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Salary lqulvaleney Guidelines 

J11ue: Chriatina M~71er orthe American Occupational Therapy Nsociiation, Inc. i1 exprcNing 
concern nver the pr~riprive Iansuase in the provision establishin1 salary equivaJency 
guidelines in the Prcsidenl'1 Ml!!dicare reform package. She recommend• auberitirt:e 
language that states that the data "be appropriate tn determining payment..." 

• Salary equivaleney 1:5uidcline5 c;urrQ'ltly exist for physical therapy and respiratory thenp:y 
services. Guidelines for thcae services were last revised in 1983. The guideline amounts 
have been updated for inflation. Although the Secretary already has broad atatutory 
authority to estabiah P&lary equivalency suidelines, the legislative proposal regylre1 the 
Secretary to update the guidelines for physical and respiratory therapy, and eatahliah ·new 
guidelinH for nr.cupational therapy and 1peeeh lanS,uas• pathology ser.-ices. 

• In a recent repon, the OAO documerned widespread examples of overcharges to 
Medicare for therapy sef\ll.ces. and recommended that HCFA e1tabli1h therapy guidelines 
for services currently not covered by 1uch guidelines to prevent 1uch abuie. 

t Althouah th.: Secretary currently has the ability to establish therapy auidelines under 
current rulcmaking authority, the legislative proposal provides a mere immediate response 
to the abuses that have been documented b)' GAO. 

• The methodology in the legialative propopal caJl1 for using th\l 1983 methodoloS)', whh;h 
uae1 Bureau of La~or Statistics data with!an add-on to reflect differences in SQtting. This 
·~the best data currently available. However, the l*Sislative propoNI allows the Secretary 
to substitute other data if ~he determines luch data to be equally valid. Thus, the 
legislative propO!:::il rlnei; not preclude the use of ingumy data in updatins the guidelines, 
should HCFA find that data to be accurate and Ade.quate. 

• The le1bllRtlve route allows U•e savinp to be counted in the current bud1et debate. 
Saw inp c:Rnnot be sc:urcd unless the lqlllallon aubltstles the 1peclftc 1uldellne 
amounts or provides a pre1crlptl~c mr.thodolo1Y, Thua, more 1eneral lan1u11e. 
iuch 11 M1. Metzler ha11 1n1ggested, cannot be 1ub1tltuted. 
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Bruce Vladeck, Ph.D. 
Administrator 
Health Care Financing Administration 
Hubert Humphrey Building 3l4G 
200 Independence A venue SW 
Washington, DC 20201 

Dear Dr. Vladeck: 

At the White House briefing on health care on Thursday, January 25, I spoke with you briefly 
about the language in the President's most recent budget proposal regarding salary equivalency 
guidelines for therapy services (Title XI, Sec. l l l 14 in the December draft). 

As I mentioned to you this language is very prescriptive and would appear to be much more 
specific than appropriate for legislative language. You agreed to review and consider this 
language. 

AOTA would like to strongly suggest that specific language in the draft in the sections on the 
calculation of amounts and data should be eliminated. We believe that including such specifics in 
legislation is unnecessary in light of current law which gives the agency flexibility through the use 
of the regulatory process. Current law in Sec. l86l(v)(l) states that reasonable cost "shall be 
determined in accordance with regulations establishing the method or methods to be used, and the 
items to be included, in determining such costs .... " 

We believe the rulemaking process provides the Secretary with the appropriate mechanisms for 
accurately and appropriately determining reasonable cost. Indeed the proposed language fails to 
address some of the areas which the agency has indicated in existing regulation are important to 
this issue. 

We recommend that for any present budget legislation. if salary equivalency is to be addressed, 
language should be substituted which simply states that the data used to compute the formula will 
be appropriate to determining payment for services provided in specific settings; timely with 
regard to economic and other factors; and accurate. 

Such an approach would give the agency full flexibility for determining an appropriate 
methodology and would allow for the open and appropriate use of the regulatory process to 
finalize the data components and computation with adequate input from all stakeholders. 
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This would prevent the law from becoming obsolete and would give the agency more flexibility 
with regard to using the best possible sources and elements of data to detennine reasonable costs. 

We urge you to review and modify this language in the President's budget proposal and thank you 
for your consideration. 

S~ce~//• , /_,") /1 
.' ·~/,(~/) // ///: 

/ ~ "" " ,, 
/ / ' 

/ 

~ - -Qhristina A. Metzler/ 
/ / 

..// Senior Legislativefepresentative 
Government Relations Deparnnent 

v 

CAM!bp 

cc: Cybele Bjorklund, Office of Senator Daschle 
Jennifer Klein, Office of the President, Domestic Policy 
Courtenay McKinnon, Office of Representative L. F. Payne 



House Bill 
HR 2425 

Routine costs: 
cost limits freeze extended 

Non-routine costs 
limits based on fonnula 
-+50% national 
-+50% facility 

50% Rebate o( savings 
achieved 

SNF must bill for all Part 8 
services. before and after 
l 00 day Part A coverage 

Exceptions for a typical 
case limited to 5% of 
aggregate expenditures for 
all 

Special rates for high 
intensity nursing, 
rehabilitation patients to be 
established 

7 year savings Sl0.4 billion 

SNF Reimbursement 

Democrat 
Ways & Means 

Prospective Payment/routine 
costs October 1, 1996 
112% of mean per diem 

Hospital based? 

Prospective Payment/all costs 
October 1, 1998 
5% reduction per year of 
what otherwise would have 
been spent 

Maintain RCLs Freeze 

7 year savings $6. l billion 

Democratic 
Coalition 

Same as HR 2425 

Senate 

Prospective Payment on or after 
October 1, 1997 for all costs 

.In!.mm (FY96/97) 
Routine costs redefined 
(supplies and equipment) 

RCL freeze continued 
exceptions must be budget 
neutral 

Capital cost reduced by 15% 

Non-routine/ancillary services 
limited in growth, base year 
FY93/94 

Retroactive salary limits for 
therapies 

Special rate for high intensity 
nursing and rehabilitation but 
must be budget neutral and paid 
from non-routine/ancillary base 

Part 8 services billed by SNFs 
and reduced by 5.8% 

Secretary can reduce payments 
at any time 

7 year savings $10.4 billion 

( 00 Lt I VJ f{} J l11~ . 



OT Weck 
November 11. 1993 

Q & A's AsouT MEDICARE 
SALARY EQUIVALENCY GUIDELINES 

What is the Medicare rule concerning 
payment for "therapy services under arrange­
ments" (i.e .• salary equivalency guidelines)? 

In 1975. the Health Care Financing Administration 
( HCFA) issued a regulation !42 CFR 413.106J that de­
fines the ··reasonable cos! of therapy and other servict!s 
furnished under arrangements" ( i.t! .. undt!r a contrac­
tual arrangement). This regulation states that ··the basis 
for determining the reasonable cost of therapy services 
rendered for providers by outside suppliers is limited 
to amounts equal to the salary and other costs that 
would have been incurred by the provider if the ser­
vices had been performed in an employment relation­
ship. plus an allowance to compensate for other costs 
an individual not working as an employee might -incur 
in rendering services under arrangements. 

"The cost of therapy service furnished by outside 
suppliers is evaluated in terms of the actual cost in­
curred by the provider in comparison with the prevail­
ing hourly salary paid full-time therapists employed by 
providers in the area. The prevailing salary is the 
hourly salary rate based on the 75th percentile of the 
range of salaries. by type of therapy. paid by providers 
in the geographical area. The fringe benefit and ex­
pense factor is an allowance that compensates an out­
side supplier not only for fringe benefits. but also for 
the expenses of a nonemployed therapist. i.e .. expenses 
such as office space. telephone. bookkeeping. and 
billing. The adjusted hourly salary equivalency amount 
is the prevailing hourly salary rate plus the fringe ben­
efit and expense factor. This amount is determined on a 
periodic basis by geographical ;,rea. 

"A standard travel allowance equals one-half of the 
applicable adjusted hourly salary equivalency amount. 
One standard travel allowance is recognized for each 
day an outside supplier performs skilled services at a 
provider site. The guidelines retlect the application of 

the prevailing salary. the fringe benetit and expense fac­
tor. the adjusted hourly salary equivalency amount and 
the standard travel allowance to an individual therapy 
or other health-related service and a geographical area." 

What types of Medicare providers are subject 
to these rules for what kinds of services? 

The rules on "salary equivalency" apply tn ~di ser­
vices (other than physician) furnished by an outsidc sup­
plier to a hospital (except inpatient scniccs paid under 

DRG rates). skilled nursing facility. home health agency. 
clinic. rehabilitation agency. or public health agency. 
Although HCFA has had the authority to implement this 
regulation for a wide range of services. up to this time. 
the agency has issued specific dollar limitations only for 
physical therapy and respiratory therapy services. 

Why should OT practitioners 
be concerned about this rule now? 

In August. the HCFA Atlanta regional office (re­
gion IV) sent a memo to all intermediaries in their 
states requiring them to apply Medicare "salary equiv­
alency guidelines" to the contract occupational therapy 
and speech-language pathology costs incurred by nurs­
ing facilities. This instruction was in response to al­
leged billing of "exorbitant rates" for contracted reha­
bilitation services. which were then passed to the 
Medicare program through the nursing facilities cost 
report. The region also provided a list of "salary 
equivalency amounts" to be used in reviewing "all un­
settled cost reports and all cost reports that are still 
subject to reopening ... These amounts were based on a 
formula derived from home health agency cost limits 
and physical therapy salary equivalency guidelines. 

AOTA believes that the HCFA regional office ( 1) 
had no authority to issue policy based on this regula­
tion. ( 2) did not follow the regulation requirements for 
computing the "salary equivalency amounts." and ( 3) 
illegally attempted to apply the "guidelines" retroac­
tively to nursing facility cost reports. 

What is AOTA's position and what has the 
association done so far to respond to HCFA 1 

AOTA recognizes and strongly supports HCFA's 

attempts to protect the integrity of the Medicare pro­
gram by issuing national guidelines. The association. 
however. is also concerned that the policy directives 
balance program cost containment measures with the 
assurance of continued quality services to Medicare 
patients. Also. we believe that in setting appropriate 
guideline amounts. HCFA must use the most current. 
valid data available and must consider updated cost 
variables (e.g .. the effects of the hospital prospective 
payment svstem on post-hospital rehabilitation ser-



vices. widespread staffing shortages). 
Immediately after the HCFA regional office memo­

randum was distributed. AOTA staff spoke to the re­
gional office. the intermediary. and HCFA central of­
fice expressing our objections. We also have 
monitored the efforts of the rehabilitation agency 
groups in delaying the implementation of the Atlanta 
region directive. On Sept. 30. AOTA executive direc­
tor. Jeanette Bair. MBA. OTR. FAOTA. wrote to Bruce 
Vladeck. the HCFA administrator. to formally commu­
nicate our concerns about the regional policy and to 
offer AOTA's assistance to HCFA in obtaining appro-

priate salary. fringe benefit and other required data. 

What is happening now on 
the salary equivalency issue? 

We have been informed that HCFA plans to pro­
mulgate a notice of proposed rule making in accor­
dance with the regulatory requirements with salary 
equivalency dollar amounts for occupational therapy 
and speech-language pathology by July 1994. This 
rule-making procedure provides for a 60-day comment 
period and a prospective implementation. Staff from 
AOTA and the American Speech-Language-Hearing 
Association have requested a meeting with HCFA staff 
responsible for implementing this regulation to discuss 
data sources and the proposed methodology. 

In addition. HCFA plans to instruct intermediaries 
to apply a "prudent buyer analysis" to determine the 
reasonableness of occupational therapy and speech­
language pathology costs il;tder arrangement in set­
tling Medicare cost reports. The "prudent buyer" pro­
vision states that a provider of service should not pay 
more than what other providers in the same area pay 
for the same service. and that if a provider does. 
Medicare should not reimburse more than the going 
rate. Intermediaries (insurance companies that pay 
Medicare claims) have always had the authority to ap­
ply this concept 10 costs that are "out of line." In other 
words. intermediaries can disallow costs if they show 
that a provider (e.g .. nursing home, HHA) is buying 
services or products at inflated prices. 

What should individual OTs do7 

Be informed. Understand the reasons and the rules 
governing the ··prudent buyer" and "salary equiva­
lency guidelines." By knowing the facts and disregard­
ing the rumors. you will be prepared to support the 
profession when questions arise in your facility or 
when commenting on the proposed rule. 

The pertinent information can be found in the fol­

lowing references: 

Therapy services furnished under arrangemefll: 
Code of Federal Regulations ( 42 CFR 413. 106) 
Medicare Provider Reimbursement Manual 

(HCFA-Pub. 15. chapter 14) 

Prudent Buyer Principle: 
Medicare Provider Reimbursement Manual 

(HCFA-Pub. 15. section 2103) 

The Code of Federal Regulations is available in 
most public libraries and all Medicare providers 
should have copies of HCFA-Pub. 15 for reference. 

AOTA members may obtain copies of these sec­
tions for $7 ($10 for nonmembers) from AOTA's prod­
ucts department. order # 1800. Call 1-800-SAY-AOTA 
(members); or (301) 948-9626 (nonmembers). 
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September 27. 1995 

The Honorable William Archer 
Chainnan 
Ways and Means Committee 
United States House of Representatives 
Washington. DC 20515 

Dear Mr. Chainnan: 

I am writing to you to express AOT A's serious concerns about elements of the Medicare 
budget reconciliation proposal which will come before the Ways and Means Committee. 

AOTA represents 52.000 occupational therapy practitioners. a substantial proportion of whom 
work with Medicare beneficiaries in hospitals. home health agencies. rehabilitation hospitals 
and agencies. skilled nursing facilities. outpatient clinics and other settings. As the 
professional association representing occupational therapy practitioners we are committed to 
the provision of those services by properly trained professionals and to assuring that those 
professionals are able to practice within an ethical framework which serves the best interests 
of patients. 

Although we have not been privy to legislative language details. the infonnation we have had 
thus far forces us to express serious apprehension about the potential impact on patient care 
of the proposals to implement prospective payment systems for home health and skilled 
nursing facility services under Medicare. 

While we agree that changes in the methods Medicare uses to pay for services can be 
improved. we believe these proposals. as we understand them. have major flaws: 

• The prospective payment systems being proposed for home health agencies (HHAs) 
and skilled nursing facility services (SNFs) are scheduled to be implemented over the next 
two years while the methodology for implementation is not yet well developed and refined. 
Implementation should be scheduled on a more realistic timetable which allows for research 
and testing of both cost impact and effects on patient care. 

• While AOTA supports moving in the direction of restructuring payment systems for 
services provided by SNFs and HHAs. use of inappropriate and flawed interim regulatory 
measures such as salary equivalency may deter or skew the development of broader. more 
rnmprehensive methods of refonn. 

I OQo Aririual (iJrifererict arid Eiposilrori 
Saturday. April 20 - Wedrie~day. Apn/ 2.i 

.i 720 Montgomery Lane 
PO BOX 31220 
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• Cost limits for SNF ancillary services are envisioned to be built on a combination of a 
national average and a facility average. AOT A believes that using only these two factors is 
inadequate. Prospective payment systems must not be built on ill-designed caps which apply 
to facilities; rather. they should be built based on patient needs and characteristics. The home 
health prospective payment system is scheduled to use patient classification categories. but the 
skilled nursing facility system is proposed to be based only on facility costs. In addition. we 
have concerns that the SNF ancillary cost limits will prohibit providers from effectively 
serving high need patients. 

• Offering financial inducements or rewards to providers based on how much they save 
below a cost limit is a prescription for underservice and denial of patient care. Incentives 
for savings should not take precedence over incentives to provide appropriate care. The use 
of savings bonuses to providers to encourage savings does so at the expense of patients. 
While appropriate incentives could be used to promote cost effective care. a conservative 
approach. carefully implemented and monitored. must be used. 

• No desired or expected patient outcomes for either home health or skilled nursing care 
are mentioned as part of the overall approach to improve the payment system. Cost 
effectiveness improvements must be linked to patient outcomes. Episodes of care or levels of 
reimbursement must be designed with quality care and achievement of optimal health and 
functional outcomes as paramount objectives. 

• No quality monitoring mechanisms or expectations are outlined to assure that funds 
are equitably allotted to patients based on patient need and establishment of desired patient 
outcomes. Control and monitoring of quality of care and patient outcomes are not 
inconsistent with prospective payment; indeed if a system is built based on identified patient 
need. more cost effective services will be provided. 

Changes can be made to the current systems which can improve ability to monitor and control 
costs but it would be shon-sighted to do so at the expense of patient health. well-being. and 
function. SNF and HHA patients receive services to recover and to prepare to return to more 
independent functioning. If they recover inadequately or are denied services which can assure 
recovery or a safe return home, they may require further hospitalization or SNF care. 

We suppon moving in the direction of broad and fundamental reform of the payment system 
for these services but must recommend that the Committee reconsider the design and 
timetable proposed. 

AOTA believes that any prospective payment policy for Medicare post-acute services must be 
based on a patient classification system that fully reflects the professional and facility 
resources required to achieve optimal patient outcomes. Such a system has not been 
developed sufficiently to allow implementation of prospective payment on the shon timetable 
envisioned. Experience to date with patient classification systems for the post-acute patient 
have shown that diagnosis alone is not sufficient -- patient functional status provides a critical 
dimension of the care that will be required. Varying service needs and duration of need must 



also be considered. Providing for the proper type and intensity of therapy services is key to 
avoiding subsequent costs and we believe requires further development and pilot testing. 

We would welcome the opportunity to work with you and the Committee to achieve the goal 
of improving Medicare rvices and payment. Please do not hesitate to contact us. 

Frederick P. Somers 
Director 
Government Relations Department 

cc: Members of the Committee 
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December I, 1995 

The Honorable William Roth 
United States Senate 
I 04 Senate Hart 
Washington, DC 20510 

Dear Senator Roth: 

We are very concerned about the adverse effects of several provisions of the Balanced Budget Act 
which undermine care and services for Medicare beneficiaries in the nursing home setting, 
especially those who need heavy intensity services. We urge your assistance in reducing the impact 
on skilled nursing facilities and to work with us in modifying the legislative proposals, at a 
minimum by eliminating the following provisions as a top priority: 

• Capping payments for non-routine SNF patient services (i.e. rehabilitation therapies and other 
ancillary services) under section 8412. 

• Capping Medicare spending for SNF routine cost limit exceptions under section 8413(d). 

These provisions strike at the heart of the Medicare SNF benefit. They would reverse the 
significant progress made in recent years, much as a result of Congressional action, to improve the 
quality and comprehensiveness of SNF services and to accomodate "sicker" patients and provide a 
more cost-effective alternative to routine hospital care. People recovering from a stroke or hip 
fracture are prime examples of those who would be hurt if these provisions are enacted. 

The primary approach to containing SNF costs should be the establishment of a prospective 
payment system, as expressed in the Act to be implemented as soon as possible. A prospective 
payment system designed to consider patient acuity, desired health and functional outcomes, and 
emerging technologies, will efficiently control growth in spending and allow for improved 
predictability in this critical area of the Medicare program. ln addition, savings will be achieved 
from maintenance of the savings from the FY 94-95 routine cost limit freeze. Taken together these 
two elements alone would provide considerable cost savings without disrupting services to 
Medicare beneficiaries. 

Our biggest concerns are that as drafted the legislation disrupts services to patients with higher 
acuity and destroys the development of cost effective subacute care programs. A transition to a 
prospective payment system should not be done in this fashion. This is bad public policy. 

We look forward to working \vith you on alternative solutions. 

American Association for Respiratory Care 
American Occupational Therapy Association 
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American Phannaceutical Services 
American Physical Therapy Association 
American Society of Consultant Phannacists 
American Speech-Language-Hearing Association 
Beth Abraham Hospital 
Golden Care, Inc. 
Integrated Health Services, Inc. 
Living Centers of America 
Mariner Hc:alth 
Metropolitan Jewish Geriatric Center 
National Alliance for Infusion Therapy 
National Association for the Support of Long Tenn Care 
National Association of Chain Drug Stores 
National Association of Rehabilitation Agencies 
National Subacute Care Association 
NovaCare. Inc. 
The Je,vish Home & Hospital for Aged 
The Parker Je\\ish Gc:riatric Institute 
United Health, Inc. 
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Page Two 
NCM:nlller 10, l91JS 
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MANI>Al'ORY CONSOLIDATED Bil.LING FOR PA.RT B STAYS 

• Elllninatc pnMsion which docs not reaoh in .iy buclF'ZY &IWtp ud ii aot neccamy IO 
colJea cUia to cAt.b1i&h PPS. 

ID addition to tm: above ~ the foUowq provisions require claritiwian: 

5.8% REDUCTION .lli1 PAYMENTS FOR PART B SERVICES. 
,.,., .. 

DETERMINATION OFF ACIUIY-SP£CIFIC ST AV AMOUNT. 

• Dividing kUI pa)'lllalll by the awn,. oambcr af days per- day hall Rllidcnts ii not loekal. 
Should (2) ~ "the aumbcr of pad A uys·~ 

NON-ROUTINE REIMBURSl!MBNr RATE FOR HIGH INTENSJJ'Y PATIENTS 

- We a.ume om lbe t* applia a.1y ro 1111: rciaubwGIX:ld of~ ICMocs. Why 
rmniDg, a mlltine scnkc, retemd to in tlli& ~oo1 Ia 1k imcd to iKhld. ...._..-. a.dica1 
6UV-.C.. 

A!nhaa ~ Am1!1icm Alm. b-Rapii"°"y Care 
Amlricsi ~ Semas Amer. 3ocidy of C<lllllltmt f'twnpc:jdl 
Avwe.. Inc. ers ~ 
Hmhh C.e Ind R.wiacuhd Carp Hufth Ill4lltly ~an Ant. 
fbizm1 l11U8filllled Hmhb Sfnicel 
Li.a. Caden ol Amtr1c9 Msma-
N.r1 >Jlilncc fer IA6aian 1hnpy Natiaml Amt of R.ehib ~ 
Nllicml 'WieoJte Cme &.I N°"9 c.. 
1'btnCaire Rftb, hi. UniledHaNi, ht 

<i~lllUoc 

Aetlr. <Aatp1tio-' 'l1mpy lvl#.. 
~. ~r- a 1e S-ing A.a 
Goldm C... lftc. 
HillhMD'Vencor 
KCI 
Me1ro. r---. Gmillric Caiacr 
N11fl Alm for S1"P01' of I.q "ftn11 Cae 
Pins ,..., Olri.aic lnltitulc 
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------·. - -----· 

~NovaCare 

December 13, 199.5 

The Honorable 
W'illiam J. Oiaioa 
Execmive Offlcc of the President 
1600 PePDS)'lvlDia Avenue, N.W. 
Wubington. DC 20500 

Deir Mr. Presidenc: 

NOUACARE 

I wu really~~ IDd ~appoinied ~your M~ morm pactn.p . 
comaim:cl dcWJed IDllnlCliOlls for caJcuWia.1 dJcrapy reimbunemait &Uidc:lmcs 
tbai refer to outdaftd and inappropriale"data. You ibouJd be aware lhc JllOPOsed 
ll:Xt Joela in place a formula which is seriously chaUenaect by lcldc:rs of the 
rehabillauion and nursing boam sccton. 

At issue is nol wbedlo: there should be salary~ auidalioea. but 
wbctber sach .rUs should be based on timely, ~ aDcf relevant data. The 
prvridcr secmr bu questiooed die applicmi.Oll of onrd•u:d llospital salary dam in 
Cak:ulal:in& the pldclinat which ILl'e prilPlr:lly applied. in the D~.J:orne and 
hmue can: 9ellinJs, 'Ibo Sccmmy ii a~ there 11 a privaiely nudy 
neuty complelcd which will provide to HCF A snmc appropriate data to be used 
in ruJe.mUiag. Obviously, tLe rcxt ol. lbc ~ propoul pau 11 question 
our efforts 11 collcccing accurate dam. 

Obviously, I amdisappointai tbal Ibis proposal wu advanced wllh llulc or no 
ccmsahadoa widl mole of us who inid.llly raised tbis matter to your UWltion. 
Hopefully, wldJ your help. we can clarify and simplify She legislative text giving 
direaion dUlt filla1 l'llla be based on "timely, axumc and rclcvant data." 

W"Jth wmn personal regards. 

lilloo2 
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