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ACTION: Final rule.

SUMMARY: This final rule will update the
prospective payment rates for inpatient
rehabilitation facilities (IRFs) for federal
fiscal year (FY) 2017 as required by the
statute. As required by section 1886(j)(5)
of the Act, this rule includes the
classification and weighting factors for
the IRF prospective payment system’s
(IRF PPS’s) case-mix groups and a
description of the methodologies and
data used in computing the prospective
payment rates for FY 2017. This final
rule also revises and updates quality
measures and reporting requirements

under the IRF quality reporting program
(QRP).

DATES:

Effective Dates: These regulations are
effective on October 1, 2016.

Applicability Dates: The updated IRF
prospective payment rates are
applicable for IRF discharges occurring
on or after October 1, 2016, and on or
before September 30, 2017 (FY 2017).
The updated quality measures and
reporting requirements under the IRF
QRP are effective for IRF discharges
occurring on or after October 1, 2016.

FOR FURTHER INFORMATION CONTACT:
Gwendolyn Johnson, (410) 786—6954,
for general information. Catie Kraemer,
(410) 786—0179, for information about
the wage index. Christine Grose, (410)
786-1362, for information about the
quality reporting program. Kadie Derby,
(410) 786—0468, or Susanne Seagrave,
(410) 786-0044, for information about
the payment policies and payment rates.

SUPPLEMENTARY INFORMATION: The IRF
PPS Addenda along with other
supporting documents and tables
referenced in this final rule are available
through the Internet on the CMS Web
site at http://www.cms.hhs.gov/
Medicare/Medicare-Fee-for-Service-
Payment/InpatientRehabFacPPS/.

Executive Summary
A. Purpose

This final rule updates the
prospective payment rates for IRFs for
FY 2017 (that is, for discharges
occurring on or after October 1, 2016,
and on or before September 30, 2017) as
required under section 1886(j)(3)(C) of
the Social Security Act (the Act). As
required by section 1886(j)(5) of the Act,
this rule includes the classification and
weighting factors for the IRF PPS’s case-
mix groups and a description of the
methodologies and data used in
computing the prospective payment
rates for FY 2017. This final rule also
finalizes revisions and updates to the
quality measures and reporting
requirements under the IRF QRP.

B. Summary of Major Provisions

In this final rule, we use the methods
described in the FY 2016 IRF PPS final
rule (80 FR 47036) to update the federal
prospective payment rates for FY 2017
using updated FY 2015 IRF claims and
the most recent available IRF cost report
data, which is FY 2014 IRF cost report
data. We are also finalizing revisions
and updates to the quality measures and
reporting requirements under the IRF

C. Summary of Impacts

Provision description

Transfers

FY 2017 IRF PPS payment rate update

The overall economic impact of this final rule is an estimated $145 million in increased pay-
ments from the Federal government to IRFs during FY 2017.

Provision description

Costs

New quality reporting program requirements

estimated to be $5,231,398.17.

The total costs in FY 2017 for IRFs as a result of the new quality reporting requirements are

To assist readers in referencing
sections contained in this document, we
are providing the following Table of
Contents.
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Acronyms, Abbreviations, and Short
Forms

Because of the many terms to which
we refer by acronym, abbreviation, or
short form in this final rule, we are
listing the acronyms, abbreviation, and
short forms used and their
corresponding terms in alphabetical
order.

The Act The Social Security Act

ADC Average Daily Census

ADE Adverse Drug Events

The Affordable Care Act Patient Protection
and Affordable Care Act (Pub. L. 111-148,
enacted on March 23, 2010)

AHRQ Agency for Healthcare Research and
Quality

APU Annual Payment Update

ASAP Assessment Submission and
Processing

ASCA The Administrative Simplification
Compliance Act of 2002 (Pub. L. 107-105,
enacted on December 27, 2002)

ASPE Office of the Assistant Secretary for
Planning and Evaluation

BLS U.S. Bureau of Labor Statistics

BMI Body Mass Index

CAH Critical Access Hospitals

CASPER  Certification and Survey Provider
Enhanced Reports

CAUTI Catheter-Associated Urinary Tract
Infection

CBSA Core-Based Statistical Area

CCR Cost-to-Charge Ratio

CDC The Centers for Disease Control and
Prevention

CDI Clostridium difficile Infection

CFR Code of Federal Regulations

CMG Case-Mix Group

CMS Centers for Medicare & Medicaid
Services

COA Care for Older Adults

CY Calendar year

DSH Disproportionate Share Hospital

DSH PP Disproportionate Share Patient
Percentage

DRG Diagnosis-Related Group

eCQMs Electronically Specified Clinical
Quality Measures

ESRD End-Stage Renal Disease

FFS Fee-for-Service

FR Federal Register

FY Federal Fiscal Year

GEMS General Equivalence Mapping

GPCI Geographic Practice Cost Index

HAI Healthcare Associated Infection

HCC Hierarchical Condition Category

HHA Home Health Agencies

HCP Home Care Personnel

HHS U.S. Department of Health & Human
Services

HIPAA Health Insurance Portability and
Accountability Act of 1996 (Pub. L. 104—
191, enacted on August 21, 1996)

Hospital VBP Hospital Value-Based
Purchasing Program (also HVBP)

ICD-9-CM International Classification of
Diseases, 9th Revision, Clinical
Modification

ICD-10-CM International Classification of
Diseases, 10th Revision, Clinical
Modification

IGC Impairment Group Code

IGI IHS Global Insight

IMPACT Act Improving Medicare Post-
Acute Care Transformation Act of 2014
(Pub. L. 113-185, enacted on October 6,
2014)

IME Indirect Medical Education

IPF Inpatient Psychiatric Facility

IPPS Inpatient prospective payment system

IQR Inpatient Quality Reporting Program

IRF Inpatient Rehabilitation Facility

IRF-PAI Inpatient Rehabilitation Facility-
Patient Assessment Instrument

IRF PPS Inpatient Rehabilitation Facility
Prospective Payment System

IRF QRP Inpatient Rehabilitation Facility
Quality Reporting Program

IRVEN Inpatient Rehabilitation Validation
and Entry

LIP Low-Income Percentage

IVS Influenza Vaccination Season

LTCH Long-Term Care Hospital

MA (Medicare Part C) Medicare Advantage

MAC Medicare Administrative Contractor

MAP Measures Application Partnership

MedPAC Medicare Payment Advisory
Commission

MFP Multifactor Productivity

MMSEA Medicare, Medicaid, and SCHIP
Extension Act of 2007 (Pub. L. 110-173,
enacted on December 29, 2007)

MRSA Methicillin-Resistant
Staphylococcus aureus

MSPB Medicare Spending per Beneficiary

MUC Measures under Consideration

NHSN National Healthcare Safety Network

NQF National Quality Forum

OMB Office of Management and Budget

ONC Office of the National Coordinator for
Health Information Technology

OPPS/ASC Outpatient Prospective Payment
System/Ambulatory Surgical Center

PAC Post-Acute Care

PAC/LTC Post-Acute Care/Long-Term Care

PAI Patient Assessment Instrument

PPR Potentially Preventable Readmissions

PPS Prospective Payment System

PRA Paperwork Reduction Act of 1995
(Pub. L. 104-13, enacted on May 22, 1995)

QIES Quality Improvement Evaluation
System

QM  Quality Measure

QRP Quality Reporting Program

RIA Regulatory Impact Analysis

RIC Rehabilitation Impairment Category

RFA Regulatory Flexibility Act (Pub. L. 96—
354, enacted on September 19, 1980)

RN Registered Nurse

RPL Rehabilitation, Psychiatric, and Long-
Term Care market basket

RSRR Risk-standardized readmission rate

SIR Standardized Infection Ratio

SNF Skilled Nursing Facilities

SRR Standardized Risk Ratio

SSI Supplemental Security Income

TEP Technical Expert Panel

I. Background

A. Historical Overview of the IRF PPS

Section 1886(j) of the Act provides for
the implementation of a per-discharge
prospective payment system (PPS) for
inpatient rehabilitation hospitals and
inpatient rehabilitation units of a
hospital (collectively, hereinafter
referred to as IRFs). Payments under the
IRF PPS encompass inpatient operating
and capital costs of furnishing covered
rehabilitation services (that is, routine,
ancillary, and capital costs), but not
direct graduate medical education costs,
costs of approved nursing and allied
health education activities, bad debts,
and other services or items outside the
scope of the IRF PPS. Although a
complete discussion of the IRF PPS
provisions appears in the original FY
2002 IRF PPS final rule (66 FR 41316)
and the FY 2006 IRF PPS final rule (70
FR 47880), we are providing below a
general description of the IRF PPS for
FYs 2002 through 2016.

Under the IRF PPS from FY 2002
through FY 2005 the federal prospective
payment rates were computed across
100 distinct case-mix groups (CMGs), as
described in the FY 2002 IRF PPS final
rule (66 FR 41316). We constructed 95
CMGs using rehabilitation impairment
categories (RICs), functional status (both
motor and cognitive), and age (in some
cases, cognitive status and age may not
be a factor in defining a CMG). In
addition, we constructed five special
CMGs to account for very short stays
and for patients who expire in the IRF.

For each of the CMGs, we developed
relative weighting factors to account for
a patient’s clinical characteristics and
expected resource needs. Thus, the
weighting factors accounted for the
relative difference in resource use across
all CMGs. Within each CMG, we created
tiers based on the estimated effects that
certain comorbidities would have on
resource use.

We established the federal PPS rates
using a standardized payment
conversion factor (formerly referred to
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as the budget-neutral conversion factor).
For a detailed discussion of the budget-
neutral conversion factor, please refer to
our FY 2004 IRF PPS final rule (68 FR
45684 through 45685). In the FY 2006
IRF PPS final rule (70 FR 47880), we
discussed in detail the methodology for
determining the standard payment
conversion factor.

We applied the relative weighting
factors to the standard payment
conversion factor to compute the
unadjusted federal prospective payment
rates under the IRF PPS from FYs 2002
through 2005. Within the structure of
the payment system, we then made
adjustments to account for interrupted
stays, transfers, short stays, and deaths.
Finally, we applied the applicable
adjustments to account for geographic
variations in wages (wage index), the
percentage of low-income patients,
location in a rural area (if applicable),
and outlier payments (if applicable) to
the IRFs’ unadjusted federal prospective
payment rates.

For cost reporting periods that began
on or after January 1, 2002, and before
October 1, 2002, we determined the
final prospective payment amounts
using the transition methodology
prescribed in section 1886(j)(1) of the
Act. Under this provision, IRFs
transitioning into the PPS were paid a
blend of the federal IRF PPS rate and the
payment that the IRFs would have
received had the IRF PPS not been
implemented. This provision also
allowed IRFs to elect to bypass this
blended payment and immediately be
paid 100 percent of the federal IRF PPS
rate. The transition methodology
expired as of cost reporting periods
beginning on or after October 1, 2002
(FY 2003), and payments for all IRFs
now consist of 100 percent of the federal
IRF PPS rate.

We established a CMS Web site as a
primary information resource for the
IRF PPS which is available at http://
www.cms.gov/Medicare/Medicare-Fee-
for-Service-Payment/
InpatientRehabFacPPS/index.html. The
Web site may be accessed to download
or view publications, software, data
specifications, educational materials,
and other information pertinent to the
IRF PPS.

Section 1886(j) of the Act confers
broad statutory authority upon the
Secretary to propose refinements to the
IRF PPS. In the FY 2006 IRF PPS final
rule (70 FR 47880) and in correcting
amendments to the FY 2006 IRF PPS
final rule (70 FR 57166) that we
published on September 30, 2005, we
finalized a number of refinements to the
IRF PPS case-mix classification system
(the CMGs and the corresponding

relative weights) and the case-level and
facility-level adjustments. These
refinements included the adoption of
the Office of Management and Budget’s
(OMB) Core-Based Statistical Area
(CBSA) market definitions,
modifications to the CMGs, tier
comorbidities, and CMG relative
weights, implementation of a new
teaching status adjustment for IRFs,
revision and rebasing of the market
basket index used to update IRF
payments, and updates to the rural, low-
income percentage (LIP), and high-cost
outlier adjustments. Beginning with the
FY 2006 IRF PPS final rule (70 FR 47908
through 47917), the market basket index
used to update IRF payments was a
market basket reflecting the operating
and capital cost structures for
freestanding IRFs, freestanding inpatient
psychiatric facilities (IPFs), and long-
term care hospitals (LTCHs) (hereinafter
referred to as the rehabilitation,
psychiatric, and long-term care (RPL)
market basket). Any reference to the FY
2006 IRF PPS final rule in this final rule
also includes the provisions effective in
the correcting amendments. For a
detailed discussion of the final key
policy changes for FY 2006, please refer
to the FY 2006 IRF PPS final rule (70 FR
47880 and 70 FR 57166).

In the FY 2007 IRF PPS final rule (71
FR 48354), we further refined the IRF
PPS case-mix classification system (the
CMG relative weights) and the case-
level adjustments, to ensure that IRF
PPS payments would continue to reflect
as accurately as possible the costs of
care. For a detailed discussion of the FY
2007 policy revisions, please refer to the
FY 2007 IRF PPS final rule (71 FR
48354).

In the FY 2008 IRF PPS final rule (72
FR 44284), we updated the federal
prospective payment rates and the
outlier threshold, revised the IRF wage
index policy, and clarified how we
determine high-cost outlier payments
for transfer cases. For more information
on the policy changes implemented for
FY 2008, please refer to the FY 2008 IRF
PPS final rule (72 FR 44284), in which
we published the final FY 2008 IRF
federal prospective payment rates. After
publication of the FY 2008 IRF PPS final
rule (72 FR 44284), section 115 of the
Medicare, Medicaid, and SCHIP
Extension Act of 2007 (Pub. L. 110-173,
enacted on December 29, 2007)
(MMSEA), amended section
1886(j)(3)(C) of the Act to apply a zero
percent increase factor for FYs 2008 and
2009, effective for IRF discharges
occurring on or after April 1, 2008.
Section 1886(j)(3)(C) of the Act required
the Secretary to develop an increase
factor to update the IRF federal

prospective payment rates for each FY.
Based on the legislative change to the
increase factor, we revised the FY 2008
federal prospective payment rates for
IRF discharges occurring on or after
April 1, 2008. Thus, the final FY 2008
IRF federal prospective payment rates
that were published in the FY 2008 IRF
PPS final rule (72 FR 44284) were
effective for discharges occurring on or
after October 1, 2007, and on or before
March 31, 2008; and the revised FY
2008 IRF federal prospective payment
rates were effective for discharges
occurring on or after April 1, 2008, and
on or before September 30, 2008. The
revised FY 2008 federal prospective
payment rates are available on the CMS
Web site at http://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/InpatientRehabFacPPS/Data-
Files.html.

In the FY 2009 IRF PPS final rule (73
FR 46370), we updated the CMG relative
weights, the average length of stay
values, and the outlier threshold;
clarified IRF wage index policies
regarding the treatment of “New
England deemed” counties and multi-
campus hospitals; and revised the
regulation text in response to section
115 of the MMSEA to set the IRF
compliance percentage at 60 percent
(the “60 percent rule”’) and continue the
practice of including comorbidities in
the calculation of compliance
percentages. We also applied a zero
percent market basket increase factor for
FY 2009 in accordance with section 115
of the MMSEA. For more information on
the policy changes implemented for FY
2009, please refer to the FY 2009 IRF
PPS final rule (73 FR 46370), in which
we published the final FY 2009 IRF
federal prospective payment rates.

In the FY 2010 IRF PPS final rule (74
FR 39762) and in correcting
amendments to the FY 2010 IRF PPS
final rule (74 FR 50712) that we
published on October 1, 2009, we
updated the federal prospective
payment rates, the CMG relative
weights, the average length of stay
values, the rural, LIP, teaching status
adjustment factors, and the outlier
threshold; implemented new IRF
coverage requirements for determining
whether an IRF claim is reasonable and
necessary; and revised the regulation
text to require IRFs to submit patient
assessments on Medicare Advantage
(MA) (formerly called Medicare Part C)
patients for use in the 60 percent rule
calculations. Any reference to the FY
2010 IRF PPS final rule in this final rule
also includes the provisions effective in
the correcting amendments. For more
information on the policy changes
implemented for FY 2010, please refer
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to the FY 2010 IRF PPS final rule (74 FR
39762 and 74 FR 50712), in which we
published the final FY 2010 IRF federal
prospective payment rates.

After publication of the FY 2010 IRF
PPS final rule (74 FR 39762), section
3401(d) of the Patient Protection and
Affordable Care Act (Pub. L. 111-148,
enacted on March 23, 2010), as
amended by section 10319 of the same
Act and by section 1105 of the Health
Care and Education Reconciliation Act
0f 2010 (Pub. L. 111-152, enacted on
March 30, 2010) (collectively,
hereinafter referred to as “The
Affordable Care Act”’), amended section
1886(j)(3)(C) of the Act and added
section 1886(j)(3)(D) of the Act. Section
1886(j)(3)(C) of the Act requires the
Secretary to estimate a multifactor
productivity adjustment to the market
basket increase factor, and to apply
other adjustments as defined by the Act.
The productivity adjustment applies to
FYs from 2012 forward. The other
adjustments apply to FYs 2010 to 2019.

Sections 1886(j)(3)(C)(ii)(II) and
1886(j)(3)(D)(i) of the Act defined the
adjustments that were to be applied to
the market basket increase factors in
FYs 2010 and 2011. Under these
provisions, the Secretary was required
to reduce the market basket increase
factor in FY 2010 by a 0.25 percentage
point adjustment. Notwithstanding this
provision, in accordance with section
3401(p) of the Affordable Care Act, the
adjusted FY 2010 rate was only to be
applied to discharges occurring on or
after April 1, 2010. Based on the self-
implementing legislative changes to
section 1886(j)(3) of the Act, we
adjusted the FY 2010 federal
prospective payment rates as required,
and applied these rates to IRF
discharges occurring on or after April 1,
2010, and on or before September 30,
2010. Thus, the final FY 2010 IRF
federal prospective payment rates that
were published in the FY 2010 IRF PPS
final rule (74 FR 39762) were used for
discharges occurring on or after October
1, 2009, and on or before March 31,
2010, and the adjusted FY 2010 IRF
federal prospective payment rates
applied to discharges occurring on or
after April 1, 2010, and on or before
September 30, 2010. The adjusted FY
2010 federal prospective payment rates
are available on the CMS Web site at
http://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
InpatientRehabFacPPS/Data-Files.html.

In addition, sections 1886(j)(3)(C) and
(D) of the Act also affected the FY 2010
IRF outlier threshold amount because
they required an adjustment to the FY
2010 RPL market basket increase factor,
which changed the standard payment

conversion factor for FY 2010.
Specifically, the original FY 2010 IRF
outlier threshold amount was
determined based on the original
estimated FY 2010 RPL market basket
increase factor of 2.5 percent and the
standard payment conversion factor of
$13,661. However, as adjusted, the IRF
prospective payments are based on the
adjusted RPL market basket increase
factor of 2.25 percent and the revised
standard payment conversion factor of
$13,627. To maintain estimated outlier
payments for FY 2010 equal to the
established standard of 3 percent of total
estimated IRF PPS payments for FY
2010, we revised the IRF outlier
threshold amount for FY 2010 for
discharges occurring on or after April 1,
2010, and on or before September 30,
2010. The revised IRF outlier threshold
amount for FY 2010 was $10,721.

Sections 1886(j)(3)(C)(ii)(II) and
1886(j)(3)(D)(i) of the Act also required
the Secretary to reduce the market
basket increase factor in FY 2011 by a
0.25 percentage point adjustment. The
FY 2011 IRF PPS notice (75 FR 42836)
and the correcting amendments to the
FY 2011 IRF PPS notice (75 FR 70013)
described the required adjustments to
the FY 2011 and FY 2010 IRF PPS
federal prospective payment rates and
outlier threshold amount for IRF
discharges occurring on or after April 1,
2010, and on or before September 30,
2011. It also updated the FY 2011
federal prospective payment rates, the
CMG relative weights, and the average
length of stay values. Any reference to
the FY 2011 IRF PPS notice in this final
rule also includes the provisions
effective in the correcting amendments.
For more information on the FY 2010
and FY 2011 adjustments or the updates
for FY 2011, please refer to the FY 2011
IRF PPS notice (75 FR 42836 and 75 FR
70013).

In the FY 2012 IRF PPS final rule (76
FR 47836), we updated the IRF federal
prospective payment rates, rebased and
revised the RPL market basket, and
established a new quality reporting
program for IRFs in accordance with
section 1886(j)(7) of the Act. We also
revised regulation text for the purpose
of updating and providing greater
clarity. For more information on the
policy changes implemented for FY
2012, please refer to the FY 2012 IRF
PPS final rule (76 FR 47836), in which
we published the final FY 2012 IRF
federal prospective payment rates.

The FY 2013 IRF PPS notice (77 FR
44618) described the required
adjustments to the FY 2013 federal
prospective payment rates and outlier
threshold amount for IRF discharges
occurring on or after October 1, 2012,

and on or before September 30, 2013. It
also updated the FY 2013 federal
prospective payment rates, the CMG
relative weights, and the average length
of stay values. For more information on
the updates for FY 2013, please refer to
the FY 2013 IRF PPS notice (77 FR
44618).

In the FY 2014 IRF PPS final rule (78
FR 47860), we updated the federal
prospective payment rates, the CMG
relative weights, and the outlier
threshold amount. We also updated the
facility-level adjustment factors using an
enhanced estimation methodology,
revised the list of diagnosis codes that
count toward an IRF’s 60 percent rule
compliance calculation to determine
“presumptive compliance,” revised
sections of the Inpatient Rehabilitation
Facility-Patient Assessment Instrument
(IRF-PAI), revised requirements for
acute care hospitals that have IRF units,
clarified the IRF regulation text
regarding limitation of review, updated
references to previously changed
sections in the regulations text, and
revised and updated quality measures
and reporting requirements under the
IRF quality reporting program. For more
information on the policy changes
implemented for FY 2014, please refer
to the FY 2014 IRF PPS final rule (78 FR
47860), in which we published the final
FY 2014 IRF federal prospective
payment rates.

In the FY 2015 IRF PPS final rule (79
FR 45872), we updated the federal
prospective payment rates, the CMG
relative weights, and the outlier
threshold amount. We also further
revised the list of diagnosis codes that
count toward an IRF’s 60 percent rule
compliance calculation to determine
“presumptive compliance,” revised
sections of the IRF-PAI, and revised and
updated quality measures and reporting
requirements under the IRF quality
reporting program. For more
information on the policy changes
implemented for FY 2015, please refer
to the FY 2015 IRF PPS final rule (79 FR
45872) and the FY 2015 IRF PPS
correction notice (79 FR 59121).

In the FY 2016 IRF PPS final rule (80
FR 47036), we updated the federal
prospective payment rates, the CMG
relative weights, and the outlier
threshold amount. We also adopted an
IRF-specific market basket that reflects
the cost structures of only IRF
providers, a blended one-year transition
wage index based on the adoption of
new OMB area delineations, a 3-year
phase-out of the rural adjustment for
certain IRFs due to the new OMB area
delineations, and revisions and updates
to the IRF QRP. For more information
on the policy changes implemented for
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FY 2016, please refer to the FY 2016 IRF
PPS final rule (80 FR 47036).

B. Provisions of the Affordable Care Act
Affecting the IRF PPS in FY 2012 and
Beyond

The Affordable Care Act included
several provisions that affect the IRF
PPS in FYs 2012 and beyond. In
addition to what was previously
discussed, section 3401(d) of the
Affordable Care Act also added section
1886(j)(3)(C)(ii)(I) (providing for a
“productivity adjustment” for fiscal
year 2012 and each subsequent fiscal
year). The productivity adjustment for
FY 2017 is discussed in section VI.B. of
this final rule. Section 3401(d) of the
Affordable Care Act requires an
additional 0.75 percentage point
adjustment to the IRF increase factor for
each of FYs 2017, 2018, and 2019. The
applicable adjustment for FY 2017 is
discussed in section VI.B. of this final
rule. Section 1886(j)(3)(C)(ii)(II) of the
Act notes that the application of these
adjustments to the market basket update
may result in an update that is less than
0.0 for a fiscal year and in payment rates
for a fiscal year being less than such
payment rates for the preceding fiscal
year. Section 3004(b) of the Affordable
Care Act also addressed the IRF PPS
program. It reassigned the previously
designated section 1886(j)(7) of the Act
to section 1886(j)(8) and inserted a new
section 1886(j)(7), which contains
requirements for the Secretary to
establish a quality reporting program for
IRFs. Under that program, data must be
submitted in a form and manner and at
a time specified by the Secretary.
Beginning in FY 2014, section
1886(j)(7)(A)(i) of the Act requires the
application of a 2 percentage point
reduction of the applicable market
basket increase factor for IRFs that fail
to comply with the quality data
submission requirements. Application
of the 2 percentage point reduction may
result in an update that is less than 0.0
for a fiscal year and in payment rates for
a fiscal year being less than such
payment rates for the preceding fiscal
year. Reporting-based reductions to the
market basket increase factor will not be
cumulative; they will only apply for the
FY involved.

Under section 1886(j)(7)(D)(i) and (ii)
of the Act, the Secretary is generally
required to select quality measures for
the IRF quality reporting program from
those that have been endorsed by the
consensus-based entity which holds a
performance measurement contract
under section 1890(a) of the Act. This
contract is currently held by the
National Quality Forum (NQF). So long
as due consideration is given to

measures that have been endorsed or
adopted by a consensus-based
organization, section 1886(j)(7)(D)(ii) of
the Act authorizes the Secretary to
select non-endorsed measures for
specified areas or medical topics when
there are no feasible or practical
endorsed measure(s).

Section 1886(j)(7)(E) of the Act
requires the Secretary to establish
procedures for making the IRF PPS
quality reporting data available to the
public. In so doing, the Secretary must
ensure that IRFs have the opportunity to
review any such data prior to its release
to the public.

C. Operational Overview of the Current
IRF PPS

As described in the FY 2002 IRF PPS
final rule, upon the admission and
discharge of a Medicare Part A Fee-for-
Service (FFS) patient, the IRF is
required to complete the appropriate
sections of a patient assessment
instrument (PAI), designated as the IRF—
PAL In addition, beginning with IRF
discharges occurring on or after October
1, 2009, the IRF is also required to
complete the appropriate sections of the
IRF-PAI upon the admission and
discharge of each Medicare Advantage
(MA) (formerly called Medicare Part C)
patient, as described in the FY 2010 IRF
PPS final rule. All required data must be
electronically encoded into the IRF-PAI
software product. Generally, the
software product includes patient
classification programming called the
Grouper software. The Grouper software
uses specific IRF-PAI data elements to
classify (or group) patients into distinct
CMGs and account for the existence of
any relevant comorbidities.

The Grouper software produces a 5-
character CMG number. The first
character is an alphabetic character that
indicates the comorbidity tier. The last
4 characters are numeric characters that
represent the distinct CMG number.
Free downloads of the Inpatient
Rehabilitation Validation and Entry
(IRVEN) software product, including the
Grouper software, are available on the
CMS Web site at http://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/InpatientRehabFacPPS/
Software.html.

Once a Medicare FFS Part A patient
is discharged, the IRF submits a
Medicare claim as a Health Insurance
Portability and Accountability Act of
1996 (Pub. L. 104-191, enacted on
August 21, 1996) (HIPAA) compliant
electronic claim or, if the
Administrative Simplification
Compliance Act of 2002 (Pub. L. 107-
105, enacted on December 27, 2002)
(ASCA) permits, a paper claim (a UB—

04 or a CMS—1450 as appropriate) using
the five-character CMG number and
sends it to the appropriate Medicare
Administrative Contractor (MAC). In
addition, once a Medicare Advantage
patient is discharged, in accordance
with the Medicare Claims Processing
Manual, chapter 3, section 20.3 (Pub.
100-04), hospitals (including IRFs) must
submit an informational-only bill (Type
of Bill (TOB) 111), which includes
Condition Code 04 to their MAC. This
will ensure that the Medicare Advantage
days are included in the hospital’s
Supplemental Security Income (SSI)
ratio (used in calculating the IRF low-
income percentage adjustment) for fiscal
year 2007 and beyond. Claims
submitted to Medicare must comply
with both ASCA and HIPAA.

Section 3 of the ASCA amends section
1862(a) of the Act by adding paragraph
(22), which requires the Medicare
program, subject to section 1862(h) of
the Act, to deny payment under Part A
or Part B for any expenses for items or
services ‘“for which a claim is submitted
other than in an electronic form
specified by the Secretary.” Section
1862(h) of the Act, in turn, provides that
the Secretary shall waive such denial in
situations in which there is no method
available for the submission of claims in
an electronic form or the entity
submitting the claim is a small provider.
In addition, the Secretary also has the
authority to waive such denial “in such
unusual cases as the Secretary finds
appropriate.” For more information, see
the “Medicare Program; Electronic
Submission of Medicare Claims” final
rule (70 FR 71008). Our instructions for
the limited number of Medicare claims
submitted on paper are available at
http://www.cms.gov/manuals/
downloads/clm104c25.pdf.

Section 3 of the ASCA operates in the
context of the administrative
simplification provisions of HIPAA,
which include, among others, the
requirements for transaction standards
and code sets codified in 45 CFR, parts
160 and 162, subparts A and I through
R (generally known as the Transactions
Rule). The Transactions Rule requires
covered entities, including covered
health care providers, to conduct
covered electronic transactions
according to the applicable transaction
standards. (See the CMS program claim
memoranda at http://www.cms.gov/
ElectronicBillingEDITrans/ and listed in
the addenda to the Medicare
Intermediary Manual, Part 3, section
3600).

The MAC processes the claim through
its software system. This software
system includes pricing programming
called the “Pricer” software. The Pricer


http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/InpatientRehabFacPPS/Software.html
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software uses the CMG number, along
with other specific claim data elements
and provider-specific data, to adjust the
IRF’s prospective payment for
interrupted stays, transfers, short stays,
and deaths, and then applies the
applicable adjustments to account for
the IRF’s wage index, percentage of low-
income patients, rural location, and
outlier payments. For discharges
occurring on or after October 1, 2005,
the IRF PPS payment also reflects the
teaching status adjustment that became
effective as of FY 2006, as discussed in
the FY 2006 IRF PPS final rule (70 FR
47880).

D. Advancing Health Information
Exchange

The Department of Health & Human
Services (HHS) has a number of
initiatives designed to encourage and
support the adoption of health
information technology and to promote
nationwide health information exchange
to improve health care. As discussed in
the August 2013 Statement “‘Principles
and Strategies for Accelerating Health
Information Exchange” (available at
http://www.healthit.gov/sites/default/
files/acceleratinghieprinciples
strategy.pdf). HHS believes that all
individuals, their families, their
healthcare and social service providers,
and payers should have consistent and
timely access to health information in a
standardized format that can be securely
exchanged between the patient,
providers, and others involved in the
individual’s care. Health IT that
facilitates the secure, efficient, and
effective sharing and use of health-
related information when and where it
is needed is an important tool for
settings across the continuum of care,
including inpatient rehabilitation
facilities. The effective adoption and use
of health information exchange and
health IT tools will be essential as IRFs
seek to improve quality and lower costs
through value-based care.

The Office of the National
Coordinator for Health Information
Technology (ONC) has released a
document entitled “Connecting Health
and Care for the Nation: A Shared
Nationwide Interoperability Roadmap”
(available at https://https://
www.healthit.gov/sites/default/files/hie-
interoperability/nationwide-
interoperability-roadmap-final-version-
1.0.pdf). In the near term, the Roadmap
focuses on actions that will enable
individuals and providers across the
care continuum to send, receive, find,
and use a common set of electronic
clinical information at the nationwide
level by the end of 2017. The Roadmap’s
goals also align with the Improving

Medicare Post-Acute Care
Transformation Act of 2014 (Pub. L.
113-185, enacted on October 6, 2014)
(IMPACT Act), which requires
assessment data to be standardized and
interoperable to allow for exchange of
the data.

The Roadmap identifies four critical
pathways that health IT stakeholders
should focus on now in order to create
a foundation for long-term success: (1)
Improve technical standards and
implementation guidance for priority
data domains and associated elements;
(2) rapidly shift and align federal, state,
and commercial payment policies from
FFS to value-based models to stimulate
the demand for interoperability; (3)
clarify and align federal and state
privacy and security requirements that
enable interoperability; and (4) align
and promote the use of consistent
policies and business practices that
support interoperability, in coordination
with stakeholders. In addition, ONC has
released the final version of the 2016
Interoperability Standards Advisory
(available at https://www.healthit.gov/
standards-advisory/2016), which
provides a list of the best available
standards and implementation
specifications to enable priority health
information exchange functions.
Providers, payers, and vendors are
encouraged to take these “best available
standards” into account as they
implement interoperable health
information exchange across the
continuum of care, including care
settings such as inpatient rehabilitation
facilities.

We encourage stakeholders to utilize
health information exchange and
certified health IT to effectively and
efficiently help providers improve
internal care delivery practices, engage
patients in their care, support
management of care across the
continuum, enable the reporting of
electronically specified clinical quality
measures (eCQMs), and improve
efficiencies and reduce unnecessary
costs. As adoption of certified health IT
increases and interoperability standards
continue to mature, HHS will seek to
reinforce standards through relevant
policies and programs. We received one
comment on health information
exchange, which is summarized below.

Comment: A commenter stated that
the rule focuses only on providers,
vendors, and institutions, not
individuals and that sharing
information requires standardized data
exchange. The commenter suggested
that CMS add a system-wide measure to
assess whether robust data standards,
policies, and governance infrastructure

exists to support widespread industry
and individual participation.

Response: We agree with the
commenter that all individuals,
families, and healthcare providers
should have consistent and timely
access to health information, in
accordance with applicable law, in a
standardized format that can be securely
exchanged to support the health and
wellness of individuals and shared
decision-making. We agree nationwide
interoperability across the care
continuum will require stakeholders to
agree to and follow a common set of
standards, services, policies and
practices that facilitates the exchange
and use of interoperable health
information. ONC recently requested
comment on system-wide measures of
interoperability required under the
Medicare Access and CHIP
Reauthorization Act of 2015 (81 FR
20651, https://federalregister.gov/a/
2016-08134).

II. Summary of Provisions of the
Proposed Rule

In the FY 2017 IRF PPS proposed rule
(81 FR 24178), we proposed to update
the IRF federal prospective payment
rates for FY 2017 and to revise and
update quality measures and reporting
requirements under the IRF QRP.

The proposed updates to the IRF
federal prospective payment rates for FY
2017 were as follows:

e Update the FY 2017 IRF PPS
relative weights and average length of
stay values using the most current and
complete Medicare claims and cost
report data in a budget-neutral manner,
as discussed in section III of the FY
2017 IRF PPS proposed rule (81 FR
24178, 24184 through 24187).

e Describe the continued use of FY
2014 facility-level adjustment factors as
discussed in section IV of the FY 2017
IRF PPS proposed rule (81 FR 24178 at
24187).

e Update the FY 2017 IRF PPS
payment rates by the proposed market
basket increase factor, based upon the
most current data available, with a 0.75
percentage point reduction as required
by sections 1886(j)(3)(C)(ii)(II) and
1886(j)(3)(D)(v) of the Act and a
proposed productivity adjustment
required by section 1886(j)(3)(C)(ii)(I) of
the Act, as described in section V of the
FY 2017 IRF PPS proposed rule (81 FR
24178, 24187 through 24189).

e Update the FY 2017 IRF PPS
payment rates by the FY 2017 wage
index and the labor-related share in a
budget-neutral manner, as discussed in
section V of the FY 2017 IRF PPS
proposed rule (81 FR 24178, 24189
through 24190).
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¢ Describe the calculation of the IRF
standard payment conversion factor for
FY 2017, as discussed in section V of
the FY 2017 IRF PPS proposed rule (81
FR 24178, 24190 through 24192).

e Update the outlier threshold
amount for FY 2017, as discussed in
section VI of the FY 2017 IRF PPS
proposed rule (81 FR 24178, at 24193).

e Update the cost-to-charge ratio
(CCR) ceiling and urban/rural average
CCRs for FY 2017, as discussed in
section VI of the FY 2017 IRF PPS
proposed rule (81 FR 24178, 24193
through 24194).

¢ Describe proposed revisions and
updates to quality measures and
reporting requirements under the
quality reporting program for IRFs in
accordance with section 1886(j)(7) of the
Act, as discussed in section VII of the
FY 2017 IRF PPS proposed rule (81 FR
24194 through 24220).

III. Analysis and Responses to Public
Comments

We received 61 timely responses from
the public, many of which contained
multiple comments on the FY 2017 IRF
PPS proposed rule (81 FR 24178). We
received comments from various trade
associations, inpatient rehabilitation
facilities, individual physicians,
therapists, clinicians, health care
industry organizations, and health care
consulting firms. The following
sections, arranged by subject area,
include a summary of the public
comments that we received, and our
responses.

IV. Update to the Case-Mix Group
(CMG) Relative Weights and Average
Length of Stay Values for FY 2017

As specified in §412.620(b)(1), we
calculate a relative weight for each CMG
that is proportional to the resources
needed by an average inpatient
rehabilitation case in that CMG. For
example, cases in a CMG with a relative
weight of 2, on average, will cost twice
as much as cases in a CMG with a
relative weight of 1. Relative weights
account for the variance in cost per
discharge due to the variance in
resource utilization among the payment
groups, and their use helps to ensure
that IRF PPS payments support

beneficiary access to care, as well as
provider efficiency.

In the FY 2017 IRF PPS proposed rule
(81 FR 24178, 24184 through 24187), we
proposed to update the CMG relative
weights and average length of stay
values for FY 2017. As required by
statute, we always use the most recent
available data to update the CMG
relative weights and average lengths of
stay. For FY 2017, we proposed to use
the FY 2015 IRF claims and FY 2014
IRF cost report data. These data are the
most current and complete data
available at this time.

We note that, as we typically do, we
updated our data between the FY 2017
IRF PPS proposed and final rules to
ensure that we use the most recent
available data in calculating IRF PPS
payments. This updated data reflects a
more complete set of claims for FY 2015
and additional cost report data for FY
2014.

In the FY 2017 IRF PPS proposed
rule, we proposed to apply these data
using the same methodologies that we
have used to update the CMG relative
weights and average length of stay
values each fiscal year since we
implemented an update to the
methodology to use the more detailed
CCR data from the cost reports of IRF
subprovider units of primary acute care
hospitals, instead of CCR data from the
associated primary care hospitals, to
calculate IRFs’ average costs per case, as
discussed in the FY 2009 IRF PPS final
rule (73 FR 46372). In calculating the
CMG relative weights, we use a
hospital-specific relative value method
to estimate operating (routine and
ancillary services) and capital costs of
IRFs. The process used to calculate the
CMG relative weights for this final rule
is as follows:

Step 1. We estimate the effects that
comorbidities have on costs.

Step 2. We adjust the cost of each
Medicare discharge (case) to reflect the
effects found in the first step.

Step 3. We use the adjusted costs from
the second step to calculate CMG
relative weights, using the hospital-
specific relative value method.

Step 4. We normalize the FY 2017
CMG relative weights to the same

average CMG relative weight from the
CMG relative weights implemented in
the FY 2016 IRF PPS final rule (80 FR
47036).

Consistent with the methodology that
we have used to update the IRF
classification system in each instance in
the past, we proposed to update the
CMG relative weights for FY 2017 in
such a way that total estimated
aggregate payments to IRFs for FY 2017
are the same with or without the
changes (that is, in a budget-neutral
manner) by applying a budget neutrality
factor to the standard payment amount.
To calculate the appropriate budget
neutrality factor for use in updating the
FY 2017 CMG relative weights, we use
the following steps:

Step 1. Calculate the estimated total
amount of IRF PPS payments for FY
2017 (with no changes to the CMG
relative weights).

Step 2. Calculate the estimated total
amount of IRF PPS payments for FY
2017 by applying the changes to the
CMG relative weights (as discussed in
this final rule).

Step 3. Divide the amount calculated
in step 1 by the amount calculated in
step 2 to determine the budget
neutrality factor (0.9992) that would
maintain the same total estimated
aggregate payments in FY 2017 with and
without the changes to the CMG relative
weights.

Step 4. Apply the budget neutrality
factor (0.9992) to the FY 2016 IRF PPS
standard payment amount after the
application of the budget-neutral wage
adjustment factor.

In section VLE. of this final rule, we
discuss the proposed use of the existing
methodology to calculate the standard
payment conversion factor for FY 2017.

In Table 1, “Relative Weights and
Average Length of Stay Values for Case-
Mix Groups,” we present the CMGs, the
comorbidity tiers, the corresponding
relative weights, and the average length
of stay values for each CMG and tier for
FY 2017. The average length of stay for
each CMG is used to determine when an
IRF discharge meets the definition of a
short-stay transfer, which results in a
per diem case level adjustment.
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TABLE 1: Relative Weights and Average Length of Stay Values for Case-Mix Groups

CNMG

CNMG
Description
(M=motor,
C=cognitive,
A=age)

Relative Weight

Average Length of Stay

Tier 1

Tier 2 Tier 3

None

Tier 1

Tier 2 Tier 3

None

0101

Stroke
M>51.05

0.7992

0.7117 | 0.6511

0.6215

0102

Stroke
M>44.45 and
M<51.05 and
C>18.5

1.0130

0.9020 | 0.8252

0.7877

11

12 10

10

0103

Stroke
M>44 .45 and
M<51.05 and
C<18.5

1.1836

1.0540 | 0.9642

0.9204

11

13 12

12

0104

Stroke
M>38.85 and
M<44.45

1.2598

1.1218 | 1.0263

0.9796

12

12 12

12

0105

Stroke
M>34.25 and
M<38.85

1.4572

1.2976 | 1.1871

1.1331

14

15 14

14

0106

Stroke
M>30.05 and
M<34.25

1.6296

1.4511 | 1.3275

1.2671

16

16 15

15

0107

Stroke
M>26.15 and
M<30.05

1.8187

1.6195 | 1.4815

1.4142

17

19 17

17

0108

Stroke
M<26.15 and
A>84.5

2.2893

2.0386 | 1.8649

1.7801

21

22 21

20

0109

Stroke
M>22.35 and
M<26.15 and
A<84.5

2.0584

1.8329 | 1.6768

1.6005

19

20 18

19

0110

Stroke
M<22.35 and
A<84.5

2.7320

2.4327 | 2.2255

2.1243

29

27 24

24

0201

Traumatic
brain injury
M>53.35 and
C>23.5

0.7753

0.6341 | 0.5715

0.5343

0202

Traumatic
brain injury
M>44.25 and
M<53.35 and
C>23.5

1.0945

0.8951 | 0.8067

0.7542

12

10 9

10

0203

Traumatic
brain injury
M>44.25 and
C<23.5

1.2173

0.9955 | 0.8973

0.8388

11

12 11

11
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CMG

CMG
Description
(M=motor,
C=coghnitive,
A=age)

Relative Weight

Average Length of Stay

0204

Traumatic
brain injury
M>40.65 and
M<44.25

1.3455

1.1003 | 0.9918

0.9272

16 13 12

11

0205

Traumatic
brain injury
M>28.75 and
M<40.65

1.6224

1.3269 | 1.1959

1.1181

14 15 14

13

0206

Traumatic
brain injury
M>22.05 and
M<28.75

1.9239

1.5734 | 1.4182

1.3258

19 18 16

15

0207

Traumatic
brain injury
M<22.05

2.5284

2.0678 | 1.8637

1.7424

31 23 20

19

0301

Non-traumatic
brain injury
M>41.05

1.1424

0.9432 | 0.8571

0.8002

10 11 10

10

0302

Non-traumatic
brain injury
M>35.05 and
M<41.05

1.4063

1.1610 | 1.0551

0.9850

13 13 12

12

0303

Non-traumatic
brain injury
M>26.15 and
M<35.05

1.6490

1.3614 | 1.2372

1.1550

15 15 14

14

0304

Non-traumatic
brain injury
M<26.15

2.1336

1.7614 | 1.6007

1.4944

21 20 17

16

0401

Traumatic
spinal cord
injury
M>48.45

0.9799

0.8616 | 0.7947

0.7213

11 11 10

0402

Traumatic
spinal cord
injury
M>30.35 and
VI<48.45

1.4052

1.2357 | 1.1396

1.0344

14 14 14

13

0403

Traumatic
spinal cord
injury
M>16.05 and
M<30.35

2.2165

1.0492 | 1.7976

1.6316

20 21 20

19

0404

Traumatic
spinal cord
injury
M<16.05 and
A>63.5

3.8702

3.4033 | 3.1387

2.8489

46 37 34

31
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CNMG

CMG
Description
(M=motor,
C=cognitive,
A=age)

Relative Weight

Average Length of Stay

0405

Traumatic
spinal cord
injury
M<16.05 and
A<63.5

3.4395

3.0246 | 2.7894

2.5319

49 33 28

28

0501

Non-traumatic
spinal cord
injury
M>51.35

0.8524

0.6715 | 0.6395

0.5751

0502

Non-traumatic
spinal cord
injury
M>40.15 and
M<51.35

1.1600

0.9139 | 0.8703

0.7827

11 11 10

10

0503

Non-traumatic
spinal cord
injury
M>31.25 and
M<40.15

1.4557

1.1469 | 1.0921

0.9822

14 13 13

12

0504

Non-traumatic
spinal cord
injury
M>29.25 and
M<31.25

1.7087

1.3462 | 1.2819

1.1529

19 16 14

14

0505

Non-traumatic
spinal cord
injury
M>23.75 and
M<29.25

1.9607

1.5447 | 1.4709

1.3229

20 17 17

16

0506

Non-traumatic
spinal cord
injury
M<23.75

2.7151

2.1391 | 2.0369

1.8320

28 24 22

21

0601

Neurological
M>47.75

1.0352

0.8205 | 0.7577

0.6939

10 9 9

0602

Neurological
M>37.35 and
M<47.75

1.3322

1.0560 | 0.9751

0.8930

12 12 11

11

0603

Neurological
M>25.85 and
M<37.35

1.6411

1.3008 | 1.2012

1.1001

14 14 13

13

0604

Neurological
M<25.85

2.1752

1.7241 | 1.5922

1.4581

20 18 17

16

0701

Fracture of
lower
extremity
M>42.15

0.9991

0.8136 | 0.7767

0.7052

10 9 9
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CNMG

CNMG
Description
(M=motor,
C=cognitive,
A=age)

Relative Weight

Average Length of Stay

0702

Fracture of
lower
extremity
M>34.15 and
M<42.15

1.2759

1.0390 | 0.9919

0.9006

12 12 12

11

0703

Fracture of
lower
extremity
M>28.15 and
M<34.15

1.5383

1.2527 | 1.1958

1.0858

15 14 14

13

0704

Fracture of
lower
extremity
M<28.15

1.9943

1.6240 | 1.5503

1.4076

18 18 17

16

0801

Replacement
of lower
extremity joint
M>49.55

0.7983

0.6443 | 0.5958

0.5476

0802

Replacement
of lower
extremity joint
M>37.05 and
M<49.55

1.0333

0.8340 | 0.7713

0.7089

11 10 9

0803

Replacement
of lower
extremity joint
M>28.65 and
M<37.05 and
A>83.5

1.3823

1.11566 | 1.0317

0.9482

13 13 12

12

0804

Replacement
of lower
extremity joint
M>28.65 and
M<37.05 and
A<83.5

1.2445

1.0044 | 0.9289

0.8537

12 12 11

10

0805

Replacement
of lower
extremity joint
M>22.05 and
M<28.65

1.4806

1.1949 | 1.1051

1.0157

15 13 12

12

0806

Replacement
of lower
extremity joint
M<22.05

1.7987

1.4517 | 1.3425

1.2339

16 16 15

14

0901

Other
orthopedic
M>44.75

0.9839

0.7940 | 0.7356

0.6693

11 10 9
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CMG

CMG
Description
(M=motor,
C=coghnitive,
A=age)

Relative Weight

Average Length of Stay

0902

Other
orthopedic
M>34.35 and
M<44.75

1.2583

1.0155 | 0.9408

0.8560

12 12 11

10

0903

Other
orthopedic
M>24.15 and
M<34.35

1.5810

1.2760 | 1.1821

1.0755

15 15 13

13

0904

Other
orthopedic
M<24.15

2.0014

1.6153 | 1.4965

1.3615

18 18 16

16

1001

Amputation,
lower
extremity
M>47.65

1.0715

0.9448 | 0.8199

0.7400

11 11 10

1002

Amputation,
lower
extremity
M>36.25 and
M<47.65

1.3906

1.2261 | 1.0641

0.9604

14 15 12

12

1003

Amputation,
lower
extremity
M<36.25

1.9639

1.7317 | 1.5029

1.3564

18 19 17

16

1101

Amputation,
non-lower
extremity
M>36.35

1.3222

1.1985 | 0.9739

0.8842

12 12 10

11

1102

Amputation,
non-lower
extremity
M<36.35

1.8953

1.7181 | 1.3961

1.2676

17 16 16

14

1201

Osteoarthritis
M>37.65

1.0379

1.0241 | 0.9306

0.8231

10 11 11

10

1202

Osteoarthritis
M>30.75 and
M<37.65

1.2061

1.1900 | 1.0813

0.9564

12 13 12

11

1203

Osteoarthritis
M<30.75

1.5370

1.5165 | 1.3780

1.2188

14 17 15

14

1301

Rheumatoid,
other arthritis
M>36.35

1.1939

0.9393 | 0.8690

0.8007

13 10 10

10

1302

Rheumatoid,
other arthritis
M>26.15 and
M<36.35

1.6397

1.2900 | 1.1935

1.0997

14 15 13

13

1303

Rheumatoid,
other arthritis
M<26.15

2.0215

1.5904 | 1.4715

1.3558

16 20 15

15
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CMG

CMG
Description
(M=motor,
C=cognitive,
A=age)

Relative Weight

Average Length of Stay

1401

Cardiac
M>48.85

0.8666

0.7324 | 0.6639

0.6025

1402

Cardiac
M>38.55 and
M<48.85

1.1810

0.9981 | 0.9047

0.8211

11 11 11

10

1403

Cardiac
M>31.15 and
M<38.55

1.4079

1.1899 | 1.0785

0.9788

13 13 12

11

1404

Cardiac
M<31.15

1.7805

1.5048 | 1.3640

1.2379

17 16 15

14

1501

Pulmonary
M>49.25

1.0089

0.8543 | 0.7888

0.7436

10 9 9

1502

Pulmonary
M>39.05 and
M<49.25

1.2746

1.0793 | 0.9966

0.9394

11 11 11

10

1503

Pulmonary
M>29.15 and
M<39.05

1.5543

1.3162 | 1.2153

1.1456

15 14 12

12

1504

Pulmonary
M<29.15

1.9370

1.6402 | 1.5145

1.4276

19 17 15

14

1601

Pain
syndrome
M>37.15

0.9889

0.8933 | 0.8321

0.7677

1602

Pain
syndrome
M>26.75 and
M<37.15

1.2901

1.1654 | 1.0855

1.0015

12 13 12

12

1603

Pain
syndrome
M<26.75

1.6155

1.4592 | 1.3592

1.2540

13 17 15

14

1701

Major multiple
trauma
without brain
or spinal cord
injury
M>39.25

1.1345

0.9258 | 0.8520

0.7671

16 10 10

10

1702

Major multiple
trauma
without brain
or spinal cord
injury
M>31.05 and
M<39.25

1.4253

1.1631 | 1.0704

0.9637

13 14 13

12
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CMG

CMG
Description
(M=motor,
C=coghnitive,
A=age)

Relative Weight

Average Length of Stay

1703

Major multiple
trauma
without brain
or spinal cord
injury
M>25.55 and
M<31.05

1.6987

1.3862 | 1.2758

1.1486

16

15 15

14

1704

Major multiple
trauma
without brain
or spinal cord
injury
M<25.55

2.1821

1.7806 | 1.6387

1.4753

22

19 18

17

1801

Major multiple
trauma with
brain or spinal
cord injury
M>40.85

1.2932

1.0595 | 0.9203

0.8254

14

13 12

10

1802

Major multiple
trauma with
brain or spinal
cord injury
M>23.05 and
M<40.85

1.8234

1.4939 | 1.2976

1.1639

17

17 15

14

1803

Major multiple
trauma with
brain or spinal
cord injury
M<23.05

2.8692

2.3507 | 2.0419

1.8314

31

27 21

20

1901

Guillian Barre
M>35.95

1.2267

1.0616 | 0.9270

0.9134

14

13 11

11

1902

Guillian Barre
M>18.05 and
M<35.95

2.2288

1.9106 | 1.6843

1.6595

20

22 19

19

1903

Guillian Barre
M<18.05

3.6684

3.1447 | 2.7722

2.7315

52

31 32

30

2001

Miscellaneous
M>49.15

0.9225

0.7562 | 0.6942

0.6285

2002

Miscellaneous
M>38.75 and
M<49.15

1.2097

0.9916 | 0.9104

0.8241

12

11 11

10

2003

Miscellaneous
M>27.85 and
M<38.75

1.5124

1.2397 | 1.1381

1.0303

14

14 13

12

2004

Miscellaneous
M<27.85

1.9412

1.5912 | 1.4608

1.3224

19

17 16

15

2101

Burns
M>0

1.6899

1.6899 | 1.5061

1.3813

24

18 16

17
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CMG CMG
Description
(M=motor,
C=coghnitive,
A=age)

Relative Weight

Average Length of Stay

Short-stay
cases, length
of stay is 3
5001 | days or fewer

0.1585

Expired,
orthopedic,
length of stay
is 13 days or
5101 | fewer

0.6785

Expired,
orthopedic,
length of stay
is 14 days or
5102 | more

1.6606

16

Expired, not
orthopedic,
length of stay
is 15 days or
5103 | fewer

0.8002

Expired, not
orthopedic,
length of stay
is 16 days or
5104 | more

2.1200

21

Generally, updates to the CMG
relative weights result in some increases
and some decreases to the CMG relative
weight values. Table 2 shows how we
estimate that the application of the
revisions for FY 2017 would affect
particular CMG relative weight values,

which would affect the overall

distribution of payments within CMGs

and tiers. Note that, because we
proposed to implement the CMG

relative weight revisions in a budget-

neutral manner (as previously

described), total estimated aggregate

payments to IRFs for FY 2017 would not
be affected as a result of the proposed
CMG relative weight revisions.
However, the proposed revisions would
affect the distribution of payments
within CMGs and tiers.

TABLE 2—DISTRIBUTIONAL EFFECTS OF THE CHANGES TO THE CMG RELATIVE WEIGHTS

[FY 2016 values compared with FY 2017 values]

Percentage of
Percentage change Numgﬁggggases cases aﬁgcted
(percent)

INcreased DY 15% OF MOTE .......ooiiiii e ettt e e e 0 0.0
Increased by between 5% and 15% 540 0.1
Changed by less than 5% ........c.ccccueueee. 395,897 99.7
Decreased by between 5% and 15% .... 761 0.2
Decreased DY 15% OF MOIE .......ooiiiiiiiiie ettt et st e e e b e be e s e e sane s ne e 41 0.0

As Table 2 shows, 99.7 percent of all
IRF cases are in CMGs and tiers that
would experience less than a 5 percent
change (either increase or decrease) in
the CMG relative weight value as a
result of the revisions for FY 2017. The
largest estimated increase in the CMG
relative weight values that affects the
largest number of IRF discharges would
be a 0.7 percent change in the CMG
relative weight value for CMG 0604—

Neurological, with a motor score less
than 25.85—in the “no comorbidity”
tier. In the FY 2015 claims data, 8,572
IRF discharges (2.2 percent of all IRF
discharges) were classified into this

CMG and tier.

The largest decrease in a CMG relative

weight value affecting the largest

number of IRF cases would be a 1.4
percent decrease in the CMG relative
weight for CMG 0110—Stroke, with a

motor score less than 22.35 and age less
than 84.5—in the “no comorbidity” tier.
In the FY 2015 IRF claims data, this
change would have affected 13,739
cases (3.5 percent of all IRF cases).

The proposed changes in the average
length of stay values for FY 2017,
compared with the FY 2016 average
length of stay values, are small and do
not show any particular trends in IRF
length of stay patterns.
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We received 3 comments on the
proposed update to the CMG relative
weights and average length of stay
values for FY 2017, which are
summarized below.

Comment: Commenters, while
supportive of the methodology used to
calculate the weights, requested that we
provide more detail about the use of the
CCR data in the CMG relative weight
calculations. Additionally, the
commenters requested that we outline
the methodology used to calculate the
average length of stay values in the FY
2017 IRF PPS proposed rule.

Response: As we discussed, most
recently, in the FY 2016 IRF PPS final
rule (80 FR 47036, 47045), a key
variable used to calculate the CMG
relative weights is a facility’s average
cost per case, which is obtained by
averaging the estimated cost per case for
every patient discharged from the
facility in a given fiscal year. To obtain
the estimated cost per case for a given
IRF patient, we start by pulling the
appropriate charges from the Medicare
claim for that patient. Then, we
calculate the appropriate CCRs from the
Medicare cost report submitted by the
facility. The CCRs are then multiplied
by the charges from the Medicare claim
to obtain the estimated IRF cost for the
case. This variable is used as the
dependent variable in the regression
analysis to estimate the CMG relative
weights.

As we also discussed in the FY 2016
IRF PPS final rule (80 FR 47036, 47045),
the methodology for calculating the
average length of stay values is available
for download from the IRF PPS Web site
at http://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
InpatientRehabFacPPS/Research.html.

Final Decision: After careful
consideration of the public comments,
we are finalizing our proposal to update
the CMG relative weight and average
length of stay values for FY 2017, as
shown in Table 1 of this final rule.
These updates are effective October 1,
2016.

V. Facility-Level Adjustment Factors

Section 1886(j)(3)(A)(v) of the Act
confers broad authority upon the
Secretary to adjust the per unit payment
rate by such factors as the Secretary
determines are necessary to properly
reflect variations in necessary costs of
treatment among rehabilitation
facilities. Under this authority, we
currently adjust the federal prospective
payment amount associated with a CMG
to account for facility-level
characteristics such as an IRF’s LIP,
teaching status, and location in a rural

area, if applicable, as described in
§412.624(e).

Based on the substantive changes to
the facility-level adjustment factors that
were adopted in the FY 2014 final rule
(78 FR 47860, 47868 through 47872), in
the FY 2015 final rule (79 FR 45872,
45882 through 45883), we froze the
facility-level adjustment factors at the
FY 2014 levels for FY 2015 and all
subsequent years (unless and until we
propose to update them again through
future notice-and-comment rulemaking).
For FY 2017, we will continue to hold
the adjustment factors at the FY 2014
levels as we continue to monitor the
most current IRF claims data available
and continue to evaluate and monitor
the effects of the FY 2014 changes.

VI. FY 2017 IRF PPS Payment Update

A. Background

Section 1886(j)(3)(C) of the Act
requires the Secretary to establish an
increase factor that reflects changes over
time in the prices of an appropriate mix
of goods and services included in the
covered IRF services, which is referred
to as a market basket index. According
to section 1886(j)(3)(A)(i) of the Act, the
increase factor shall be used to update
the IRF federal prospective payment
rates for each FY. Section
1886(j)(3)(C)(ii)(I) of the Act requires the
application of a productivity
adjustment, as described below. In
addition, sections 1886(j)(3)(C)(ii)(II)
and 1886(j)(3)(D)(v) of the Act require
the application of a 0.75 percentage
point reduction to the market basket
increase factor for FY 2017. Thus, in the
FY 2017 IRF PPS proposed rule (81 FR
24178, 24187 through 24188), we
proposed to update the IRF PPS
payments for FY 2017 by a market
basket increase factor as required by
section 1886(j)(3)(C) of the Act, with a
productivity adjustment as required by
section 1886(j)(3)(C)(ii)(I) of the Act, and
a 0.75 percentage point reduction as
required by sections 1886(j)(3)(C)(ii)(II)
and 1886(j)(3)(D)(v) of the Act.

For FY 2015, IRF PPS payments were
updated using the 2008-based RPL
market basket. Beginning with the FY
2016 IRF PPS, we created and adopted
a stand-alone IRF market basket, which
was referred to as the 2012-based IRF
market basket, reflecting the operating
and capital cost structures for
freestanding IRFs and hospital-based
IRFs. The general structure of the 2012-
based IRF market basket is similar to the
2008-based RPL market basket;
however, we made several notable
changes. In developing the 2012-based
IRF market basket, we derived cost
weights from Medicare cost report data

for both freestanding and hospital-based
IRFs (the 2008-based RPL market basket
was based on freestanding data only),
incorporated the 2007 Input-Output
data from the Bureau of Economic
Analysis (the 2008-based RPL market
basket was based on the 2002 Input-
Output data); used new price proxy
blends for two cost categories (Fuel, Oil,
and Gasoline and Medical Instruments);
added one additional cost category
(Installation, Maintenance, and Repair),
which was previously included in the
residual All Other Services: Labor-
Related cost category of the 2008-based
RPL market basket; and eliminated three
cost categories (Apparel, Machinery &
Equipment, and Postage). The FY 2016
IRF PPS final rule (80 FR 47046 through
47068) contains a complete discussion
of the development of the 2012-based
IRF market basket.

B. FY 2017 Market Basket Update and
Productivity Adjustment

For FY 2017, we proposed to use the
same methodology described in the FY
2016 IRF PPS final rule (80 FR 47066)
to compute the FY 2017 market basket
increase factor to update the IRF PPS
base payment rate. Consistent with
historical practice, we proposed to
estimate the market basket update for
the IRF PPS based on IHS Global
Insight’s forecast using the most recent
available data. ITHS Global Insight (IGI),
Inc. is a nationally recognized economic
and financial forecasting firm with
which CMS contracts to forecast the
components of the market baskets and
multifactor productivity (MFP).

Based on IGI’s first quarter 2016
forecast with historical data through the
fourth quarter of 2015, we proposed that
the projected 2012-based IRF market
basket increase factor for FY 2017
would be 2.7 percent. We also proposed
that if more recent data were
subsequently available (for example, a
more recent estimate of the market
basket update), we would use such data
to determine the FY 2017 update in the
final rule. Incorporating the most recent
data available, based on IGI’s second
quarter 2016 forecast with historical
data through the first quarter of 2016,
the projected 2012-based IRF market
basket increase factor for FY 2017 is 2.7
percent.

According to section 1886(j)(3)(C)(i) of
the Act, the Secretary shall establish an
increase factor based on an appropriate
percentage increase in a market basket
of goods and services. Section
1886(j)(3)(C)(ii) of the Act then requires
that, after establishing the increase
factor for a FY, the Secretary shall
reduce such increase factor for FY 2012
and each subsequent FY, by the


http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/InpatientRehabFacPPS/Research.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/InpatientRehabFacPPS/Research.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/InpatientRehabFacPPS/Research.html
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productivity adjustment described in
section 1886(b)(3)(B)(xi)(II) of the Act.
Section 1886(b)(3)(B)(xi)(II) of the Act
sets forth the definition of this
productivity adjustment. The statute
defines the productivity adjustment to
be equal to the 10-year moving average
of changes in annual economy-wide
private nonfarm business MFP (as
projected by the Secretary for the 10-
year period ending with the applicable
FY, year, cost reporting period, or other
annual period) (the “MFP adjustment”).
The BLS publishes the official measure
of private nonfarm business MFP. Please
see http://www.bls.gov/mfp for the BLS
historical published MFP data. A
complete description of the MFP
projection methodology is available on
the CMS Web site at http://
www.cms.gov/Research-Statistics-Data-
and-Systems/Statistics-Trends-and-
Reports/MedicareProgramRatesStats/
MarketBasketResearch.html.

Using IGI’s first quarter 2016 forecast,
the proposed MFP adjustment for FY
2017 (the 10-year moving average of
MEFP for the period ending FY 2017) was
0.5 percent. We proposed that if more
recent data were subsequently available,
we would use such data to determine
the FY 2017 MFP adjustment in the
final rule. Incorporating the most recent
data available, based on IGI's second
quarter 2016 forecast with historical
data through the first quarter of 2016,
the projected MFP adjustment for FY
2017 is 0.3 percent.

Thus, in accordance with section
1886(j)(3)(C) of the Act, we proposed to
base the FY 2017 market basket update,
which is used to determine the
applicable percentage increase for the
IRF payments, on the most recent
estimate of the 2012-based IRF market
basket. We proposed to then reduce this
percentage increase by the most up-to-
date estimate of the MFP adjustment for
FY 2017. Following application of the
MFP, we proposed to further reduce the
applicable percentage increase by 0.75
percentage point, as required by
sections 1886(j)(3)(C)(ii)(II) and
1886(j)(3)(D)(v) of the Act. Therefore,
the estimate of the FY 2017 IRF update
for the proposed rule was 1.45 percent
(2.7 percent market basket update, less
0.5 percentage point MFP adjustment,
less 0.75 percentage point legislative
adjustment). Incorporating the most
recent data, the current estimate of the
FY 2017 IRF update is 1.65 percent (2.7
percent market basket update, less 0.3
percentage point MFP adjustment, less
0.75 percentage point legislative
adjustment).

For FY 2017, the Medicare Payment
Advisory Commission (MedPAC)
recommends that a 0-percent update be

applied to IRF PPS payment rates. As
discussed, and in accordance with
sections 1886(j)(3)(C) and 1886(j)(3)(D)
of the Act, the Secretary proposed to
update the IRF PPS payment rates for
FY 2017 by an adjusted market basket
increase factor of 1.45 percent, as
section 1886(j)(3)(C) of the Act does not
provide the Secretary with the authority
to apply a different update factor to IRF
PPS payment rates for FY 2017. As
noted above, incorporating the most
recent data, the current estimate of the
FY 2017 IRF update is 1.65 percent.

We received 10 comments on the
proposed market basket increase update
and productivity adjustment, which are
summarized below.

Comment: One commenter (MedPAC)
stated that it understood that CMS is
required to implement this statutory
payment update; however, MedPAC
noted that after reviewing many
factors—including indicators of
beneficiary access to rehabilitative
services, the supply of providers, and
Medicare margins—it determined that
Medicare’s current payment rates for
IRFs appear to be adequate and
therefore recommended no update to
IRF payment rates for FY 2017. MedPAC
appreciated that CMS cited its
recommendation, even while noting that
the Secretary does not have the
authority to deviate from statutorily
mandated updates.

Response: As discussed, and in
accordance with sections 1886(j)(3)(C)
and 1886(j)(3)(D) of the Act, the
Secretary is updating IRF PPS payment
rates for FY 2017 by an adjusted market
basket increase factor of 1.65 percent, as
section 1886(j)(3)(C) of the Act does not
provide the Secretary with the authority
to apply a different update factor to IRF
PPS payment rates for FY 2017.

Comment: Several commenters
requested that, with respect to the
productivity adjustment, CMS remain
cognizant of the intensive labor, time
and costs required by state and/or
federal regulations to which IRFs are
bound. These commenters stated that
these requirements may be barriers to
IRFs achieving further gains in
productivity efficiencies. Further, some
commenters stated that successful
rehabilitation outcomes require an
intense labor component, including the
interaction of the full multidisciplinary
treatment team, which includes
physicians, nurses, physical and
occupational therapists, speech
language pathologists as well as social
workers, psychologists and others. In
addition, these commenters indicated
that some states have regulations
mandating increased professional
staffing ratios between health care

providers and patients. A few
commenters claimed that, since CMS
has stated its policy is that the majority
of patient therapy should be one-on-one,
which is highly labor-intensive, then
CMS should not mandate further
efficiencies such as productivity
adjustments while simultaneously
implementing new regulations or
interpreting existing regulations in ways
that preclude IRFs from adopting
clinically appropriate innovations that
would allow for greater efficiencies.
These commenters requested that the
0.5 percentage point productivity
adjustment be “reversed.” In addition,
several commenters requested that CMS
be mindful of the additional labor costs
and quality improvement activities that
IRFs will incur as a result of the
additional items required in version 1.4
of the IRF PAI beginning on October 1,
2016 as well as the IRF PAI proposed
changes relating to the drug regimen
measure for which data would start to
be collected on October 1, 2018.

Response: Section 1886(j)(3)(C)(ii)(I)
of the Act requires the application of a
productivity adjustment that must be
applied to the IRF PPS market basket
update. The statute does not provide the
Secretary with the authority to
“reverse” the productivity adjustment
or apply a different adjustment. We will
continue to monitor the impact of the
payment updates, including the effects
of the productivity adjustment, on IRF
provider margins as well as beneficiary
access to care.

Comment: One commenter
recommended that CMS use the latest
data available in estimating the market
basket in the final rule.

Response: We agree with the
commenter’s recommendation, and it is
consistent with the proposed rule
language stating that the final IRF PPS
payment update will be based on the
most recent forecast of the market basket
update and productivity adjustment. As
noted above, the most recent estimate of
the 2012-based IRF market basket is
based on IGI's second quarter 2016
forecast with historical data through the
first quarter of 2016.

Final Decision: Based on careful
consideration of the comments, we are
finalizing the FY 2017 market basket
update for IRF payments of 1.65 percent
(2.7 percent market basket update, less
0.3 percentage point MFP adjustment,
less 0.75 percentage point legislative
adjustment), which is based on the most
recent forecasts of the 2012-based IRF
market basket update and the MFP
adjustment.


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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C. Labor-Related Share for FY 2017

Section 1886(j)(6) of the Act specifies
that the Secretary is to adjust the
proportion (as estimated by the
Secretary from time to time) of
rehabilitation facilities’ costs which are
attributable to wages and wage-related
costs of the prospective payment rates
computed under section 1886(j)(3) for
area differences in wage levels by a
factor (established by the Secretary)
reflecting the relative hospital wage
level in the geographic area of the
rehabilitation facility compared to the
national average wage level for such
facilities. The labor-related share is
determined by identifying the national
average proportion of total costs that are
related to, influenced by, or vary with
the local labor market. We continue to
classify a cost category as labor-related
if the costs are labor-intensive and vary
with the local labor market.

Based on our definition of the labor-
related share and the cost categories in
the 2012-based IRF market basket, we
proposed to include in the labor-related
share for FY 2017 the sum of the FY

2017 relative importance of Wages and
Salaries, Employee Benefits,
Professional Fees: Labor-Related,
Administrative and Facilities Support
Services, Installation, Maintenance, and
Repair, All Other: Labor-related
Services, and a portion of the Capital-
Related cost weight from the 2012-based
IRF market basket. For more details
regarding the methodology for
determining specific cost categories for
inclusion in the 2012-based IRF labor-
related share, see the FY 2016 IRF final
rule (80 FR 47066 through 47068).

Using this method and the IHS Global
Insight, Inc. first quarter 2016 forecast
for the 2012-based IRF market basket,
the proposed IRF labor-related share for
FY 2017 was 71.0 percent. We proposed
that if more recent data were
subsequently available, we would use
such data to determine the FY 2017 IRF
labor-related share in the final rule.

Incorporating the most recent estimate
of the 2012-based IRF market basket
based on IGI's second quarter 2016
forecast with historical data through the
first quarter of 2016, the sum of the

TABLE 3—IRF LABOR-RELATED SHARE

relative importance for FY 2017
operating costs (Wages and Salaries,
Employee Benefits, Professional Fees:
Labor-related, Administrative and
Facilities Support Services, Installation
Maintenance & Repair Services, and All
Other: Labor-related Services) using the
2012-based IRF market basket is 67.0
percent. We proposed that the portion of
Capital-Related Costs that is influenced
by the local labor market is estimated to
be 46 percent. Incorporating the most
recent estimate of the FY 2017 relative
importance of Capital-Related costs
from the 2012-based IRF market basket
based on IGI’s second quarter 2016
forecast with historical data through the
first quarter of 2016, which is 8.4
percent, we take 46 percent of 8.4
percent to determine the labor-related
share of Capital for FY 2017. As we
proposed, we then add this amount (3.9
percent) to the sum of the relative
importance for FY 2017 operating costs
(67.0 percent) to determine the total
labor-related share for FY 2017 of 70.9
percent.

FY 2017 FY 2016
Final labor-related | Final labor-related

share 1 share 2
WaQGES AN SAIAMES .....oviriiiiiitieie ettt sttt e e bbbttt ettt et r e neenenne s 47.7 47.6
EMPIOYEE BENETILS ... e e 11.3 11.4
Professional Fees: Labor-related ...................... 3.5 3.5
Administrative and Facilities Support Services . 0.8 0.8
Installation, Maintenance, and Repair ............... 1.9 2.0
All Other: Labor-related Services ............... 1.8 1.8
STV o] (o] 1 ISP 67.0 67.1
Labor-related portion Of CAPItAl (4B8%6) ......coeirieiriiieiiese ettt 3.9 3.9
Total Labor-Related SNAre .........cccoeeeiiiiiiiiie et s e e tee e e s e e e sneaeeesaeeessaeeeenseeeennes 70.9 71.0

1Based on the 2012-based IRF Market Basket, IHS Global Insight, Inc. 2nd quarter 2016 forecast.

2Federal Register 80 FR 47068.

Final Decision: As we did not receive
any comments on the proposed labor-
related share for FY 2017, we are
finalizing the FY 2017 labor-related
share of 70.9 percent.

D. Wage Adjustment
1. Background

Section 1886(j)(6) of the Act requires
the Secretary to adjust the proportion of
rehabilitation facilities’ costs
attributable to wages and wage-related
costs (as estimated by the Secretary from
time to time) by a factor (established by
the Secretary) reflecting the relative
hospital wage level in the geographic
area of the rehabilitation facility
compared to the national average wage
level for those facilities. The Secretary
is required to update the IRF PPS wage
index on the basis of information

available to the Secretary on the wages
and wage-related costs to furnish
rehabilitation services. Any adjustment
or updates made under section
1886(j)(6) of the Act for a FY are made
in a budget-neutral manner.

For FY 2017, we proposed to maintain
the policies and methodologies
described in the FY 2016 IRF PPS final
rule (80 FR 47036, 47068 through
47075) related to the labor market area
definitions and the wage index
methodology for areas with wage data.
Thus, we proposed to use the CBSA
labor market area definitions and the FY
2016 pre-reclassification and pre-floor
hospital wage index data. The current
statistical areas which were
implemented in FY 2016 are based on
OMB standards published on February
28, 2013, in OMB Bulletin No. 13-01.

For FY 2017, we are continuing to use
the new OMB delineations that we
adopted beginning with FY 2016. In
accordance with section 1886(d)(3)(E) of
the Act, the FY 2016 pre-reclassification
and pre-floor hospital wage index is
based on data submitted for hospital
cost reporting periods beginning on or
after October 1, 2011, and before
October 1, 2012 (that is, FY 2012 cost
report data).

The labor market designations made
by the OMB include some geographic
areas where there are no hospitals and,
thus, no hospital wage index data on
which to base the calculation of the IRF
PPS wage index. We proposed to
continue to use the same methodology
discussed in the FY 2008 IRF PPS final
rule (72 FR 44299) to address those
geographic areas where there are no
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hospitals and, thus, no hospital wage
index data on which to base the
calculation for the FY 2017 IRF PPS
wage index.

We did not receive any comments on
these proposals. Therefore, we are
finalizing our proposal to use the CBSA
labor market area definitions and the FY
2016 pre-reclassification and pre-floor
hospital wage index data for areas with
wage data. We are also finalizing our
proposal to continue to use the same
methodology discussed in the FY 2008
IRF PPS final rule (72 FR 44299) to
address those geographic areas where
there are no hospitals and, thus, no
hospital wage index data.

2. Update

The wage index used for the IRF PPS
is calculated using the pre-
reclassification and pre-floor acute care
hospital wage index data and is
assigned to the IRF on the basis of the
labor market area in which the IRF is
geographically located. IRF labor market
areas are delineated based on the CBSAs
established by the OMB. In the FY 2016
IRF PPS final rule (80 FR 47036, 47068),
we established an IRF wage index based
on FY 2011 acute care hospital wage
data to adjust the FY 2016 IRF payment
rates. We also adopted the revised
CBSAs set forth by OMB. The current
CBSA delineations (which were
implemented for the IRF PPS beginning
with FY 2016) are based on revised
OMB delineations issued on February
28, 2013, in OMB Bulletin No. 13-01.
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, and provided guidance
on the use of the delineations of these
statistical areas based on new standards
published on June 28, 2010, in the
Federal Register (75 FR 37246 through
37252). A copy of this bulletin may be
obtained at http://www.whitehouse.gov/
sites/default/files/omb/bulletins/2013/b-
13-01.pdf. For FY 2017, we are
continuing to use the new OMB
delineations that we adopted beginning
with FY 2016 to calculate the area wage
indexes and the transition periods,
which we discuss below.

3. Transition Period

In FY 2016, we applied a 1-year
blended wage index for all IRF
providers to mitigate the impact of the
wage index change due to the
implementation of the revised CBSA
delineations. Under that policy, all IRF
providers are receiving a blended wage
index in FY 2016 using 50 percent of
their FY 2016 wage index based on the

revised OMB CBSA delineations and 50
percent of their FY 2016 wage index
based on the OMB delineations used in
FY 2015. For FY 2017, we proposed to
maintain the policy established in FY
2016 IRF PPS final rule related to the
blended one-year transition wage index
(see 80 FR 47036, 47073 through 47074).
Thus, the 1-year blended wage index
that became effective on October 1,
2015, will expire on September 30,
2016.

We did not receive any comments on
the proposal to maintain the policy
established in FY 2016 IRF PPS final
rule related to the blended one-year
transition wage index.

Final decision: As we did not receive
any comments on our proposal to
maintain the 1-year blended wage index
for all IRF providers, we are finalizing
the expiration of this policy on
September 30, 2016.

For FY 2016, in addition to the
blended wage index, we also adopted a
3-year budget neutral phase out of the
rural adjustment for IRFs that were rural
in FY 2015 and became urban in FY
2016 under the revised CBSA
delineations. In FY 2016, IRFs that were
designated as rural in FY 2015 and
became designated as urban in FY 2016
received two-thirds of the 2015 rural
adjustment of 14.9 percent. FY 2017
represents the second year of the 3-year
phase out of the rural adjustment, in
which these same IRFs will receive one-
third of the 2015 rural adjustment of
14.9 percent, as finalized in the FY 2016
IRF PPS final rule (80 FR 47036, 47073
through 47074).

For FY 2017, the wage index will be
based solely on the previously adopted
revised CBSA delineations and their
respective wage index (rather than on a
blended wage index). Furthermore, we
will continue the 3-year phase out of the
rural adjustments for IRF providers that
changed from rural to urban status that
was finalized in the FY 2016 IFR PPS
final rule (80 FR 47036, 47073 through
47074).

We received one comment on our
proposal to continue the 3-year phase
out of the rural adjustments for IRF
providers that changed from rural to
urban status and that was finalized in
the FY 2016 IFR PPS final rule.

Comment: One commenter suggested
that we implement a 5-year phase-out of
the rural adjustment or allow IRFs that
are losing the FY 2015 rural adjustment
due to the changes in the CBSA
delineations to apply for reclassification
back to rural status for a period of 5
years.

Response: The intent of the 3-year
phase-out of the rural adjustment is to
mitigate potential negative payment

effects on rural facilities that are
redesignated as urban facilitates,
effective FY 2016. As described in more
detail in the F'Y 2006 IRF PPS final rule
(70 FR 47880), our analysis determined
that a 3-year budget-neutral transition
policy would best accomplish the goals
of mitigating the loss of the rural
adjustment for existing IRFs that were
rural in FY 2005 and became urban in
FY 2006 under the new CBSA
designations. For a complete discussion
of this policy, we refer readers to the FY
2006 IRF PPS final rule (70 FR 47880,
47921 through 47925). As discussed in
the FY 2016 IRF PPS final rule (80 FR
47036, 47074), we continue to believe
that a 3-year budget-neutral phase-out of
the rural adjustment appropriately
mitigates the adverse payment impacts
for these IRFs while also ensuring that
payment rates for all IRFs are set
accurately and appropriately.

Final Decision: After careful
consideration, we are finalizing the
continuation of the 3-year phase-out of
the rural adjustment for IRFs that were
designated as rural in FY 2015 but
changed to urban in FY 2016 under the
new OMB market area delineations. For
FY 2017, these IRFs will receive the full
FY 2017 wage index and one-third of
the FY 2015 rural adjustment. For FY
2018, these IRFs will receive the full FY
2018 wage index with no rural
adjustment.

For a full discussion of our
implementation of the new OMB labor
market area delineations for the FY 2016
wage index, please refer to the FY 2016
IRF PPS final rule (80 FR 47036, 47068
through 47076). While conducting
analysis for the FY 2017 IRF PPS final
rule, an additional IRF provider was
identified as being eligible for the 3-year
phase out of the rural adjustments for
IRF providers that changed from rural to
urban status. The original 19 providers
were identified in FY 2014 claims data
for the FY 2016 IRF PPS proposed and
final rules. This newly eligible provider
was new in FY 2015 and thus had no
claims data in FY 2014. An analysis of
the FY 2015 claims determined that this
provider should have received two-
thirds of the rural adjustment in FY
2016. This provider will be added to the
group of providers receiving two-thirds
of the rural adjustment in FY 2016 and
one-third of the rural adjustment in FY
2017. For FY 2017, 20 IRFs that were
designated as rural in FY 2015 and
became designated as urban in FY 2016
will receive the FY 2017 wage index
(based solely on the revised CBSA
delineations) and one-third of the FY
2015 rural adjustment of 14.9 percent
(80 FR 47036, 47073 through 47076).
The wage index applicable to FY 2017


http://www.whitehouse.gov/sites/default/files/omb/bulletins/2013/b-13-01.pdf
http://www.whitehouse.gov/sites/default/files/omb/bulletins/2013/b-13-01.pdf
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is available on the CMS Web site at
http://www.cms.gov/Medicare/
Medicare-Fee-for-Service-Payment/
InpatientRehabFacPPS/Data-Files.html.
Table A is for urban areas, and Table B
is for rural areas.

To calculate the wage-adjusted facility
payment for the payment rates set forth
in this final rule, we multiply the
unadjusted federal payment rate for
IRFs by the FY 2017 labor-related share
based on the 2012-based IRF market
basket (70.9 percent) to determine the
labor-related portion of the standard
payment amount. A full discussion of
the calculation of the labor-related share
is located in section VI.C of this final
rule. We then multiply the labor-related
portion by the applicable IRF wage
index from the tables in the addendum
to this final rule. These tables are
available through the Internet on the
CMS Web site at http://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/InpatientRehabFacPPS/Data-
Files.html.

Adjustments or updates to the IRF
wage index made under section
1886(j)(6) of the Act must be made in a
budget-neutral manner. We proposed to
calculate a budget-neutral wage
adjustment factor as established in the
FY 2004 IRF PPS final rule (68 FR
45689), codified at §412.624(e)(1), as
described in the steps below. We
proposed to use the listed steps to
ensure that the FY 2017 IRF standard
payment conversion factor reflects the
update to the wage indexes (based on
the FY 2012 hospital cost report data)
and the labor-related share in a budget-
neutral manner:

Step 1. Determine the total amount of
the estimated FY 2016 IRF PPS
payments, using the FY 2016 standard
payment conversion factor and the
labor-related share and the wage
indexes from FY 2016 (as published in
the FY 2016 IRF PPS final rule (80 FR
47036)).

Step 2. Calculate the total amount of
estimated IRF PPS payments using the
FY 2017 standard payment conversion
factor and the FY 2017 labor-related
share and CBSA urban and rural wage
indexes.

Step 3. Divide the amount calculated
in step 1 by the amount calculated in
step 2. The resulting quotient is the FY
2017 budget-neutral wage adjustment
factor of 0.9992.

Step 4. Apply the FY 2017 budget-
neutral wage adjustment factor from
step 3 to the FY 2016 IRF PPS standard
payment conversion factor after the
application of the adjusted market
basket update to determine the FY 2017
standard payment conversion factor.

We discuss the calculation of the
standard payment conversion factor for
FY 2017 in section VLE of this final
rule.

We did not receive any specific
comments on the proposal to calculate
a budget-neutral wage adjustment factor.

Final Decision: As we did not receive
any comments on the proposal to
calculate a budget-natural wage
adjustment factor, we are finalizing our
calculation of the budget-neutral wage
adjustment factor of 0.9992 for FY 2017.

We received 11 public comments on
the proposed IRF wage adjustment for
FY 2017, which are summarized below.

Comment: Commenters again
recommended that we develop a new
methodology for the area wage
adjustment that eliminates hospital
wage index reclassifications for all
hospitals and reduces the problems
associated with annual fluctuations in
wage indices and across geographic
boundaries. Until such time as the new
methodology may be developed,
commenters also recommended that we
consider adopting certain wage index
policies currently employed under the
IPPS, because IRFs compete in a similar
labor pool as acute care hospitals. Such
comments included requests that CMS
grant IRFs the ability to request
reclassification and/or establish a rural
floor policy. One commenter further
recommended that, until a new wage
index system is implemented, we
institute a “smoothing” variable to the
current process to reduce the
fluctuations IRFs annually experience.

Response: Consistent with our
previous responses to these comments
(most recently published in our FY 2016
IRF PPS final rule (80 FR 47036,
47076)), we note that the IRF PPS does
not account for geographic
reclassification under sections
1886(d)(8) and (d)(10) of the Act, and
does not apply the “rural floor” under
section 4410 of the BBA. Furthermore,
as we do not have an IRF-specific wage
index, we are unable to determine at
this time the degree, if any, to which a
geographic reclassification adjustment
or a rural floor policy under the IRF PPS
would be appropriate. The rationale for
our current wage index policies is fully
described in the FY 2006 IRF PPS final
rule (70 FR 47880, 47926 through
47928).

Additionally, while some commenters
recommended that we adopt IPPS
reclassification and/or floor policies, we
note the MedPAC’s June 2007 report to
the Congress, titled “Report to Congress:
Promoting Greater Efficiency in
Medicare” (available at http://
www.medpac.gov/-documents-/reports),
recommends that Congress “‘repeal the

existing hospital wage index statute,
including reclassification and
exceptions, and give the Secretary
authority to establish new wage index
systems.” We continue to believe it
would not be appropriate at this time to
adopt the IPPS wage index policies,
such as reclassification and/or floor
policies. Therefore, we will continue to
use the CBSA labor market area
definitions and the pre-reclassification
and pre-floor hospital wage index data
based on 2012 cost report data as this is
the most recent final data available.

With regard to issues mentioned
about ensuring that the wage index
minimizes fluctuations, matches the
costs of labor in the market, and
provides for a single wage index policy,
we note that section 3137(b) of the
Affordable Care Act required us to
submit a report to the Congress by
December 31, 2011 that includes a plan
to reform the hospital wage index
system. This report describes the
concept of a Commuting Based Wage
Index as a potential replacement to the
current Medicare wage index
methodology. While this report
addresses the goals of broad based
Medicare wage index reform, no
consensus has been achieved regarding
how best to implement a replacement
system. These concerns will be taken
into consideration while CMS continues
to explore potential wage index reforms.

The report that we submitted is
available online at http://www.cms.gov/
Medicare/Medicare-Fee-for-Service-
Payment/AcutelnpatientPPS/Wage-
Index-Reform.html.

Comment: Several commenters
suggested that CMS use the most current
wage data that is available and align the
timeframe for the IRF wage index with
other post-acute and acute care settings.
These commenters indicated that this
would position the IRF PPS to be more
in line with alternative payment models
that are currently being developed and
tested.

Response: As we did not propose any
changes to the methodology for
determining the wage index for IRF
providers, these comments are outside
the scope of the proposed rule. We
appreciate the commenters’ suggestions
and agree that this issue needs to be
considered within the broader context
of Medicare post-acute care payment
reform efforts. We will consider these
suggestions for future analyses.

Final Decision: After careful
consideration of the comments, we are
finalizing use of the FY 2016 pre-floor,
pre-reclassified hospital wage index
data to derive the applicable IRF PPS
wage index for FY 2017. We are also
continuing to implement the 3-year


http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/AcuteInpatientPPS/Wage-Index-Reform.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/AcuteInpatientPPS/Wage-Index-Reform.html
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http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/AcuteInpatientPPS/Wage-Index-Reform.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/InpatientRehabFacPPS/Data-Files.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/InpatientRehabFacPPS/Data-Files.html
http://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/InpatientRehabFacPPS/Data-Files.html
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phase-out of the rural adjustment for
IRFs that were designated as rural in FY
2015 but changed to urban in FY 2016
under the new OMB market area
delineations. For FY 2017, these IRFs
will receive the full FY 2017 wage index
and one-third of the FY 2015 rural
adjustment. For FY 2018, these IRFs
will receive the full FY 2018 wage index
with no rural adjustment.

E. Description of the IRF Standard
Payment Conversion Factor and
Payment Rates for FY 2017

To calculate the standard payment
conversion factor for FY 2017, as
illustrated in Table 4, we begin by
applying the adjusted market basket
increase factor for FY 2017 that was
adjusted in accordance with sections
1886(j)(3)(C) and (D) of the Act, to the
standard payment conversion factor for
FY 2016 ($15,478). Applying the 1.65
percent adjusted market basket increase

for FY 2017 to the standard payment
conversion factor for FY 2016 of $15,478
yields a standard payment amount of
$15,733. Then, we apply the budget
neutrality factor for the FY 2017 wage
index and labor-related share of 0.9992,
which results in a standard payment
amount of $15,721. We next apply the
budget neutrality factor for the revised
CMG relative weights of 0.9992, which
results in the standard payment
conversion factor of $15,708 for FY

2017.

TABLE 4—CALCULATIONS TO DETERMINE THE FY 2017 STANDARD PAYMENT CONVERSION FACTOR

Explanation for adjustment Calculations

Standard Payment Conversion Factor fOr FY 2016 ..........ccooiiiiiiiieiesiseesie e re e s ne e nne e snenneennenns $15,478
Market Basket Increase Factor for FY 2017 (2.7 percent), reduced by 0.3 percentage point for the productivity adjustment

as required by section 1886(j)(3)(C)(ii)(l) of the Act, and reduced by 0.75 percentage point in accordance with para-

graphs 1886(j)(3)(C) and (D) Of The ACE .....coeiiiii ittt et bt h et et e san e be e e sn e e nneenreennes X 1.0165
Budget Neutrality Factor for the Wage Index and Labor-Related Share ..........ccccoveoiiiiiiiiicsceee e X 0.9992
Budget Neutrality Factor for the Revisions to the CMG Relative Weights .. X 0.9992
FY 2017 Standard Payment CONVErsioN FACIOr .........cciiiiiiiiiiriieiere ettt n e s esne e ne e nne s = 15,708

We did not receive comments
specifically on the proposed FY 2017
standard payment conversion factor. We
received comments on how the FY 2016
IRF QRP relates to the proposed FY
2017 standard payment conversion

factor, which we have summarized in
section IX. of this final rule.

Final Decision: As we did not receive
comments specifically on the proposed
FY 2017 standard payment conversion
factor, we are finalizing the IRF
standard payment conversion factor of
$15,708 for FY 2017.

TABLE 5—FY 2017 PAYMENT RATES

After the application of the proposed
CMG relative weights described in
section IV of this final rule to the FY
2017 standard payment conversion
factor ($15,708), the resulting
unadjusted IRF prospective payment
rates for FY 2017 are shown in Table 5.

CMG Payment rate Payment rate Payment rate Payment rate
Tier 1 Tier 2 Tier 3 no comorbidity
L0 0 PSPPSR $12,553.83 $11,179.38 $10,227.48 $9,762.52
15,912.20 14,168.62 12,962.24 12,373.19
18,591.99 16,556.23 15,145.65 14,457.64
19,788.94 17,621.23 16,121.12 15,387.56
22,889.70 20,382.70 18,646.97 17,798.73
25,597.76 22,793.88 20,852.37 19,903.61
28,568.14 25,439.11 23,271.40 22,214.25
35,960.32 32,022.33 29,293.85 27,961.81
32,333.35 28,791.19 26,339.17 25,140.65
42,914.26 38,212.85 34,958.15 33,368.50
12,178.41 9,960.44 8,977.12 8,392.78
17,192.41 14,060.23 12,671.64 11,846.97
19,121.35 15,637.31 14,094.79 13,175.87
21,135.11 17,283.51 15,579.19 14,564.46
25,484.66 20,842.95 18,785.20 17,563.11
30,220.62 24,714.97 22,277.09 20,825.67
39,716.11 32,481.00 29,275.00 27,369.62
17,944.82 14,815.79 13,463.33 12,569.54
22,090.16 18,236.99 16,573.51 15,472.38
25,902.49 21,384.87 19,433.94 18,142.74
33,514.59 27,668.07 25,143.80 23,474.04
15,392.27 13,5634.01 12,483.15 11,330.18
22,072.88 19,410.38 17,900.84 16,248.36
34,816.78 30,618.03 28,236.70 25,629.17
60,793.10 53,459.04 49,302.70 44,750.52
54,027.67 47,510.42 43,815.90 39,771.09
13,389.50 10,547.92 10,045.27 9,033.67
18,221.28 14,355.54 13,670.67 12,294.65
22,866.14 18,015.51 17,154.71 15,428.40
26,840.26 21,146.11 20,136.09 18,109.75
30,798.68 24,264.15 23,104.90 20,780.11
42,648.79 33,600.98 31,995.63 28,777.06
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TABLE 5—FY 2017 PAYMENT RATES—Continued

CMG Payment rate Payment rate Payment rate Payment rate
Tier 1 Tier 2 Tier 3 no comorbidity
16,260.92 12,888.41 11,901.95 10,899.78
20,926.20 16,587.65 15,316.87 14,027.24
25,778.40 20,432.97 18,868.45 17,280.37
34,168.04 27,082.16 25,010.28 22,903.83
15,693.86 12,780.03 12,200.40 11,077.28
20,041.84 16,320.61 15,580.77 14,146.62
24,163.62 19,677.41 18,783.63 17,055.75
31,326.46 25,509.79 24,352.11 22,110.58
12,539.70 10,120.66 9,358.83 8,601.70
16,231.08 13,100.47 12,115.58 11,135.40
21,713.17 17,523.84 16,205.94 14,894.33
19,548.61 15,777.12 14,591.16 13,409.92
23,257.26 18,769.49 17,358.91 15,954.62
28,253.98 22,803.30 21,087.99 19,382.10
15,455.10 12,472.15 11,554.80 10,513.36
19,765.38 15,951.47 14,778.09 13,446.05
24,834.35 20,043.41 18,568.43 16,893.95
31,437.99 25,373.13 23,507.02 21,386.44
16,831.12 14,840.92 12,878.99 11,623.92
21,843.54 19,259.58 16,714.88 15,085.96
30,848.94 27,201.54 23,607.55 21,306.33
20,769.12 18,826.04 15,298.02 13,889.01
29,771.37 26,987.91 21,929.94 19,911.46
16,303.33 16,086.56 14,617.86 12,929.25
18,945.42 18,692.52 16,985.06 15,023.13
24,143.20 23,821.18 21,645.62 19,144.91
18,753.78 14,754.52 13,650.25 12,577.40
25,756.41 20,263.32 18,747.50 17,274.09
31,753.72 24,982.00 23,114.32 21,296.91
13,612.55 11,504.54 10,428.54 9,464.07
18,5651.15 15,678.15 14,211.03 12,897.84
22,115.29 18,690.95 16,941.08 15,374.99
27,968.09 23,637.40 21,425.71 19,444.93
15,847.80 13,419.34 12,390.47 11,680.47
20,021.42 16,953.64 15,654.59 14,756.10
24,414.94 20,674.87 19,089.93 17,995.08
30,426.40 25,764.26 23,789.77 22,424.74
15,533.64 14,031.96 13,070.63 12,059.03
20,264.89 18,306.10 17,051.03 15,731.56
25,376.27 22,921.11 21,350.31 19,697.83
17,820.73 14,542.47 13,383.22 12,049.61
22,388.61 18,269.97 16,813.84 15,137.80
26,683.18 21,774.43 20,040.27 18,042.21
34,276.43 27,969.66 25,740.70 23,174.01
20,313.59 16,642.63 14,456.07 12,965.38
28,641.97 23,466.18 20,382.70 18,282.54
45,069.39 36,924.80 32,074.17 28,767.63
19,269.00 16,518.53 14,561.32 14,347.69
35,009.99 30,011.70 26,456.98 26,067.43
57,623.23 49,396.95 43,545.72 42,906.40
14,490.63 11,878.39 10,904.49 9,872.48
19,001.97 15,576.05 14,300.56 12,944.96
23,756.78 19,473.21 17,877.27 16,183.95
30,492.37 24,994.57 22,946.25 20,772.26
26,544.95 26,544.95 23,657.82 21,697.46
2,489.72

10,657.88

26,084.70

12,569.54

33,300.96

F. Example of the Methodology for
Adjusting the Federal Prospective
Payment Rates

Table 6 illustrates the methodology
for adjusting the federal prospective
payments (as described in sections VI.A.
through VLF. of this final rule). The

following examples are based on two
hypothetical Medicare beneficiaries,
both classified into CMG 0110 (without
comorbidities). The unadjusted federal
prospective payment rate for CMG 0110
(without comorbidities) appears in
Table 5.

Example: One beneficiary is in
Facility A, an IRF located in rural
Spencer County, Indiana, and another
beneficiary is in Facility B, an IRF
located in urban Harrison County,
Indiana. Facility A, a rural non-teaching
hospital has a Disproportionate Share
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Hospital (DSH) percentage of 5 percent
(which would result in a LIP adjustment
of 1.0156), a wage index of 0.8297, and
a rural adjustment of 14.9 percent.
Facility B, an urban teaching hospital,
has a DSH percentage of 15 percent
(which would result in a LIP adjustment
of 1.0454 percent), a wage index of
0.8756, and a teaching status adjustment
of 0.0784.

To calculate each IRF’s labor and non-
labor portion of the federal prospective
payment, we begin by taking the
unadjusted federal prospective payment
rate for CMG 0110 (without
comorbidities) from Table 5. Then, we
multiply the labor-related share for FY
2017 (70.9 percent) described in section
VI.C. of this final rule by the unadjusted
federal prospective payment rate. To

determine the non-labor portion of the
federal prospective payment rate, we
subtract the labor portion of the federal
payment from the unadjusted federal
prospective payment.

To compute the wage-adjusted federal
prospective payment, we multiply the
labor portion of the federal payment by
the appropriate wage index located in
tables A and B. These tables are
available on CMS Web site at http://
www.cms.hhs.gov/Medicare/Medicare-
Fee-for-Service-Payment/
InpatientRehabFacPPS/. The resulting
figure is the wage-adjusted labor
amount. Next, we compute the wage-
adjusted federal payment by adding the
wage-adjusted labor amount to the non-
labor portion.

Adjusting the wage-adjusted federal
payment by the facility-level
adjustments involves several steps.
First, we take the wage-adjusted federal
prospective payment and multiply it by
the appropriate rural and LIP
adjustments (if applicable). Second, to
determine the appropriate amount of
additional payment for the teaching
status adjustment (if applicable), we
multiply the teaching status adjustment
(0.0784, in this example) by the wage-
adjusted and rural-adjusted amount (if
applicable). Finally, we add the
additional teaching status payments (if
applicable) to the wage, rural, and LIP-
adjusted federal prospective payment
rates. Table 6 illustrates the components
of the adjusted payment calculation.

TABLE 6: Example of Computing the IRF FY 2017 Federal Prospective Payment

Steps Rural Facility A Urban Facility B
p (Spencer Co., IN) (Harrison Co., IN)

Unadjusted Federal Prospective

1 Payment $33,368.50 $33,368.50

2 Labor Share X 0.709 X 0.709
Labor Portion of Federal Payment

3 = $23,658.27 = $23,658.27
CBSA-Based Wage Index (shown
in the Addendum, Tables A and B)

4 X 0.8297 X 0.8756

5 Wage-Adjusted Amount = $19,629.27 = $20,715.18

6 Non-Labor Amount + $9,710.23 + $9,710.23

7 Wage-Adjusted Federal Payment = $29,339.50 = $30,425.41

8 Rural Adjustment X 1.149 X 1.000
Wage- and Rural-Adjusted Federal

9 Payment = $33,711.09 - $30.425.41

10 LIP Adjustment X 1.0156 X 1.0454
FY 2017 Wage-, Rural- and LIP-
Adjusted Federal Prospective

" Payment Rate = $34,236.98 = $31,806.72
FY 2017 Wage- and Rural-
Adjusted Federal Prospective

1p | Payment $33,711.09 $30,425.41

13 Teaching Status Adjustment X 0 X 0.0784
Teaching Status Adjustment

14 | Amount = $0.00 = $2,385.35
FY 2017 Wage-, Rural-, and LIP-
Adjusted Federal Prospective

15 | Payment Rate + $34,236.98 + $31,806.72
Total FY 2017 Adjusted Federal

16 Prospective Payment = $34,236.98 = $34,192.08
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Thus, the adjusted payment for
Facility A would be $34,236.98 and the
adjusted payment for Facility B would
be $34,192.08.

VII. Update to Payments for High-Cost
Outliers Under the IRF PPS

A. Update to the Outlier Threshold
Amount for FY 2017

Section 1886(j)(4) of the Act provides
the Secretary with the authority to make
payments in addition to the basic IRF
prospective payments for cases
incurring extraordinarily high costs. A
case qualifies for an outlier payment if
the estimated cost of the case exceeds
the adjusted outlier threshold. We
calculate the adjusted outlier threshold
by adding the IRF PPS payment for the
case (that is, the CMG payment adjusted
by all of the relevant facility-level
adjustments) and the adjusted threshold
amount (also adjusted by all of the
relevant facility-level adjustments).
Then, we calculate the estimated cost of
a case by multiplying the IRF’s overall
CCR by the Medicare allowable covered
charge. If the estimated cost of the case
is higher than the adjusted outlier
threshold, we make an outlier payment
for the case equal to 80 percent of the
difference between the estimated cost of
the case and the outlier threshold.

In the FY 2002 IRF PPS final rule (66
FR 41362 through 41363), we discussed
our rationale for setting the outlier
threshold amount for the IRF PPS so
that estimated outlier payments would
equal 3 percent of total estimated
payments. For the 2002 IRF PPS final
rule, we analyzed various outlier
policies using 3, 4, and 5 percent of the
total estimated payments, and we
concluded that an outlier policy set at
3 percent of total estimated payments
would optimize the extent to which we
could reduce the financial risk to IRFs
of caring for high-cost patients, while
still providing for adequate payments
for all other (non-high cost outlier)
cases.

Subsequently, we updated the IRF
outlier threshold amount in the FYs
2006 through 2016 IRF PPS final rules
and the FY 2011 and FY 2013 notices
(70 FR 47880, 71 FR 48354, 72 FR
44284, 73 FR 46370, 74 FR 39762, 75 FR
42836, 76 FR 47836, 76 FR 59256, and
77 FR 44618, 78 FR 47860, 79 FR 45872,
80 FR 47036, respectively) to maintain
estimated outlier payments at 3 percent
of total estimated payments. We also
stated in the FY 2009 final rule (73 FR
46370 at 46385) that we would continue
to analyze the estimated outlier
payments for subsequent years and
adjust the outlier threshold amount as

appropriate to maintain the 3 percent
target.

To update the IRF outlier threshold
amount for FY 2017, we proposed to use
FY 2015 claims data and the same
methodology that we used to set the
initial outlier threshold amount in the
FY 2002 IRF PPS final rule (66 FR 41316
and 41362 through 41363), which is also
the same methodology that we used to
update the outlier threshold amounts for
FYs 2006 through 2016. Based on an
analysis of the preliminary data used for
the proposed rule, we estimated that IRF
outlier payments as a percentage of total
estimated payments would be
approximately 2.8 percent in FY 2016.
Therefore, we proposed to update the
outlier threshold amount from $8,658
for FY 2016 to $8,301 for FY 2017 to
maintain estimated outlier payments at
approximately 3 percent of total
estimated aggregate IRF payments for
FY 2017.

We note that, as we typically do, we
updated our data between the FY 2017
IRF PPS proposed and final rules to
ensure that we use the most recent
available data in calculating IRF PPS
payments. This updated data includes a
more complete set of claims for FY
2015. Based on our analysis using this
updated data, we now estimate that IRF
outlier payments as a percentage of total
estimated payments are approximately
2.7 percent in FY 2016. Therefore, we
will update the outlier threshold
amount from $8,658 for FY 2016 to
$7,984 for FY 2017 to maintain
estimated outlier payments at
approximately 3 percent of total
estimated aggregate IRF payments for
FY 2017.

We received 7 public comments on
the proposed update to the FY 2017
outlier threshold amount to maintain
estimated outlier payments at
approximately 3 percent of total
estimated IRF payments, which are
summarized below.

Comment: Commenters, while
supportive of maintaining estimated
payments for outlier payments at
approximately 3 percent, suggested that
CMS review its methodology for setting
the outlier threshold amount and
modify as needed so that the full 3
percent is paid as outlier payments.
Some commenters suggested
implementing a forecast error correction
if the full amount of the outlier pool is
not paid out.

Response: We will continue to
monitor our IRF outlier policies to
ensure that they continue to compensate
IRF's appropriately for treating
unusually high-cost patients and,
thereby, promote access to care for
patients who are likely to require

unusually high-cost care. As we have
indicated in previous IRF PPS final
rules, we do not make adjustments to
IRF PPS payment rates for the sole
purpose of accounting for differences
between projected and actual outlier
payments. We use the best available
data at the time to establish an outlier
threshold for IRF PPS payments prior to
the beginning of each fiscal year to help
ensure that estimated outlier payments
for that fiscal year will equal 3 percent
of total estimated IRF PPS payments.
We analyze expenditures annually, and
if there is a difference from our
projection, that information is used to
make a prospective adjustment to lower
or raise the outlier threshold for the
upcoming fiscal year. We believe a
retrospective adjustment would not be
appropriate, given that we do not
recoup or make excess payments to
hospitals.

If outlier payments for a given year
turn out to be greater than projected, we
do not recoup money from hospitals; if
outlier payments for a given year are
lower than projected, we do not make
an adjustment to account for the
difference. Payments for a given
discharge in a given fiscal year are
generally intended to reflect or address
the prospective average costs of that
discharge in that year; that goal would
be undermined if we adjusted IRF PPS
payments to account for
“underpayments’ or ‘“‘overpayments” in
IRF outliers in previous years.

Comment: One commenter
recommended that we expand the
outlier pool from 3 percent to 5 percent
in order to ensure that payments are
more equitably distributed within the
IRF payment system. However, this
same commenter noted that such an
expansion in the outlier pool could
inappropriately reward facilities for
inefficiencies. Several other commenters
stated that expanding the outlier pool
would be inappropriate for this same
reason.

Response: We refer readers to the
2002 IRF PPS final rule (66 FR 41316,
41362 through 41363), for a discussion
of the rationale for setting the outlier
threshold amount for the IRF PPS so
that estimated outlier payments would
equal 3 percent of total estimated
payments. For the 2002 IRF PPS final
rule, we analyzed various outlier
policies using 3, 4, and 5 percent of the
total estimated payments, and we
concluded that an outlier policy set at
3 percent of total estimated payments
would optimize the extent to which we
could reduce the financial risk to IRFs
of caring for high-cost patients, while
still providing for adequate payments
for all other (non-high cost outlier)



52080 Federal Register/Vol.

81, No. 151/Friday, August 5, 2016/Rules and Regulations

cases. We believe that the outlier policy
of 3 percent of total estimated payments
optimizes the extent to which we can
encourage facilities to continue to take
patients that are likely to have
unusually high costs, while still
providing adequate payment for all
other cases. Increasing the outlier pool
would leave less money available to
cover the costs of non-outlier cases, due
to the fact that we would implement
such a change in a budget-neutral
manner. We believe that our current
outlier policy, to set outlier payments at
3 percent of total payments, is
consistent with the statute and the goals
of the prospective payment system.

Comment: Several commenters
recommended that CMS impose a cap
on the amount of outlier payments an
individual IRF can receive under the
IRF PPS.

Response: Comments regarding the
amount of outlier payments an
individual IRF can receive are outside
the scope of this rule. However, any
future consideration given to imposing
a limit on outlier payments would have
to be carefully analyzed and would need
to take into account any effect on access
to IRF care it would have for certain
high-cost populations.

Final Decision: Having carefully
considered the public comments
received and also taking into account
the most recent available data, we are
finalizing the outlier threshold amount
of $7,984 to maintain estimated outlier
payments at approximately 3 percent of
total estimated aggregate IRF payments
for FY 2017. This update is effective
October 1, 2016.

B. Update to the IRF Cost-to-Charge
Ratio Ceiling and Urban/Rural Averages

In accordance with the methodology
stated in the FY 2004 IRF PPS final rule
(68 FR 45674, 45692 through 45694), we
proposed to apply a ceiling to IRFs’
CCRs. Using the methodology described
in that final rule, we proposed to update
the national urban and rural CCRs for
IRFs, as well as the national CCR ceiling
for FY 2017, based on analysis of the
most recent data that is available. We
apply the national urban and rural CCRs
in the following situations:

e New IRFs that have not yet
submitted their first Medicare cost
report.

e IRFs whose overall CCR is in excess
of the national CCR ceiling for FY 2017,
as discussed below.

e Other IRFs for which accurate data
to calculate an overall CCR are not
available.

Specifically, for FY 2017, we
proposed to estimate a national average
CCR of 0.562 for rural IRFs, which we

calculated by taking an average of the
CCRs for all rural IRFs using their most
recently submitted cost report data.
Similarly, we proposed to estimate a
national average CCR of 0.435 for urban
IRFs, which we calculated by taking an
average of the CCRs for all urban IRFs
using their most recently submitted cost
report data. We apply weights to both of
these averages using the IRFs’ estimated
costs, meaning that the CCRs of IRFs
with higher total costs factor more
heavily into the averages than the CCRs
of IRFs with lower total costs. We used
FY 2013 IRF cost report data for the
proposed rule. (Please note that we
erroneously stated in the proposed rule
that we used FY 2014 cost report data.)
For this final rule, we have used the
most recent available cost report data
(FY 2014). This includes all IRFs whose
cost reporting periods begin on or after
October 1, 2013, and before October 1,
2014. If, for any IRF, the FY 2014 cost
report was missing or had an “as
submitted” status, we used data from a
previous fiscal year’s (that is, FY 2004
through FY 2013) settled cost report for
that IRF. We do not use cost report data
from before FY 2004 for any IRF because
changes in IRF utilization since FY 2004
resulting from the 60 percent rule and
IRF medical review activities suggest
that these older data do not adequately
reflect the current cost of care. Using the
updated FY 2014 cost report data for
this final rule, we estimate a national
average CCR of 0.522 for rural IRFs, and
a national average CCR of 0.421 for
urban IRFs.

In accordance with past practice, we
proposed to set the national CCR ceiling
at 3 standard deviations above the mean
CCR. Using this method, we proposed a
national CCR ceiling of 1.36 for FY
2017. This means that, if an individual
IRF’s CCR were to exceed this proposed
ceiling of 1.36 for FY 2017, we would
replace the IRF’s CCR with the
appropriate proposed national average
CCR (either rural or urban, depending
on the geographic location of the IRF).
We calculated the proposed national
CCR ceiling by:

Step 1. Taking the national average
CCR (weighted by each IRF’s total costs,
as previously discussed) of all IRFs for
which we have sufficient cost report
data (both rural and urban IRFs
combined).

Step 2. Estimating the standard
deviation of the national average CCR
computed in step 1.

Step 3. Multiplying the standard
deviation of the national average CCR
computed in step 2 by a factor of 3 to
compute a statistically significant
reliable ceiling.

Step 4. Adding the result from step 3
to the national average CCR of all IRFs
for which we have sufficient cost report
data, from step 1.

Using the updated FY 2014 cost
report data for this final rule, we
estimate a national average CCR ceiling
of 1.29, using this same methodology.

We did not receive any comments on
the proposed update to the IRF CCR
ceiling and the urban/rural averages for
FY 2017.

Final Decision: As we did not receive
any comments on the proposed updates
to the IRF CCR ceiling and the urban/
rural averages for FY 2017, we are
finalizing the national average urban
CCR at 0.421, the national average rural
CCR at 0.522, and the national CCR
ceiling at 1.29 for FY 2017. These
updates are effective October 1, 2016.

VIIIL. Revisions and Updates to the IRF
Quality Reporting Program (QRP)

A. Background and Statutory Authority

We seek to promote higher quality
and more efficient health care for
Medicare beneficiaries, and our efforts
are furthered by QRPs coupled with
public reporting of that information.
Section 3004(b) of the Affordable Care
Act amended section 1886(j)(7) of the
Act, requiring the Secretary to establish
the IRF QRP. This program applies to
freestanding IRFs, as well as IRF units
affiliated with either acute care facilities
or critical access hospitals (CAHs).
Beginning with the FY 2014 payment
determination and subsequent years, the
Secretary is required to reduce any
annual update to the standard federal
rate for discharges occurring during
such fiscal year by 2 percentage points
for any IRF that does not comply with
the requirements established by the
Secretary. Section 1886(j)(7) of the Act
requires that for the FY 2014 payment
determination and subsequent years,
each IRF submit data on quality
measures specified by the Secretary in
a form and manner, and at a time,
specified by the Secretary. For more
information on the statutory history of
the IRF QRP, please refer to the FY 2015
IRF PPS final rule (79 FR 45908).

The Improving Medicare Post-Acute
Care Transformation Act of 2014
(IMPACT Act) imposed new data
reporting requirements for certain PAC
providers, including IRFs. For
information on the statutory background
of the IMPACT Act, please refer to the
FY 2016 IRF PPS final rule (80 FR 47080
through 47083).

In the FY 2016 IRF PPS final rule, we
reviewed general activities and finalized
the general timeline and sequencing of
such activities that will occur under the
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IRF QRP. For further information, please
refer to the FY 2016 IRF PPS final rule
(80 FR 40708 through 47128). In
addition, we established our approach
for identifying cross-cutting measures
and process for the adoption of
measures, including the application and
purpose of the Measures Application
Partnership (MAP) and the notice-and-
comment rulemaking process (80 FR
47080 through 47084). For information
on these topics, please refer to the FY
2016 IRF PPS final rule (80 FR 47080).

B. General Considerations Used for
Selection of Quality, Resource Use, and
Other Measures for the IRF QRP

For a detailed discussion of the
considerations we use for the selection
of IRF QRP quality measures, such as
alignment with the CMS Quality
Strategy,® which incorporates the 3
broad aims of the National Quality
Strategy,2 please refer to the FY 2015
IRF PPS final rule (79 FR 45911) and the
FY 2016 IRF PPS final rule (80 FR 47083
through 47084). Overall, we strive to
promote high quality and efficiency in
the delivery of health care to the
beneficiaries we serve. Performance
improvement leading to the highest-
quality health care requires continuous
evaluation to identify and address
performance gaps and reduce the
unintended consequences that may arise
in treating a large, vulnerable, and aging
population. QRPs, coupled with public
reporting of quality information, are
critical to the advancement of health
care quality improvement efforts. Valid,
reliable, relevant quality measures are
fundamental to the effectiveness of our
QRPs. Therefore, selection of quality
measures is a priority for us in all of our
QRPs.

In the IRF PPS FY 2017 proposed rule
(81 FR 24178), we proposed to adopt for
the IRF QRP one measure that we are
specifying under section 1899B(c)(1) of
the Act to meet the Medication
Reconciliation domain, that is, Drug
Regimen Review Conducted with
Follow-Up for Identified Issues-Post
Acute Care Inpatient Rehabilitation
Facility Quality Reporting Program.
Further, we proposed to adopt for the
IRF QRP three measures to meet the
resource use and other measure
domains identified in section
1899B(d)(1) of the Act. These measures
include: (1) Total Estimated Medicare
Spending per Beneficiary: Medicare
Spending per Beneficiary-Post Acute

1 http://www.cms.gov/Medicare/Quality-
Initiatives-Patient-Assessment-Instruments/
QualityInitiativesGenInfo/CMS-Quality-
Strategy.html.

2 http://www.ahrq.gov/workingforquality/nqs/
ngs2011annlrpt.htm.

Care Inpatient Rehabilitation Facility
Quality Reporting Program; (2)
Discharge to Community: Discharge to
Community-Post Acute Care Inpatient
Rehabilitation Facility Quality
Reporting Program, and (3) Potentially
Preventable 30-Day Post-Discharge
Readmission Measure for Inpatient
Rehabilitation Facility Quality
Reporting Program. We also proposed
an additional measure, which is not
required under the IMPACT Act: (4)
Potentially Preventable Within Stay
Readmission Measure for Inpatient
Rehabilitation Facilities.

In our development and specification
of measures, we employed a transparent
process in which we seek input from
stakeholders and national experts and
engage in a process that allows for pre-
rulemaking input on each measure, as
required by section 1890A of the Act. To
meet this requirement, we provided the
following opportunities for stakeholder
input: Our measure development
contractor convened technical expert
panels (TEPs) that included stakeholder
experts and patient representatives on
July 29, 2015, for the Drug Regimen
Review Conducted with Follow-Up for
Identified Issues measures; on August
25, 2015, September 25, 2015, and
October 5, 2015, for the Discharge to
Community measures; on August 12 and
13, 2015, and October 14, 2015, for the
Potentially Preventable 30-Day Post-
Discharge Readmission Measures and
Potentially Preventable Within Stay
Readmission Measure for IRFs; and on
October 29 and 30, 2015, for the
Medicare Spending per Beneficiary
(MSPB) measures. In addition, we
released draft quality measure
specifications for public comment for
the Drug Regimen Review Conducted
with Follow-Up for Identified Issues
measures from September 18, 2015, to
October 6, 2015; for the Discharge to
Community measures from November 9,
2015, to December 8, 2015; for the
Potentially Preventable 30-Day Post-
Discharge Readmission Measure for
IRFs and Potentially Preventable Within
Stay Readmission Measure for IRFs from
November 2, 2015 to December 1, 2015;
and for the MSPB measures from
January 13, 2016 to February 5, 2016.
We implemented a public mailbox,
PACQualityInitiative@cms.hhs.gov, for
the submission of public comments.
This PAC mailbox is accessible on our
post-acute care quality initiatives Web
site at https://www.cms.gov/Medicare/
Quality-Initiatives-Patient-Assessment-
Instruments/Post-Acute-Care-Quality-
Initiatives/IMPACT-Act-of-2014/
IMPACT-Act-of-2014-Data-

Standardization-and-Cross-Setting-
MeasuresMeasures.html.

Additionally, we sought public input
from the NQF-convened MAP Post-
Acute Care, Long-Term Care Workgroup
during the annual in-person meeting
held December 14 and 15, 2015. The
MAP, composed of multi-stakeholder
groups, is tasked to provide input on the
selection of quality and efficiency
measures described in section
1890(b)(7)(B) of the Act.

The MAP reviewed each IMPACT
Act-related measure, as well as other
quality measures proposed in this rule
for use in the IRF QRP. For more
information on the MAP’s
recommendations, please refer to the
MAP 2016 Final Recommendations to
HHS and CMS public report at http://
www.qualityforum.org/Publications/
2016/02/MAP 2016 Considerations
for Implementing Measures_in_
Federal Programs - PAC-LTC.aspx.

For measures that do not have NQF
endorsement, or which are not fully
supported by the MAP for use in the IRF
QRP, we proposed for the IRF QRP for
the purposes of satisfying the measure
domains required under the IMPACT
Act, measures that closely align with the
national priorities identified in the
National Quality Strategy (http://
www.ahrq.gov/workingforquality/) and
for which the MAP supports the
measure concept. Further discussion as
to the importance and high-priority
status of these proposed measures in the
IRF setting is included under each
quality measure in this final rule.

Although we did not solicit feedback
on General Considerations Used for
Selection of Quality, Resource Use, and
Other Measures for the IRF QRP, we
received a number of comments, which
are summarized with our responses
below.

Comment: One commenter supported
CMS’s intention to select measures that
are already incorporated in various
quality reporting programs to minimize
burden. One commenter commented
that CMS should recognize burden of
data collection and focus on measures
that are the most clinically relevant and
actionable to the facility and patients.
Additionally, the commenter
recommended that CMS use minimum
standards in the development of new
measures so that they are as clear and
consistent across facilities as possible.

Response: We appreciate the
commenters’ support of CMS’s intention
to select measures that are already
incorporated in the various quality
reporting programs to minimize burden.
In addition, we note that we strive to
strike a balance between minimizing
burden and addressing gaps in quality
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