Chapter 2 - Medicare

Legislative History

This section summarizes major Medicare legislation enacted into law, beginning in 1997.
Previous editions of the Green Book review legislation enacted prior to that date. The
summary highlights major provisions; it is not a comprehensive list of all Medicare
amendments. Included are provisions which had a significant budget impact, changed
program benefits, modified beneficiary cost sharing, or involved major program reforms.
Provisions involving policy changes are mentioned the first time they are incorporated in
legislation, but not necessarily every time a modification is made. The descriptions
include either the initial effective date of the provision or, in the case of budget savings
provisions, the fiscal years for which cuts were specified.

Balanced Budget Act (BBA) of 1997 (P.L.105-33)

Balanced Budget Refinement Act (BBRA) of 1999 (P. L. 106-113)

Medicare, Medicaid, and SCHIP Benefits Improvement and Protection Act
(BIPA) of 2000 (P.L. 106-554)

Medicare Prescription Drug Improvement and Modernization Act (MMA) of
2003 (P.L. 108-173)

Deficit Reduction Act (DRA) of 2005 (P.L. 109-171)

Tax Relief and HealthCare Act (TRHCA) of 2006 (P.L. 109-432)

Medicare, Medicaid, and SCHIP Extension Act (MMSEA) of 2007 (P.L. 110-
173)

Medicare Improvements for Patients and Providers Act (MIPPA) of 2008 (P.L.
110-275)

American Recovery and Reinvestment Act (ARRA) of 2009 (P.L. 111-5)

Patient Protection and Affordable Care Act (PPACA) of 2010 (P.L. 111-148) as
amended by the Health Care and Education Affordability Reconciliation
Act (HCERA) of 2010 (P.L. 111-152)

Medicare and Medicaid Extenders Act of 2010 (P.L. 111-309)

BALANCED BUDGET ACT (BBA) OF 1997 (P.L. 105-33)

Hospitals

Froze payments to PPS hospitals® and PPS-exempt hospitals and units for fiscal year
1998 and limited updates for fiscal years 1999-2002. Established a PPS for inpatient
rehabilitation hospitals, effective beginning in fiscal year 2001. Rebased capital payment
rates and provided for additional reductions over the fiscal year 1997-2002 period.
Reduced the indirect medical education payment from 7.7 percent to 5.5 percent by fiscal
year 2001 and reformed direct graduate medical education payments (generally effective

! Medicare pays most acute care hospitals under a prospective payment system (PPS). A fixed predetermined amount
is paid according to the patient’s diagnosis. Payments to PPS hospitals are updated annually using an update factor
which is determined in part by the projected increase in the hospital market basket index (MBI) which measures the
cost of goods and services purchased by hospitals.



on enactment or October 1, 1997).

Skilled Nursing Facilities
Provided for a phase in of a PPS that will pay a Federal per-diem rate for covered SNF
services (generally effective July 1, 1998).

Home Health

Provided for the establishment of a PPS for home health services. Provided for a
reduction in per-visit cost limits prior to the implementation of the PPS, clarified the
definitions of part-time and intermittent care, and provided for a study of the definition of
homebound. Provided for the transfer of some home health costs from Part A to Part B
(prospective payment effective October 1, 1999, reduction in cost limits effective on
enactment, definition clarification effective October 1, 1997, and transfer of costs
effective January 1, 1998).

Hospice
Reduced the hospice payment update for each of fiscal years 1998-2002, and clarified the
definition of hospice care (generally effective on enactment).

Physicians

Provided for use of a single conversion factor; replaced the volume performance standard
with the sustainable growth rate; provided for phased-in implementation of resource-
based practice expenses; and permitted use of private contracts under specified conditions
(generally effective January 1, 1998).

Hospital Outpatient Departments

Extended reductions in payments for outpatient hospital services paid on the basis of
costs through December 1999 and established a PPS for hospital outpatient departments
(OPDs) for covered services beginning in 1999 (generally effective on enactment).

Laboratory Services
Froze payments for laboratory services for fiscal years 1998-2002.

Ambulance Services
Provided for establishment of a fee schedule in 2000 for payment for ambulance services
(generally effective on enactment).

Preventive Services

Authorized coverage for annual mammograms for all women over 40. Added coverage
for screening pelvic exams, prostate cancer screening tests, colorectal cancer screening
tests, diabetes self-management training services, and bone mass measurements for
certain high-risk persons (generally effective in 1998, except prostate cancer screening
effective 2000).

Beneficiary Premiums
Permanently set the Part B premium at 25 percent of program costs and expanded the



premium assistance beginning in 1998 available under the Specified Low-Income
Medicare Beneficiary (SLMB) Program (effective on enactment).

Supplementary Coverage

Provided for guaranteed issuance of specified Medigap policies without a preexisting
condition exclusion for certain continuously enrolled aged individuals (effective July 1,
1998).

Competitive Bidding
Provided for competitive bidding demonstrations for furnishing Part B services (not
including physicians services) (effective on enactment).

Commissions

Established a 17-member National Advisory Commission on the Future of Medicare
(with appointments to be made by December 1, 1997). Established the Medicare Payment
Advisory Commission replacing the Prospective Payment Assessment Commission and
the Physician Payment Review Commission (with appointments to be made by
September 30, 1997).

Medicare+Choice

Established a new part C of Medicare called Medicare+Choice (M+C). Built on the
existing Medicare Risk Contract Program which enabled beneficiaries to enroll, where
available, in health maintenance organizations (HMOs) that contracted with the Medicare
Program. Expanded, beginning in 1999, the private plan options that could contract with
Medicare to other types of managed care organizations (for example, preferred provider
organizations and provider-sponsored organizations), private fee-for-service plans, and,
on a limited demonstration basis, high deductible plans (called medical savings account
plans) offered in conjunction with medical savings accounts (effective on enactment).

BALANCED BUDGET REFINEMENT ACT (BBRA) OF 1999 (INCORPORATED IN
CONSOLIDATED APPROPRIATIONS ACT OF 1999, P.L.106-113)

IPPS Hospitals

Froze the indirect medical education adjustment at 6.5 percent through fiscal year 2000,
reduced the adjustment to 6.25 percent in fiscal year 2001 and to 5.5 percent in fiscal year
2002 and subsequent years. Froze the reduction in the DSH adjustment to 3 percent in
fiscal year 2001; changed the reduction to 4 percent in fiscal year 2002. Changed the
methodology for Medicare's direct graduate medical education payments to teaching
hospitals to incorporate a national average amount calculated using fiscal year 1997
hospital-specific per-resident amounts. Increased the number of years that would count as
an initial period for child neurology residency training programs. Provided for the
reclassification of certain counties and areas for the purposes of Medicare reimbursement.

PPS-Exempt Hospitals
Adjusted the labor-related portion of the 75-percent cap to reflect the wage differences in



the hospital’s area relative to the national average. Increased the amount of continuous
bonus payments to eligible long-term care and psychiatric providers from 1 percent to 1.5
percent for cost reporting periods beginning on or after October 1, 2000 and before
September 30, 2001 and to 2 percent for cost reporting periods beginning on or after
October 1, 2001 and before September 30, 2002. Required the Secretary to report on a
discharge-based PPS for long-term care hospitals which would be implemented in a
budget neutral fashion for cost reporting periods beginning on or after October 1, 2002.
Required the Secretary to report on a per-diem-based PPS for psychiatric hospitals which
would be implemented in a budget neutral fashion for cost reporting periods beginning on
or after October 1, 2002. Required the Secretary to base the PPS for inpatient
rehabilitation hospitals on discharges and incorporate functional related groups as the
basis for payment adjustments.

Rural Hospitals

Permitted reclassification of certain urban hospitals as rural hospitals. Updated existing
criteria used to designate outlying rural counties as part of metropolitan statistical areas
for the purposes of Medicare’s hospital IPPS. Changed certain requirements pertaining to
Medicare's Critical Access Hospital Program. Extended the Medicare dependent hospital
classification through fiscal year 2006. Permitted certain sole community hospitals to
receive Medicare payments based on their hospital specific fiscal year 1996 costs.
Increased the target amount for sole community hospitals by the full market basket
amount for discharges occurring in fiscal year 2001.

Skilled Nursing Facilities (SNFs)

Increased per-diem payments by 20 percent for 15 resource utilization groups (RUGS)
under the PPS from April 1, 2000, until such time as the Secretary of HHS implements
refinements to the RUGs. SNFs were permitted to elect to be paid under the full Federal
PPS rate for SNFs (rather than go through the transitions period). Provided a temporary
4 percent increase in the Federal per-diem rate for SNF services for FY 2001 and FY
2002. The increase could not be considered in the base amount used to compute
subsequent updates to the Federal per-diem rate. Expanded the list of services excluded
from SNF PPS to include certain chemotherapy items and administration services, certain
radioisotope services, certain prosthetic devices, and ambulance services furnished in
conjunction with renal dialysis treatments, beginning in FY 2001. Any increase in total
payments resulting from these exclusions are required to be budget neutral. Allowed
SNFs with a 60 percent immunocompromised patient population to be paid temporarily a
50/50 blend of their facility-specific and Federal rates beginning with the first cost
reporting period beginning after enactment of BBRA and ending on September 30, 2001.

Home Health

Delayed the 15-percent reduction in home health payments until 12 months after
implementation of the PPS and, within 6 months of implementation, required the
Secretary to assess the need for any reductions. Increased per-beneficiary limits by 2
percent for agencies whose per-beneficiary limit was below the national median;
excluded durable medical equipment (DME) from consolidated billing, and provided
agencies an additional $10 per beneficiary to offset costs for collecting outcome and



assessment information set (OASIS) data.

Hospice

Increased payment rates otherwise in effect under the hospice PPS for fiscal year 2001 by
0.5 percent and for fiscal year 2002 by 0.75 percent, provided that these increases are not
to be included in the base on which subsequent increases will be computed.

Hospital Outpatient Departments

Made seven major changes to Medicare payments under the HOPD OPPS: (1) required
the Secretary of the U.S. Department of Health and Human Services (DHHS) to provide
payments (within specified limits, and on a budget neutral basis) over and above PPS
payments for certain high cost (“outlier”) patients; (2) as a transition to the PPS, for 2-3
years, on a budget neutral basis, required the Secretary of DHHS to provide “passthrough
payments” to hospital OPDs above and beyond PPS payments for costs of certain
““current innovative" and ““new, high cost" devices, drugs, and biologicals; (3) limited the
cost range of items or services that are included in any one PPS category and required the
Secretary to review the PPS groups and amounts annually and to update them as
necessary; (4) as a transition to the PPS, through 2003, limited the reduction in Medicare
payments due to the PPS; (5) provided special payments until 2004 for small, rural
hospitals to ensure that they receive no less under the outpatient PPS than they would
have received under the prior system and provided the same protection permanently for
cancer hospitals; (6) limited beneficiary copayments for outpatient care to no more than
the amount of the beneficiary deductible for inpatient care; and (7) required that the pre-
PPS payment base used as the budget neutrality benchmark for the PPS include
beneficiary coinsurance amounts as paid under the pre-PPS system (i.e., 20 percent of
hospital charges).

Physicians

Made technical changes to limit oscillations in the annual update to the conversion factor
beginning in 2001 and provided that the sustainable growth rate is calculated on a
calendar year basis. Required the Secretary, in determining practice expense relative
values, to establish by regulation a process under which the Secretary would accept for
use and would use, to the maximum extent practicable and consistent with sound data
practices, data collected by outside organizations and entities.

Therapy Services
Suspended for 2 years (2001 and 2002) application of the caps on physical therapy and
occupational therapy services.

Immunosuppressive Drugs

Extended the 36-month limit on coverage of immunosuppressive drugs for persons
exhausting their coverage in 2000-2004. Set the increase for persons exhausting benefits
in 2000 at 8 months, and limited total expenditures to $150 million over the 5 years.

Medicare+Choice
Contained several provisions designed to facilitate the implementation of M+C. Changed



the phase in of the new risk adjustment payment methodology based on health status to a
blend of 10 percent new health status method/90 percent old demographic method in
2000 and 2001, and not more than 20 percent health status in 2002. Provided for payment
of a new entry bonus of 5 percent of the monthly M+C payment rate in the first 12
months and 3 percent in the subsequent 12 months to organizations that offer a plan in a
payment area without an M+C plan since 1997, or in an area where all organizations
announced withdrawal as of January 1, 2000. Reduced the exclusion period from 5 years
to 2 years for organizations seeking to reenter the M+C Program after withdrawing.
Allowed organizations to vary premiums, benefits, and cost sharing across individuals
enrolled in the plan so long as these are uniform within segments comprising one or more
M+C payment areas. Provided for submission of adjusted community rates by July 1
instead of May 1. Provided that the aggregate amount of user fees collected would be
based on the number of M+C beneficiaries in plans compared to the total number of
beneficiaries. Delayed implementation of the Medicare+Choice Competitive Bidding
Demonstration Project.

MEDICARE, MEDICAID, AND SCHIP BENEFITS IMPROVEMENT
AND PROTECTION ACT (BIPA) OF 2000 (INCORPORATED IN THE
CONSOLIDATED APPROPRIATIONS ACT OF 2001

PUBLIC LAW 106-554)

IPPS Hospitals

Provided the full market basket update to all hospitals for FY2001. Established that all
hospitals are eligible to receive Disproportionate Share Hospital (DSH) payments when
their DSH percentage (threshold amount) exceeds 15 percent. Decreased the scheduled
reduction in IPPS hospitals= DSH payments. Established that the cost of new medical
technologies should be recognized with a budget neutral payment adjustment in IPPS by
October 1, 2001. Established that starting for FY2001 Medicare Geographic
Classification Review Board (MGCRB) decisions, the reclassification of an IPPS hospital
for use of a different area=s wage index is effective for 3 fiscal years. Modified teaching
hospitals= indirect medical education (IME) percentage adjustment. Established that a
teaching hospital=s approved per resident amount for cost reporting periods beginning
during FY2002 is not less than 85 percent of the locality adjusted national average per
resident amount. Changed a hospital=s payment of the direct costs of approved nursing
and allied health payments to incorporate Medicare managed care enrollees.

IPPS Exempt Hospitals

Established that total payments for inpatient rehabilitation facility (IRF) services in
FY2002 would equal the amounts of payments that would have been made if the IRF
prospective payment system (PPS) had not been enacted. Permitted an IRF to make a
one-time election during the transition period to be paid based on a fully phased-in IRF-
PPS rate. Increased the incentive payments for psychiatric hospitals and distinct part
units to 3 percent for cost reporting periods beginning on or after October 1, 2000.
Increased the national cap for long-term care hospitals by 2 percent and the target amount
by 25 percent for cost reporting periods beginning during FY2001. Required the



Secretary to examine the feasibility and impact of basing payment on the existing (or
refined) acute hospital diagnosis resource groups (DRGs) and using the most recently
available hospital discharge data when developing the PPS for long-term care hospitals.

Rural Providers

Modified the critical access hospital (CAH) program: (1) eliminated liability of Medicare
beneficiaries for coinsurance, deductible, copayment, or other cost sharing amount with
respect to clinical diagnostic laboratory services furnished as an outpatient CAH service;
(2) permitted CAHs to elect outpatient payments based on reasonable costs plus an
amount based on 115 percent of Medicare=s fee schedule for professional services; (3)
exempted swing beds in CAHs from the SNF prospective payment system; (4) provided
for payment to CAHSs for the compensation and related costs for on-call emergency room
physicians who are not present on the premises, are not otherwise furnishing services,
and are not on-call at any other provider or facility; and (5) specified that ambulance
services provided by a CAH (or provided by an entity that is owned or operated by a
CAH) are paid on a reasonable cost basis if the CAH or entity is the only provider or
supplier of ambulance services that is located within a 35-mile drive of the CAH.

Modified the Medicare dependent hospital (MDH) classification so that an otherwise
qualifying small rural hospital may be classified as an MDH if at least 60 percent of its
days or discharges during a cost reporting period were attributable to Medicare Part A
beneficiaries in at least two of the three most recent audited cost reporting periods.
Permitted sole community hospitals to elect payment based on hospital specific, updated
FY1996 costs if this target amount resulted in higher Medicare payments. Increased
payments to providers of ground ambulance services for trips originating in rural areas
that are greater than 17 miles and up to 50 miles. Provided permanent authority to
physician assistants who owned rural health clinics which lost their designation as such to
bill Medicare directly. Revised Medicare reimbursement for telehealth services.
Exempted rural health clinics operated by hospitals with less than 50 beds from the per-
visit payment method.

Skilled Nursing Facilities

Provided higher payments to SNFs by increasing the update to the full market basket for
FY 2001 and the market basket minus 0.5 percentage point for FY 2002 and FY 2003.
The nursing component of the federal rate was temporarily increased by 16.66 percent
beginning April 1, 2000 through October 1, 2002. BIPA also corrected a payment
anomaly created by BBRA by temporarily increasing all the rehabilitation RUGs by 6.7
percent (rather than the 20 percent for 3 specific rehabilitation RUGSs). BIPA also limited
application of the consolidated billing requirement to Part A-covered stays and to therapy
services furnished during Part A and Part B-covered stays. Permitted the Secretary to
establish a procedure for geographic reclassification for SNFs under PPS. The provision
required the Secretary to collect the data necessary to establish a wage index for SNFs
prior to establishing a geographic reclassification process. Required reports on different
systems for categorizing patients in SNFs in a manner that accounts for the relative
resource utilization of different patient types (by the Secretary); on the adequacy of
Medicare payments to SNFs (by the GAO); and on nurse staffing ratios and the impact of



the 16.66 percent increase in the nursing component payment rate (by the GAO).

Home Health

Delayed the effective date of the 15 percent reduction on payment limits for home health
services an additional year after the implementation of PPS. Also provided the Secretary
the authority to adjust for case mix changes that are not the result of real case mix
changes. Provided home health agencies with the full market basket update for FY 2001.
Provided a temporary 10 percent increase in payment for home health services furnished
in a rural area from April 1, 2001 until March 31, 2003. Provided a two-month periodic
interim payment after PPS began and subject to repayment with the settlement of the last
cost report filed before PPS. Clarified that home health agencies are not prevented from
using telehealth services if the services do not substitute for in-person home health
services ordered under a plan of care and are not considered a home health visit for
eligibility or payment purposes. Prohibited the Secretary from using solely time or
distance in determining branch office status and permitted the Secretary to include forms
of technology in determining what constitutes supervision for purposes of determining
branch office status. Clarified the definition of homebound to permit beneficiaries who
require home health services to attend adult day care for therapeutic, psychosocial, or
medical treatment and remain eligible for the home health benefit. Also clarifies that any
absence for the purpose of attending a religious services is considered infrequent or of
short duration.

Hospices

Increased the hospice update by 5.0 percentage points in FY 2001 and required the
Secretary to use 1.0043 as the Wichita, Kansas hospice wage index for FY 2000.
Clarified that certification of an individual=s terminal illness must be based on the
physician=s or the medical director=s clinical judgment regarding the normal course of
the individual=s illness. Also required the Secretary to study and report on the
appropriateness of the certification process regarding terminal illness and any
recommendations for legislation by two years after enactment.

Hospital Outpatient Departments

Limited the amount of a beneficiary=s copayment for a procedure in a hospital outpatient
department (OPD) to the hospital inpatient deductible applicable in that year, effective
April 1, 2001. Reduced the effective copayment rate for outpatient services to a
maximum rate of 57 percent and then gradually reduced the effective coinsurance rate in
5 percentage point intervals from 2002 through 2006 until the maximum rate is

40 percent in 2006, starting in April 2001. Increased the 2001 update to the full rate of
increase in the market basket index. Increased the 2001 outpatient PPS payment rates.
Authorized the Secretary to adjust the conversion factor in later years to eliminate the
effect of coding or classification changes. Modified the procedures and standards by
which certain medical devices are categorized and determined eligible for pass-through
payments under the PPS. Permitted all qualifying hospitals to be eligible for transitional
payments under OPPS. Established that existing provider-based status designations
continue for 2 years beginning October 1, 2000. Established that children=s hospitals
would not receive lower Medicare payments under the outpatient PPS system than they



would have received under the prior payment system.

Ambulatory Surgical Centers

Delayed implementation of proposed regulatory changes to the ambulatory payment
classification system, which are based on 1994 cost data, until January 1, 2002.
Established that the these changes would be phased in over 4 years. Required that the
revised payment system, based on 1999 (or later) cost data, be implemented January 1,
2003. Established that the phase-in of the revised system and 1994 data ends when the
system with 1999 or later data is implemented.

Laboratory Services

Permitted certain independent laboratories to continue to bill Medicare directly for the
technical component of pathology services provided to hospital inpatients and hospital
outpatients under a grandfather arrangement for a 2-year period (2001-2002).

Preventive Services

Made the following changes to coverage of preventive services: 1) modified existing law
to provide Medicare coverage for biennial screening Pap smears and pelvic exams; 2)
added Medicare coverage for annual glaucoma screenings for persons determined to be at
high risk for glaucoma, individuals with a family history of glaucoma, and individuals
with diabetes; 3) authorized coverage for screening colonoscopies for all individuals, not
just those at high risk; 4) specified that screening mammographies are paid under the
physician fee schedule; and 5) authorized coverage for medical nutrition therapy services
for beneficiaries who have diabetes or renal disease.

Immunosuppressive Drugs
Eliminated the time limitations of the coverage of immunosuppressive drugs for
beneficiaries who have received a transplant paid for by Medicare.

Ambulance Services

Provided for the full inflation update in 2001. Increased payments (from July 1, 2001 -
December 31, 2003) for ground ambulance trips originating in rural areas that are greater
than 17 miles and up to 50 miles.

Therapy Services
Extended the moratorium on physical therapy and occupational therapy caps for an
additional year through 2002.

Dialysis Services

Increased the composite rate payment for renal dialysis by 2.4 percent for 2001. The
Secretary was required to collect data and develop an end-stage renal disease (ESRD)
market basket whereby the Secretary could estimate, before the beginning of each year,
the percentage increase in costs for the mix of labor and non-labor goods and services
included in the composite rate. The Secretary was required to report to Congress on the
index together with recommendations on the appropriateness of an annual or periodic
update.



Durable Medical Equipment and Prosthetics and Orthotics

Provided full CPI-U update for DME and PO for 2001, but maintained for 2002 the 0
percent update for DME and 1 percent update for PO. Provided coverage for certain
prosthetics and custom-fabricated orthotics. Provided coverage for replacement of certain
artificial limbs and replacement parts for such limbs.

Persons with Amyotrophic Lateral Sclerosis
Waived the 24-month waiting period for Medicare coverage (otherwise applicable for
disabled persons) for persons with amyotrophic lateral sclerosis (ALS).

Medicare Coverage Process

Clarified when and under what circumstances Medicare coverage policy could be
challenged. An aggrieved party could file a complaint concerning a national coverage
decision which would be reviewed by the Department Appeals Board (DAB) of HHS. An
aggrieved party could also file a complaint concerning a local coverage determination. In
this case, the determination would first be reviewed by an administrative law judge. If
unsatisfied, complainants could subsequently seek review of such local policy by the
DAB. In both cases, a DAB decision would constitute final HHS action and be subject to
judicial review. An affected party would be permitted to submit a request to the Secretary
to issue a national coverage or non-coverage determination.

Medicare+Choice

Established multiple floor rates, based on population and location. Applied a 3 percent
minimum update in 2001 and returned to the current law minimum update of 2 percent
thereafter. Increased the M+C payment rates for enrollees with ESRD to reflect the
demonstration rate of social health maintenance organizations' ESRD capitation
demonstrations. Extended the current risk adjustment methodology until 2003 and
beginning in 2004, begin to phase in a new risk adjustment methodology based on data
from inpatient hospitals and ambulatory settings. Permitted M+C plans to offer reduced
Medicare Part B premiums to their enrollees as part of providing any required additional
benefits or reduced cost-sharing. Extended the application of the new entry bonus for
M+C plans to include areas for which notification had been provided, as of October 3,
2000, that no plans were available January 1, 2001. Required payment adjustments to
M+C plans if a legislative change resulted in significant increased costs. Precluded the
Secretary from implementing, other than at the beginning of a calendar year, regulations
that impose new, significant regulatory requirements on M+C organizations. Required the
Secretary to make decisions, within 10 days, approving or modifying marketing material
used by M+C organizations, provided that the organization used model language
specified by the Secretary. Allowed an M+C organization offering a plan in an area with
more than one local coverage policy to use the local coverage policy for the part of the
area that was most beneficial to M+C enrollees (as identified by the Secretary) for all
M+C enrollees enrolled in the plan. Expanded the M+C quality assurance programs for
M+C plans to include a separate focus on racial and ethnic minorities. Allowed the
Secretary to waive or modify requirements that hinder the design of, offering of, or
enrollment in certain M+C plans, such as M+C plans under contract between M+C
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organizations and employers, labor organizations, or trustees of a fund established by
employers and/or labor organizations. Extended the period for Medigap enrollment for
certain M+C enrollees affected by termination of coverage. Allowed individuals who
enroll in an M+C plan after the 10th day of the month to receive coverage beginning on
the first day of the next calendar month. Permitted ESRD beneficiaries to enroll in
another M+C plan if they lost coverage when their plan terminated its contract or reduced
its service area. Required an M+C plan to cover post-hospitalization skilled nursing care
through an enrollee’s “home skilled nursing facility” in certain situations. Mandated
review of Adjusted Community Rate (ACR) submissions by the HCFA Chief Actuary.

MEDICARE PRESCRIPTION DRUG IMPROVEMENT AND MODERNIZATION
ACT (MMA) OF 2003 (P.L. 108-173)

Outpatient Prescription Drug Benefit (Part D)

Established a new optional Medicare prescription drug benefit program (Medicare Part
D) effective January 1, 2006. Created within the Federal Supplementary Medical
Insurance Trust Fund the Medicare Prescription Drug Account for payments for low-
income subsidy payments, subsidy payments, payments to qualified retiree prescription
drug plans, and administrative expenses. Required States to make payments to the
Account for dual eligibles as provided for under Medicaid.

Directed the Secretary to ensure that each part D eligible individual has available a choice
of enrollment in at least two qualifying plans in the area in which the individual resides,
at least one of which is a prescription drug plan. Provided that in such case in which such
plans are not available the part D eligible individual should be given the opportunity to
enroll in a fallback prescription drug plan.

Divided qualified prescription drug coverage into either a standard coverage benefit
package or an alternative prescription drug coverage with at least actuarially equivalent
benefits. Outlined the standard coverage package, which included, for 2006, a $250
deductible, 25% cost-sharing for drug costs between $250 and the initial coverage limit
of $2,250, then no coverage; except that the beneficiary shall have access to negotiated
prices, until incurring out-of-pocket costs for covered drugs in a year equal $3,600, with
the beneficiary thereafter to pay 5% of the cost of a prescription, or a copayment of $2 for
a generic drug and $5 for any other drug, whichever is greater. Included as negotiated
prices all discounts, direct or indirect subsidies, rebates, and direct or indirect
remunerations. Increases these amounts in future years by the annual percentage increase
in average per capita aggregate expenditures for covered drugs for the year ending the
previous July. Includes among the out-of-pocket costs counting toward the annual $3,600
limit any costs paid by the part D eligible individual (or by another person such as a
family member) under the Medicaid program or under a State pharmaceutical assistance
program for which the individual (or other person) is not reimbursed. Provided for
premium and cost-sharing subsidies for low-income subsidy-eligible individuals.
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Established organizational requirements for prescription drug plan (PDP) sponsors, such
as licenses, and required that they enter into a contract with the Secretary to be eligible to
receive payments. Provided: (1) for the establishment of risk corridors for each PDP that
determines the amount of risk that the PDP shall be exposed to for drug spending, and the
resultant adjustment in payment attributable to this risk; and (2) that a PDP sponsor and
Medicare Advantage (MA, formerly Medicare+Choice) organization that offers a plan
that provides supplemental prescription drug benefits shall be at full financial risk for the
provision of such supplemental benefits.

Required PDP sponsors to submit to the Secretary bid and other described information
with respect to each drug plan it offers for review by the Secretary for the purpose of
conducting negotiations concerning the terms and conditions of the proposed bid
submitted and other terms in order for the Secretary to approve or disapprove the plan. In
order to promote competition under new Medicare Part D and in carrying out such part,
the Secretary may not interfere with the negotiations between drug manufacturers and
pharmacies and PDP sponsors and may not require a particular formulary or institute a
price structure for the reimbursement of covered part D drugs. Authorized the Secretary
to make grants to physicians for the purpose of assisting them to implement electronic
prescription drug programs that comply with appropriate standards.

Provided that until the permanent prescription drug benefit program became effective, the
Secretary was to establish a program to endorse prescription drug discount card programs
in order to provide access to prescription drug discounts through prescription drug card
sponsors for discount card eligible individuals. Prohibited, effective January 1, 2006, the
selling, issuance, or renewal of Medigap Rx policies for part D enrollees, but permitted
the renewal of a Medigap Rx policy that was issued before January 1, 2006. Guaranteed
issuance of a substitute Medigap policy for persons, enrolling in part D during the initial
part D enrollment period, who at the time of such enrollment were enrolled in and
terminated enrollment in a Medigap policy H, I, or J or a pre-standard policy that
included drug coverage.

Medicare Advantage

Replaced the Medicare+Choice program with the Medicare Advantage (MA) program.
Revised the payment system, requiring all plans to be paid at a rate at least as high as the
rate for traditional Medicare fee-for-service plans. Increased minimum percentage
increase to national growth rate. Directed the Secretary to establish regional plans to
encourage private plans to serve Medicare beneficiaries in 10 to 50 regions, including in
rural areas, within the 50 States and the District of Columbia beginning not later than
January 1, 2005. Included risk corridors for plans during the first two years of the
program in 2006 and 2007; a stabilization fund to encourage plan entry and limit plan
withdrawals; a blended benchmark that would allow plan bids to influence the benchmark
amount; and network adequacy stabilization payments to assist plans in forming adequate
networks, particularly in rural areas. Allowed specialized MA plans for individuals with
special needs.

Provided that beginning in 2006, each MA organization is to submit to the Secretary for
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each MA plan for the service area in which it intends to be offered in the following year
the monthly aggregate bid amount for the provision of all items and services under the
plan for the type of plan and year involved. Required this monthly bid amount to be
compared against respective benchmark amounts for MA local and MA regional plans,
with plans that submit bids below the benchmark to be paid their bids, plus 75% of the
difference between the benchmark (and the bid to be returned to beneficiaries in the form
of additional benefits or reduced premiums). Provided that for plans that bid above the
benchmark the government will pay the benchmark amount, and the beneficiary will pay
the difference between the benchmark and the bid amount as a premium.

Established that the MA program is a Federal program operated under Federal rules.
Provided that State laws do not apply except state licensing laws or State laws relating to
plan solvency. Made the Medicare Medical Savings Account (MSA) demonstration
program a permanent program option and eliminated the capacity limit and the deadline
for enroliment. Allowed a reasonable cost reimbursement contract to operate indefinitely
unless two other plans of the same type enter the cost contract's service area. Directed the
Secretary to establish a program for the application of comparative cost adjustment in
CCA areas, to begin January 1, 2010, and last six years, and to test whether direct
competition between private plans and the original Medicare fee-for-service program
would enhance competition in Medicare.

Inpatient Hospital Services

Generally, Medicare payments to hospitals were increased. Acute-care hospitals paid
under the inpatient prospective payment system (IPPS) that submit data on specified
quality indicators were to receive a full update from 2005 through 2007; those hospitals
that did not submit such data were to receive an update minus 0.4 percentage points for
the year in question. Teaching hospitals received an increase in their indirect medical
education payments from 2004 through 2006. A one-time, geographic reclassification
process to increase hospitals’ wage index values for three years was established. Low
volume hospitals with fewer than 800 discharges that are 25 road miles away from a
similar hospital could qualify for up to a 25% increase in its Medicare payments.
Redistributed unused resident positions in both direct and indirect graduate medical
education. Certain teaching hospitals with high per resident payments would not receive a
payment increase from FY2004 through FY2013. For 18 months from the date of
enactment, physicians were not to refer Medicare patients to specialty hospitals in which
they had an investment interest. This provision did not apply to hospitals that were in
operation or under development before November 18, 2003.

Provided that hospitals in Puerto Rico would receive Medicare payments based on a 50-
50 split between Federal and local amounts before April 1, 2004. From April 1, 2004
through September 30, 2004, payment would be based on a 62.5 percent Federal amount
and a 37.5 percent local amount, and starting October 1, 2004, payment would be based
on a 75 percent Federal amount and a 25 percent local amount.

Rural Hospitals
Rural hospitals (and hospitals in small urban areas) received an permanent 1.6% increase
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to Medicare’s base rate or per discharge payment; the limit on rural and small urban
hospitals that qualify for disproportionate share hospital (DSH) payments increased from
5.25% to 12%; hospitals in low wage areas (those with wage index values below 1)
received additional payments through a decrease from 71% to 62% in the labor-related
portion of the base payment rate; certain small rural hospitals with less than 50 beds
(those in newly established scarcity areas) received cost reimbursement for outpatient
clinical laboratory tests; rural hospitals with less than 100 beds were protected from
payment declines associated with the hospital outpatient prospective payment system
(OPPS) for an additional two years; these OPPS hold harmless provisions were extended
to sole community hospitals for services from 2004 through 2006. Amended the
Balanced Budget Act of 1997 to extend the telemedicine demonstration project by 4
years and to increase total funding for the project. Directed the Secretary to establish a
demonstration program to test the feasibility and advisability of the establishment of rural
community hospitals to furnish covered inpatient hospital services to Medicare
beneficiaries.

Critical Access Hospital (CAH)

Changed reimbursement to inpatient, outpatient, and covered skilled nursing facility
services provided by a critical access hospital (CAH) to 101 percent of reasonable costs
of services furnished to Medicare beneficiaries. Allowed a CAH to operate up to 25 beds
while deleting the requirement that only 15 of the 25 beds be used for acute care at any
time. Permitted a CAH to establish a distinct part psychiatric or rehabilitation unit that
met the applicable requirements that would otherwise apply to the distinct part if the
distinct part were established by a “subsection (d) hospital.” Limited the total number of
beds that may be established for a distinct part unit to no more than ten. Allowed certain
mileage standards to be waived in the case of a facility that was designated as a CAH
before January 1, 2006 and was certified by the State as being a necessary provider of
health care services.

Home Health

Increased home health agency payments by the full market basket percentage for the last
quarter of 2003 and for the first quarter of 2004. Provided that the update for the
remainder of 2004 and for 2005 and 2006 is to be the home health market basket
percentage increase minus 0.8 percentage points. Provided that with respect to episodes
and visits on or after April 1, 2004, and before April 1, 2005, in the case of home health
services furnished in a rural area, the Secretary is required to increase the payment
amount otherwise made for such services by five percent. Prevented such temporary
additional payment increases from being used in calculating future home health payment
amounts.

Ambulatory Surgical Centers

Provided that in FY 2004, starting April 1, 2004, the ambulatory surgery center (ASC)
update would be the Consumer Price Index for all urban consumers (U.S. city average) as
estimated as of March 31, 2003, minus 3.0 percentage points. Provided that in beginning
in fiscal year 2005 to the end of calendar year 2009, the ASC update would be zero
percent. Provided that subject to recommendations by GAO, the Secretary is to
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implement a revised payment system for payment of surgical services furnished in ASCs.
Required the new system to be implemented so that it is first effective on or after January
1, 2006, and not later than January 1, 2008.

Physician Services

Made changes with respect to payment for physicians' services to: (1) provide that the
update to the conversion factor for 2004 and 2005 would be not be less than 1.5 percent;
(2) modify the formula for calculating the sustainable growth rate to provide that the
gross domestic product factor would be based on the annual average change over the
preceding 10 years (a 10-year rolling average); (3) provide that in calendar years 2004
and 2005, for physician's services provided in Alaska, the Secretary is required to
increase geographic practice cost indices to a level of 1.67 for each of the work, practice
expense, and malpractice cost indices that would otherwise be less than 1.67; and (4)
allow podiatrists, dentists, and optometrists to enter into private contracts with Medicare
beneficiaries.

Required the Secretary, beginning in 2004, to make adjustments in practice expense
relative value units for certain drug administration services when establishing the
physician fee schedule; (2) required the Secretary to use the survey data submitted to the
Secretary as of January 1, 2003, by a certain physician specialty organization; and (3)
required the Secretary, beginning in 2005, to use supplemental survey data to adjust
practice expense relative value units for certain drug administration services in the
physician fee schedule. Exempted the adjustments in practice expense relative value units
for certain drug administration services from the budget neutrality requirements in 2004.
Required a transitional adjustment or additional payment for services furnished from
January 1, 2004, through December 31, 2005, to be made for drug administration
services. Amended BIPA to provide that direct payment for the technical component of
pathology services provided to Medicare beneficiaries who are inpatients or outpatients
of acute care hospitals will be made for services furnished during 2005 and 2006.

Rural physicians in newly established scarcity areas receive a 5% increase in Medicare
payments in 2005, 2006, and 2007; physicians in certain low-cost areas with geographic
adjustment factors below 1 receive payment increases so as to increase this factor to 1,
starting in 2004 through 2006.

Part B Drugs

Established the use of an average sales price methodology for payment for drugs and
biologicals (except for pneumococcal, influenza, and hepatitis B vaccines and those
associated with certain renal dialysis services) that are furnished on or after January 1,
2005. Created an exception to this methodology in the case of a physician who elects to
participate in the newly established competition acquisition program.

Directed the Secretary to establish and implement a competitive acquisition program to
acquire and pay for competitively biddable drugs and biologicals through the
establishment of competitive acquisition areas for the award of contracts. Gives each
physician the opportunity annually to elect to obtain drugs and biologicals under the
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program, rather than the program above using average sales methodology. Directed the
Secretary to begin to phase-in the program beginning in 2006.

Durable Medical Equipment

Replaced the prior demonstration projects for competitive acquisition of items and
services with a permanent program requiring the Secretary to establish and implement
programs under which competitive acquisition areas are established throughout the
United States for the furnishing of competitively priced items and services (including
durable medical equipment and medical supplies) for which payment is made under
Medicare Part B. Required payment under Medicare Part B for competitively priced
items and services to be based on bids and requires Medicare payment to be equal to

80 percent of the payment amount determined, with beneficiaries paying the remaining
20 percent (after meeting the Part B deductible). Also, directed the Secretary to conduct a
demonstration project on the application of competitive acquisition to clinical diagnostic
laboratory tests.

Provided that for durable medical equipment, prosthetic devices, prosthetics and
orthotics, the update would be 0 points in 2004 through 2008, and that after 2008 for
those items not included in competitive bidding the update would be the consumer price
index. Reduced the payment amounts for certain items in 2005 including, oxygen and
oxygen equipment, standard wheelchairs, nebulizers, diabetic lancets and testing strips,
hospital beds and air mattresses. Limited payments for custom molded shoes with inserts
or extra-depth shoes with inserts for an individual with severe diabetic foot disease by the
amount that would be paid if they were considered to be a prosthetic or orthotic device.
Allowed the Secretary to establish lower payment limits than these amounts if shoes and
inserts of an appropriate quality are readily available at lower amounts.

Directed the Secretary to establish and implement quality standards for suppliers of items
and services of durable medical equipment, prosthetics and orthotics, and certain other
items and services. Required the Secretary to establish standards for clinical conditions
for payment for items of durable medical equipment.

Ambulance Services

Revised payments for ambulance services during phase in of payment rates under the fee
schedule. For each level of ground service furnished in a year, the portion of the payment
amount that is based on the fee schedule is to be the greater of the amount determined
under such national fee schedule or a blended rate of the national fee schedule and the
regional fee schedule for the region involved, whichever resulted in a larger payment.
Increased by two percent the payments for ground ambulance services originating in a
rural area or a rural census tract for services furnished on or after July 1, 2004, and before
January 1, 2007. Provided that the fee schedule for ambulances in other areas would
increase by one percent.

Preventive Services

The Act contains a number of provisions that expand coverage beginning January 1,
2005, including the following: (1) an initial preventive physical examination; (2)
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cardiovascular screening blood tests; and (3) diabetes screening tests.

Dialysis Services

Increased the composite rate for renal dialysis by 1.6 percent for 2005. Required the
Secretary to establish a basic case-mix adjusted prospective payment system for dialysis
services to begin for services furnished on January 1, 2005. Required the system to adjust
for a limited number of patient characteristics. Provided that payments for separately
billed drugs and biologicals (other than erythropoietin) would be 95 percent of the
Average Wholesale Price (AWP) for 2004, the acquisition costs in 2005, and, beginning
in 2006, for such drugs and biologicals (including erythropoietin), such acquisition cost
or the average sales price payment methodology for the drug or biological as the
Secretary may specify. Required drugs and biologicals (including erythropoietin) which
were separately billed on the day before the enactment of this Act to continue to be
separately billed on and after such date.

Therapy Services
Provided for an additional two-year moratorium on therapy caps for 2004 and 2005.

Laboratory Tests
Provided that there would be no updates to the clinical diagnostic laboratory test fee
schedule for 2004 through 2008.

Medicare Funding Warning

Required the Medicare Board of Trustees annual report to include information on: (1)
projections of growth of general revenue Medicare spending as a percentage of the total
Medicare outlays for the fiscal year and each of the succeeding six fiscal years. Provided
that an affirmative determination of excess general revenue funding (defined as general
revenue funding exceeding 45 percent of Medicare outlays) for two consecutive annual
reports would be treated as a funding warning for Medicare. Amended federal money and
finance law to provide in the event that a Medicare funding warning is made, the
President is required to submit to Congress, within the 15-day period beginning on the
date of the budget submission to Congress for the succeeding year, proposed legislation
to respond to such warning. Provided that if during the year in which the warning is
made, legislation is enacted which eliminates excess general revenue Medicare funding
for the 7-fiscal-year period, then the President is not required to make a legislative
proposal. Set out the procedures for House and Senate consideration of the President's
legislative proposal.

Part B Premiums

Increased the monthly Part B premiums for higher-income enrollees beginning in 2007.
Beneficiaries whose modified adjusted gross income exceed $80,000 and couples filing
joint returns whose modified adjusted gross income exceeds $160,000 will be subject to
higher premium amounts. The increase is to be calculated on a sliding scale basis and
phased-in over a five-year period. The highest category on the sliding scale is for
beneficiaries whose modified adjusted gross income is more than $200,000 ($400,000 for
a couple filing jointly.
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Part B Deductibles

The Medicare Part B deductible remained $100 through 2004, increased to $110 for
2005, and in subsequent years the deductible is to be increased by the same percentage as
the Part B premium increase.

Medicare as Secondary Payer

Allowed the Secretary to make a conditional Medicare payment if a primary plan has not
made or cannot reasonably be expected to make prompt payment. Required the payment
to be contingent on reimbursement by the primary plan to the appropriate Medicare trust
fund. Required a primary plan as well as an entity that receives payment from a primary
plan to reimburse the Medicare Trust Funds for any payment made by the Secretary if the
primary plan was obligated to make payment. Made other changes with regard to
Medicare as a secondary payer to address the Secretary's authority to recover payment
from any and all responsible entities and to bring action, including the collection of
double damages, to recover payment under the Medicare secondary payer provisions.

Program Integrity

Required the Secretary to conduct a demonstration project to demonstrate the use of
recovery audit contractors (RACs) under the Medicare Integrity Program in identifying
underpayments and overpayments and recouping overpayments under the Medicare
program for services for which payment is made under Medicare part A or part B.
Required a report to Congress on the demonstration program.

Directed the Secretary to establish a pilot program to identify efficient, effective, and
economical procedures for long term care facilities or providers to conduct background
checks on prospective direct patient access employees.

Coverage Determinations Process

Required the Secretary to make available to the public the factors considered in making
national coverage determinations of whether an item or service is reasonable and
necessary. Allows for public comment in national coverage determinations. Directed the
Secretary to develop a plan to evaluate new local coverage determinations to determine
which should be adopted nationally and to what extent greater consistency can be
achieved among local coverage determinations.

Regulatory Reform

Required the Secretary, in consultation with the Director of the Office of Management
and Budget, to establish and publish a regular timeline for the publication of final
regulations based on the previous publication of a proposed regulation or an interim final
regulation. Prohibited the timeframe established from being longer than three years
except under exceptional circumstances. Provided that if the Secretary publishes a final
regulation that includes a provision that is not a logical outgrowth of a previously
published notice of proposed rulemaking or interim final rule, such provision would be
treated as a proposed regulation and would not take effect until there is the further
opportunity for public comment and a publication of the provision again as a final
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regulation.

Contracting Reform

Allowed the Secretary to contract competitively with any eligible entity to serve as a
Medicare contractor. Eliminated the distinction between Medicare Part A contractors
(fiscal intermediaries) and Medicare Part B contractors (carriers), and merged separate
authorities for fiscal intermediaries and carriers into a single authority for the new
contractor. Authorized these new contractors, called Medicare Administrative
Contractors, to assume all the functions of the current fiscal intermediaries and carriers
including: determining payments; making payments; providing education and outreach to
beneficiaries; communicating with providers and suppliers; and additional functions as
necessary.

Directed the Secretary to provide through the toll free telephone number 1-800-
MEDICARE for a means by which individuals seeking information about, or assistance
with, such programs who phone such toll-free numbers are transferred (without charge)
to appropriate entities for the provision of such information or assistance.

Appeals and Recovery

Directed the Commissioner of Social Security and the Secretary to develop a transition
plan under which the functions of administrative law judges responsible for hearing cases
under the Medicare program are transferred from the responsibility of the Commissioner
and Social Security Administration to the Secretary and HHS. Authorized additional
appropriations to increase the number of administrative law judges, improve education
and training opportunities for administrative law judges, and increase the staff of the
Departmental Appeals Board.

Revised the Medicare appeals process to: (1) require providers and suppliers to present
all evidence for an appeal at the reconsideration level that is conducted by a qualified
independent contractor (QIC) unless good cause precluded the introduction of the
evidence; (2) provide for the use of beneficiaries' medical records in QIC
reconsiderations; (3) require that notice of decisions or determinations, redeterminations,
reconsiderations, and appeals be written in a manner calculated to be understood by a
beneficiary and include reasons for the decision or determination or redetermination and
the process for further appeal; (4) specify the eligibility requirements for QICs and their
reviewer employees that relate to medical and legal expertise, independence, and
prohibitions linked to decisions being rendered; and (5) reduce the required number of
QICs from 12 to four.

Quality Improvement Demonstrations and Programs

Required the Secretary to provide for the phased-in development, testing, evaluation, and
implementation of chronic care improvement programs. Required the programs to be
designed to improve clinical quality and beneficiary satisfaction and achieve spending
targets with respect to expenditures under Medicare for targeted beneficiaries with one or
more threshold conditions.
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Required the Secretary to develop a plan to improve quality of care and to reduce the cost
of care for chronically ill Medicare beneficiaries within six months after enactment. The
plan is to use existing data and identify data gaps, develop research initiatives, and
propose intervention demonstration programs to provide better health care for chronically
ill Medicare beneficiaries. Required the Secretary to implement the plan no later than two
years after enactment.

Directed the Secretary to establish a pay-for-performance demonstration program with
physicians to meet the needs of eligible beneficiaries through the adoption and use of
health information technology and evidence-based outcomes measures.

Required each MA organization to have an ongoing quality improvement program for
improving the quality of care provided to enrollees in each MA plan offered by such
organization (other than an MA private fee-for-service plan or an MSA plan) effective for
contract years beginning January 1, 2006. Required each MA organization, as part of the
quality improvement program, to have a chronic care improvement program.

DEFICIT REDUCTION ACT (DRA) OF 2005 (P.L. 109-171)

Hospitals

Required that hospitals that receive payments under the inpatient prospective payment
system (IPPS) that do not submit certain quality measures to the Secretary in FY2007 and
each subsequent year would have the applicable market basket percentage reduced by
two percentage points. Directed the Secretary to develop a plan to implement a value
based purchasing program for Medicare payments for these hospitals beginning with
FY2009. Required a hospital to report an individual's secondary diagnosis at admission
with the information submitted at the time of discharge in order for payment to be made.

Directed the Secretary to develop a strategic and implementing plan regarding physician
investment in specialty hospitals that address issues related to proportionality of
investment return, bona fide investments, annual disclosure of investment information,
and the provision of Medicaid and charity care by specialty hospitals. Required the
Secretary to continue the suspension on enrollment of the new specialty hospitals until a
certain time.

Directed the Secretary to establish a qualified gainsharing demonstration program for
projects to: (1) test and evaluate relationships between hospitals and physicians to
improve the quality and efficiency of care provided to Medicare beneficiaries; and (2)
develop improved operational and financial hospital performance with sharing of
remuneration as specified in the project.

Inpatient Rehabilitation Hospitals

Specified criterion used to determine whether a hospital or hospital unit is an inpatient
rehabilitation facility for Medicare purposes. Established the compliance threshold at: (1)
60% during the 12-month period beginning on July 1, 2006; (2) 65% during the 12-
month period beginning on July 1, 2007; and (3) 75% on July 1, 2008 and subsequently.
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Rural Hospitals

Extended the Medicare dependent hospital (MDH) status for qualifying rural hospitals
through discharges occurring before October 1, 2011. Required an increase in Medicare
payments for covered OPD services in calendar 2006-2008 to non-sole community small
rural hospitals with no more than 100 beds, if their OPD payments under the OPPS were
less than under the prior reimbursement system.

Skilled Nursing Facilities

Reduced payments to skilled nursing facilities for allowable bad debts attributable to
Medicare coinsurance by 30 percent for those individuals who are not dually eligible for
Medicare and Medicaid. Directed the Secretary to establish a demonstration program for
the purposes of understanding costs and outcomes across different post-acute care sites.

Home Health

Revised requirements for home health payments, eliminating the update for home health
payments in 2006. Extended through calendar 2006 the prior 5% additional payment for
home health episodes or visits furnished in a rural area. Required a home health agency to
submit certain quality data to the Secretary annually, or incur a 2% reduction in the fiscal
year market basket update. Required MedPAC to report to Congress on a detailed
structure of value based payment adjustments for home health services under the
Medicare program.

Ambulatory Surgical Centers

Required that ambulatory care surgery centers (ASC) be paid the Medicare OPD fee
schedule amount whenever the ASC facility payment (without application of any
geographic price differences) is greater than the Medicare OPD fee schedule amount for
the same service.

Physicians

Provided that the update to the single conversion factor for physicians' services for 2006
is 0%. Required the Medicare Payment Advisory Commission (MedPAC) to report to
Congress on mechanisms that could be used to replace the sustainable growth rate
system.

Dialysis Services

Directed the Secretary to increase the amount of the composite rate component of the
basic case-mix adjusted PPS for dialysis services furnished on or after January 1, 2006,
by 1.6% above the amount of such component for such services furnished on December
31, 2005.

Therapy Services

Directed the Secretary to implement an exceptions process with respect to physical
therapy, speech language pathology, and occupational therapy caps for expenses incurred
in 2006. Directed the Secretary to implement clinically appropriate code edits with
respect to Medicare Part B payments for physical therapy services, occupational therapy
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services, and speech-language pathology services in order to identify and eliminate
improper payments.

Durable Medical Equipment

Required equipment suppliers to transfer the title of durable medical equipment (DME) in
the capped rental category to the beneficiary after a thirteen month rental period.
Required suppliers of oxygen equipment (including portable oxygen equipment) to
transfer the title to the beneficiary after a 36-month rental period. Required payments for
oxygen to continue after title transfer in the recognized amount for the period of medical
need.

Imaging Services

Provided that the reduced expenditures attributable to the multiple procedure payment
reduction for imaging (under the final rule published November 21, 2005) is not to be
taken into account for purposes of the budget neutrality calculation for 2006 and 2007.
Declared that, for specified imaging services furnished on or after January 1, 2007, if the
technical component (including the technical component of a global fee) exceeds the
Medicare outpatient department (OPD) fee schedule amount established under the
prospective payment system (PPS) for such service, the Secretary is to substitute the
Medicare OPD fee schedule amount, adjusted by the relevant geographic adjustment
factor.

Part B Premiums

Revised requirements for the reduction in Medicare Part B premium subsidy based on
income. Increased the monthly adjustment amounts, and accelerated their phase-in for
higher income enrollees, with the provision fully effective in 2009.

Part B Covered Services

Authorized Medicare coverage of ultrasound screening for abdominal aortic aneurysms
for an individual meeting certain criteria. Included ultrasound screening for abdominal
aortic aneurysms in the package of services provided in the initial preventive service
exam offered to new Medicare enrollees.

Part B Deductibles
Made the Part B deductible inapplicable to ultrasound screening for abdominal aortic
aneurysm. Made the Part B deductible inapplicable to colorectal cancer screening tests.

Part B Enrollment

Permitted delayed enrollment under Medicare Part B without a delayed enrollment
penalty to individuals who: (1) serve as volunteers outside the United States through a
program sponsored by a tax-exempt organization that covers at least 12 months; and (2)
demonstrate health insurance coverage while serving in the program. Created a special
six-month special Part B enrollment period for such individuals, beginning on the first
day of the month the individual was no longer in the program.

Medicare Advantage
Provided for the phase-out of risk adjustment budget neutrality over 2007 through 2010
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in determining the amount of payments to Medicare Advantage Organizations. Directed
the Secretary to establish a process and criteria to award site development grants to
qualified Programs of All-inclusive Care for Elderly (PACE) providers that have been
approved to serve a rural area.

Program Integrity
Increased Medicare Integrity Program funding amounts by $100 million for FY2006.

TAX RELIEF AND HEALTHCARE ACT (TRHCA) OF 2006, (P.L. 109-432)

Hospitals

Extended through September 30, 2007, the reclassification of subsection (d) hospitals
(those that receive payment under the IPPS) wage index would which would have
expired on March 31, 2007. Directed the Secretary to include in the proposed rule for
FY2009 one or more proposals to revise such wage index adjustment. Extended through
June 30, 2007, Medicare reasonable costs payments for certain clinical diagnostic
laboratory tests furnished to hospital patients in certain rural areas.

Outpatient Hospitals

Required a 2% reduction in any annual increase (update) to the outpatient department
(OPD) services fee schedule for the failure of a subsection (d) hospital to report on
quality measures data about hospital outpatient services, or of an ambulatory surgical
center to report on such data about its services. Directed the Secretary to develop
measures of the quality of care furnished by hospitals in outpatient settings, reflecting
consensus among affected parties, including measures set forth by national consensus
building entities. Required the Secretary to establish procedures for making quality
reporting data available to the public.

Physicians

Provided for an increase in the Medicare physician fee schedule conversion factor for
2007; (2) directed the Secretary to implement a system for the reporting by eligible
professionals of data on specified quality measures; (3) provided for transitional bonus
incentive payments to eligible professionals for quality reporting in 2007; (4) directed the
Secretary to establish a Physician Assistance and Quality Initiative Fund available for
physician payment and quality improvement initiatives; and (5) directed the Secretary to
provide for the transfer from the Federal Supplementary Medical Insurance Trust Fund of
a specified amount to the Centers for Medicare and Medicaid Services Program
Management Account for FY2007-FY2009 to implement these measures. Extended
through 2007 the mandatory 1.0 floor for the work geographic index adjustment for
Medicare payment of physicians' services. Extended through 2007 specified requirements
for the treatment of certain physician pathology services under Medicare.

Therapy Services
Extended through 2007 the exceptions process for Medicare therapy caps.
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Dialysis Services

Revised the mandatory increase in the amount of the composite rate component of the
basic case-mix adjusted system for dialysis services furnished on or after January 1,
2006. Limited the current rate component increase to services furnished before April 1,
2007. Required the current rate component for services furnished after April 1, 2007, to
be increased by 1.6% above the amount of the rate component for services furnished on
March 31, 2007.

Part B Drugs

Revised the payment process under the competitive acquisition process (CAP) for drugs
and biologicals to: (1) require payment for drugs and biologicals to the applicable
contractor only upon receipt of a claim for one supplied by the contractor for
administration to a beneficiary; and (2) direct the Secretary to establish a post-payment
review process to assure that payment is made for a drug or biological only if it has been
administered to a beneficiary.

Vaccines

Provided, in the case of a vaccine administered during 2007 that is a covered Part D drug,
that the administration of such vaccine shall be paid under Medicare Part B. Required the
administration of vaccines to be included in the coverage of Part D drugs beginning in
2008.

Care Coordination

Directed the Secretary to establish a medical home demonstration project to redesign the
health care delivery system to provide targeted, accessible, continuous and coordinated,
family-centered care to high-need populations. Required such project to provide that: (1)
care management fees are paid to persons performing services as personal physicians;
and (2) incentive payments are paid to physicians participating in practices that provide
services as a medical home.

Program Integrity

Required the Secretary to enter into contracts with recovery audit contractors to identify
underpayments and overpayments and recoup overpayments for all services for which
payment is made under Medicare Part A or Medicare Part B. Required the Secretary to
provide for activities in all states under such a contract by January 1, 2010. Made
appropriations to the Health Care Fraud and Abuse Control Account for FY2007-FY2010
and ensuing fiscal years.

MEDICARE, MEDICAID, AND SCHIP EXTENSION ACT (MMSEA) OF 2007 (P.L.
110-173)

Inpatient Hospitals

Extended the expiration date for certain wage index geographic reclassifications and
special exceptions through FY2008 (as originally established by Section 508 of the
MMA). Directed the Secretary, in the case of certain acute care hospitals, to apply a
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higher wage index in specified circumstances.

Long Term Care Hospitals

Directed the Secretary to study and report to Congress on the establishment of: (1) a
national long-term care hospital (LTCH) facility primarily engaged in providing inpatient
services to Medicare beneficiaries whose medically complex conditions require a long
hospital stay; and (2) patient criteria for purposes of determining medical necessity,
appropriateness of admission, and continued stay at, and discharge from, LTCHs.
Prohibited the Secretary from applying, for a three-year period, the 25% patient threshold
payment adjustment to freestanding and grandfathered LTCHs. Provided that payment to
an applicable LTCH or satellite facility located in a rural area, or co-located with an
urban single or MSA dominant hospital, shall not be subject to any payment adjustment if
no more than 75% of the hospital's Medicare discharges are admitted from a co-located
hospital. (An "MSA-dominant hospital" is one that has discharged more than 25% of the
total hospital Medicare discharges in the metropolitan statistical area (MSA) in which the
hospital is located.) Provided that payment to an applicable LTCH or satellite facility co-
located with another hospital shall not be subject to a specified payment adjustment if no
more than 50% of the hospital's Medicare discharges (with certain exceptions) are
admitted from a co-located hospital. Prohibited the Secretary from making the one-time
prospective adjustment to LTCH prospective payment rates. Directed the Secretary to
impose a moratorium for purposes of the Medicare program: (1) on the establishment and
classification of a LTCH (with certain exceptions) or satellite facility, other tha