why these
codes are not accepted as valid primary
diagnoses for the purposes of resident
classification. Additionally, the
commenter requests clarification on



Federal Register/Vol. 83, No. 153/ Wednesday, August 8, 2018/Rules and Regulations

39201

what actions providers are required to
take when a code is returned.

Response: As discussed above and in
the proposed rule (83 FR 21043), PDPM
would use ICD-10-CM diagnosis codes
entered in the first line of section 18000
on the MDS assessment to assign
residents to clinical categories for
classification and payment purposes in
three PDPM payment components (PT,
OT, and SLP). Codes listed in the PDPM
Clinical Category Mapping as ‘“Return to
Provider” are not deemed appropriate to
enter as the primary reason for SNF
care. Such codes either lack certainty
and specificity required to properly
categorize a resident under PDPM or the
underlying condition cannot be the
main reason of care in SNFs. Therefore,
these codes cannot be used to assign a
resident to a clinical category for
payment purposes under PDPM. When
a code is returned to a provider, the
provider is to select an appropriate ICD—
10—-CM diagnosis code from the SNF
PDPM Clinical Category Mapping
available at CMS’ website.

Comment: Another commenter stated
that the PDPM Clinical Category
Mapping file inappropriately includes
ICD-10—CM codes that correspond to an
initial encounter. The commenter states
that initial encounter codes include “A”
as the 7th character and can only occur
in a hospital where the initial treatment
is completed. According to the
commenter, initial encounter codes
cannot be used in the SNF setting and
should be excluded from the clinical
category mapping. Additionally, the
commenter states that Z codes are not
appropriate to assign to patients
receiving aftercare for traumatic
fractures. These issues, state the
commenter, lead to non-traumatic major
joint replacements being assigned to
Major Joint Replacement while major
joint replacements as a result of
traumatic injury are assigned to
Orthopedic Surgery (Except Major Joint
Replacement or Spinal Surgery). The
commenter stated that this is
inappropriate because aftercare of a
traumatic injury resulting in hip
replacement needs higher complexity of
care than a scheduled non-traumatic hip
replacement.

Response: We do not agree with the
commenter’s assertion that initial
encounter codes cannot be used in the
SNF and should be excluded from the
clinical category mapping. Particularly
given the increased focus of some
commenters on the ability of PDPM to
allow alignment across different payer
types, we believe it is possible that some
conditions could result as an initial
encounter in the SNF. Moreover, as SNF
services may be covered for conditions

that arise in the hospital or arise in the
SNF, we believe that it is important to
allow for initial encounter codes to be
coded within the SNF and mapped to
clinical categories in case such a
condition serves as the primary
diagnosis for a SNF stay.

With regard to the comment that Z
codes are not appropriate for traumatic
fractures, as detailed in the ICD-10-CM
Official Guidelines for Coding and
Reporting, the aftercare codes cover
situations when the initial treatment of
a disease has been performed and the
patient requires continued care during
the healing or recovery phase, or for the
long-term consequences of the disease.
The aftercare Z codes should not be
used if treatment is directed at a current,
acute disease. Therefore, the aftercare Z
codes should not be used for aftercare
for traumatic fractures. For aftercare of
a traumatic fracture, providers are
instructed to assign the acute fracture
code with the appropriate 7th character.
We agree with the commenter and will
update the PDPM mapping accordingly.

Comment: Some commenters
expressed concern over the use of MS—
DRGs to develop the PDPM clinical
categories. Commenters noted that
hospital MS-DRGs are unrelated to the
reason for SNF admission and are poor
predictors of cost in post-acute care.
These commenters stated that if SNF
MDS coding produces a substantially
different set of case-mix adjustments
from the case-mix derived from hospital
DRG assignments, then the model will
produce inappropriate payment rates for
the cases which deviate from the
“predicted” case mix rate. They
suggested that CMS should consider
retroactively evaluating this case-mix
adjustment as soon as it has SNF data
following PDPM implementation to
correct any inaccurate payments in
future updates of the PDPM. A
commenter states that PDPM will need
significant recalibration due to payment
inaccuracies based on the discrepancy
between inpatient hospital and SNF
reason for admission.

Response: We appreciate the
commenters’ concerns with the use of
MS-DRGs to develop the PDPM clinical
categories. We would note, however,
that while the MS—-DRGs were used to
identify patient categories in the SNF,
they were not used to determine the cost
of treating these types of patients. Given
this distinction, while we might expect
some difference in the distribution of
SNF case-mix based on the potential
differences between the prior hospital
MS-DRG and SNF-generated diagnosis
information under PDPM, we do not
believe that using the MS—-DRGs
compromised the integrity of the

clinical categories themselves. In
developing PDPM clinical categories,
we used MS-DRGs from the prior
inpatient stay to define the primary
reason for SNF care and assign residents
to clinical categories. As stated in
section 3.4.1 of the SNF PDPM technical
report, we selected this source of
diagnosis information because of data
quality concerns relating to the
principal diagnosis from the SNF claim.
At the time the clinical categories were
developed, we found that 47 percent of
SNF claims assigned generic ICD-9-CM
codes, with roughly a third assigned
V57.89 “care involving other specified
rehabilitation procedure”, as the
principal diagnosis, limiting the
usefulness of diagnoses from SNF
claims in classifying residents. Per the
Medicare Benefit Policy Manual, the
SNF reason for admission must be
related to a condition treated during the
qualifying inpatient stay. Therefore, we
believe it is reasonable to use clinical
information from the prior inpatient
stay to characterize the major types of
beneficiaries who receive SNF care.
Additionally, the clinical categories
were validated by multiple clinicians
consulted by CMS and participants at
technical expert panels. Therefore, we
believe the proposed clinical categories
are appropriate to use to classify major
clinical types found in the SNF setting.
With regard to the possibility that the
actual case-mix distribution may be
distinct from the “predicted” case-mix
distribution, we intend to monitor for
these types of effects and may make
adjustments to the payment rates as may
be appropriate. We also appreciate the
commenter’s suggestion to recalibrate
PDPM in the future.

Accordingly, after considering the
comments received, for the reasons
discussed above and in the proposed
rule, we are finalizing our proposals
discussed above relating to PT and OT
case-mix classification under the PDPM,
with the modification discussed below.
As discussed above, rather than
requiring providers to record the type of
inpatient surgical procedure performed
during the prior inpatient hospital stay
by coding an ICD-10-PCS code in the
second line of item 18000 as we
proposed, we will instead require
providers to select, as necessary, a
surgical procedure category in a sub-
item within Item J2000 which would
identify the relevant surgical procedure
that occurred during the patient’s
preceding hospital stay and which
would augment the patient’'s PDPM
clinical category.
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(i) Clinical Categories

Once we identified these clinical
categories as being generally predictive
of resource utilization in a SNF, we then
undertook the necessary work to
identify those categories predictive of
PT and OT costs specifically. As we
discussed in the proposed rule (83 FR
21044), we conducted additional
regression analyses to determine if any
of these categories predicted similar
levels of PT and OT as other categories,
which may provide a basis for
combining categories. As a result of this
analysis, for the RCS—I model presented
in the ANPRM, we found that the ten
inpatient clinical categories could be
collapsed into five clinical categories,
which predict varying degrees of PT and
OT costs. However, as explained in the
proposed rule, we received comments
on the ANPRM regarding the number of
possible case-mix group combinations

under RCS-I, so we sought to try and
reduce this number of possible case-mix
group combinations by further
simplifying the model. As part of that
effort, we observed similar PT and OT
resource utilization patterns in the
clinical categories of Non-Orthopedic
Surgery and Acute Neurologic and,
therefore, proposed to collapse these
categories for the purpose of PT and OT
classification. Additionally, as reflected
in the RCS—I model presented in the
ANPRM, we proposed that under
PDPM, the remaining clinical categories
would be collapsed as follows: Acute
infections, cancer, pulmonary,
cardiovascular and coagulations, and
medical management would be
collapsed into one clinical category
entitled “Medical Management”
because their residents had similar PT
and OT costs. Similarly, we proposed
that orthopedic surgery (except major
joint replacement or spinal surgery) and

non-surgical orthopedic/
musculoskeletal would be collapsed
into a new “‘Other Orthopedic” category
for equivalent reasons. Finally, the
remaining category, Major Joint
Replacement, showed a distinct PT and
OT cost profile and, thus, we proposed
to retain it as an independent category.
More information on this analysis can
be found in section 3.4.2. of the SNF
PMR technical report that accompanied
the ANPRM and in section 3.4.2. of the
SNF PDPM technical report, both
available at https://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/
therapyresearch.html. These proposed
collapsed categories, which would be
used to categorize a resident initially
under the proposed PT and OT case-mix
components, were presented in Table 15
of the proposed rule (and are reflected
in Table 15 of this final rule).

TABLE 15—COLLAPSED CLINICAL CATEGORIES FOR PT AND OT CLASSIFICATION

PDPM clinical category

Collapsed PT and OT clinical category

Major Joint Replacement or Spinal Surgery

Non-Orthopedic Surgery .......cccoovveevceeneerieeninnn.

Acute Neurologic.

Non-Surgical Orthopedic/Musculoskeletal ..........
Orthopedic Surgery (Except Major Joint Replacement or Spinal Sur-

gery).
Medical Management
Acute Infections.
Cancer.
Pulmonary.
Cardiovascular and Coagulations.

Other Orthopedic.

Medical Management.

Major Joint Replacement or Spinal Surgery.
Non-Orthopedic Surgery and Acute Neurologic.

We received several comments
regarding the collapsed PT and OT
clinical categories. These comments,
along with our responses, appear below.

Comment: A commenter disagreed
with the decision to collapse the initial
10 clinical categories into five clinical
groupings for purposes of resident
classification and payment in the PT
and OT components. The commenter
stated that the five clinical categories
used for resident classification in the PT
and OT components are too broad and
not representative of the clinical needs
of residents. Another commenter
recommends that CMS not finalize the
proposal to combine the Acute
Neurologic and Non-Orthopedic Surgery
residents into a single category because
patients should be classified based on
clinically coherent categories, not on
similar cost patterns observed under the
current SNF case-mix classification
model, for the latter is reflective of
current reimbursement incentives to
provide therapy based on financial
considerations. A commenter suggests
that CMS consider separate clinical

category for elective major joint
replacement of the lower extremity
because its cost profile is different from
other episode types. The commenter
suggests that joint replacements as a
result of a fracture could possibly be
combined into the Other Orthopedic
category.

Response: As described in section
3.4.2 of the SNF PMR technical report
that accompanied the 2017 ANPRM, in
developing RCS-I (the predecessor to
PDPM), we created 10 broad clinical
categories to characterize the major
patient types found in the SNF setting.
In using the CART algorithm to develop
resident groups for PT and OT payment,
we included the 10 clinical categories as
a categorical variable. Allowing the
CART algorithm to group the 10 clinical
categories into a smaller number of
groups resulted in fewer resident groups
but a similar R-squared value for
predicting costs. In building PDPM we
first retained these five collapsed
clinical categories to characterize major
patient types relevant to predicting PT
and OT utilization. As detailed in the

proposed rule, we then further
collapsed the clinical categories into
four categories, in response to
comments on the ANPRM regarding the
number of possible case-mix group
combinations under RCS-I. Based on
the greater simplicity achieved in using
fewer clinical categories for PT and OT
classification and the maintenance in
predictive accuracy, we believe using
the collapsed four categories is a
superior option to capture variation in
PT and OT utilization and to
characterize the major types of clinical
conditions relevant to PT and OT
utilization in the SNF population. Non-
Orthopedic Surgery and Acute
Neurologic are combined into one
category based on their similar PT and
OT resource utilization pattern, as
shown in section 3.4.2 and Table 16 of
the SNF PDPM technical report. We
recognize that the observed data are
reflective of current reimbursement
incentives to provide therapy based on
financial considerations, which may
disguise the relationship between
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clinical traits and patient need based on
best practice assumptions. We will
monitor closely the resource utilization
pattern of the 10 clinical categories after
the implementation of PDPM. Regarding
the elective major joint replacement
comment, as detailed in section 3.4.1 of
the SNF PMR technical report, we
observed that MS—DRG groups with a
high percentage of elective surgeries
correspond to two types of procedures:
Major joint replacements and spinal
surgeries, while MS—DRG groups with a
high percentage of emergent surgeries
include other types of orthopedic
surgeries involving extremities, often
related to falls. We discovered that
average therapy costs per day were
similar for resident in a given surgical
orthopedic MS-DRG group regardless of
whether they received elective or
emergent surgery.

Accordingly, after considering the
comments received, for the reasons
discussed above and in the proposed
rule, we are finalizing our proposals
without modification relating to the
collapsed clinical categories for the PT
and OT components.

(ii) Functional Status

As discussed previously in this
section and in the proposed rule (83 FR
21044), regression analyses
demonstrated that the resident’s
functional status is also predictive of PT
and OT costs in addition to the
resident’s initial clinical categorization.
In the RCS-I model discussed in the
ANPRM, we presented a function score
similar to the existing ADL score to
measure functional abilities for the
purposes of PT and OT payment. In
response to the ANPRM, we received
comments requesting that we consider
replacing the functional items used to
build the RCS-I function score with
newer, IMPACT Act-compliant items
from section GG. Therefore, we
constructed, and proposed as discussed
below, a new function score for PT and
OT payment based on section GG
functional items.

Under the RUG-1V case-mix system, a
resident’s ADL or function score is
calculated based on a combination of
self-performance and support items
coded by SNFs in section G of the MDS
3.0 for four ADL areas: Transfers, eating,
toileting, and bed mobility. These four
areas are referred to as late-loss ADLs
because they are typically the last
functional abilities to be lost as a
resident’s function declines. Each ADL
is assigned a score of up to four points,
with a potential total score as high as 16
points. Under the proposed PDPM, we
proposed that section G items would be

replaced with functional items from
section GG of the MDS 3.0 (Functional
Abilities and Goals) as the basis for
calculating the function score for
resident classification used under
PDPM. We explained that section GG
offers standardized and more
comprehensive measures of functional
status and therapy needs. Additionally,
we stated that the use of section GG
items better aligns the payment model
with other quality initiatives. SNFs have
been collecting section GG data since
October 2016 as part of the requirements
for the IMPACT Act. We stated that
given the advantages of section GG and
of using a more comprehensive measure
of functional abilities, we received
numerous comments in response to the
ANPRM requesting the incorporation of
section GG items and of early ADLs
items into the function score.

As explained in the proposed rule (83
FR 21045), multiple stakeholders
commented on the ANPRM that late-
loss items do not adequately reflect
functional abilities on their own. These
commenters stated that early-loss ADL
items also capture essential clinical
information on functional status.
Therefore, we stated in the proposed
rule that in building a new function
score based on section GG items, we
also investigated the incorporation of
early-loss items. To explore the
incorporation of section GG items, we
evaluated each item’s relationship with
PT and OT costs. We ran individual
regressions using each of the 12 section
GG items assessed at admission to
separately predict PT and OT costs per
day. As explained in the proposed rule,
the regression results showed that early-
loss items are indeed strong predictors
of PT and OT costs, with the exception
of two wheeling items. Both wheeling
items were excluded from the functional
measure due to their weak predictive
relationship with PT and OT costs. We
observed high predictive ability among
the remaining items. In total, we
selected ten items for inclusion in the
functional measure for the PT and OT
components based on the results of the
analysis. Thus, under the proposed
functional measure for the PT and OT
components, a resident’s function
would be measured using four late-loss
ADL activities (bed mobility, transfer,
eating, and toileting) and two early-loss
ADL activities (oral hygiene and
walking). Specifically, the proposed
measure includes: Two bed mobility
items, three transfer items, one eating
item, one toileting item, one oral
hygiene item, and two walking items
that were all found to be highly
predictive of PT and OT costs per day.

A list of proposed section GG items that
would be included in the functional
measure for the PT and OT components
was included in Table 18 of the
proposed rule (and is shown in Table 18
of this final rule). Section 3.4.1. in the
SNF PDPM technical report (available at
https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/therapyresearch.html) provides
more detail on these analyses.

We explained in the proposed rule (83
FR 21045) that, similar to the RUG-IV
ADL score, each of these ADL areas
would be assigned a score of up to 4
points. However, in contrast to the
RUG-1IV ADL score, we stated that
points were assigned to each response
level to track functional independence
rather than functional dependence. In
other words, higher points are assigned
to higher levels of independence. We
stated that this approach is consistent
with functional measures in other care
settings, such as the IRF PPS. Further,
under the RUG-IV model, if the SNF
codes that the “activity did not occur”
or “occurred only once,” these items are
assigned the same point value as
“independent.” However, as explained
in the proposed rule, we observed that
residents who were unable to complete
an activity had similar PT and OT costs
as dependent residents. Therefore, we
stated that when the activity cannot be
completed, the equivalent section GG
responses (‘Resident refused,” “Not
applicable,” “Not attempted due to
medical condition or safety concerns’)
are grouped with “dependent” for the
purpose of point assignment. For the
two walking items, we proposed an
additional response level to reflect
residents who skip the walking
assessment due to their inability to
walk. We stated that we believe this is
appropriate because this allows us to
assess the functional abilities of
residents who cannot walk and assign
them a function score. We explained
that without this modification, we could
not calculate a function score for
residents who cannot walk because they
would not be assessed on the two
walking items included in the function
score. We further stated that residents
who are coded as unable to walk receive
the same score as dependent residents
to match with clinical expectations. In
Tables 16 and 17 of the proposed rule
(set forth at Tables 16 and 17 in this
final rule), we provided the proposed
scoring algorithm for the PT and OT
functional measure.
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TABLE 16—PT AND OT FUNCTION SCORE CONSTRUCTION

[Except walking items]

Response

Score

05, 06—Set-up assistance, Independent
04—Supervision or touching assistance ....
03—Partial/moderate assistance
02—Substantial/maximal assistance

01, 07, 09, 88—Dependent, Refused, N/A, Not Attempted ..

oO—=NwH

TABLE 17—PT AND OT FUNCTION SCORE CONSTRUCTION FOR WALKING ITEMS

Response

Score

05, 06—Set-up assistance, Independent
04—Supervision or touching assistance ....
03—Partial/moderate assistance
02—Substantial/maximal assistance

01, 07, 09, 88—Dependent, Refused, N/A, Not Attempted, Resident Cannot Walk *

O=NWwH

*Coded based on response to GG0170H1 (Does the resident walk?).

We explained in the proposed rule (83
FR 21046) that, unlike section G, section
GG measures functional areas with more
than one item. We noted that this results
in substantial overlap between the two
bed mobility items, the three transfer
items, and the two walking items.
Because of this overlap, we stated that
a simple sum of all scores for each item
may inappropriately overweight
functional areas measured by multiple

items. Therefore, to adjust for this
overlap, we proposed to calculate an
average score for these related items.
That is, we would average the scores for
the two bed mobility items, the three
transfer items, and the two walking
items. We stated that the average bed
mobility, transfer, and walking scores
would then be summed with the scores
for eating, oral hygiene, and toileting
hygiene, resulting in equal weighting of

the six activities. This proposed scoring
algorithm produces a function score that
ranges from 0 to 24. In section 3.4.1. of
the SNF PDPM technical report
(available at https://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/
therapyresearch.html), we provide
additional information on the analyses
that led to the construction of this
proposed function score.

TABLE 18—SECTION GG ITEMS INCLUDED IN PT AND OT FUNCTIONAL MEASURE

Section GG item

Score

GGO0130A1—Self-care: Eating
GG0130B1—Self-care: Oral Hygiene
GG0130C1—Self-care: Toileting Hygiene ..
GG0170B1—Mobility: Sit to lying

GG0170C1—Mobility: Lying to sitting on side of bed.

GGO170D1—MOobility: Sit 10 STANA ... .eeiiiiiie ettt

GGO0170E1—Mobility: Chair/bed-to-chair transfer.

GGO0170F1—Mobility: Toilet transfer.
GG0170J1—Mobility: Walk 50 feet with 2 turns
GG0170K1—Mobility: Walk 150 feet.

0-4.
0-4.
0-4.
0-4 (average of 2 items).

0-4 (average of 3 items).

0-4 (average of 2 items).

We received comments on the use of
section GG items as the basis for
determining the patient’s PDPM
functional score for purposes of
classifying under the PT and OT
components. Those comments, along
with our responses, appear below.
Comment: Some comments welcomed
the use of IMPACT-Act compliant
section GG data to build new function
scores for the PT, OT, and nursing
components of PDPM, which was a
recommendation provided by many
commenters on the ANPRM. However,
commenters also expressed concern
about using section GG data, stating that
this data should first be validated and
that the results of this validation should
be made public. Commenters stated that

the first year of section GG data likely
contains inaccuracies as providers
adjust to the new items. Some
commenters therefore stated that it is
inappropriate to base resident
classification and payment on a single
year of section GG data and request that
CMS collect a minimum of two years of
section GG data to ensure reliability and
validity before using this data to
determine payment. One commenter
suggested that, due to the issues with
section GG, CMS should continue to use
section G as the basis for functional
assessment under the payment system.
Another commenter sought clarification
regarding whether CMS compared the
first 6 months of section GG data to the
second 6 months of section GG data to

determine whether there were any
changes in assessment practices for the
new assessment items.

Response: We conducted several
investigations to validate the section GG
data. First, we verified that the
relationship between section G
responses and PT and OT utilization
was very similar to the relationship
between corresponding section GG
responses and PT and OT utilization.
Second, we determined that section GG
items performed similarly to section G
items in predicting PT and OT
utilization. Finally, we compared
coding of section GG items during the
first 6 months of FY 2017 to coding of
these items during the second 6 months
of FY 2017 and found only small
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changes in the frequency of responses.
Based on the results of these checks, we
believe the FY 2017 section GG data are
valid and reliable, and therefore,
appropriate to use as a basis of resident
classification and payment under
PDPM.

Comment: One commenter stated that
the proposed PDPM function scores
ignore missing values for section GG
assessment items and urged CMS to
map missing values to a function score.
Another commenter stated that the
function score should incorporate the
new response ‘“10. Not attempted due to
environmental limitations”. A few
commenters requested that CMS
consider assigning a score of 1 to
“dependent” responses instead of 0,
stating that this scoring aligns better
with the SNF Quality Reporting
Program. These commenters also seek
clarification on the rationale for
grouping “‘dependent” responses with
“resident refused,” “not applicable,”
and ‘“not attempted due to medical
conditions or safety concerns.” One
commenter pointed out that the MDS
item GG0170H1 (Does the resident
walk) will be retired on September 30,
2018, and recommended that CMS
adopt MDS item GG0170I (Walk 10 feet)
as a substitute for retired item
GG0170H1.

Response: We appreciate the
comment that missing values for section
GG assessments items are not currently
mapped to a point value for computing
function score. CMS will follow this
suggestion to map all values to a
function score by assigning missing
section GG responses to receive zero
points for the function score calculation
as other incomplete responses are also
assigned zero points. This is also
consistent with the current RUG-IV
ADL scoring methodology, which
assigns the same point value for missing
responses and other incomplete
responses. Similarly, we will map the
new response of 10: “Not attempted due
to environmental limitations,” which
was highlighted by another commenter,
to receive zero points for function score
assignment to make sure every response
has a corresponding point value. We
believe these point value assignments
are appropriate as they are consistent
with other similar responses that receive
zero points for function score
assignment, including “resident
refused,” “not applicable,” and “not
attempted due to medical condition or
safety concerns”. In response to the
comment requesting us to consider
assigning 1 point to “dependent”
responses instead of 0, this suggested
scoring would group “dependent”
responses with “substantial/maximal

assistance” responses. However, we
found that dependent residents have
different levels of PT and OT resource
utilization than residents receiving
substantial/maximal assistance. As
described in section 3.4.1 the SNF
PDPM technical report, we observed
that residents who were unable to
complete an activity had similar PT and
OT costs as dependent residents.
Therefore, we grouped the equivalent
section GG responses (“resident
refused,” “not applicable,” and “not
attempted due to medical condition or
safety concerns”) with “dependent”
responses for the purpose of point
assignment in constructing the function
score for PT and OT classification and
payment. In terms of alignment with the
SNF QRP quality measures, the PDPM
function score uses similar scoring logic
as the QRP functional outcome measure.
As with the PDPM function score, the
QRP Change in Self-Care score assigns
higher points to higher levels of
functional independence and assigns
the same point value to “dependent”
and incomplete responses. The QRP
functional outcome measure, however,
differs in scale. Whereas the PDPM
function score ranges from 0-4, the QRP
Change in Self-Care score ranges from
1-6. The QRP functional outcome
measure assigns 1 point to “dependent”
and all “activity was not attempted”’
codes (‘“resident refused,” ‘“not
applicable,” and “not attempted due to
medical condition or safety concerns”),
and 2 points to “substantial/maximal
assistance”. This score assignment is
very similar to that of the PDPM
function score. Additionally, one item
currently used to compute function
score, MDS GG0170H1 (Does the
resident walk), which is used to
determine if the resident can walk
before proceeding to assess GG0170]1
(Walk 50 Feet with Two Turns) and
GG0170K1 (Walk 150 Feet), is set to be
retired on September 30, 2018 with the
introduction of the newer, more detailed
SNF QRP mobility and self-care
outcome measure items. CMS concurs
with the commenter’s suggestion to
select a replacement for PDPM
implementation. Consistent with the
commenter’s suggestion, MDS item
GG0170I1 (Walk 10 feet) will be used as
the substitute for MDS GG0170H1 since
the inability to walk at least 10 feet or
to complete the assessment for this item
suggests a significant mobility
impairment that is essentially
equivalent to the definition of the
retired ““cannot walk” MDS item.
Responses 07: “resident refused,” 09:
‘“not applicable,” 10: “not attempted
due to environmental limitations,” or

88: “not attempted due to medical
condition or safety concerns” from MDS
item GG0170I1 will be used to identify
residents who cannot walk.

Comment: Commenters also stated
that the proposed function scores
should be updated to reflect new section
GG items for FY 2019. Specifically, they
stated that toileting, dressing, and
bathing are important activities of daily
living that are addressed by
occupational therapy, and therefore,
should be considered in measuring
residents’ functional status under
PDPM.

Response: In constructing the
function score for PT and OT payment,
we investigated the use of all existing
section GG items. Toileting is one of the
items included in the proposed function
scores for the PT, OT, and nursing
components of PDPM. We are aware
that additional section GG items are
scheduled to be implemented in FY
2019, including items that measure a
resident’s dressing and bathing abilities.
However, because these new items have
not yet been implemented, there is no
data available on resource utilization
associated with these items. Therefore,
it is not appropriate to include these
items in the calculation of the PDPM
function scores at this time. We will
consider adding section GG items that
are demonstrated to have a meaningful
relationship with utilization of SNF
resources as new items are added and
an appropriate amount of data (for
example, one year) is available to assess
this relationship. We will also consider
other changes to the function score as
necessary to reflect additional updates
to the section GG items, for example, the
addition, deletion, or modification of
particular items or responses.

Comment: One commenter advised
CMS to account for weight bearing
restrictions among residents who are
categorized into the Major Joint
Replacement or Spinal Surgery or Other
Orthopedic clinical categories. The
commenter stated that patients who
cannot bear weight have a more
complicated post-surgical recovery.

Response: We appreciate the concern
of the commenter regarding post-
surgical residents who cannot bear
weight. However, we believe the ability
of a resident to bear weight is
adequately captured by the mobility
items in MDS item GG0170, which are
included in the function score used for
classification and payment in the PT
and OT components. Therefore, we do
not believe additional modifications are
necessary at this time.

Comment: One commenter noted that
in some cases, PT and OT payment is
higher for case-mix groups with higher
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functional independence. The
commenter said this is counterintuitive
because it implies that some residents
who are more dependent require less
therapy. Another commenter sought
clarification on the relationship between
function score and average PT and OT
costs per day.

Response: The commenter is correct
that in some cases payment is higher for
residents who have higher levels of
functional independence. This reflects
the finding that PT and OT utilization
is highest for residents with moderate
functional independence and lower for
residents with both the highest levels of
functional dependence and
independence. In the first case, this
likely reflects residents whose
functional abilities are too impaired to
receive intensive therapy, while the
second case likely corresponds to
residents who require less therapy
because they already have a high level
of functional independence. Therefore,
we believe PDPM appropriately assigns
payment according to the observed
relationship between functional
independence and PT/OT utilization.

Comment: One commenter expressed
concern regarding the potential for
gaming the function score and
recommended that CMS remove the
function score from use as a patient
classifier.

Response: We appreciate this concern
for gaming of the function score and
plan to monitor closely for any changes
in functional coding before and after
implementation of PDPM. That being
said, we do believe that a patient’s
functional score is relevant in terms of
predicting payment accurately, as
described elsewhere in this section.
Therefore, we believe it is important to
keep function as an aspect of patient
classification for payment.

Accordingly, after considering the
comments received, for the reasons
discussed in the proposed rule and in
this final rule, we are finalizing our
proposals relating to the use of the
section GG items as the basis for
determining the patient’s PDPM
functional score and for classifying the
patient under PDPM PT and OT
components, with modifications. As
discussed above, in response to
comments, all missing values for section
GG assessment items will receive zero
points as a function score. Similarly, the
function score will incorporate a new
response ‘“10. Not attempted due to
environmental limitations” and we will
assign it a point value of zero.
Furthermore, consistent with a
commenter’s suggestion, we will adopt
MDS item GG0170I1 (Walk 10 feet) as a
substitute for retired item GG0170H1

(Does the resident walk), and we will
use responses 07: “resident refused,”
09: “not applicable,” 10: “not attempted
due to environmental limitations,” or
88: “not attempted due to medical
condition or safety concerns” from MDS
item GG0170I1 to identify residents who
cannot walk.

(iii) Cognitive Status

Under the RCS-I case-mix model
presented in the ANPRM, we used
cognitive status to classify residents
under the PT and OT components in
addition to the primary reason for SNF
care and functional ability. As
explained in the proposed rule (83 FR
21046) and in greater detail below, after
publication of the ANPRM, we removed
cognitive status as a determinant of
resident classification for the PT and OT
components. Still, although cognitive
status was not ultimately selected as a
determinant of PT and OT classification,
it was considered as a possible element
in developing the proposed resident
groups for these components via the
Classification and Regression Trees
(CART) algorithm described in greater
detail in the proposed rule and below.
Because we included cognitive status as
an independent variable in the CART
analysis used to develop case-mix
groups for PT and OT, we stated that we
believed it was appropriate to discuss
construction of the proposed new
cognitive measure here even though it
was not ultimately selected as a
determinant of payment for PT and OT.
Thus, we discussed construction of the
instrument used to measure cognitive
status under the proposed PDPM in the
section addressing case-mix
classification under the PT and OT
components, rather than introducing it
when discussing SLP classification, in
which we proposed cognitive status as
a determinant of resident classification.
Under the current SNF PPS, cognitive
status is used to classify a small portion
of residents that fall into the Behavioral
Symptoms and Cognitive Performance
RUG-IV category. For all other
residents, cognitive status is not used in
determining the appropriate payment
for a resident’s care. However, as we
explained in the proposed rule, industry
representatives and clinicians at
multiple TEPs suggested that a
resident’s cognitive status can have a
significant impact on a resident’s PT
and OT costs. Based on this feedback,
we explored a resident’s cognitive status
as a predictor of PT and OT costs.

Under the RUG-IV model, cognitive
status is assessed using the Brief
Interview for Mental Status (BIMS) on
the MDS 3.0. The BIMS is based on
three items: “repetition of three words,”

“temporal orientation,” and “recall.”
These items are summed to produce the
BIMS summary score. The BIMS score
ranges from 0 to 15, with 0 assigned to
residents with the worst cognitive
performance and 15 assigned to
residents with the highest performance.
Residents with a BIMS score less than
or equal to 9 classify for the Behavioral
Symptoms and Cognitive Performance
category. Residents with a summary
score greater than 9 but not 99 (resident
interview was not successful) are
considered cognitively intact for the
purpose of classification under RUG-IV.

As we explained in the proposed rule
(83 FR 21046), in approximately 15
percent of 5-day MDS assessments, the
BIMS is not completed: in 12 percent of
cases the interview is not attempted,
and for 3 percent of cases the interview
is attempted but cannot be completed.
The MDS directs assessors to skip the
BIMS if the resident is rarely or never
understood (this is scored as
“skipped”). In these cases, the MDS
requires assessors to complete the Staff
Assessment for Mental Status (items
C0700 through C1000). The Cognitive
Performance Scale (CPS) is then used to
assess cognitive function based on the
Staff Assessment for Mental Status and
other MDS items (‘“Comatose’ (B0100),
“Makes Self Understood” (B0700), and
the self-performance items of the four
late-loss ADLs). The Staff Assessment
for Mental Status consists of four items:
“Short-term Memory OK,” “Long-term
Memory OK,” “Memory/Recall Ability,”
and “Cognitive Skills for Daily Decision
Making.” Only “Short-term Memory
OK” and ““Cognitive Skills for Daily
Decision Making” are currently used for
payment. In MDS 2.0, the CPS was used
as the sole measure of cognitive status.
A resident was assigned a CPS score
from 0 to 6 based on the Staff
Assessment for Mental Status and other
MBDS items, with 0 indicating the
resident was cognitively intact and 6
indicating the highest level of cognitive
impairment. In addition to the items on
the Staff Assessment for Mental Status,
MDS items “Comatose” (B0100),
“Makes Self Understood” (B0700), and
the self-performance items of the four
late-loss ADLs factored into the CPS
score. Any score of 3 or above was
considered cognitively impaired. The
CPS on the current version of the MDS
(3.0) functions very similarly. Instead of
assigning a score to each resident, a
resident is determined to be cognitively
impaired if he or she meets the criteria
to receive a score of 3 or above on the
CPS, based on the MDS items
mentioned above. In other words,
whereas the MDS 2.0 assigned a CPS
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score to each resident, the MDS 3.0 only
determines whether a resident’s score is
greater than or equal to 3 and does not
assign a specific score to each resident
for whom the CPS is used to assess
cognitive status. Residents who are
determined to be cognitively impaired
based on the CPS are classified in the
Behavioral Symptoms and Cognitive
Performance category under RUG-1V, if
they do not meet the criteria for a
higher-paying category.

We stated in the proposed rule (83 FR
21047) that given that the 15 percent of
residents who are not assessed on the
BIMS must be assessed using a different
scale that relies on a different set of
MDS items, there is currently no single
measure of cognitive status that allows
comparison across all residents. To
address this issue, Thomas et al., in a
2015 paper, proposed use of a new
cognitive measure, the Cognitive
Function Scale (CFS), which combines
scores from the BIMS and CPS into one
scale that can be used to compare
cognitive function across all residents
(Thomas KS, Dosa D, Wysocki A, Mor
V; The Minimum Data Set 3.0 Cognitive
Function Scale. Med Care. https://
www.ncbi.nlm.nih.gov/pubmed/?term=
25763665). Following a suggestion from
the June 2016 TEP, we explored using

the CFS as a measure of cognition and
found that there is a relationship
between the different levels of the
cognitive scale and resident costs.
Specifically, we observed that as
cognitive function declines, PT and OT
costs per day decrease, while SLP costs
per day more than double. More
information on this analysis can be
found in section 3.4.1. of the SNF PMR
technical report that accompanied the
ANPRM available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
therapyresearch.html. Based on these
initial investigations, we used the CFS
as a cognitive measure in the RCS-I
payment model described in the
ANPRM. As we noted above, the RUG—-
IV system incorporates both the BIMS
and CPS score separately, but the CFS
blends them together into one measure
of cognitive status. Details on how the
BIMS score and CPS score are
determined using the MDS assessment
are described above. The CFS uses these
scores to place residents into one of four
cognitive performance categories, as
shown in Table 19 of the proposed rule
(set forth in Table 19 of this final rule).
After publication of the ANPRM, we
received stakeholder comments
questioning this scoring methodology,

specifically the classification of a CPS
score of 0 as “mildly impaired.” Based
on a subsequent analysis showing that
residents with a CPS score of 0 were
similar to residents classified as
“cognitively intact” under the CFS
methodology, as well as clinical
feedback, we determined that it was
appropriate to reclassify residents with
a CPS score of 0 as cognitively intact,
consistent with ANPRM feedback. This
analysis is described in more detail in
section 3.4.1. of the SNF PDPM
technical report, available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
therapyresearch.html. The scoring
methodology for the proposed PDPM
cognitive measure was shown in Table
20 of the proposed rule (set forth in
Table 20 of this final rule). We would
note once again that while we discussed
this scoring methodology in section
V.D.3.b of the proposed rule (83 FR
21046 through 21047) and this section
of the final rule because cognitive status
was considered in developing the PT
and OT classification, the cognitive
score was not proposed as a factor in
classification for the PT and OT
components under PDPM, as further
discussed in the proposed rule (83 FR
21047) and below.

TABLE 19—COGNITIVE FUNCTION SCALE (CFS) SCORING METHODOLOGY
Cognitive level BIMS score CPS score
COognitiVEly INTACT ... e e 1315 | e
Mildly Impaired ............. 8-12 0-2
Moderately Impaired .... 0-7 3-4
SEVEIEIY IMPAITEA ...t r e e st e b e st sk e e s e e bt e e e nhe e s e nreesnesneesneaneesnennesnnennenne | neeeesseeeenreeeennen 5-6
TABLE 20—PDPM COGNITIVE MEASURE CLASSIFICATION METHODOLOGY
Cognitive level BIMS score CPS score
COognitiVely INTACE ... e e 13-15 0
Mildly Impaired ............. 8-12 1-2
Moderately Impaired .... 0-7 3-4
SEVEIEIY IMPAITEA ...t r e st e b e e n sk e s e e bt e e e nae e s e sreesnesneesnesneesnennesnnennenne | neeeesseeeenreeeennen 5-6

(iv) PT and OT Case-Mix Groups

As explained in the proposed rule (83
FR 21047), once each of these
variables—clinical reasons for the SNF
stay, the resident’s functional status,
and the presence of a cognitive
impairment—was identified, we then
used a statistical regression technique
called Classification and Regression
Trees (CART) to explore the most
appropriate splits in PT and OT case-
mix groups using these three variables.
In other words, CART was used to
investigate how many PT and OT case-
mix groups should exist under the

proposed PDPM and what types of
residents or score ranges should be
combined to form each of those PT and
OT case-mix groups. CART is a non-
parametric decision tree learning
technique that produces either
classification or regression trees,
depending on whether the dependent
variable is categorical or numeric,
respectively. We stated that using the
CART technique to create payment
groups is advantageous because it is
resistant to both outliers and irrelevant
parameters. The CART algorithm has
been used to create payment groups in
other Medicare settings. For example, it

was used to determine Case Mix Groups
(CMGs) splits within rehabilitation
impairment groups (RICs) when the
inpatient rehabilitation facility (IRF)
PPS was developed. This methodology
is more thoroughly explained in section
3.4.2. of the SNF PDPM technical report
(available at https://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/
therapyresearch.html).

As explained in the proposed rule (83
FR 21047), we used CART to develop
splits within the four collapsed clinical
categories shown in Table 15 of the
proposed rule (set forth in Table 15 of
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this final rule). Splits within each of
these four collapsed clinical categories
were based on the two independent
variables included in the algorithm:
Function score and cognitive status. The
CART algorithm split residents into 18
groups for the PT component and 14
groups for the OT component. These
splits are primarily based on differences
in resident function. As stated in the
proposed rule, in the CART-generated
groups, cognitive status plays a role in
categorizing less than half of the PT
groups and only two of the 14 OT
groups. In addition, we stated that to
create the proposed resident
classification for the PT and OT
components, we made certain
administrative decisions that further
refined the PT and OT case-mix
classification groups beyond those
produced through use of the CART
algorithm. For example, while CART
may have created slightly different
breakpoints for the function score in
different clinical categories, we state
that we believe using a consistent split
in scores across clinical categories
improves the simplicity of the case-mix
model without compromising its
accuracy. Therefore, we used the splits
created by the CART algorithm as the
basis for the consistent splits selected
for the case-mix groups, simplifying the
CART output while retaining important
features of the CART-generated splits. In
our proposed classification for the PT
and OT components, we retained
function as the sole determinant of
resident categorization within each of
the four collapsed clinical categories.
We created function score bins based on
breakpoints that recurred in the CART
splits, such as 5, 9, and 23. As noted in
the proposed rule (83 FR 21048) and
above, we dropped cognitive status as a
determinant of classification because of
the reduced role it played in
categorizing residents within the CART-
generated groups. Finally, we used the
same function score bins to categorize
residents within each of the four
collapsed clinical categories for both the
PT and OT components. As shown in
section 3.4.2. of the SNF PDPM
technical report (available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
therapyresearch.htm), and as explained
in the proposed rule, using the proposed
case-mix groups for the PT and OT
components results in a reduction of
0.005 in the R-squared values for both
PT and OT classification models. We
stated that this shows that although the
proposed case-mix groups improve
simplicity by removing one predictor
revealed to be less important in

categorizing residents (cognitive status)
and grouping residents similarly (using
the same function score bins) across
clinical categories, these decisions have
only a minor negative impact on
predictive accuracy. These analyses are
described in further detail in section
3.4.2. of the SNF PDPM technical report
(available at https://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/
therapyresearch.html).

Based on the CART results and the
administrative decisions described
above, we proposed 16 case-mix groups
to classify residents for PT and OT
payment. We noted in the proposed rule
(83 FR 21048) that this represents a
marked reduction in the number of case-
mix groups for PT and OT classification
under the RCS-I model discussed in the
ANPRM. As discussed in the proposed
rule and throughout the sections above,
after publication of the ANPRM, we
received feedback from stakeholders
that the RCS-I payment model was
overly complex. In particular,
commenters expressed concern about
the relatively large number of possible
combinations of case-mix groups. Based
on this feedback, we sought to reduce
the number of resident groups in the PT
and OT components. First, as discussed
in the proposed rule and in this final
rule, because we observed similar PT
and OT resource utilization patterns in
the clinical categories of Non-
Orthopedic Surgery and Acute
Neurologic, we decided to collapse
these categories for the purpose of PT
and OT classification. In addition, as
discussed in the proposed rule and in
this final rule, we replaced the section
G-based functional measure from RCS—
I with a new functional measure based
on section GG items. We found that the
inclusion of the section GG-based
functional measure in the CART
algorithm resulted in case-mix groups in
which cognitive function played a less
important role in classification. Based
on these results, we determined that we
could remove cognitive function as a
determinant of PT and OT classification
without a notable loss in the predictive
ability of the payment model, as
discussed above. We also consulted
with clinicians who advised CMS
during development of PDPM, who
confirmed the appropriateness of this
decision. We stated in the proposed rule
that the decisions to collapse Non-
Orthopedic Surgery and Acute
Neurologic into one clinical category
and remove cognitive status resulted in
a large reduction in the number of PT
and OT case-mix groups, from the 30 in
RCS-I to the 16 in the proposed PDPM

provided in Table 21 of the proposed
rule (and set forth in Table 21 of this
final rule). We provided the criteria for
each of these groups along with its CMI
for both the PT and OT components in
Table 21. As shown in Table 21, two
factors would be used to classify each
resident for PT and OT payment:
Clinical category and function score.
Each case-mix group corresponds to one
clinical category and one function score
range. We proposed classifying each
SNF resident into one of the 16 groups
shown in Table 21 based on these two
factors.

To help ensure that payment reflects
the average relative resource use at the
per diem level, we stated in the
proposed rule (83 FR 21048) that CMIs
would be set to reflect relative case-mix
related differences in costs across
groups. We stated that this method
helps ensure that the share of payment
for each case-mix group would be equal
to its share of total costs of the
component. We further explained that
CMIs for the PT and OT components
were calculated based on two factors.
One factor was the average per diem
costs of a case-mix group relative to the
population average. The other factor
was the average variable per diem
adjustment factor of the group relative
to the population average. In this
calculation, average per diem costs
equaled total PT or OT costs in the
group divided by number of utilization
days in the group. Similarly, the average
variable per diem adjustment factor
equaled the sum of variable per diem
adjustment factors corresponding to a
given component (PT or OT) for all
utilization days in the group divided by
the number of utilization days in the
group. We calculated CMIs such that
they equal the ratio of relative average
per diem costs for a group to the relative
average variable per diem adjustment
factor for the group. In this calculation,
relative average per diem costs and the
relative average variable per diem
adjustment factor were weighted by
length of stay to account for the
different length of stay distributions
across case-mix groups (as further
discussed in section 3.11.1. of the SNF
PDPM technical report, available at
https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/therapyresearch.html). The
relative average variable per diem
adjustment factors for a given PT group
and the corresponding OT group were
the same because residents were
classified into the same case-mix group
under both components. However,
relative average per diem costs were
different across the two corresponding
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PT and OT groups, therefore the
resulting CMIs calculated for each group
were different, as shown in Table 21.
After calculating CMIs as described
above, we then applied adjustments to
help ensure that the distribution of
resources across payment components is
aligned with the statutory base rates. We
stated that the base rates implicitly
allocate resources to case-mix
components in proportion to the relative
magnitude of the respective component
base rates. For example, if the base rate
for one component were twice as large
as the base rate for another component,
this would imply that the component
with the larger base rate should receive
double the resources of the other

component. To ensure that the
distribution of resources across payment
components was aligned with the
statutory base rates, in the proposed
rule, we set CMIs such that the average
product of the CMI and the variable per
diem adjustment factor for a day of care
equals 1.0 for each of the five case-mix-
adjusted components in PDPM. If the
average product of the CMI and the
variable per diem adjustment factor for
a day of care were different across case-
mix components, this would result in
allocating resources in a manner
inconsistent with the distribution of
resources implied by the statutory base
rates.

After adjusting the CMIs to align the
distribution of resources across payment
components with the statutory base
rates, a parity adjustment was then
applied by multiplying the CMIs by the
ratio of case-mix-related payments in
RUG-1V over estimated case-mix-related
payments in PDPM, as further discussed
in section V.J. of the proposed rule.
More information on the variable per
diem adjustment factors is discussed in
section V.D.4. of the proposed rule. The
full methodology used to develop CMIs
is presented in section 3.11. of the SNF
PDPM technical report (available at
https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/therapyresearch.html).

TABLE 21—PT AND OT CASE-MiX CLASSIFICATION GROUPS

i Section GG PT OT case- PT case-mix OT case-mix
Clinical category function score mix group index index
Major Joint Replacement or Spinal SUrgery .......c.ccoceeieerieenieniienee e 0-5 TA 1.53 1.49
Major Joint Replacement or Spinal SUrgery ...........ccceeveeriiiniecieeneeeeceee 6-9 B 1.69 1.63
Major Joint Replacement or Spinal SUrgery .......c.ccooceeieenieenienieenee e 10-23 TC 1.88 1.68
Major Joint Replacement or Spinal Surgery ... 24 TD 1.92 1.53
Other OrthopediC ........ccccevieeiiiiiieieeeeee 0-5 TE 1.42 1.41
Other Orthopedic ... 6-9 TF 1.61 1.59
Other Orthopedic ... 10-23 TG 1.67 1.64
Other Orthopedic ....... 24 TH 1.16 1.15
Medical Management ... 0-5 TI 1.13 1.17
Medical Management ............ccccooiiiiiiii e 6-9 TJ 1.42 1.44
Medical Management ..........cooiiiiiiiie e e 10-23 TK 1.52 1.54
Medical Management ..o, 24 TL 1.09 1.1
Non-Orthopedic Surgery and Acute Neurologic ... 0-5 ™ 1.27 1.30
Non-Orthopedic Surgery and Acute Neurologic ... 6-9 TN 1.48 1.49
Non-Orthopedic Surgery and Acute Neurologic ... 10-23 TO 1.55 1.55
Non-Orthopedic Surgery and Acute Neurologic ...........cccooviciiiiiiniiiiiciines 24 TP 1.08 1.09

We stated in the proposed rule that,
under the proposed PDPM, all residents
would be classified into one and only
one of these 16 PT and OT case-mix
groups for each of the two components.
We explained that as opposed to the
RUG-IV system that determines therapy
payments based only on the amount of
therapy provided, these groups classify
residents based on the two resident
characteristics shown to be most
predictive of PT and OT utilization:
Clinical category and function score.
Thus, we believe that the PT and OT
case-mix groups better reflect relative
resource use of clinically relevant
resident subpopulations, and therefore,
provide for more appropriate payment
under the SNF PPS.

Commenters submitted the following
additional comments related to the
proposed rule’s discussion of the
Physical and Occupational Therapy
Case-Mix Classification. A discussion of
these comments, along with our
responses, appears below.

Comment: Several commenters
expressed concern that CMS did not

include cognition or swallowing
disorders as determinants of payment
for the OT component. One commenter
stated that the removal of cognitive
status as a determinant of PT and OT
payment will lead to underpayment
because cognitive impairment leads to
longer recovery time and an increased
need for therapy services, particularly
occupational therapy.

Response: As discussed in the
proposed rule (83 FR 21046) and in
section 3.4.2 of the SNF PDPM technical
report, cognitive status was initially
considered as a determinant of resident
classification and payment in the PT
and OT components of PDPM. However,
after replacing the section G-based
function score for PT and OT
classification with a function score
based on new, IMPACT Act-compliant
section GG items, we reran the CART
analysis used to develop possible case-
mix groups. We found that after
including the section GG-based function
score, cognitive status played a minimal
role in resident classification. As noted
in the proposed rule (83 FR 21047),

cognition played a role in categorizing
less than half of the 18 CART-generated
PT groups and only two of the 14 CART-
generated OT groups. Based on the
reduced role of cognition in resident
classification for PT and OT payment,
we decided to remove cognitive status
as a determinant of payment for these
components. This decision also allowed
us to substantially reduce the number of
case-mix groups for the PT and OT
components from the 30 presented in
the 2017 ANPRM to the 16 presented in
the proposed rule, contributing to a
simplification of the payment model,
which was requested by a number of
commenters responding to the ANPRM.
We also confirmed that the decision to
remove cognitive status as a
determinant of PT and OT classification
had only a minor negative impact on
predictive accuracy, reducing the R-
squared values of the both the PT and
OT classification models by only 0.005.

Comment: One commenter expressed
concern about the reliability of the
cognitive measure used in PDPM.
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Response: As detailed in section 3.4.1
of the SNF PDPM technical report, the
PDPM cognitive measure was built
based on two existing cognitive
measures: The Brief Interview for
Mental Status (BIMS) and the Cognitive
Performance Scale (CPS). Both measures
are used in the current RUG-IV system
to determine cognitive impairment.
BIMS is used when the resident is able
to complete the interview, while CPS is
used when the resident is unable to
complete the interview and the staff
assessment has to be conducted. Thus,
the PDPM cognitive measure is based on
cognitive measures that have been
validated and used for years. It
combines the existing scores from BIMS
and CPS into one scale that can be used
to compare cognitive function across all
residents.

Comment: Some commenters stated
that CMS should consider including
comorbidities related to PT or OT
utilization, in particular conditions
associated with high therapy intensity
or duration. Commenters stated
coronary artery disease, congestive heart
failure, diabetes, chronic obstructive
pulmonary disease (COPD), asthma,
chronic wounds, depression,
swallowing disorders and multiple
sclerosis are conditions that could be
considered as possible comorbidities for
the PT or OT components.

Response: As described in section
3.4.1 of the SNF PDPM technical report,
we investigated the impact of a broad
list of conditions on PT and OT
utilization. These conditions were
selected for investigation based on
comments received in response to the
2017 ANPRM, clinical input, and a
literature search. This broad list
included several of the conditions
mentioned by commenters, including
congestive heart failure, diabetes,
depression, and swallowing disorders.
To focus on conditions that have non-
negligible impact on increasing costs,
only those that had a positive impact on
PT or OT costs per day of $2 or more
were selected for further investigation.
None of the conditions mentioned by
commenters that were included in this
investigation (congestive heart failure,
diabetes, depression, swallowing
disorders, and multiple sclerosis) met
this criterion; therefore, they were not
selected for inclusion in the payment
model. Additionally, as mentioned in
section 3.4.1 of the SNF PDPM technical
report, we investigated the impact of an
even broader range of MDS items,
diagnosis-related groups (DRGs), and
hierarchical condition categories (HCCs)
on PT and OT utilization. Among the
conditions included in this analysis
were coronary artery disease, COPD,

asthma, and various types of wounds/
wound care including wound infection,
surgical wounds, and surgical wound
care. Based on this analysis, we
determined that all of these conditions
had either a small or statistically
insignificant impact on PT costs per day
and OT costs per day. As previously
stated, because the current system is
heavily based on service provision and
most residents are classified into the
Ultra-High therapy category, there is
currently little variance available in PT
and OT costs per day to be explained by
the presence of comorbidities. For the
foregoing reasons, we do not believe it
is appropriate to include the conditions
mentioned by commenters as
comorbidities for PT or OT payment at
this time. However, as care practices
change over time, we may consider
adding comorbidities that have a strong
impact on PT or OT utilization.

Comment: Many commenters
supported the proposed separation of
the PT and OT components, as
compared to the RCS-I model that
combined these components into a
single component. One commenter
questioned if therapy would be covered
for pain management and wound care
treatments as these types of treatments
are not explicitly covered under the
clinical categories.

Response: We appreciate the support
for the decision to separate the PT and
OT components. With regard to the
question of therapy coverage for certain
conditions, we would note that neither
the clinical categories, nor any other
aspects of PDPM implementation,
should be taken to change any coverage
guidelines.

Accordingly, after considering the
comments received, for the reasons
discussed in the proposed rule and in
the final rule, we are finalizing the
proposed PT and OT components under
the PDPM and our proposals relating to
the methodology for classifying
residents under the PT and OT
components, effective October 1, 2019,
with the modifications discussed in this
section. As discussed above, in response
to comments, rather than requiring
providers to record the type of inpatient
surgical procedure performed during the
prior inpatient hospital stay by coding
an ICD-10-PCS code in the second line
of item 18000 as we proposed, we will
instead require providers to select, as
necessary, a surgical procedure category
in a sub-item within Item J2000 which
would identify the relevant surgical
procedure that occurred during the
patient’s preceding hospital stay and
which would augment the patient’s
PDPM clinical category. For purposes of
calculating the function score, all

missing values for section GG
assessment items will receive zero
points. Similarly, the function score will
incorporate a new response “10. Not
attempted due to environmental
limitations” and we will assign it a
point value of zero. Furthermore,
consistent with a commenter’s
suggestion, we will adopt MDS item
GG0170I1 (Walk 10 feet) as a substitute
for retired item GG0170H1 (Does the
resident walk), and we will use
responses 07: “resident refused,” 09:
“not applicable,” 10: “not attempted
due to environmental limitations,” or
88: “not attempted due to medical
condition or safety concerns” from MDS
item GG017011 to identify residents who
cannot walk.

c. Speech-Language Pathology Case-Mix
Classification

As discussed above and in the
proposed rule (83 FR 21049), many of
the resident characteristics that we
found to be predictive of increased PT
and OT costs were predictive of lower
SLP costs. We stated that as a result of
this inverse relationship, using the same
set of predictors to case-mix adjust all
three therapy components would
obscure important differences in
variables predicting variation in costs
across therapy disciplines and make any
model that attempts to predict total
therapy costs inherently less accurate.
Therefore, we stated that we believe it
is appropriate to have a separately
adjusted case-mix SLP component that
is specifically designed to predict
relative differences in SLP costs. As
discussed in the proposed rule and in
the prior section of this final rule, costs
derived from the charges on claims and
CCRs on facility cost reports were used
as the measure of resource use to
develop an alternative payment model.
Costs are reflective of therapy utilization
as they are correlated to therapy
minutes recorded for each therapy
discipline.

Following the same methodology we
used to identify predictors of PT and OT
costs, we explained in the proposed rule
that our project team conducted cost
regressions with a host of variables from
the MDS assessment, prior inpatient
claims, and SNF claims that were
identified as likely to be predictive of
relative increases in SLP costs. The
variables were selected with the goal of
being as inclusive of the measures
recorded on the MDS assessment as
possible and also included diagnostic
information from the prior inpatient
stay. The selection process also
incorporated clinical input from TEP
panelists, the contractor’s clinical staff,
and CMS clinical staff. We stated that
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these initial costs regressions were
exploratory and meant to identify a
broad set of resident characteristics that
are predictive of SLP resource
utilization. The results were used to
inform which variables should be
investigated further and ultimately
included in the payment system. A table
of all of the variables considered in this
analysis appears in the appendix of the
SNF PMR technical report that
accompanied the ANPRM (available at
https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/therapyresearch.html).

As we stated in the proposed rule (83
FR 21049), based on these cost
regressions, we identified a set of three
categories of predictors relevant in
predicting relative differences in SLP
costs: Clinical reasons for the SNF stay,
presence of a swallowing disorder or
mechanically-altered diet, and the
presence of an SLP-related comorbidity
or cognitive impairment. We explained
that a model using these predictors to
predict SLP costs per day accounted for
14.5 percent of the variation in SLP
costs per day, while a very extensive
model using 1,016 resident
characteristics only predicted 19.3
percent of the variation. We stated that
this shows that these predictors alone
explain a large share of the variation in
SLP costs per day that can be explained
with resident characteristics.

As with the proposed PT and OT
components, we began with the set of
clinical categories identified in Table 14
of the proposed rule (set forth in Table
14 of this final rule) meant to capture
general differences in resident resource
utilization and ran cost regressions to
determine which categories may be
predictive of generally higher relative
SLP costs. Through this analysis, we
found that one clinical category, the
Acute Neurologic group, was
particularly predictive of increased SLP
costs. More detail on this investigation
can be found in section 3.5.2. of the SNF
PMR technical report that accompanied
the ANPRM, available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
therapyresearch.html. Therefore, to
determine the initial resident
classification into an SLP group under
the proposed PDPM, we stated that
residents would first be categorized into
one of two groups using the clinical
reasons for the resident’s SNF stay
recorded on the first line of Item 18000
on the MDS assessment: Either the
“Acute Neurologic” clinical category or
a “Non-Neurologic” group that includes
the remaining clinical categories in
Table 14 (Major Joint Replacement or
Spinal Surgery; Non-Surgical

Orthopedic/Musculoskeletal;
Orthopedic Surgery (Except Major Joint
Replacement or Spinal Surgery); Acute
Infections; Cancer; Pulmonary; Non-
Orthopedic Surgery; Cardiovascular and
Coagulations; and Medical
Management).

In addition to the clinical reason for
the SNF stay, based on cost regressions
and feedback from TEP panelists, we
stated in the proposed rule (83 FR
21050) that we also identified the
presence of a swallowing disorder or a
mechanically-altered diet (which refers
to food that has been altered to make it
easier for the resident to chew and
swallow to address a specific resident
need) as a predictor of relative increases
in SLP costs. First, we stated that
residents who exhibited the signs and
symptoms of a swallowing disorder, as
identified using K0100Z on the MDS
3.0, demonstrated significantly higher
SLP costs than those who did not
exhibit such signs and symptoms.
Therefore, we considered including the
presence of a swallowing disorder as a
component in predicting SLP costs.
However, when this information was
presented during the October 2016 TEP,
stakeholders indicated that the signs
and symptoms of a swallowing disorder
may not be as readily observed when a
resident is on a mechanically-altered
diet and requested that we also consider
evaluating the presence of a
mechanically-altered diet, as
determined by item K0510C2 on the
MDS 3.0, as an additional predictor of
increased SLP costs. As we further
explained in the proposed rule, our
project team conducted this analysis
and found that there was an associated
increase in SLP costs when a
mechanically-altered diet was present.
Moreover, we stated that this analysis
revealed that while SLP costs may
increase when either a swallowing
disorder or mechanically-altered diet is
present, resident SLP costs increased
even more when both of these items
were present. More detail on this
investigation and these analyses can be
found in section 3.5.3. of the SNF PDPM
technical report, available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
therapyresearch.html. As a result, we
agreed with the stakeholders that both
swallowing disorder and mechanically-
altered diet are important components
of predicting relative increases in
resident SLP costs, and thus, in addition
to the clinical categorization, we
proposed classifying residents as having
either a swallowing disorder, being on
a mechanically altered diet, both, or
neither for the purpose of classifying the

resident under the SLP component. We
also noted that we plan to monitor
specifically for any increases in the use
of mechanically altered diet among the
SNF population that may suggest that
beneficiaries are being prescribed such
a diet based on facility financial
considerations, rather than for clinical
need.

As a final aspect of the proposed SLP
component case-mix adjustment, we
explored how SLP costs vary according
to cognitive status and the presence of
an SLP-related comorbidity. As we
explained in the proposed rule, we
observed that SLP costs were notably
higher for residents who had a mild to
severe cognitive impairment as defined
by the PDPM cognitive measure
methodology described in Table 20 of
the proposed rule (set forth in Table 20
of this final rule) or who had an SLP-
related comorbidity present. We stated
that for each condition or service
included as an SLP-related comorbidity,
the presence of the condition or service
was associated with at least a 43 percent
increase in average SLP costs per day.
The presence of a mild to severe
cognitive impairment was associated
with at least a 100 percent increase in
average SLP costs per day. Similar to the
analysis conducted in relation to the PT
and OT components, the project team
ran cost regressions on a broad list of
possible conditions. As we stated in the
proposed rule (83 FR 21050), based on
that analysis, and in consultation with
stakeholders during our TEPs and
clinicians, we identified the conditions
listed in Table 22 of the proposed rule
(set forth in Table 22 of this final rule)
as SLP-related comorbidities which we
believe best predict relative differences
in SLP costs. As discussed in the
proposed rule, we used diagnosis codes
on the most recent inpatient claim and
the first SNF claim, as well as MDS
items on the 5-day assessment for each
SNF stay to identify these diagnoses and
found that residents with these
conditions had much higher SLP costs
per day. Further, we stated that rather
than accounting for each SLP-related
comorbidity separately, all conditions
were combined into a single flag. If the
resident has at least one SLP-related
comorbidity, the combined flag is
turned on. We explained in the
proposed rule that we combined all
SLP-related comorbidities into a single
flag because we found that the
predictive ability of including a
combined SLP comorbidity flag is
comparable to the predictive ability of
including each SLP-related comorbidity
as an individual predictor. Additionally,
we stated that using a combined SLP-
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related comorbidity flag greatly
improves the simplicity of the payment
model. More detail on these analyses
can be found in section 3.5.1. of the SNF
PMR technical report that accompanied
the ANPRM (available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/
therapyresearch.html).

TABLE 22—SLP-RELATED
COMORBIDITIES

Aphasia.

CVA, TIA, or Stroke.

Hemiplegia or Hemiparesis.

Traumatic Brain Injury.

Tracheostomy Care (While a Resi-
dent).

Ventilator or Respirator (While a Resi-
dent).

Laryngeal Cancer.

Apraxia.

Dysphagia.

ALS.

Oral Cancers.

Speech and Language Deficits.

Once each of these variables—clinical
reasons for the SNF stay, presence of a
swallowing disorder or mechanically-
altered diet, and the presence of an SLP-
related comorbidity or cognitive
impairment—found to be useful in
predicting resident SLP costs was
identified, as we discussed in the
proposed rule (83 FR 21050), we used
the CART algorithm, as we discussed
above in relation to the PT and OT
components, to determine appropriate
splits in SLP case-mix groups based on
CART output breakpoints using these
three variables. We stated we then
further refined the SLP case-mix
classification groups beyond those
produced by the CART algorithm. We
used consistent criteria to group
residents into 18 payment groups across
the two clinical categories determined
to be relevant to SLP utilization (Acute
Neurologic and Non-Neurologic). These
groups simplified the SLP case-mix
classification by reducing the number of
groups while maintaining the CART
predictive power in terms of R-squared.
This methodology and the results of our
analysis are more thoroughly explained
in sections 3.4.2. and 3.5.2. of the SNF
PMR technical report that accompanied
the ANPRM (available at https://
www.cms.gov/Medicare/Medicare-Fee-

for-Service-Payment/SNFPPS/
therapyresearch.html).

Under the original RCS-1 SLP
component, a resident could be
classified into one of 18 possible case-
mix groups. Comments received in
response to the ANPRM expressed
concern over the complexity of the
payment model due to the high number
of possible combinations of case-mix
groups. We stated in the proposed rule
(83 FR 21051) that, to reduce the
number of possible SLP case-mix
groups, we simplified the consistent
splits model selected for RCS-I. To
accomplish this, we combined clinical
category (Acute Neurologic or Non-
Neurologic), cognitive impairment, and
the presence of an SLP-related
comorbidity into a single predictor due
to the clinical relationship between
acute neurologic conditions, cognition,
and SLP comorbidities. We explained in
the proposed rule that these three
predictors are highly interrelated as
acute neurologic conditions may often
result in cognitive impairment or SLP-
related comorbidities such as speech
and language deficits. As we discussed
in the proposed rule, using this
combined variable along with presence
of a swallowing disorder or
mechanically-altered diet results in 12
groups. We compared the predictive
ability of the simplified model with
more complex classification options,

including the original RCS-I SLP model.

We explained that regression results
showed that the reduction in case-mix
groups by collapsing independent
variables had little to no effect on
payment accuracy. Specifically, we
noted that the proposed PDPM SLP
model has an R-squared value almost
identical to that of the original RCS-I
SLP model, while reducing the number
of resident groups from 18 to 12.
Therefore, we determined that 12 case-
mix groups would be necessary to
classify residents adequately in terms of
their SLP costs in a manner that
captures sufficient variation in SLP
costs without creating unnecessarily
granular separations. More information
on this analysis can be found in section
3.5.2. of the SNF PDPM technical report
(available at https://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/

therapyresearch.html). We provided the
criteria for each of these groups along
with its CMI in Table 23 of the proposed
rule (set forth in Table 23 of this final
rule).

To help ensure that payment reflects
the average relative resource use at the
per diem level, we stated in the
proposed rule (83 FR 21051) that CMIs
would be set to reflect relative case-mix
related differences in costs across
groups. We stated that this method
helps ensure that the share of payment
for each case-mix group would be equal
to its share of total costs of the
component. We further explained that
CMIs for the SLP component were
calculated based on the average per
diem costs of a case-mix group relative
to the population average. Relative
average differences in costs were
weighted by length of stay to account for
the different length of stay distributions
across case-mix groups (as further
discussed in section 3.11.1. of the SNF
PDPM technical report, available at
https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/therapyresearch.html). In this
calculation, average per diem costs
equaled total SLP costs in the group
divided by number of utilization days in
the group. Because the SLP component
does not have a variable per diem
schedule (as further discussed in section
3.9.1. of the SNF PDPM technical report,
available at https://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/therapy
research.html), variable per diem
adjustment factors were not involved in
SLP CMI calculation. We further stated
that a parity adjustment was then
applied by multiplying the CMI by the
ratio of case-mix-related payments in
RUG-IV over estimated case-mix-related
payments in PDPM, as further discussed
in section V.J. of the proposed rule. We
stated that this method helps ensure
that the share of payment for each case-
mix group is equal to its share of total
costs of the component and that PDPM
is budget neutral relative to RUG-IV.
The full methodology used to develop
CMIs is presented in section 3.11. of the
SNF PDPM technical report (available at
https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/therapyresearch.html).

TABLE 23—SLP CASE-Mix CLASSIFICATION GROUPS

Presence of acute neurologic condition, SLP-related . : ] : SLP case-mix | SLP case-mix
comorbidity, or cognitive impairment Mechanically altered diet or swallowing disorder group index

SA 0.68

SB 1.82

SC 2.66
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TABLE 23—SLP CASE-MIix CLASSIFICATION GRouPS—Continued

Presencgo(;z oar%?éﬁyr,]%ﬁfﬁﬁiié’ﬂﬂgﬂfﬂ related Mechanically altered diet or swallowing disorder SLnggfl’e) mix SLPiﬁggi mix
Any one Neither SD 1.46
Any one ... Either .... SE 2.33
Any one .... Both ...... SF 2.97
Any two Neither .. SG 2.04
Any two Either .... SH 2.85
Any two Both ...... SI 3.51
All three ... Neither .. SJ 2.98
All three .... Either .... SK 3.69
All three BOth e SL 419

As with the PT and OT components,
we stated that all residents would be
classified into one and only one of these
12 SLP case-mix groups under the
PDPM. We explained that, as opposed to
the RUG-IV system that determines
therapy payments based only on the
amount of therapy provided, under the
PDPM, residents would be classified
into SLP case-mix groups based on
resident characteristics shown to be
predictive of SLP utilization. Thus, we
stated that believe the SLP case-mix
groups will provide a better measure of
resource use and will provide for more
appropriate payment under the SNF
PPS.

We invited comments on the
approach we proposed above to classify
residents for SLP payment under the
proposed PDPM.

Commenters submitted the following
comments related to the proposed rule’s
discussion of the classification of
residents for SLP payment under the
PDPM. A discussion of these comments,
along with our responses, appears
below.

Comment: Some commenters agreed
with the SLP-related patient classifiers.
Some commenters suggested using a
different assessment of cognition than
that currently used on the MDS, such as
the Montreal Cognitive Assessment
(MOCA). One commenter expressed
concerns regarding the use of cognition
as a first tier classification criterion, as
changes in cognition can be difficult to
identify and this could impact on the
possibility of late or missed IPAs. This
commenter suggested moving cognition
into the second tier classification
criteria.

Response: We appreciate the support
for the SLP component classification
criteria. With regard to the comment on
using a different assessment for
assessing cognition, we are not opposed
to this idea and would encourage
stakeholders to work with CMS in
developing potential revisions to the
MBDS to improve care planning and
management. That being said, as the

MOCA is not currently in use on the
MDS, we must utilize the data and
assessment tools to which we currently
have access. Finally, with regard to the
concern about the interplay between
cognition and the IPA, we expect that
this concern would be addressed by
having the IPA be completed on an
optional basis, as described in section
V.D.1 of this final rule.

Comment: One commenter expressed
concern that having a separate SLP
component could result in the
overutilization of SLP services,
specifically for treating cognitive
impairments. The commenter advised
CMS to limit the overutilization of SLP
services for cognitive impairment
issues.

Response: As discussed above, we
found that cognitive impairment is a
relevant characteristic in predicting SLP
resource utilization and costs. However,
we understand the concern regarding
the potential for providers to overutilize
SLP services in certain instances and
will monitor the use of SLP services
under PDPM to identify any potential
consequences of using this payment
classifier as part of the SLP component.

Comment: A commenter questioned
the accuracy of using the same primary
diagnosis to assign clinical category

across the PT, OT, and SLP components.

This commenter states that multiple
diagnoses can contribute to the reason
for the SNF stay and proposes
distinguishing between PT/OT and SLP
diagnoses. Specifically, the commenter
suggests allowing providers to enter the
clinical reason for PT/OT services in the
first two lines of MDS item 18000 and
the clinical reason for SLP services in
the third line of item 18000. This
commenter points to our decision to
separate therapy disciplines into
different payment components based on
our observation that different sets of
resident characteristics were predictive
of PT and OT costs, on one hand, and
SLP costs, on the other. Given that
utilization of PT and OT resources and
utilization of SLP services are explained

by a different set of predictors, this
commenter concludes that the clinical
reasons for receiving SLP services are
distinct from those motivating PT/OT
services.

Response: As detailed in the proposed
rule (83 FR 21043) and section 3.4.1 of
the SNF PDPM technical report, when
constructing the ten clinical categories,
we explored conditions that are
clinically relevant to general SNF
resource utilization. Within each
component, we further consolidated the
ten clinical categories into groups that
have significant impact on component-
specific resource utilization. We found
that the clinical reason for a SNF stay
as represented by the clinical categories
was highly predictive of PT, OT, and
SLP utilization, and thus we do not
believe it is necessary to enter separate
clinical reasons for PT/OT and SLP
services, as suggested by the
commenter. For this reason, we believe
it is appropriate to include the clinical
categories as determinants of resident
classification and payment for all three
components. We would also emphasize
that clinical category is the only
predictor shared by the PT/OT and SLP
components. The other independent
variables are unique to the PT and OT
or SLP components and capture other
clinical reasons for PT/OT and SLP
services. As a result, in many cases, a
resident’s cognitive status and the
presence of SLP-related comorbidities
may be as relevant as primary diagnosis
in determining resident classification
and payment.

Comment: A few commenters stated
that the proposed SLP-related
comorbidity list is an incomplete
reflection of all comorbidities that
require SLP treatment. One commenter
stated that the SLP comorbidity list
should include progressive neurologic
disorders that increase SLP resource
use. This commenter suggests relabeling
the “ALS” MDS checkbox item as
“Progressive Neurologic Diseases” and
updating the MDS manual definition for
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this item to meet the criteria of specific
progressive neurologic diseases.

Response: We appreciate commenters’
concerns regarding additional
conditions that may be related to SLP
utilization. We may consider adding
conditions that have a demonstrated
relationship to SLP resource use in
future revisions to the payment model.
To examine the impact of PDPM on
residents with chronic neurological
conditions, we included this
subpopulation in our resident impact
analysis and found that PDPM is
estimated to slightly increase the
payment associated with these
residents.

Comment: Some commenters agreed
with the use of mechanically altered
diet as a payment classifier. One
commenter requested that CMS provide
evidence that a mechanically altered
diet is associated with higher SLP
utilization than other nutritional
approaches such as personal assistance
with feeding. One commenter requested
that CMS monitor the use of
mechanically altered diets under PDPM
to identify any potentially inappropriate
use of such diets. One commenter stated
that overutilization of such diets can
have negative repercussions for patient
care.

Response: As described in section
3.5.1 and 3.5.2 of the SNF PMR
technical report, besides mechanically
altered diet, we additionally explored
feeding tube as a determinant of
classification and payment for the SLP
component. We used CART to test
several SLP models with different
variables related to swallowing and
nutritional approach. This investigation
found that mechanically altered diet
notably increased the predictive power
of the models, whereas feeding tube
only had a small impact on predictive
ability. While feeding tube was
associated with an increase in SLP costs
per day, we did not include feeding tube
in the payment model because it only
had a small impact on the predictive
accuracy of the model relative to
mechanically altered diet. We also
explored the MDS item Eating Self-
Performance (G0110H1) as a potential
predictor of SLP utilization. While
increased eating dependence was
associated with higher SLP utilization,
when we included Eating Self-
Performance as an independent variable
in the CART analysis used to explore
possible case-mix groups, Eating Self-
Performance was only selected as a
determinant of classification for half of
the 18 groups created by the CART
algorithm. As a result, we determined
that we could remove Eating Self-
Performance from the SLP classification

without notably sacrificing predictive
ability. As shown in section 3.5.2 of the
SNF PMR technical report, removing
Eating Self-Performance and combining
various independent variables to
simplify the classification reduced the
R-squared value of the classification by
only 0.005. As a result, this
classification was used as the basis for
the proposed PDPM SLP component.

With regard to the possibility of some
providers prescribing mechanically
altered diets inappropriately or the
possibility of overutilization, we do
plan to monitor the use of these diets as
part of our general PDPM monitoring
strategy.

Accordingly, after considering the
comments received, for the reasons
discussed in the proposed rule and in
this final rule, we are finalizing, without
modification, the proposed SLP
component of PDPM and our proposals
relating to the classification of residents
under the SLP component.

d. Nursing Case-Mix Classification

As we explained in the proposed rule
(83 FR 21051 through 21052), the RUG-
IV classification system first divides
residents into “rehabilitation residents”
and “non-rehabilitation residents”
based on the amount of therapy a
resident receives. We stated that
differences in nursing needs can be
obscured for rehabilitation residents,
where the primary driver of payment
classification is the intensity of therapy
services that a resident receives. For
example, for two residents classified
into the RUB RUG-IV category, which
would occur on the basis of therapy
intensity and ADL score alone, the
nursing component for each of these
residents would be multiplied by a CMI
of 1.56. We stated that this reflects that
residents in that group were found,
during our previous Staff time
measurement (STM) work, to have
nursing costs 56 percent higher than
residents with a 1.00 index. We noted
that while this CMI also includes
adjustments made in FY 2010 and FY
2012 for budget-neutrality purposes,
what is clear is that two residents, who
may have significantly different nursing
needs, are nevertheless deemed to have
the very same nursing costs, and SNFs
would receive the same nursing
payment for each. Given the discussion
above and in the proposed rule, which
noted that approximately 60 percent of
resident days are billed using one of
three Ultra-High Rehabilitation RUGs
(two of which have the same nursing
index), we stated that the current case-
mix model effectively classifies a
significant portion of SNF therapy
residents as having exactly the same

degree of nursing needs and requiring
exactly the same amount of nursing
resources. As such, we stated we
believed that further refinement of the
case-mix model would be appropriate to
better differentiate among patients,
particularly those who receive therapy
services with different nursing needs.

We further explained in the proposed
rule (83 FR 21052) that an additional
concern in the RUG-1IV system is the
use of therapy minutes to determine not
only therapy payments but also nursing
payments. For example, residents
classified into the RUB RUG fall in the
same ADL score range as residents
classified into the RVB RUG. The only
difference between those residents is the
number of therapy minutes that they
received. However, as we stated in the
proposed rule, the difference in
payment that results from this
difference in therapy minutes impacts
not only the RUG-IV therapy
component but also the nursing
component: Nursing payments for RUB
residents are 40 percent higher than
nursing payments for RVB residents. We
stated that as a result of this feature of
the RUG-IV system, the amount of
therapy minutes provided to a resident
is one of the main sources of variation
in nursing payments, while other
resident characteristics that may better
reflect nursing needs play a more
limited role in determining payment.

As discussed in the proposed rule (83
FR 21052), the more nuanced and
resident-centered classifications in
current RUG-IV non-rehabilitation
categories are obscured under the
current payment model, which utilizes
only a single RUG-1V category for
payment purposes and has over 90
percent of resident days billed using a
rehabilitation RUG. The RUG-IV non-
rehabilitation groups classify residents
based on their ADL score, the use of
extensive services, the presence of
specific clinical conditions such as
depression, pneumonia, or septicemia,
and the use of restorative nursing
services, among other characteristics.
These characteristics are associated with
nursing utilization, and the STRIVE
study accounted for relative differences
in nursing staff time across groups.
Therefore, we proposed to use the
existing RUG-IV methodology for
classifying residents into non-
rehabilitation RUGs to develop a
proposed nursing classification that
helps ensure nursing payment reflects
expected nursing utilization rather than
therapy utilization.

For example, in the proposed rule (83
FR 21052), we considered two residents.
The first patient classifies into the RUB
rehabilitation RUG (on the basis of the
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resident’s therapy minutes) and into the
CC1 non-rehabilitation RUG (on the
basis of having pneumonia), while the
second classifies into the RUB
rehabilitation RUG (on the basis of the
resident’s therapy minutes) and the HC1
non-rehabilitation RUG (on the basis of
the resident having quadriplegia and a
high ADL score). Under the current
RUG-IV based payment model, the
billing for both residents would utilize
only the RUB rehabilitation RUG,
despite clear differences in their
associated nursing needs and resident
characteristics. We proposed an
approach where, for the purpose of
determining payment under the nursing
component, the first resident would be
classified into CC1, while the second
would be classified into HC1 under the
PDPM. We stated that believe
classifying the residents in this manner
for payment purposes would capture
variation in nursing costs in a more
accurate and granular way than relying
on the rehabilitation RUG’s nursing
CML

While resident classification in the
proposed PDPM nursing component is
guided by RUG-IV methodology, we
proposed to make several modifications
to the RUG-IV nursing RUGs and
classification methodology under the
proposed PDPM. First, we proposed
under the PDPM to reduce the number
of nursing RUGs by decreasing
distinctions based on function. We
stated that under RUG-IV, residents
with a serious medical condition/
service such as septicemia or respiratory
therapy are classified into one of eight
nursing RUGs in the Special Care High
category. The specific RUG into which
a resident is placed depends on the
resident’s ADL score and whether the
resident is depressed. RUG-IV groups
ADL score into bins for simplicity (for
example, 2—5 and 6-10). For example,
under RUG-1V, a resident in the Special
Care High category who has depression
and an ADL score of 3 would fall into
the 2—5 ADL score bin, and therefore, be
classified into the HB2 RUG, which
corresponds to Special Care High
residents with depression and an ADL
score between 2 and 5 (a mapping of
clinical traits and ADL score to RUG-IV
nursing groups is shown in the
appendix of the SNF PDPM technical
report, available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/therapy
research.html). To explore options to
reduce the number of nursing RUGs, we
explained in the proposed rule that we
compared average nursing utilization
across all 43 RUG-IV nursing RUGs.
The dependent variable used in this

investigation was the average wage-
weighted staff time (WWST) for each
nursing RUG from the STRIVE study.
WWST is a measure of nursing resource
utilization used in the STRIVE study. As
discussed in more detail in the
proposed rule (83 FR 21052) and in
section 3.2.1. of the PDPM technical
report (available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/therapy
research.html), we were unable to
construct a measure of nursing
utilization based on current data
because facilities do not report resident-
specific nursing costs. As discussed in
the proposed rule, we observed that
nursing resource use as measured by
WWST does not vary markedly between
nursing case-mix groups defined by
contiguous ADL score bins (for example,
11-14 and 15-16) but otherwise sharing
the same clinical traits (for example,
classified into Special Care High and
depressed). We explained that this
suggests that collapsing contiguous ADL
score bins for RUGs that are otherwise
defined by the same set of clinical traits
is unlikely to notably affect payment
accuracy. Section 3.6.1. of the SNF
PDPM technical report (available at
https://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
SNFPPS/therapyresearch.html) provides
more detail on this analysis.

In the Special Care High, Special Care
Low, Clinically Complex, and Reduced
Physical Function classification groups
(RUGS beginning with H, L, C, or P), for
nursing groups that were otherwise
defined with the same clinical traits (for
example, extensive services, medical
conditions, depression, restorative
nursing services received), we proposed
to combine the following pairs of
second characters due to their
contiguous ADL score bins: (E, D) and
(C, B). These characters correspond to
ADL score bins (15 to 16, 11 to 14) and
(6 to 10, 2 to 5), respectively. We
observed that nursing utilization did not
vary notably across these contiguous
ADL score bins; therefore, we stated that
we believe it is appropriate to collapse
pairs of RUGs in these classification
groups that correspond to contiguous
ADL score bins but are otherwise
defined by the same clinical traits. For
example, HE2 and HD2, which are both
in the Special Care High group and both
indicate the presence of depression,
would be collapsed into a single nursing
case-mix group. Similarly, we stated
that PC1 and PB1 (Reduced Physical
Function and 0 to 1 restorative nursing
services) also would be combined into
a single nursing case-mix group. Section
3.6.1. of the SNF PDPM technical report

(available at https://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/SNFPPS/therapy
research.html) provides more detail on
this analysis. In the Behavioral and
Cognitive Performance classification
group (RUGs beginning with B), for
RUGs that are otherwise defined by the
same number of restorative nursing
services (0 tol or 2 or more), we
proposed to combine RUGs with the
second character B and A, which
correspond to contiguous ADL score
bins 2 to 5 and 0 to 1, respectively. We
observed that nursing utilization did not
vary notably across these contiguous
ADL score bins; therefore, we stated that
we believe it is appropriate to collapse
pairs of RUGs in this classification
group that correspond to contiguous
ADL score bins but are otherwise
defined by the same clinical traits. In
other words, BB2 and BA2 would be
combined into a single nursing group,
and BB1 and BA1 would also be
combined into a single nursing group.
Section 3.6.1. of the SNF PDPM
technical report (available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/therapy
research.html) provides more detail on
this analysis. We proposed to maintain
CA1, CA2,PA1, and PA2 as separate
case-mix groups under the nursing
component of the PDPM. We observed
that these RUGs do not share similar
levels of nursing resource use with
RUGs in adjacent ADL score bins that
are otherwise defined by the same
clinical traits (for example, medical
conditions, depression, restorative
nursing services received). Rather, we
noted that CA1, CA2, PA1, and PA2 are
associated with distinctly lower nursing
utilization compared to RUGs that
otherwise have the same clinical traits
(for example, medical conditions,
depression, restorative nursing services
received) but higher ADL score bins.
Section 3.6.1. of the SNF PDPM
technical report (available at https://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/SNFPPS/therapy
research.html) provides more detail on
this analysis. We further stated that ES3,
ES2, and ES1 also would be maintained
as separate case-mix groups under the
nursing component of the proposed
PDPM because, although they are
defined by the same ADL score bin, they
are defined by different clinical traits
unlike the pairs of RUGs that were
combined. Specifically, ES3, ES2, and
ES1 are defined by different
combinations of extensive services. We
stated that we believe collapsing case-
mix groups based on ADL score for the
RUGs specified above would reduce
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