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11) IN GENERAL.—For purpoees of subsection (sX2), the 

percentage determined under this subsection for s teaching 
nospital is the mean average of the respective percentages de­
termined under paragraph (3) for each fiscal year of the appli­
cable period (as defined in paragraph (2)), adjusted by the Sec­
retary (upward or downward, as the case may be) on a pro rata 
basis to the extent necessary to ensure that the sum of the per­
centages determined under this paragraph for aU teaching Hos­
pitals is equal to 100 percent The preceding sentence is sub­
ject to sections 2222 and 2223. 

12) APPUCABLE PERIOD REGARDING RELEVANT DATA: FISCAL 
YEARS 1992 THROUGH 19»4.—For purposes of this part, the term 
'applicable period' means the period beginning on the first day 
of nsca^ear 1992 and continuing through the end of fiscal 

y e 13) RESPECTIVE DETERMINATIONS FOR FISCAL YEARS OP AP­
PLICABLE PERIOD.—For purposes of paragraph (1). the percent­
age determined under this paragraph for a teaching hospital 
for a fiscal year of the applicable period is the percentage con­
stituted by the ratio of— 

"(A) the total amount of payments received by the hos­
pital under section 1886(dXoXB) for discharges occurring 
during the fiscal year involved; to 

IB) the sum of the respective amounts determined 
under subparagraph (A) for the fiscal year for all teaching 
hospitals. 

"(c) AVAILABILITY OF DATA.—If a teaching hospital received the 
payments specified in subsection (bX3XA) during uie applicable pe­
riod but a complete set of the relevant data is not available to the 
Secretary for purposes of determining an amount under such sub­
section for the fiscal year involved, the Secretary shall for purposes 
of such subsection make an estimate on the basis of such data as 
is available to the Secretary for the applicable period. 
-SEC. am. INDIRECT coers-, SPECIAL RULES REGARDING DETER­

MINATION OF HOSPITAL-SPECIFIC PERCENTAGE 
"(a) SPECIAL RULE REGARDING FISCAL YEARS 1995 AND 1996.— 

11) IN GENERAL.—In the case of a teaching hospital whose 
first payments under 1886(dX5XB) were for discharges occur­
ring in fiscal year 1995 or in fiscal year 1996 (referred to in 
this subsection individually as a 'first payment year'), the per­
centage determined under paragraph (2) for the hospital is 
deemed to be the percentage applicable under section 2221(b) 
to the hospital, except that the percentage under paragraph (2) 
shall be adjusted in accordance with section 2221(bXl) to the 
extent determined by the Secretary to be necessary with re­
spect to a sum that equals 100 percent 

12) DETERMINATION OF PERCENTAGE.—For purposes of 
paragraph (1), the percentage determined under this para-

Sraph for a teaching hospital is the percentage constituted by 
ie ratio of the amount determined under subparagraph (A) to 

the amount determined under subparagraph (B), as follows: 
"(AXi) If the first payment year for the hospital is fis­

cal year 1995, the amount determined under this subpara­
graph is the total amount of payments received by the hos-

Sital under section 1886(dX5XB) for discharges occurring 
uring fiscal year 1995. 

"Ui) If the first payment year for the hospital is fiscal 
year 1996, the amount determined under this subpara­
graph is an amount equal to an estimate by the Secretary 
of the total amount of payments that would have been paid 
to the hospital under section 1886(dX5XB) for discharges 

feet for fiscal year 1996, had applied to the hospital for dis­
charges occurring during fiscal year 1995. 

IBXi) If the first payment year for the hospital is fis­
cal year 1995, the amount determined under this subpara-
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graph is the aggregate total of the payments received by 
teaching hospitals under section 1886<dKSXB) for dis­
charges occurring during fiscal year 1995. 

'(ii) If the first payment year for the hospital is fiscal 
year 1996— 

"(1) the Secretary shall make an estimate in ac­
cordance with subparagraph (AXii) for all teaching 
hospitals; and 

"(II) the amount determined under this subpara­
graph is the sum of the estimates made by the Sec­
retary under subclause (I). 

"(b) NEW TEACHING HOSPITALS.— 
11) IN GENERAL.—In the case of a teaching hospital that 

did not receive payments under section 1886(dX5XB) for any of 
the fiscal years 1992 through 1996, the percentage determined 
under paragraph (3) for the hospital is deemed to be the per­
centage appucable under section 2221(b) to the hospital, except 
that the percentage under paragraph (3) shall be adjusted in 
accordance with section 2221(bXl) to the extent determined by 
the Secretary to be necessary with respect to a sum that equals 
100 percent 

12) DESIGNATED FISCAL YEAR REGARDING DATA.—The de­
termination under paragraph (3) of a percentage for a teaching 
hospital described in paragraph (1) shall be made for the most 
recent fiscal year for which the Secretary has sufficient data to 
make the determination (referred to in this subsection as the 
'designated fiscal yearr). 

13) DETERMINATION OP PERCENTAGE.—For purposes of 
paragraph (1), the percentage determined under this para­
graph for the teaching hospital involved is the percentage con­
stituted by the ratio of the amount determined under suopara­
graph (A) to the amount determined under subparagraph (B), 
as follows: 

IA) The amount determined under this subparagraph 
is an amount equal to an estimate by the Secretary of the 
total amount of payments that would have been paid to 
the hospital under section 1886(dX5XB) for the designated 
fiscal year if such section, as in effect for the first fiscal 
year for which payments pursuant to this subsection are 
to be made to the nospital, had applied to the hospital for 
the designated fiscal year. 

IB) The Secretary shall make an estimate in accord­
ance with subparagraph (A) for all teaching hospitals. The 
amount determined under this subparagraph is the sum of 
the estimates made by the Secretary under the preceding 
sentence. 

Ic) CONSOLIDATIONS AND MERGERS.—In the case of two or 
more teaching hospitals that have each received payments pursu­
ant to section 2221 for one or more fiscal years and that undergo 
a consolidation or merger, the percentage applicable to the result­
ing teaching hospital for purposes of section 2221(b) is the sum of 
the respective percentages that would have applied pursuant to 
such section if the hospitals had not undergone the consolidation 
or merger. 
-SEC. 2223. INDIRECT COOTft ALTERNATIVE PAYMENTS REGARDING 

TEACHING HOSPITALS IN CERTAIN STATES. 
la) IN GENERAL.—In the case of a teaching hospital in a State 

for which a demonstration project under section 1814(bX3) is in ef­
fect this section applies in lieu of section 2221. For purposes of sec­
tion 2211(aXl), the amount determined for a teaching hospital for 
a fiscal year is the product of— 

11) the amount in the Indirect-Costs Medical Education 
Account for the fiscal year pursuant to the allocation under 
section 2201(dX3XA) for the year; and 

12) the percentage determined under subsection (b) for the 
hospital 

v 
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"(b) DETERMINATION OF PERCENTAGE.—For purposes of sub­

section (aX2): 
"(1) The Secretary shall make an estimate of the total 

amount of payments that would have .been received under sec­
tion 1886(dK5XB) by the hospital involved with respect to each 
of the fiscal years of the applicable period if such section (as 
in effect for such fiscal years) had applied to the hospital for 
such years. 

"(2) The percentage determined under this subsection for 
the hospital for a fiscal year is a mean average percentage de­
termined for the hospital in accordance with the methodology 
of section 2221(bXl), except that the estimate made by the Sec­
retary under paragraph (1) of this subsection for a fiscal year 
of the applicable period is deemed to be the amount that ap­
plies for purposes of section 2221(bX3XA) for such year, 
•(c) RULE REGARDING PAYMENTS FROM CERTAIN AMOUNTS.—In 

the case of a teaching hospital in a State for which a demonstration 
project under section 1814(bX3) is in effect, this section does not 
provide any payment to the hospital from amounts transferred to 
the Fund under section 1886(j). 

"(d) ADJUSTMENT REGARDING PAYMENTS TO OTHER HOS­
PITALS.—In the case of a fiscal year for which payments pursuant 
to subsection (a) are made to one or more teaching hospitals, the 
following applies: 

"(1) Ihe Secretary shall determine a percentage equal to 
the sum of the respective percentages determined for the hos­
pitals under subsection (b). 

"(2) The Secretary shall determine an amount equal to the 
product of— 

"(A) the percentage determined under paragraph (1); 
and 

"(B) the amount in the Indirect-Costs Medical Edu­
cation Account for the fiscal year pursuant to the transfer 
under section 1886(jXl). 
"(3) The Secretary shall, for each hospital (other than hos­

pitals described in subsection (a)), make payments to the hos­
pital whose sum is equal to the product of— 

"(A) the amount determined under paragraph (2); and 
"(B) the percentage that applies to the hospital for 

purposes of section 2221(b). 

"Subpart 3—Amount Relating to Direct Costs of Graduate Medical 
Education 

-SEC. 2231. DETERMINATION OF AMOUNT RELATING TO DIRECT 
COSTS. 

"(a) IN GENERAL.—For purposes of section 2211(aX2), the 
amount determined under this section for a teaching hospital for 
a fiscal year is the sum of— 

"(1) the amount determined under subsection (b) (relating 
to the General Direct-Costs Medical Education Account); and 

12) the amount determined under subsection (c) (relating 
to the Medicare Direct-Costs Medical Education Account), 
"(b) PAYMENT FROM GENERAL ACCOUNT.— 

11) IN GENERAL.—For purposes of subsection (aXD, the 
amount determined under this subsection for a teaching hos­
pital for a fiscal year is the product of— 

IA) the amount in the General Direct-Costs Medical 
Education Account on the applicable date under section 
2201(d) (once the appropriation under such section is 
made); and 

"(B) the percentage determined for the hospital under 
paragraph (2). 
12) HOSPITAL-SPECIFIC PERCENTAGE.— 

IA) IN GENERAL.—For purposes of paragraph (IXB), 
the percentage determined under this paragraph for a 
teaching hospital is the mean average of the respective 
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percentages determined under subparagraph (B) for each 
fiscal year of the applicable period (as denned in section 
2221(bX2)), adjusted by the Secretary (upward or down­
ward, as the case may oe) on a pro rata baisis to the extent 
necessary to ensure that the sum of the percentages deter­
mined under this subparagraph for all teaching hospitals 
is equal to 100 percent. The preceding sentence is subject 
to sections 2232 through 2234. 

IB) RESPECTIVE DETERMNATIONS FOR FISCAL YEARS 
OF APPLICABLE PERIOD.—For purposes of subparagraph (A), 
the percentage determined under this subparagraph for a 
teaching hospital for a fiscal year of the applicable period 
is the percentage constituted by the ratio of— 

"(i) the total amount of payments received by the 
hospital under section 1886(n) for cost reporting peri­
ods beginning during the fiscal year involved; to 

"(ii) the sum of tne respective amounts determined 
under clause (i) for the fiscal year for aU teaching hos­
pitals. 

"(3) AVAILABILITY OP DATA.—If a teaching hospital received the 
payments specified in paragraph (2XBXi) during the applicable pe­
riod but a complete set of the relevant data is not available to the 
Secretary for purposes of determining an amount under such para­
graph for the fiscal year involved, the Secretary shall for purposes 
of such paragraph make an estimate on the basis of such data as 
is available to the Secretary for the applicable period. 

"(c) PAYMENT FROM MEDICARE ACCOUNT.— 
"(1) IN GENERAL.—For purposes of subsection (aX2), the 

amount determined under this subsection for a teaching hos­
pital for a fiscal year is the product of— 

"(A) the amount in the Medicare Direct-Costs Medical 
Education Account on the applicable date under section 
2201(d) (once the appropriation under such section is 
made); and 

"(B) the percentage determined for the hospital under 
paragraph (2). 
\2) HOSPITAL-SPECIFIC PERCENTAGE.—For purposes of 

paragraph (IXB), the percentage determined under this sub­
section for a teaching nospital for a fiscal year is the percent­
age constituted by the ratio of— 

"(A) the estimate made by the Secretary for the hos­
pital for the fiscal year under section 1886(jX2XB); to 

"(B) the sum of the respective estimates referred to in 
subparagraph (A) for all teaching hospitals. 

-SEC. 2233. DIRECT COSTS; SPECIAL RULES REGARDING DETERMINA­
TION OF HOSPITAL-SPECIFIC PERCENTAGE. 

"(a) SPECIAL RULE REGARDING FISCAL YEARS 1995 AND 1996.— 
I D IN GENERAL.—In the case of a teaching hospital whose 

first payments under 1886(h) were for cost reporting period be­
ginning in fiscal year 1995 or in fiscal year 1996 (referred to 
in this subsection individually as a first payment year'), the 
percentage determined under paragraph (2) for the nospital is 
deemed to be the percentage applicable under section 
2231(bX2) to the hospital, except that the percentage under 
paragraph (2) shall be adjusted in accordance with section 
2231(bX2XA) to the extent determined by the Secretary to be 
necessary with respect to a sum that equals 100 percent 

"(2) DETERMINATION OF PERCENTAGE.—For purposes of 
paragraph (1), the percentage determined under this para-

Saph for a teaching hospital is the percentage constituted by 
e ratio of the amount determined under subparagraph (A) to 

the amount determined under subparagraph (B), as follows: 
"(AXi) If the first payment year for the hospital is fis­

cal year 1995, the amount determined under this subpara­
graph is the total amount of payments received by the hos-
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pital under section 1886(h) for cost reporting periods be­
ginning in fiscal year 1995. 

"(ii) If the first payment year for the hospital is fiscal 
year 1996, the amount determined under tnis subpara­
graph is an amount equal to an estimate by the Secretary 
of the total amount of payments that would have been paid 
to the hospital under section 1886(h) for cost reporting pe­
riods beginning in fiscal year 1995 if such section, as in ef­
fect for fiscal year 1996, had applied to the hospital for fis­
cal year 1995. 

"(BXi) If the first payment year for the hospital is fis­
cal year 1995, the amount determined under this subpara­
graph is the aggregate total of the payments received by 
teaching hospitals under section 1886(h) for cost reporting 
periods beginning in fiscal year 1995. 

"(ii) If the first payment year for the hoepital is fiscal 
year 1996— 

"(I) the Secretary shall make an estimate in ac­
cordance with subparagraph (AXii) for all teaching 
hospitals; and 

"(II) the amount determined under this subpara­
graph is the sum of the estimates made by the Sec­
retary under subclause (I). 

"(b) NEW TEACHING HOSPITALS.— 
"(1) IN GENERAL.—In the case of a teaching hospital that 

did not receivepayments under section 1886(h) for any of the 
fiscal years 1992 through 1996, the percentage determined 
under paragraph (3) for the hospital is deemed to be the per­
centage applicable under section 2231(bX2) to the hospital, ex­
cept that tne percentage under paragraph (3) shall be adjusted 
in accordance with section 2231(bX2XA) to the extent deter­
mined by the Secretary to be necessary with respect to a sum 
that equals 100 percent 

12) DESIGNATED FISCAL YEAR REGARDING DATA.—The de­
termination under paragraph (3) of a percentage for a teaching 
hospital described in paragraph (1) shall be made for the most 
recent fiscal year for which the Secretary has sufficient data to 
make the determination (referred to in this subsection as the 
'designated fiscal yearO. 

13) DETERMINATION OP PERCENTAGE.—For purposes of 
paragraph (1), the percentage determined under this para­
graph for the teaching hospital involved is the percentage con­
stituted by the ratio of the amount determined under suopara­
graph (A) to the amount determined under subparagraph (B), 
as foUows: 

IA) The amount determined under this subparagraph 
ia an amount eaual to an estimate by the Secretary of the 
total amount of payments that would have been paid to 
the hospital under section 1886(h) for the designated fiscal 
year if such section, as in effect for the first fiscal year for 
which payments pursuant to this subsection are to be 
made to the hospital, had applied to the hospital for cost 
reporting periods beginning in the designated fiscal year. 

IB) The Secretaiy shall make an estimate in accord­
ance with subparagraph (A) for all teaching hospitals. The 
amount determined under this subparagraph is the sum of 
the estimates made by the Secretary under the preceding 
sentence. 

Ic) CONSOLIDATIONS AND MERGERS.—In the case of two or 
more teaching hospitals that have each received payments pursu­
ant to section 2231 for one or more fiscal years and that undergo 
a consolidation or merger, the percentage applicable to the result­
ing teaching hospital for purposes of section 2231(b) is the sum of 
the respective percentages that would have applied pursuant to 
such section if the hospitals had not undergone the consolidation 
or merger. 
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-SEC. 2233. DIRECT COSTS; AUTHORITY FOR PAYMENTS TO CONSOR­

TIA OP PROVIDERS. 
"(a) IN GENERAL.—In lieu of making payments to teaching hos­

pitals pursuant to section 2231, the Secretary may make payments 
under this section to consortia that meet the requirements of sub­
section (b). 

'(b) QUALIFYINC CONSORTIUM.—For purposes of subsection (a), 
a consortium meets the requirements of this subsection if the con­
sortium is in compliance with the following: 

11) The consortium consists of an approved medical resi­
dency training program of a teaching hospital and one or more 
of the following entities: 

"(A) Schools of medicine or osteopathic medicine. 
"(6) Other teaching hospitals (or the approved medical 

residency training programs of the hospitals). 
"(C) Community health centers (under section 330 of 

the Public Health Service Act). 
"(D) Medical group practices. 
IE) Managed care entities. 
"(F) Entities furnishing outpatient services. 
IG) Such other entities as the Secretary determines to 

be appropriate. 
12) Tne members of the consortium have agreed to partici­

pate in the programs of graduate medical education that are 
operated by the teaching hospitals of the consortium. 

13) With respect to the receipt by the consortium of pay­
ments made pursuant to this section, the members of the con­
sortium have agreed on a method for allocating the payments 
among the memoers. 

14) The consortium meets such additional requirements as 
the Secretary may establish. 
Ic) PAYMENTS FROM ACCOUNTS.— 

11) IN GENERAL.—Subject to subsection (d), the total of 
payments to a qualifving consortium for a fiscal year pursuant 
to subsection (a) shall be the sum of— 

11) the aggregate amount determined for the teaching 
hospitals of the consortium pursuant to paragraph (1) of sec­
tion 2231(a); and 

12) an amount determined in accordance with the meth­
odology that applies pursuant to paragraph (2) of such section, 
except that the estimate used for purposes of subsection 
(cX2XA) of such section shall be the estimate made for the con­
sortium under section 1886(jX2XCXii). 
Id) LIMITATION ON AGGREGATE TOTAL OP PAYMENTS TO CON­

SORTIA.—Ihe aggregate total of the amounts paid under subsection 
(cX2) to qualifying consortia for a fiscal year may not exceed the 
sum of— 

11) the aggregate total of the amounts that would have 
been paid under section 2231(c) for the fiscal year to the teach­
ing hospitals of the consortia if the hospitals had not been par­
ticipants in the consortia; and 

12) an amount equal to 1 percent of the amount that ap­
plies under paragraph (IXA) of such section for the fiscal year 
(relating to the Meaicare Direct-Costs Medical Education Ac­
count). 
Ie) DEFINITION.—For purposes of this title, the term 'qualify­

ing consortium' means a consortium that meets the requirements 
of subsection (b). 
"SEC 2234. DIRECT COSTS; ALTERNATIVE PAYMENTS REGARDING 

TEACHING HOSPITALS IN CERTAIN STATES. 
la) IN GENERAL.—In the case of a teaching hospital in a State 

for which a demonstration project under section 1814(bX3) is in ef­
fect, this section applies in lieu of section 2231. For purposes of sec­
tion 2211(aX2), the amount determined for a teaching hospital for 
a fiscal year is the product of— 

V 
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11) the amount in the General Direct-Costa Medical Edu­
cation Account on the applicable date under section 2201(d) 
(once the appropriation under such section is made); and _ 

12) the percentage determined under subsection (b) for the 
hospital 
"(b) DETERMINATION OP PERCENTAGE.—For purposes of sub­

section (aX2): 
11) Ihe Secretarr shall make an estimate of the total 

amount of payments that would have been received under sec­
tion 1886(h) by the hospital involved with respect to each of 
the fiscal yean of the applicable period if such section (as in 
effect for such fiscal years) had applied to the hospital for such 
years. 

12) The percentage determined under this subsection for 
the hospital for a fiscal year is a mean average percentage de­
termined for the hospital in accordance with the methodology 
of section 2231(bX2XA)> except that the estimate made by the 
Secretary under paragraph (1) of this subsection for a fiscal 
year of the applicable period is deemed to be the amount that 
applies forpurposes of section 2231(bX2XBXi) for such year. 
"(c) RULE REGARDING PAYMENTS FROM CERTAIN AMOUNTS.—In 

the case of a teaching hospital in a State for which a demonstration 
project under section 1814(bX3) is in effect, this section does not 
provide any payment to the hospital from amounts transferred to 
the Fund under section 1886(j). 

"Subpart 4—General Provisions 

"SEC. 2241. ADJUSTMENTS IN PAYMENT AMOUNTS. 
"(a) COLLECTION OP DATA ON ACCURACY OP ESTIMATES.—The 

Secretary shall collect data on whether the estimates made by the 
Secretary under section 1886(j) for a fiscal year were substantially 
accurate. 

"(b) ADJUSTMENTS.—If the Secretary determines under sub­
section (a) that an estimate for a fiscal year was not substantially 
accurate, the Secretary shall, for the first fiscal year beginning 
after the Secretary makes the determination-

I D make adjustments accordingly in transfers to the 
Fund under section 1886<j); and 

12) make adjustments accordingly in the amount of pay­
ments to teaching hospitals pursuant to 2231(c) (or, as applica­
ble, to qualifying consortia pursuant to section 2232(cX2)). . 

PART 2—AMENDMENTS TO MEDICARE 
PROGRAM 

SEC. 16411. TRANSFERS TO TEACHING HOSPITAL AND GRADUATE 
MEDICAL EDUCATION TRUST FUND. 

Section 1886 (42 U.S.C. 1395ww) is amended— 
(1) in subsection (dXSXB), in the matter preceding clause 

(i), by striking "The Secretary shall provide" and inserting the 
foUowing: "For discharges occurring on or before September 30, 
1996, the Secretary shaU provide"; 

(2) in subsection (h)— 
(A) in paragraph (1), in the first sentence, by striking 

"the Secretary shall provide" and inserting "the Secretary 
shall, subject to paragraph (6), provide"; and 

(B) by adding at the end the foUowing paragraph: 
16) UMTTATION.— 

"(A) I N GENERAL.—Ihe authority to make payments 
under this subsection appUes only with respect to cost re­
porting periods ending on or before September 30, 1996, 
except as provided in subparagraph (B). 

I B ) RULE REGARDING PORTION OP LAST COST REPORT­
ING PERIOD.—In the ease of a cost reporting period that ex­
tends beyond September 30, 1996, payments under this 
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subeection shall be made with respect to such portion of 
the period as has lapsed as of such date. 

(C) RULE OP CONSTRUCTION.—This paragraph may_ 
not be construed as authorizing any payment under sec­
tion 1861(v) with respect to graduate medical education."; 
and 
(3) by adding at the end the following subsection: 

"(j) TRANSFERS TO TEACHING HOSPITAL AND GRADUATE MEDI­
CAL EDUCATION TRUST FUND.— 

11) INDIRECT COSTS OP MEDICAL EDUCATION.— 
"(A) IN GENERAL.—From the Federal Hospital Insur­

ance Trust Fund, the Secretary shall, for fiscal year 1997 
and each subsequent fiscal year, transfer to the Indirect-
Costs Medical Education Account (under section 2201) an 
amount determined by the Secretary in accordance with 
subparagraph (B). 

"(B) DETERMINATION OP AMOUNTS.—The Secretary 
shall make an estimate for the fiscal year involved of the 
nationwide total of the amounts that would have been paid 
under subsection (dXSXB) to hospitals during the fiscal 
year if such payments had not been terminated for dis­
charges occurring after September 30, 1996. For purposes 
of subparagraph (A), the amount determined under this 
subparagraph for the fiscal year is the estimate made by 
the Secretaiy under the preceding sentence. 
12) DIRECT COSTS OP MEDICAL EDUCATION.— 

IA) IN GENERAL.—From the Federal Hospital Insur­
ance Trust Fund and the Federal Supplementary Medical 
Insurance Trust Fund, the Secretary shall, for fiscal year 
1997 and each subsequent fiscal year, transfer to the Med­
icare Direct-Costs Medical Education Account (under sec­
tion 2201) the sum of— 

l i ) an amount determined by the Secretary in ac­
cordance with subparagraph (B); and 

Iii) as applicable, an amount determined by the 
Secretary in accordance with subparagraph (CXii). 
IB) DETERMINATION OP AMOUNTS.—For each hospital 

(other than a hospital that is a member of a qualifying 
consortium referred to in subparagraph (O), the Secretary 
shall make an estimate for the fiscal year involved of the 
amount that would have been paid under subsection (h) to 
the hospital during the fiscal year if such payments had 
not been terminated for cost reporting periods ending on or 
before September 30, 1996. For purposes of subparagraph 
(AXi), the amount determined under this subparagraph for 
the fiscal year is the sum of all estimates made by the Sec­
retary under the preceding sentence. 

I C ) ESTIMATES REGARDING QUALIFYING CONSORTIA.—If 
the Secretary elects to authorize one or more qualifying 
consortia for purposes of section 2233(a), the Secretary 
shall carry out the following: 

l i ) The Secretary shall establish a methodology 
for making payments to qualifying consortia with re­
spect to the reasonable direct costs of such consortia 
in carrying out programs of graduate medical edu­
cation. The methodology shall Be the methodology es­
tablished in subsection (h), modified to the extent nec­
essary to take into account the participation in such 
programs of entities other than hospitals. 

Ii i) For each qualifying consortium, the Secretary 
shall make an estimate for the fiscal year involved of 
the amount that would have been paid to the consor­
tium during the fiscal year if, using the methodology 
under clause (i), payments had been made to the con­
sortium for the fiscal year as reimbursements with re­
spect to cost reporting periods. For purposes of sub-
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paragraph (AXii), the amount determined under this 
clause for the fiscal year is the sum of all estimates 
made by the Secretary under the preceding sentence.̂  
"(D) ALLOCATION BETWEEN FUNDS.—In providing for a 

transfer under subparagraph (A) for a fiscal year, the Sec­
retary shall provide for an allocation of the amounts in­
volved between part A and part B (and the trust funds es­
tablished under the respective parts) as reasonably reflects 
the proportion of direct graduate medical education costs 
of hospitals associated with the provision of services under 
each respective part. 
13) APPUCABIUTY OP CERTAIN AMENDMENTS.—Amend­

ments made to subsection (dXSXB) and subsection (h) that are 
effective on or after October 1, 1996, apply only for purposes 
of estimates under paragraphs (1) and (2) and for purposes of 
determining the amount of payments under 2211. Such amend­
ments do not reauire any adjustment to amounts paid under 
subsection (dX5XB) or (h) with respect to fiscal year 1996 or 
any prior fiscal year. 

14) RELATIONSHIP TO CERTAIN DEMONSTRATION 
PROJECTS.—In the case of a State for which a demonstration 
project under section 1814(hX3) is in effect, the Secretary, in 
makine determinations of the rates of increase under such sec­
tion, snail include all amounts transferred under this sub­
section. Such amounts shall be so included to the same extent 
and in the same manner as amounts determined under sub­
sections (dX5XB) and (h) were included in such determination 
under the provisions of this title in effect on September 30, 
1996.". 

SEC. 16411. MODIFICATION Di PAYMENT POLICIES REGARDING GRAD­
UATE MEDICAL EDUCATION. 

(a) INDIRECT COSTS OP MEDICAL EDUCATION; APPLICABLE PER­
CENTAGE.— 

(1) MODIFICATION REGARDING S.S PERCENT.—Section 
1886(dX5XBXu) (42 U.S.C. 1395ww(dX5XBXu)) is amended-

(A) by striking "on or after October 1, 1988," and in­
serting "on or after October 1, 1999"; and 

(B) by striking "1.89" and inserting "1.38". 
(2) SPECIAL R U L E REGARDING FISCAL YEARS 1996 THROUGH 

1998; MODIFICATION REGARDING S PERCENT .—Section 
1886(dX5XBXii), as amended by paraeraph (1), is amended by 
adding at the end the following Tn the case of discharges oc­
curring on or after October 1, 1995, and before October 1, 1999, 
the preceding sentence applies to the same extent and in the 
same manner as the sentence applies to discharges occurring 
on or after October 1, 1999, except that the term '1.38' is 
deemed to be ,L4ff.". 
(b) DIRECT COSTS OP MEDICAL EDUCATION.— 

(1) UMTTATION ON NUMBER OP PULL-TIME-EQUIVALENT 
RESIDENTS.—Section 1886(hX4) (42 U.S.C. 1395ww(hX4)) is 
amended by adding at the end the foUowing new subpara­
graph: 

"(F) LMITATION ON NUMBER OP RESIDENTS FOR CER­
TAIN FISCAL YEARS.—Such rules shall provide that for pur­
poses of a cost reporting period beginning on or after Octo­
ber 1, 1995, and on or before September 30, 2002, the 
number of fuU-time-equivalent residents determined under 
this paragraph with respect to an approved medical resi­
dency training program may not exceed the number of full-
time-equivalent residents with respect to the program as 
of August 1, 1995 (except that this subparagraph does not 
apply to any nonphysiaan postgraduate training program 
that, under paragraph (5XA), is an approved medical resi­
dency training program).". 

-•v 
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(2) EXCLUSION OP RESIDENTS AFTER INITIAL RESIDENCY PE­
RIOD.—Section 1886aiK4KC) (42 U.S.C. 1395ww(hX4XC)) i» 
amended to read as follows: _ 

"(C) WEIGHTING FACTORS FOR RESIDENTS.—Effective 
for cost reporting periods beginning on or after October 1, 
1997, such rules shall provide that, in the calculation of 
the number of full-time-equivalent residents in an ap­
proved residency progrum, the weighting factor for a resi­
dent who is in the initial residency period (as defined in 
paragraph (5XF)) is 1.0 and the weiehting factor for a resi­
dent who has completed such period is 0.0. (In the case of 
cost reporting penods beginning before October 1, 1997, 
the weighting factors that apply in such calculation are the 
weighting factors that were applicable under this subpara­
graph on the day before the date of the enactment of the 
Sfedicare Preservation Act of 1995.)". 
(3) REDUCTIONS IN PAYMENTS FOR ALIEN RESIDENTS.—Sec­

tion 1886(hX4) (42 U.S.C. 1395ww(hX4)). as amended by para­
graph (1), is amended by adding at the end the following new 
subparagraph: 

(G) SPECIAL RULES FOR ALIEN RESIDENTS.—In the 
case of individuals who are not citizens or nationals of the 
United States, in the calculation of the number of full-
time-equivalent residents in an approved medical resi­
dency program, the following rules shall apply with respect 
to such individuals who are residents in the program: 

"(i) For a cost reporting period beginning during 
fiscal year 1996, for each such individual the Secretary 
shall apply a weighting factor of .75. 

"(ii) For a cost reporting period beginning during 
fiscal year 1997, for each sucn individual the Secretary 
shall apply a weighting factor of .50. 

"(iii) For a cost reporting period beeinning during 
fiscal year 1998, for each such individual the Secretary 
shall apply a weighting factor of .25. 

"(iv) For a cost reporting period beginning during 
fiscal year 1999 or any subsequent fiscal year, such in­
dividuals shall be excluded from the calculation of the 
number of full-time-equivalent residents in an ap­
proved medical residency program under this para­
graph.". 

(c) EFFECTTVE DATE.—Except as provided otherwise in this sec­
tion (or in the amendments made by this section), the amendments 
made by this section apply to hospital cost reporting periods begin­
ning on or after October 1, 1995. 

PART 3—REFORM OF FEDERAL POLICIES RE-
CARDING TEACHING HOSPITALS AND GRAD-
UATE MEDICAL EDUCATION 

SEC. 16431. ESTABLISHMENT OF ADVISORY PANEL POR RECOMMEND­
ING POLICIES. 

Title XXII of the Social Security Act, as added by section 
15401, is amended by adding at the end the following part 

"PART C—OTHER MATTERS 

-SEC. 23S1. ADVISORY PANEL ON REFORM IN FINANCING OF TEACH­
ING HOSPITALS AND GRADUATE MEDICAL EDUCATION. 

"(a) ESTABLISHMENT.—The Chair of the Medicare Payment Re­
view Commission under section 1806 shall establish a temporary 
advisory panel to be known as the Advisory Panel on Financing for 
Teaching Hospitals and Graduate Medical Education (in this sec­
tion referred to as the TaneD. 

"(b) DUTIES.—The Panel shall develop recommendations on 
whether and to what extent Federal policies regarding teaching 
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hospitals and graduate medical education should be reformed, in­
cluding recommendations regarding the following: 

11) The financing of graduate medical education, including 
consideration of alternative broad-based sources of funding for 
such education. 

12) The financing of teaching hospitals, including consid­
eration of the difficulties encountered by such hospitals as com­
petition among health care entities increases. Matters consid­
ered under this paragraph shall include consideration of the ef­
fects on teaching hospitals of the method of finandng used for 
the program under part C of title XVIII (relating to 
MedicarePlus). 

13) The methodology for making payments for graduate 
medical education, and the selection of entities to receive the 
payments. Matters considered under this paragraph shall in­
clude the following: 

IA) The methodology under part B for making pay­
ments from the Fund, including the use of data from the 
fiscal years 1992 through 1994, and including the meth­
odology that applies with respect to consolidations and 
mergers of partidpants in the program under such part 
and with respect to the inclusion of additional partidpants 
in the program 

"(B) Issues regarding children's hospitals, and ap­
proved medical residency training programs in pediatrics. 

I C ) Whether and to what extent payments are being 
made (or should be made) for graduate training in the var­
ious nonphysiaan health professions. 
14) Federal polides regarding international medical grad­

uates. 
15) The dependence of schools of medicine on service-gen­

erated income. 
16) The effects of the amendments made by section 15412 

of the Medicare Preservation Act of 1995, including adverse ef­
fects on teaching hospitals that result from modifications in 
polides regarding international medical graduates. 

17) Ihe feasibdity and desirability of reducing payments 
for graduate medical education for nigh-cost residency pro­
grams under section 1886(hX2XDXiii). 
"(c) COMPOSITION.—Not later than three months after being 

designated as the initial chairman of the Medicare Payment Re­
view Commission, the chairman of the Commission shall appoint to 
the Panel 19 individuals who are not members of the Commission, 
who are not officers or employees of the United States, and who 
possess expertise on matters on which the Panel is to make rec­
ommendations under subsection (b). Such individuals shall include 
the following 

11) Deans from allopathic and osteopathic schools of medi­
cine. 

12) Chief executive officers (or equivalent administrative 
heads) from academic health centers, integrated health care 
systems, and approved medical residency training programs. 

13) Chairs of departments or divisions from allopathic and 
osteopathic schools of medicine, schools of dentistry, and ap­
proved medical residency training programs in oral surgery. 

14) Individuals with leadership experience from each of 
the fields of advanced practice nursing, physician assistants, 
and podia trie medicine. 

15) Individuals with substantial experience in the study of 
issues regarding the composition of the health care workforce 
of the Um ted States. 

16) Individuals with expertise on the financing of health 
care. 

17) Representatives from health insurance organizations 
and health plan organizations. 
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•(d) RELATIONSHIP OP PANEL TO MEDICARE PAYMENT REVIEW 

COMMISSION.—From amounts appropriated under subsection (n), 
the Medicare Review Payment Commission shall provide for the 
Panel such staff and administrative support (including quarters for 
the Panel) as may be necessary for the Panel to carry out the du­
ties under subsection (b). 

•(e) CHAIR—The Panel shall designate a member of the Panel 
to serve as the Chair of the Panel. 

•(0 MEETINGS.—The Panel shall meet at the call of the Chair 
or a majority of the members, except that the first meeting of the 
Panel shall be held not later than three months after the date on 
which appointments under subsection (c) are completed. 

"(g) TERMS.—The term of a member of the Panel is the dura­
tion of the Panel 

•(h) VACANCIES.— 
"(1) IN GENERAL.—A vacancy in the membership of the 

Panel does not affect the power of the remaining members to 
carry out the duties under subsection (b). A vacancy in the 
membership of the Panel shall be filled in the manner in which 
the original appointment was made. 

"(2) INCOMPLETE TERM.—If a member of the Panel does not 
serve the full term applicable to the member, the individual 
appointed to fill the resulting vacancy shall be appointed for 
the remainder of the term of the predecessor of the individual, 
"(i) COMPENSATION; REIMBURSEMENT OP EXPENSES.— 

"(1) COMPENSATION.—Members of the Panel shall receive 
compensation for each day (including traveltime) engaged in 
carrying out the duties of the Committee. Such compensation 
may not be in an amount in excess of the daily equivalent of 
the annual maximum rate of basic pay payable under the Gen­
eral Schedule (under title 5, United States Code) for positions 
above GS-15. 

"(2) REIMBURSEMENT.—Members of the Panel may, in ac­
cordance with chapter 57 of title 5, United States Code, be re­
imbursed for travel subsistence, and other necessary expenses 
incurred in carrying out the duties of the Panel 
"(j) CONSULTANTS.—The Panel may procure such temporary 

and intermittent services of consultants under section 310iXb) of 
title 5, united states code, as the Panel may determine to be useful 
in carrying out the duties under section 3. The Panel may not pro­
cure services under this subsection at any rate in excess of the 
daily equivalent of the maximum annual rate of basic pay payable 
under the General Schedule for positions above GS-15. Consult­
ants under this subsection may, m accordance with chapter 57 of 
title 5. United States Code, be reimbursed for travel subsistence, 
and other necessary expenses incurred for activities carried out on 
behalf ofthe Panel pursuant to section 3. 

"(k) POWERS.— 
"(1) IN GENERAL.—For the purpose of carrying out the du­

ties of the Panel under subsection (b), the Panel may hold such 
hearings, sit and act at such times and places, take such testi­
mony, and receive such evidence as the Panel considers appro­
priate. 

"(2) OBTAINING OFFICIAL INFORMATION.—Upon the reauest 
of the Panel the heads of Federal agencies shall furnish di­
rectly to the Panel information necessary for the Panel to carry 
out the duties under subsection (b). 

"(3) USE OF MAILS.—The Panel may use the United States 
mails in the same manner and under the same conditions as 
Federal agencies. 
"0) REPORTS.— 

"(1) FIRST INTERIM REPORT.—Not later than one year after 
the date of the enactment of the Medicare Preservation Act of 
1995. the Panel shall submit to the Congress a report provid­
ing tne recommendations of the Panel regarding the matters 
specified in paragraphs (1) through (4) of subsection (b). 
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HID For di*charge* occurring on or after October 1, 1997, 
and on or before September 30, 1998, by 20 percent 

1IV) For discharges occurring on or after October 1, 1998r 
and on or before September 30, 1999, by 20 percent 

IV) For discharges occurring on or after October 1, 1999, 
and on or before September 30, 2000, by 25 percent 

IVI) For discharges occurring on or after October 1, 2000, 
and on or before September 30, 2001, by 30 percent 

IVII) For discharges occurring on or after October 1, 2001, 
by 30 percent". 

SEC. 16603. PAYMENTS FOR CAPITAL-RELATED COSTS POR INPATIENT 
HOSPITAL SERVICES. 

(a) REDUCTION IN PAYMENTS FOR PPS HOSPITALS.— 
(1) CONTINUATION OF CURRENT REDUCTIONS.—Section 

1886(gXlXA) (42 U.S.C. 1395ww(gXlXA)) is amended in the 
second sentence— 

(A) by striking "through 1995" and inserting "through 
2002"; and 

(B) by inserting after "reduction" the following; "(or a 
15 percent reduction in the case of payments during fiscal 
years 1996 through 2002)". 
(2) REDUCTION IN BASE PAYMENT RATES.—Section 

1886(gXlXA) (42 U.S.C. 1395ww(gXlXA)) is amended by add­
ing at the end the following new sentence: "In addition to the 
reduction described in the preceding sentence, for discharges 
occurring after September 30, 1995, the Secretary shall reduce 
by 7.47 percent the unadjusted standard Federal capital pay­
ment rate (as described in 42 CFR 412.308(c), as in effect on 
the date of the enactment of the Medicare Preservation Act of 
1995) and shall reduce by 8.27 percent the unadjusted hos­
pital-specific rate (as described in 42 CFR 412.328(eXl), as in 
effect on such date of enactment).". 
(b) REDUCTION IN PAYMENTS FOR PPS-EXEMPT HOSPITALS.— 

Section 1886(g) (42 U.S.C. 1395ww(g)) is amended by adding at the 
end the following new paragraph 

"(4XA) Except as provided in subparagraph (B), in determining 
the amount of the payments that may be made under this title 
with respect to aU the capital-related costs of inpatient hospital 
services furnished during fiscal years 1996 through 2002 of a nos­
pital which is not a subsection (d) hospital or a subsection (d) Puer­
to Rico hospital, the Secretary shall reduce the amounts of such 
payments otherwise determined under this title by 15 percent 

"(B) Subparagraph (A) shall not apply to payments with re­
spect to the capital-related costs of any hospital that is a sole com­
munity hospital (as defined in subsection (dXSXDXiii) or a rural 
primary care hospital (as defined in section 1861(mmXl)).". 

(c) HOSPITAL-SPECIFIC ADJUSTMENT FOR CAPFTAL-RELATED TAX 
CosTS.-Section 1886(gXl) (42 U.S.C. 1395ww(gXl)) is amended— 

(1) by redesignating subparagraph (C) as subparagraph 
(D), and 

(2) by inserting after subparagraph (B) the following: 
"(CXi) For discharges occurring after September 30, 

1995, such system shall provide for an adjustment in an 
amount equal to the amount determined under clause (iv) 
for capital-related tax costs for each hospital that is eligi­
ble for such adjustment 

"(ii) Subject to clause (iii), a hospital is eligible for an 
adjustment under this subparagraph, with respect to dis­
charges occurring in a fiscal year, if the hospital— 

"(I) is a hospital that may otherwise receive pay­
ments under this subsection, 

"(II) is not a public hospital, and 
"(IH) incurs capital-related tax costs for the fiscal 

year. 
(iiiXD In the case of a hospital that first incurs cap­

ital-related tax coets in a fiscal year after fiscal year 1992 
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because of a change from nonproprietary to proprietary 
status or because the hospital commenced operation after 
such fiscal year, the first fiscal year for whicn the hospital 
shall be eligible for such adjustment is the second full frs-
cal year following the fiscal year in which the hospital first 
incurs such costs. 

"(II) In the case of a hospital that first incurs capital-
related tax costs in a fiscal year after fiscal year 1992 be­
cause of a change in State or local tax laws, the first fiscal 
year for which the hospital shall be eligible for such ad­
justment is the fourth full fiscal year following the fiscal 
year in which the hoepital first incurs such costs. 

"(iv) The per discharge adjustment under this clause 
shall be equal to the hospital-specific capital-related tax 
costs per discharge of a hospital for fiscal year 1992 (or, in 
the case of a hospital that first incurs capital-related tax 
costs for a fiscal year after fiscal year 1902, for the first 
full fiscal year for which such costs are incurred), updated 
to the fiscal year to which the adjustment applies. Such 
per discharge adjustment shall be added to tne Federal 
capital rate, after such rate has been adjusted as described 
in 42 CFR 412.312 (as in effect on the date of the enact­
ment of the Medicare Preservation Act of 1995), and before 
such rate is multiplied by the applicable Federal rate per­
centage. 

"(v) For purposes of this subparagraph, capital-related 
tax costs include— 

"(I) the costs of taxes on land and depreciable as­
sets owned by a hospital (or related organization) and 
used for patient care, 

"(II) payments in lieu of such taxes (made by hos­
pitals that are exempt from taxation), and 

"(III) the costs of taxes paid by a hospital (or re­
lated organization) as lessee of land, buildings, or 
fixed eauipment from a lessor that is unrelated to the 
hospital (or related organization) under the terms of a 
lease that requires the lessee to pay all expenses (in­
cluding mortgage, interest, and amortization) and 
leaves the lessor with an amount free of all claims 
(sometimes referred to as a 'net net net* or triple net* 
lease). 

In determining the adjustment required under clause (i), 
the Secretary shall not take into account any capital-relat­
ed tax costs of a hospital to the extent that such costs are 
based on tax rates and assessments that exceed those for 
similar commercial properties. 

"(vi) The system shall provide that the Federal capital 
rate for any fiscal year after September 30, 1995, shall be 
reduced by a percentage sufficient to ensure that the ad­
justments required to be paid under clause (i) for a fiscal 
year neither increase nor decrease the total amount that 
would have been paid under this system but for the pay­
ment of such adjustments for such fiscal year.", 

(d) REVISION OP EXCEPTIONS PROCESS UNDER PROSPECTIVE 
PAYMENT SYSTEM POR CERTAIN PROJECTS.— 

(1) IN GENERAL.—Section 1886(gXl) (42 U.S.C. 
1395ww(gXl)), as amended by subsection (c), is amended— 

(1) by redesignating suoparagraph (D) as subparagraph 
(E), and 

(2) by inserting after subparagraph (C) the following: 
"(D) Ihe exceptions under the system provided by tne Sec­

retary under subparagraph (BXiii) shall include the provision of ex­
ception payments under the special exceptions process provided 
under 42 CFR 412.348(g) (as in effect on September 1, 1995), ex­
cept that the Secretary shall revise such process as follows: 
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l i ) A hospital with at least 100 beds which is located in 

an urban area shall be eligible under such process without re­
gard to its disproportionate patient percentage under sub­
section (dKSKF) or whether it qualifies for additional paymehT 
amounts under such subsection. 

Iii) The minimum payment level for qualifying hospitals 
shall be 85 percent 

liii) A hospital shall be considered to meet the require­
ment that it completes the project involved no later than the 
end of the hospital's last cost reporting period beginning after 
October 1, 2001, if— 

I D the hospital has obtained a certificate of need for 
the project approved by the State or a local planning au­
thority, and 

"(ll) by September 1, 1995, the hospital has expended 
on the project at least $750,000 or 10 percent of the esti­
mated cost of the project 
liv) The amount of the exception payment made shall not 

be reduced by any offsetting amounts". 
(2) CONFORMING AMENDMENT.—Section 1886(gXlXB) (42 

U.S.C. 1395ww(fl:XlXB)) is amended by striking "may provide" 
and inserting "shall provide (in accordance with subparagraph 

(or. 
SEC. 16604. REDUCTION IN ADJUSTMENT FOR INDIRECT MEDICAL 

EDUCATION. 
For provisions modifying medicare payment policies regarding 

graduate medical education, see part 2 of subtitle £. 
SEC. 16606. TREATMENT OF PPS-EXEMPT HOSPITALS. 

(a) UPDATES.—Section 1886(bX3XBXiiXV) (42 U.S.C. 
1395ww(bX3XBXiiXV)) is amended by striking "thorugh 1997" and 
inserting "through 2002". 

(b) KEBASING POR CERTAIN LONG-TERM C A R E HOSPITALS.— 
(1) IN GENERAI Section 1886(bX3) (42 U.S.C. 

1395ww<bX3)) is amended— 
(A) in subparagraph (A), by striking "and (Er and in­

serting "(E), and (Fr; 
(B) in subparagraph (BXii), by striking "(A) and (Ef 

and inserting "(A), (E), and (F)"; and 
(C) by adding at the end the following new subpara­

graph: 
"(FXi) In the case of a qualified long-term care hospital (as de­

fined in clause (ii)), the term 'target amount" means-
I D with respect to the first 12-month cost reporting period 

in which this subparagraph is applied to the hospital, the al­
lowable operating costs of inpatient hospital services (as de­
fined in subsection (aX4)) recognized under this title for the 
hospital for the 12-month cost reporting period beginning dur­
ing fiscal year 1991; or 

"(H) with respect to a later cost reporting period, the tar-

St amount for the preceding cost reporting period, increase by 
e applicable percentage increase under subparagraph (BXh) 

for that later cost reporting period. 
"(ii) In clause (i), a 'qualified long-term care hospitaT means, 

with respect to a cost reporting period, a hospital described in 
clause (iv) of subsection (dXIXB) during fiscal year 1995 for which 
the hospitaTs allowable operating costs of inpatient hospital serv­
ices recognized under this title for each of the two most recent pre­
vious 12-month cost reporting periods exceeded the hospital's tar­
get amount determined under mis paragraph for such cost report­
ing periods, if the hospital— 

"(I) has a disproportionate patient percentage during such 
cost reporting period (as determined by the Secretary under 
subsection (dXSXFXvi) as if the hospital were a subsection (d) 
hospital) of at least 25 percent or 

"(ID is located in a State for which no payment is made 
under the State plan under title XIX for days of inpatient hos-

-v 
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pital services furnished to any individual in excess of the limit 
on the number of days of such services furnished to the indi­
vidual for which payment may be made under this title.". 

(2) EFracTIVE DATS.—The amendment made by paragraph 
(1) shall apply to discharges occurring during cost reporting pe­
riods beginning on or after October 1, 1995. 
(c) TREATMENT OP CERTAIN UNITS LOCATED WITHIN OTHER 

HOSPITALS.— 
(1) IN GENERAL.—Section 1886(dXlXB) (42 U.S.C. 

1395ww(dXlXB)) is amended in the matter following clause (v) 
by striking the period and inserting the following. , or a long-
term care unit of the hospital if such unit was not treated as 
a subsection (d) hospital with respect to discharges occurring 
on or before September 30, 1995.". 

(2) STUDY BY REVIEW COMMISSION.—Not later than 12 
months after the date a majority of the members of the Medi­
care Payment Review Commission are first appointed, the 
Commission shall submit a report to Congress containing rec­
ommendations for appropriate revisions in the treatment of 
distinct units of hospitals for purposes of section 1886 of the 
Social Security Act 

SEC. ISfiOC REDUCTION IN PAYMENTS TO HOSPITALS POR ENROLL­
EES* BAD DEBTS. 

(a) IN GENERAI Section 1861(vXl) (42 U.S.C. 1395x(vXl)) is 
amended by adding at the end the following new subparagraph: 

"(T) In determining such reasonable costs for hospitals, the 
amount of bad debts otherwise treated as allowable costs which are 
attributable to the deductibles and coinsurance amounts under this 
title shall be reduced by— 

"(i) 75 percent for cost reporting periods beginning during 
fiscal year 1996, 

Iii) 60 percent for cost reporting periods beginning during 
fiscal year 1997, and 

liii) 50 percent for subsequent cost reporting periods". 
(b) EFFECTIVE DATE.—The amendment made by subsection (a) 

shall apply to hospital cost reporting periods beginning on or after 
October 1, 1995. 
SEC. 16M7. PERMANENT EXTENSION OP HEMOPHILIA PASS-THROUGH. 

Effective as if included in the enactment of OBRA-1989, sec­
tion 6011(d) of such Act (ss amended by section 13505 of OBRA-
1993) is amended by striking "and shall expire September 30, 
1994". 
SEC 16606. CONFORMING AMENDMENT TO CERTIFICATION OF CHRIS­

TIAN SCIENCE PROVIDERS. 
(a) HOSPITALS.—Section 1861(e) (42 U.S.C. 1395x(e)) is amend­

ed in the sixth sentence by inserting after "Massachusetts," the fol­
lowing: "or by the Commission for Accreditation of Christian 
Science Nursing Organizations/Facilities, Inc.,". 

(b) SKILLED NURSING FACILITIES.—Section 1861(yXl) is amend­
ed by inserting after "Massachusetts," the following "or by the 
Commission for Accreditation of Christian Science Nursing Organi­
zations/Facilities, Inc.". 

Subpart B—Provisions Relating to Rural 
Hospitals 

SEC. 16611. SOLE COMMUNITY HOSPITALS. 
(a) UPDATR-Section 1886(bX3XBXiv) (42 US.C. 

1395ww(bX3XBXiv)) is amended— 
(A) in subclause (III), by striking "and" at the end: and 
(B) by striking subclause (IV) and inserting the follow-

•?Rr) for each of the fiscal years 1996 through 2000, the 
market basket percentage increase minus 1 percentage points, 
and 
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IV) for fiscal year 2001 and each subsequent fiscal year, 

the applicable percentage increase under clause (i)". 
(b) STUDY OF IMPACT OF SOLS COMMUNITY HOSPITAL DESIGNA­

TIONS.— , _ _ 
(1) STUDY.—The Medicare Payment Review Commission 

shall conduct a study of the impact of the designation of hos­
pitals as sole community hospitals under the medicare pro­
gram on the delivery of health care services to individuals in 
rural areas, and shall include in the study an analysis of the 
characteristics of the hospitals designated as such sole commu­
nity hospitals under the program 

(2) REPORT.—Not later than 12 months after the date a 
majority of the members of the Commission are first appointed, 
the Commission shall submit to Congress a report on the study 
conducted under paragraph (1). 

SEC. 1661S. CLARIFICATION OF TREATMENT OF EAC AND RPC HOS­
PITALS. 

Paraeraphs (IXA) and (2XA) of section 1820(i) (42 U.S.C. 
1395i-4(i)) are each amended by striking the semicolon at the end 
and inserting the following ", or in a State which the Secretary 
finds would receive a grant under such subsection during a fiscal 
year if funds were appropriated for grants under such subsection 
for the fiscal year,". 
SEC 16613. RURAL EMERGENCY ACCESS CARE HOSPITAIJS. 

(a) ESTABLISHMENT OF PROGRAM.— 
(1) IN GENERAI—Section 1861 (42 U.S.C. 1395r) is amend­

ed by adding at the end the following new subsection: 

"Rural Emergency Access Care Hospital; Rural Emergency Access 
Care Hospital Services 

"(ooXD The term "rural emergency access care hospital means, 
for a fiscal year, a facility with respect to which the Secretary finds 
the following 

IA) The facility is located in a rural area (as defined in 
section 1886(dX2XD)). 

I B ) The facility was a hospital under this title at any time 
during the 5-year period that ends on the date of the enact­
ment of this subsection. 

"(C) The facility is in danger of closing due to low inpatient 
utilization rates and negative operating losses, and the closure 
of the facility would limit the access of individuals residing in 
the facility's service area to emergency services. 

ID) The facility has entered into (or plans to enter into) 
an agreement with a hospital with a participation agreement 
in effect under section 1806(a), and under such agreement the 
hospital shall accept patients transferred to the hospital from 
the facility and receive data from and transmit data to the fa­
cility. 

I E ) There is a practitioner who is qualified to provide ad­
vanced cardiac life support services (as determined by the 
State in which the facility is located) on-site at the facility on 
a 24-hour basis. 

"(F) A physician is available on-call to provide emergency 
medical services on a 24-hour basis. 

IG) The facility is a member of a community rural health 
network under section 104 of the Rural Health Development 
Act. 

I H ) The facility meets such staffing requirements ss 
would apply under section 1861(e) to a hospital located in a 
rural area, except that— 

l i ) the facility need not meet hospital standards relat­
ing to the number of hours during a day, or days during 
a week, in which the facility must be open, except insofar 
as the facility is required to provide emergency care on a 
24-hour basis under subparagraphs (E) and (F); and 

-v 
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"(ii) the facility may provide any services otherwise re­
quired to be provided by a full-time, on-site dietician, phar­
macist, laboratory technician, medical technologist, or radi-_ 
ological technologist on a part-time, off-site basisr 
"(I) The faciUty meets the requirements applicable to clin­

ics and facilities under subparagraphs (C) through (J) of para­
graph (2) of section 1861(aa) and of clauses (ii) and (iv) of the 
second sentence of such paragraph (or, in the case of the re­
quirements of subparagraph (E), (F), or (J) of such paragraph, 
would meet the requirements if any reference in sucn subpara­
graph to a 'nurse practitioner' or to 'nurse practitioners was 
deemed to be a reference to a 'nurse practitioner or nurse' or 
to 'nurse practitioners or nurses'); except that in determining 
whether a facility meets the requirements of this subpara­
graph, subparagraphs (E) and (F) of that paragraph shall be 
applied as if any reference to a 'physidan' is a reference to a 
physidan as denned in section 186l(rXl). 

r(5 -(2) The term 'rural emergency access care hospital services' 
means the following services provided by a rural emergency access 
care hospital: 

\ K ) An appropriate medical screening examination (as de­
scribed in section 1867(a)). 

IB) Necessary stabilizing examination and treatment 
services for an emergency medical condition and labor (as de­
scribed in section 1867(b)). 
•(3) The term Inpatient rural emergency access care hospital 

services' means services described in paragraph (2), furnished to an 
individual over a continuous period not to exceed 24 hours (except 
that such services may be furnished over a longer period in the 
case of an individual who is unable to leave the hospital because 
of inclement weather) that would be inpatient hospital services if 
furnished to an inpatient of a hospital by a hospital . 

(2) REQUIRING RURAL EMERGENCY ACCESS CARE HOSPITALS 
TO MEET HOSPITAL ANTI-DUMPING REQUIREMENTS.—Section 
1867(eX5) (42 U.S.C. 1395dd(eX5)) is amended by striking 
"1861(mmXl)r and inserting "1861(mmXl)) and a rural emer-

Sncy access care hospital (as defined in section 1861(00X1))". 
) COVERAGE OP AND PAYMENT POR SERVICES UNDER PART 

A.— 
(1) COVERAGE.—Section 1812(aXl) (42 U.S.C. 1395d(aXl)) 

is amended by striking "or inpatient rural primary care hos­
pital services" and inserting "inpatient rural primary care hos­
pital services, or inpatient rural emergency access care hoe­
pital services". 

(2) APPUCATION OP DEDUCTIBLE AND COINSURANCE.—(A) 
Sections 1813(a) and 1813(bX3XA) (42 U.S.C. 1395e(a), 
1395e(bX3XA)) are each amended by striking "services or inpa­
tient rural primary care hospital services" each place it ap­
pears and inserting "services, inpatient rural primary care hos­
pital services, or inpatient rural emergency access care hos­
pital services". 

(B) Section 1813(bX3XB) (42 U.S.C. 1395e(bX3XB)) is 
amended by inserting ", inpatient rural emergency access care 
hospital services," after "inpatient rural primary care hospital 
services". 

(3) PAYMENT BASED ON REASONABLE COSTS.—Section 1814 
(42 U.S.C. 13950 is amended by adding at the end the follow­
ing new subsection: 

"Payment for Inpatient Rural Emergency Access Care Hospital 
Services 

"(m) The amount of payment under this part for inpatient 
rural primary care hospital services shall be equal to the reason­
able cost of such services (as determined under section 1861(v)), 
less the amount the hospital may charge as described in clause (ii) 
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of section 1866(aK2XA), but in no case may the payment for such 
services exceed 80 percent of such reasonable cost.". 

(4) APPUCATION OP SPELL OP ILLNESS.—Section 1861(a) (42 
U.S.C. 1395x(a)) is amended— -

(A) in paragraph (1), by inserting ", inpatient rural 
emergency access care hospital services," after "inpatient 
rural primary care hospital services"; and 

(B) in paragraph (2), by striking "hospital or rural pri­
mary care hospitaT and inserting hospital, rural primary 
care hospital, or rural emergency access care hospital". 

(c) REFERENCE TO PAYMENT PROVISIONS UNDER PART B—For 
provisions relating to payment for inpatient rural emergency access 
care hospital services underpart B, see section 15607. 

(d) EFFECTIVE DATE.—The amendments made by this section 
shall apply to fiscal years beginning on or after October 1, 1995. 
SEC. 15614. CLASSIFICATION OF RURAL REFERRAL CENTERS. 

(a) PROHEBmNG DENIAL OP R E Q U E S T POR RECLASSIFICATION ON 
BASIS OF COMPARABIUTY OP WAGES.— 

(1) IN GENERAI Section 1886(dX10XD) (42 U.S.C. 
1395ww(dX10XD)) is amended— 

(A) by redesignating clause (iii) as clause (iv); and 
(B) by inserting after clause (ii) the following new 

clause: 
"(iii) Under the guidelines published by the Secretary under 

clause (i), in the case of a hospital which is classified by the Sec­
retary as a rural referral center under paragraph (5XC), the Board 
may not reject the application of the hospital under this paragraph 
on the basis of any comparison between the average hourly wage 
of the hospital and the average hourly wage of hospitals in the area 
in which it is located.". 

(2) EFFECTIVE DATE.—Notwithstanding section 
1886(dX10XCXii) of the Social Security Act, a hospital may 
submit an application to the Medicare Geographic Classifica­
tion Review Board during the 30-day period beginning on the 
date of the enactment of this Act requesting a change in its 
classification for purposes of determining the area wage index 
applicable to the hospital under section 1886(dX3XD) of such 
Act for fiscal year 1997, if the hospital would be eligible for 
such a change in its classification under the standards de­
scribed in section 1886(dX10XD) (as amended by paragraph 
(1)) but for its failure to meet the deadline for applications 
under section 1886(dX10XCXii). 
(b) CONTINUING TREATMENT OP PREVIOUSLY DESIGNATED CEN­

TERS.—Any hospital classified as a rural referral center by the Sec­
retary of Healtn and Human Services under section 1886(dX5XC) 
of the Social Security Act for fiscal year 1994 shall be classified as 
such a rural referral center for fiscal year 1996 and each subse­
quent fiscal year. 
SEC. 16616. FLOOR ON AREA WAGE INDEX. 

(a) IN GENERAL.—For purposes of section 1886(dX3XE) of the 
Social Security Act for discnarges occurring on or after October 1, 
1995, the area wage index applicable under such section to any 
hospital which is not located in a rural area (as defined in section 
1886(dX2XD) of such Act) may not be less than the average of the 
area wage indices applicable under such section to hospitals located 
in rural areas in the State in which the hospital is located 

(b) BUDGET-NEUTRALTTY IN IMPLEMENTATION.—The Secretary 
of Health and Human Services shall make any adjustments re­
quired under subsection (a) in a manner which assures that the ag­
gregate payments made under section 1886(d) of the Social Secu­
rity Act in a fiscal year for the operating costs of inpatient hospital 
services are not greater or less than those which would have been 
made in the year without such adjustments. 
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PART 2—PAYMENTS TO SKILLED NURSING 
FAdLTTlES 

SBC. 16621. PAYMENTS FOB ROUTINE SERVICB COSTS. 
(a) CLARIFICATION OP DEFINITION OP ROUTINE SERVICE 

COSTS.—Section 1888 (42 U.S.C. 1395yy) is amended by adding at 
the end the following new subsection: 

"(e) For purposes of this section, the 'routine service costs' of 
a skilled nursing facility are all costs which are attributable to 
nursing services, room and board, administrative costs, other over­
head costs, and all other ancillary services (including supplies and 
equipment), excluding costs attributable to covered non-routine 
services subject to payment limits under section 1888A.". 

(b) CONFORMING AMENDMENT.—Section 1888 (42 U.S.C. 
1395yy) is amended in the heading by inserting "AND CERTAIN AN­
CILLARY" after "SERVICE". 

SEC. 16622. INCENTIVES FOR COST EFFECTIVE MANAGEMENT OF COV­
ERED NON-ROUTINE SERVICES. 

(a) IN GENERAL.—Title XVIII is amended by inserting after 
section 1888 the following new section: 

"INCENTIVES FOR COST-EFFECTIVE MANAGEMENT OP COVERED NON-
ROUTINE SERVICES OP S K I L L E D NURSING FACIUTIES 

"SEC. 1888A. (a) DEPINITIONS.—For purposes of this section: 
"(1) COVERED NON-ROUTINE SERVICES.—The term 'covered 

non-routine services' means post-hospital extended care serv­
ices consisting of any of the following: 

"(A) Physical or occupational therapy or speech-lan­
guage pathology services, or respiratory therapy. 

"(B) Prescription drugs. 
"(C) Complex medical equipment 
"(D) Intravenous therapy and solutions (including en­

teral and parenteral nutrients, supplies, and equipment). 
"(E) Radiation therapy. 
"(F) Diagnostic services, including laboratory, radiol­

ogy (including computerized tomography services and im­
aging services), ana pulmonary services. 
"(2) SNF MARKET BASKET PERCENTAGE INCREASE.—The 

term 'SNF market basket percentage increase' for a fiscal year 
means a percentage equal to the percentage increase in routine 
service cost limits for the year under section 1888(a). 

"(3) STAY.—The term 'stay' means, with respect to an indi­
vidual who is a resident of a skilled nursing facility, a period 
of continuous days during which the facility provides extended 
care services for which payment may be made under this title 
to the individual during the individuaTs spell of illness, 
"(b) NEW PAYMENT METHOD POR COVERED NON-ROUTINE SERV­

ICES.— 
"(1) IN GENERAL.—Subject to subsection (c). a skilled nurs­

ing facility shall receive interim payments under this title for 
covered non-routine services furnished to an individual during 
a cost reporting period beginning during a fiscal year (after fis­
cal year 1996) in an amount equal to the reasonable cost of 
providing such services in accordance with section 1861(v). The 
Secretary may adjust such payments if the Secretary deter­
mines (on the basis of such estimated infonnation as the Sec­
retary considers appropriate) that payments to the facility 
under this paraeraph tor a cost reporting period would sub­
stantially exceed the cost reporting period limit determined 
under subsection (eXIXB). 

"(2) RESPONSIBILITY OP SKILLED NURSING FACILITY TO MAN­
AGE BILLINGS.— 

"(A) CLARIFICATION RELATING TO PART A BILLING.—In 
the case of a covered non-routine service furnished to an 
individual who (at the time the service is furnished) is a 
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resident of a skilled nursing facility who is entitled to cov- v 

erage under section 1812(aX2) for such service, the skilled 
nursing facility shall submit a claim for payment under 
this tiue for such service under part A (without regard,to 
whether or not the item or service was furnished oy the 
facility, by others under arrangement with them made by 
the facility, under any other contracting or consulting ar­
rangement, or otherwise). 

"(B) PART B BILLING.—In the case of a covered non-
routine service furnished to an individual who (at the time 
the service is furnished) is a resident of a skilled nursing 
facility who is not entitled to coverage under section 
1812(aX2) for such service but is entitled to coverage 
under part B for such service, the skilled nursing facility 
shall submit a claim for payment under this title for sucn 
service under part B (without regard to whether or not the 
item or service was furnished oy the facility, by others 
under arrangement with them made by the facility, under 
any other contracting or consulting arrangement, or other­
wise). 

"(C) MAINTAINING RECORDS ON SERVICES FURNISHED TO 
RESIDENTS.—Each skilled nursing facility receiving pay­
ments for extended care services under this title shall doc­
ument on the facility's cost report all covered non-routine 
services furnished to all residents of the facility to whom 
the facility provided extended care services for which pay­
ment was made under part A during a fiscal year (begin­
ning with fiscal year 1996) (without regard to whether or 
not the services were furnished by the facility, by others 
under arrangement with them made by the facility, under 
any other contracting or consulting arrangement, or other­
wise). 

"(c) RECONCILIATION OF AMOUNTS.— 
"(1) LIMIT BASED ON PER STAY LIMIT AND NUMBER OP 

STAYS.— 
"(A) IN GENERAL.—If a skilled nursing facility has re­

ceived aggregate payments under subsection (b) for cov­
ered non-routine services during a cost reporting period be­
ginning during a fiscal year in excess of an amount equal 
to the cost reporting: period limit determined under sub­
paragraph (B), the Secretary shall reduce the payments 
made to the facility with respect to such services for cost 
reporting periods beginning during the following fiscal 
year in an amount equal to such excess. The Secretaiy 
shall reduce payments under this subparagraph at sucn 
times and in such manner during a fiscal year as the Sec­
retary finds necessary to meet the requirement of this sub­
paragraph. 

IB) COST REPORTING PERIOD UMIT.—The cost report­
ing period limit determined under this subparagraph is an 
amount e<̂ ual to the product of— 

"(i) the per stay limit applicable to the facility 
under subsection (d) for the period; and 

"(ii) the number of stays beginning during the pe­
riod for which payment was made to the facility for 
such services. 
"(C) PROSPECTIVE REDUCTION IN PAYMENTS.—In addi­

tion to the process for reducing payments described in sub­
paragraph (A), the Secretary may reduce payments made 
to a facility under this section during a cost reporting pe­
riod if the Secretary determines (on uie basis of such esti­
mated information as the Secretary considers appropriate) 
that payments to the facility under this section for the pe­
riod will substantially exceed the cost reporting period 
limit for the period determined under this paragraph 
"(2) INCENTIVE PAYMENTS.— 
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IA) IN GENERAL.—If a skilled nursing facility has re­

ceived aggregate payments under subsection (b) for cov­
ered non-routine services during a cost reporting period be­
ginning during s fiscal year in an amount that is less than 
the amount determined under paragraph (1KB), the Sec­
retary shall pay the skilled nursing facility in the following 
fiscal year an incentive payment equal to 50 percent of the 
difference between such amounts, except that the incentive 
payment may not exceed 5 percent of the aggregate pay­
ments made to the facility under subsection (o) for the pre­
vious fiscal year (without regard to subparagraph (B)). 

"(B) INSTALLMENT INCENTTVE PAYMENTS.—The Sec­
retary may make installment payments during a fiscal 
year to a skilled nursing facility oased on the estimated in­
centive payment that tne facility would be eligible to re­
ceive with respect to such fiscal year. 

"(d) DETERMINATION OP FACILITY PER STAY L M T . — 
"(1) LOOT POR FISCAL YEAR 1997.— 

"(A) IN GENERAL.—Except as provided in subpara­
graph (B), the Secretary shall establish separate per stay 
limits for hospital-based and freestanding skilled nursing 
facilities for tne 12-month cost reporting period beginning 
during fiscal year 1997 that are equal to the sum of— 

"(i) 50 percent of the facility-specific stay amount 
for the facility (as determined under subsection (e)) for 
the last 12-month cost reporting period ending on or 
before September 30, 1994, increased (in a 
compounded manner) by the SNF market basket per­
centage increase for fiscal years 1995 through 1997; 
and 

"(ii) 50 percent of the average of all facility-spe­
cific stay amounts for all hospital-based facilities or all 
freestanding facilities (whichever is applicable) during 
the cost reporting period described in clause (i), in­
creased (in a compounded manner) by the SNF market 
basket percentage increase for fiscal years 1995 
through 1997. 
"(B) FACIUTIES NOT HAVING 1994 COST REPORTING PE­

RIOD.—In the case of a skilled nursing facility for which 
payments were not made under this title for covered non-
routine services for the last 12-month cost reporting period 
ending on or before September 30, 1994, the per stay limit 
for the 12-month cost reporting period beginning during 
fiscal year 1997 shall be twice the amount determined 
under subparagraph (AXii). 
"(2) LOOT POR SUBSEQUENT FISCAL YEARS.—The per stay 

limit for a skilled nursing facility for a 12-month cost reporting 
period beginning during a fiscal year after fiscal year 1997 is 
equal to tne per stay limit established under this subsection for 
the 12-montn cost reporting period beginning during the pre­
vious fiscal year, increased oy the SNF market basket percent­
age increase for such subsequent fiscal year minus 2 percent­
age points. 

13) REBASING OP AMOUNTS.— 
"(A) IN GENERAL.—The Secretary shall provide for an 

update to the facility-specific amounts used to determine 
the per stay limits under this subsection for cost reporting 

ririods beginning on or after October 1, 1999, and every 
years thereafter. 

IB) TREATMENT OP PAcmnEs NOT HAVING REBASED 
COST REPORTING PERIODS.—Paragraph (1KB) shall apply 
with respect to a skilled nursing facility for which pay­
ments were not made under this title for covered non-rou­
tine services for the 12-month cost reporting period used 
by the Secretary to update facility-specific amounts under 
subparagraph (A) in the same manner as such paragraph 
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applies with respect to a facility for which payments were 
not made under this title for covered non-routine services 
for the Last 12-month cost reporting period ending on or 
before September 30, 1994. — —-

"(e) DETERMINATION OP FACIUTY-SPECIFIC STAY AMOUNTS.— 
The 'facility-specific stay amount" for a skilled nursing facility for 
a cost reporting period is the sum of— 

\ l ) the average amount of payments made to the faciUty 
under part A during the period which are attributable to cov­
ered non-routine services furnished during a stay (as deter­
mined on a per diem basis); and 

"(2) the Secretary's best estimate of the average amount of 
payments made under part B during the period for covered 
non-routine services furnished to all residents of the facility to 
whom the facility provided extended care services for which 
payment was made under part A during the period (without re­
gard to whether or not the services were furnished by the facil­
ity, by others under arrangement with them made by the facil­
ity, under any other contracting or consulting arrangement, or 
otherwise), as estimated by the Secretary. 
"(f) INTENSIVE NURSING OR THERAPY NEEDS.— 

"(1) IN GENERAL.—In applying subsection (b) to covered 
non-routine services furnished during a stay beginning during 
a cost reporting period beginning during a fiscal year (begin­
ning with fiscal years after fiscal year 1997) to a resident of 
a skilled nursing faciUty who requires intensive nursing or 
therapy services, the per stay limit for such resident shall be 
the per stay limit developed under paragraph (2) instead ofthe 
per stay limit determined under subsection (dXIXA). 

"(2) PER STAY LOOT FOR INTENSIVE NEED RESIDENTS.—Not 
later than June 30, 1997, the Secretary, after consultation with 
the Medicare Payment Review Commission and skilled nursing 
faciUty experts, shall develop and publish a per stay limit for 
residents of a skilled nursing facility who require intensive 
nursing or therapy services. 

13) BUDGET NEUTRALITY.—The Secretary shall acfyust pay­
ments under subsection (b) in a manner that ensures that total 
payments for covered non-routine services under this section 
are not greater or less than total payments for such services 
would have been but for the application of paragraph (1). 
"(g) SPECIAL TREATMENT POR SMALL SKILLED NURSING FACIU­

TIES.—This section shaU not apply with respect to a skilled nursing 
faciUty for which payment is made for routine service costs during 
a cost reporting period on the basis of prospective payments under 
section 1888(d). 

"(h) EXCEPTIONS AND ADJUSTMENTS TO LOOTS.— 
I D IN GENERAL.—The Secretary may make exceptions and 

adjustments to the cost reporting limits appUcable to a skilled 
nursing faciUty under subsection (eXIXB) for a cost reporting 
period except that the total amount of any additional pay­
ments made under this section for covered non-routine services 
during the cost reporting period as a result of such exceptions 
and adjustments may not exceed 5 percent of the aggregate 
payments made to all skilled nursing fadUties for covered non-
routine services during the cost reporting period (determined 
without regard to this paragraph). 

12) BUDGET NEUTRALITY.—The Secretary shall adjust pay­
ments under subsection (b) in a manner that ensures that total 
payments for covered non-routine services under this section 
are not greater or less than total payments for such services 
would have been but for the application of paragraph (1). 
I i ) SPECIAL RULE POR X-RAY SERVICES.—Before furnishing a 

covered non-routine service consisting of an X-ray service for which 
payment may be made under part A or part B to a resident, a 
skiUed nursing faciUty shall consider whether furnishing the serv­
ice through ^ provider of portable X-ray service services would be 

v 
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appropriate, taking into account the coet effectiveness of the service 
and the convenience to the resident". 

(b) CONFORMING AMENDMENT.—Section 1814(b) (42 U.S.C. 
1395f[b)) is amended in the matter preceding paragraph il)'by 
striking '1813 and 1886" and inserting "1813, 1886, 1888, and 
1888A". 
SEC. 1SS2S. PAYMENTS FOR ROUTINE SERVICE COSTS. 

(a) MAINTAINING SAVINGS RESULTING FROM TEMPORARY 
FREEZE ON PAYMENT INCREASES.— 

(1) BASING UPDATES TO PER DIEM COST LIMITS ON LIMITS 
FOR FISCAL YEAR 1993.— 

(A) IN GENERAL.—The last sentence of section 1888(a) 
(42 U.S.C. 1395yy<a)) is amended by adding at the end the 
following: "(except that such updates may not take into ac­
count any changes in the routine service costs of skilled 
nursing facilities occurring during cost reporting periods 
which began during fiscal year 1994 or fiscal year 1995).". 

(B) No EXCEPTIONS PERMITTED BASED ON AMEND­
MENT.—The Secretary of Health and Human Services shall 
not consider the amendment made by subparagraph (A) in 
making any adjustments pursuant to section 1888(c) of the 
Social Security Act 
(2) PAYMENTS DETERMINED ON PROSPECTIVE BASIS.—Any 

change made by the Secretary of Health and Human Services 
in the amount of any prospective payment paid to a skilled 
nursing facility under section 1888(d) of the Social Security Act 
for cost reporting periods beginning on or after October 1, 
1995, may not take into account any changes in the costs of 
services occurring during cost reporting periods which began 
during fiscal year 1994 or fiscal year 1995. 
(b) ESTABLISHMENT OP SCHEDULE FOR MAKING ADJUSTMENTS 

TO Lairrs.—Section 1888(c) (42 U.S.C. 1395yy(c)) is smended by 
striking the period at the end of the second sentence and inserting 
", and may only make adjustments under this subsection with re­
spect to a facility which applies for an adjustment during an an­
nual application period established by the Secretary". 

(c) LIMITATION ON AGGREGATE INCREASE IN PAYMENTS RESULT­
ING FROM ADJUSTMENTS TO LIMITS.—Section 1888(c) (42 U.S.C. 
1395yy(c)) is amended— 

(1) by striking "(c) The Secretary' and inserting "(cXD 
Subject to paragraph (2), the Secretary*; and 

(2) by adding at the end the following new paragraph: 
"(2) The Secretary may not make any adjustments under this 

subsection in the limits set forth in subsection (a) for a cost report­
ing period beginning during a fiscal year to the extent that the 
total amount of the additional payments made under this title as 
a result of such adjustments is greater than an amount equal to— 

"(A) for cost reporting periods beginning during fiscal year 
1997, the total amount of the additional payments made under 
this title as a result of adjustments under this subsection for 
cost reporting periods beginning during fiscal year 1996 in­
creased by the SNF market basket percentage increase (as de­
fined in section 1888A(eX3)) for fiscal year 1997; and 

"(B) for cost reporting periods beginning during a subse-

rnt fiscal year, the amount determined under this paragraph 
the previous fiscal year increased by the SNF market bas­

ket percentage increase for such subsequent fiscal year". 
(d) IMPOSITION OF UMTTS FOR ALL COST REPORTING PERI­

ODS.—Section 1888(a) (42 U.S.C. 1395yy(a)) is amended in the mat­
ter preceding paragraph (1) by inserting after "extended care serv­
ices the following: "(for any cost reporting period for which pay­
ment is made under this title to the skilled nursing facility for such 
services)". 
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SEC. 1U34. REDUCTIONS IN PAYMENT FOB CAPITAL-RELATED COSTS. * 

Section 1861(v)(l) (42 U.S.C. 1395x(vKl)). as amended by sec­
tion 15506, is amended by adding at the end the following new sub­
paragraph: 

(U) Such regulations shall provide that, in determining the 
amount of the payments that may be made under this title with 
respect to all the capital-related costs of skilled nursing facilities, 
the Secretary shall reduce the amounts of such payments otherwise 
established under this title by 15 percent for payments attributable 
to portions of cost reporting periods occurring during fiscal years 
1996 through 2002.". 
SEC. l&fiK. TREATMENT OP ITEMS AND SERVICES PAID POR UNDER 

PART R 
(a) REQUIRING PAYMENT POR A L L ITEMS AND SERVICES TO BE 

MADE TO FACIUTY.--
(1) IN GENERAL.—The first sentence of section 1842(hX6) 

(42 U.S.C. 1395u(bX6)) is amended— 
(A) by striking "and (Dr and inserting "(Dr; and 
(B) by striking the period at the end and inserting the 

following: ", and (E) in the case of an item or service fur­
nished to an individual who (at the time the item or serv­
ice is furnished) is a resident of a skilled nursing facility, 
payment shall be made to the facility (without regard to 
whether or not the item or service was furnished by the 
facility, by others under arrangement with them made by 
the facility, or otherwise).". 
(2) EXCLUSION FOR ITEMS AND SERVICES NOT BILLED BY FA-

CTLTTY.—Section 1862(a) (42 U.S.C. 1395y(a)) is amended— 
(A) by striking "or" at the end of paragraph (14); 
(B) by strikinsr the period at the end of paragraph (15) 

and inserting "; or; ana 
(C) by inserting after paragraph (15) the following new 

paragraph: 
116) where such expenses are for covered non-routine 

services (as defined in section 1888A(aXl)) furnished to an in­
dividual who is a resident of a skilled nursing facility and for 
which the claim for payment under this title is not submitted 
by the facility.". 

(3) CONFORMING AMENDMENT.—Section 1832(aXl) (42 
U.S.C. 1395k(aXl)) is amended by striking 12);" and inserting 
"(2) and section 1842(bX6XE);". 
(b) REDUCTION IN PAYMENTS FOR ITEMS AND SERVICES FUR­

NISHED BY OR UNDER ARRANGEMENTS WITH FACTUTIES.—Section 
1861(vXl) (42 U.S.C. 1395x(vXl)), as amended by sections 15506 
and 15524, is amended by adding at the end the following new sub­
paragraph: 

I V ) In the case of an item or service furnished by a skilled 
nursing facility (or by others under arrangement with them made 
by a skilled nursing facility) for which payment is made under part 
B in an amount determined in accordance with section 
1833(aX2XB), the Secretary shall reduce the reasonable cost for 
such item or service otherwise determined under clause (iXD of 
such section by 5.8 percent for payments attributable to portions of 
cost reporting periods occurring during fiscal years 1996 through 
2002.". 
S E C ISO*. CERTIFICATION OF FACIUnES MEETING R E V I S E D NURS­

ING HOME REFORM STANDARDS. 
(a) IN GENERAL.—Section 1819(aX3) (42 U.S.C. 1395i-3(aX3)) 

is amended to read as foUows: 
13XA) is certified by the Secretary as meeting the stand­

ards established under subsection (b), or (B) is a State-certified 
faciUty (as defined in subsection (c)).". 
(b) REQUIREMENTS DESCRIBED.—Section 1819 (42 U.S.C. 

1395i-3) is amended by striking subsections (b) through (i) and in­
serting the foUowing: 

lb) STANDARDS FOR AND CERTIFICATION OF FACTUTIES.— 
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11) STANDARDS POR PACILITIES.— 

"(A) IN GENERAL.—The Secretary shall provide for the 
establishment and maintenance of standards consistent 
with the contents described in subparagraph (B) for skilled' 
nursing fadUties which furnish services for which payment 
may be made under this title. 

"(B) CONTENTS OP STANDARDS.—The standards estab­
lished for facilities under this paragraph shall contain pro­
visions relating to the foUowing items: 

"(i) The treatment of resident medical records, 
"(ii) PoUcies, procedures, and bylaws for operation, 
"(iii) Quality assurance systems, 
"(iv) Resident assessment procedures, including 

care planning and outcome evaluation. 
Ivi) The assurance of a safe and adequate phys­

ical plant for the faciUty. 
''(vii) Qualifications for staff suffident to provide 

adequate care. 
(viii) Utilization review. 

"(ix) The protection and enforcement of resident 
rights described in subparagraph (C). 
I C ) RESIDENT RIGHTS DESCRIBED.—The resident rights 

described in this subparagraph are the rights of residents 
to the foUowing: 

"(i) To exercise the individuaTs rights as a resi­
dent of the fadlity and as a dtizen or resident of the 
United States. 

"(ii) To receive notice of rights and services. 
liii) To be protected against the misuse of resi­

dent funds. 
"(iv) To be provided privacy and confidentiality. 
Iv) To voice grievances. 
Ivi) To examine the results of inspections under 

the certification program 
"(vii) To refuse to perform services for the faciUty. 
"(viii) To be provided privacy in communications 

and to receive man, 
"(ix) To have the fadUty provide immediate access 

to any resident by any representative of the certifi­
cation program, the resident's individual physidan, 
the State long term care ombudsman, and any person 
the resident has designated as a visitor. 

Ix) To retain and use personal property. 
Ixi) To be free from abuse, including verbal, sex­

ual physical and mental abuse, corporal punishment, 
and involuntary seclusion. 

"(xii) To be provided with prior written notice of 
a pending transfer or discharge. 
ID) REQUIRING NOTICE AND COMMENT.—The stand­

ards established for fadUties under this paragraph may 
only take effect after the Secretary has providea the pubUc 
with notice and an opportunity for comment 
12) CERTIFICATION PROGRAM— 

"(A) IN GENERAL.—The Secretary shall provide for the 
establishment and operation of a program consistent with 
Uie requirements of subparagraph (B) for the certification 
of skilled nursing fadUties which meet the standards es­
tablished under paragraph (1) and the decertification of fa­
dUties which fail to meet such standards. 

IB) REQUIREMENTS POR PROGRAM.—In addition to any 
other requirements the Secretaiy may impose, in estab­
lishing and operating the certification program under sub­
paragraph (Al the Secretary shall ensure uie foUowing 

l i ) The Secretary shall ensure pubUc access (as 
defined by the Secretary) to the certification program's 
evaluations of participating fadUties, including compU-
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ance records and enforcement actions and other re­
ports by the Secretary regarding the ownership, com­
pliance histories, and services provided by certified fa­
cilities. • - —- — 

"(ii) Not less often than every 4 years, the Sec­
retary shall audit its expenditures under the program, 
through an entity designated by the Secretaiy which 
is not affiliated with the program, as designated by 
the Secretary. 

"(c) INTERMEDIATE SANCTION AUTHORITY.— 
"(1) AUTHORITY.—In addition to any other authority, where 

the Secretary determines that a nursing facility which is cer­
tified for participation under this title plan no longer substan­
tially meets the requirements for such a facility under this title 
and further determines that the facility's deficiencies— 

"(A) immediately jeopardize uie health and safety of 
its residents, the Secretary shall at least provide for the 
termination of the facilitys certification for participation 
under this title, or 

"(B) do not immediately jeopardize the health and 
safety of its residents, the Secretary may, in lieu of provid­
ing for terminating the facility's certification for participa­
tion under the plan, provide lesser sanctions including one 
that provides that no payment will be made under this 
title with respect to any individual admitted to such facil­
ity after a date specified by the Secretary. 
"(2) NOTICE.—The Secretary shall not make such a deci­

sion with respect to a facility until the facility has had a rea­
sonable opportunity, following the initial determination that it 
no longer substantially meets the reauirements for such a facil­
ity under the plan, to correct its aeficiendes, and, following 
this period, has been given reasonable notice and opportunity 
for a nearing. 

"(3) EFFECTIVENESS.—The Secretary's decision to deny 
payment may be made effective only after such notice to the 
public and to the facility as may be provided for by the Sec­
retary, and its effectiveness shall terminate (A) when the Sec­
retary finds that the faciUty is in substantial compliance (or is 
making good faith efforts to achieve substantial compliance) 
with the requirements for such a faciUty under this title, or (B) 
in the case described in paragraph (1KB), with the end of the 
eleventh month foUowing the month such decision is made ef­
fective, whichever occurs first If a faciUty to which clause (B) 
of the previous sentence appUes stiU fails to substantially meet 
the provisions of the respective section on the date specified in 
such clause, the Secretary shall terminate such fadUty's certifi­
cation for partidpation under this title effective with the first 
day of the first month foUowing the month specified in such 
clause. 
"(c) STATE-CERTIFIED FACIUTY DEFINED.—In subsection (a), a 

'State-certified fadUty' means a faciUty licensed or certified as a 
skiUed nursing faciUty by the State in which it is located, or a facil­
ity which otherwise meets the requirements appUcable to providers 
of nursing fadUty services under the State plan under title XIX or 
the MediGrant program under title XXL". 

(c) CONFORMING AMENDMENTS.—(1) Section 1861(vKlKE) (42 
U.S.C. 1395x(vKlXE)) is amended by striking the second sentence. 

(2) Section 1864 (42 U.S.C. 1395aa) is amended by striking 
subsection (d). 

(3) Section 1866(fXl) (42 U.S.C. 1396cc(fKl)) is amended by 
striking a1819(cK2KE),". 

(4) Section 1883(f) (42 U.S.C. 1395tt(f)) is amended-
(A) in the second sentence, by striking "such a hospitaT 

and inserting "a hospital which enters into an agreement with 
the Secretary under this section"; and 

(B) by striking the first sentence. 

SacrtemtMr 29. 1995 
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(d) EFFECTIVB DATE.—The amendments made by this section 
shall apply with respect to cost reporting periods beginning on or 
after October 1, 1995. 
SEC. 16627. MEDICAL REVIEW PROCESS. 

In order to ensure that medicare beneficiaries are furnished 
appropriate extended care services, the Secretary of Health and 
Human Services shall establish and implement a thorough medical 
review process to examine the effects of the amendments made by 
this part on the quality of extended care services furnished to med­
icare beneficiaries. In developing such a medical review process, 
the Secretary shall place a particular emphasis on the quality of 
non-routine covered services Tor which payment is made under sec­
tion 1888A of the Social Security Act 
SEC. 16628. REPORT BY MEDICARE PAYMENT REVIEW COMMISSION. 

Not later than October 1, 1997, the Medicare Payment Review 
Commission shall submit to Congress a report on the system under 
which payment is made under tne medicare program for extended 
care services furnished by skilled nursing facilities, and shall in­
clude in the report the following: 

(1) An analysis of the effect of the methodology established 
under section 1888A of the Social Security Act (as added by 
section 15522) on the payments for, and the quality of, ex­
tended care services under the medicare program 

(2) An analysis of the advisability of determining the 
amount of payment for covered non-routine services of facilities 
(as described in such section) on the basis of the amounts paid 
for such services when furnished by suppliers under part B of 
the medicare program 

(3) An analysis of the desirability of mainlining separate 
limits for hospital-based and freestanding facilities in the costs 
of extended care services recognized as reasonable under the 
medicare program 

(4) An analysis of the quality of services furnished by 
skilled nursing facilities. 

(5) An analysis of the adequacy of the process and stand­
ards used to provide exceptions to the limits described in para­
graph (3). 

SEC. 1662S. EFFECTIVE DATE. 
Except as otherwise provided in this subchapter, the amend­

ments made by this subchapter shall apply to services furnished 
during cost reporting periods (or portions of cost reporting periods) 
beginning on or after October 1, 1996. 

Subtitle G—Provisions Relating to 
Medicare Part B 

PART 1—PAYMENT REFORMS 

SEC. 16401. PAYMENTS FOR PHYSICIANS' SERVICES. 
(a) REPLACEMENT OF VOLUME PERFORMANCE STANDARD WITH 

SUSTAINABLE GROWTH RATE.—Section 1848(0(2) (42 U.S.C. 1395w-
4(f)(2)) is amended to read as follows: 

"(f) SUSTAINABLE GROWTH RATE.— 
11) SPECIFICATION OF GROWTH RATE.— 

"(A) FISCAL YEAR 1996.—The sustainable growth rate 
for all physicians' services for fiscal year 1996 shall be 
equal to the product of— 

l i ) 1 plus the Secretary's estimate of the percent­
age change in the medicare economic index tor 1996 
(described in the fourth sentence of section 1842(bX3)) 
(divided by 100), 

I i i ) 1 plus the Secretary's estimate of the percent­
age change (divided by 100) in the average number of 
individuals enrolled under this part (other than pri-
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vate plan enrollees) from fiscal year 1995 to fiscal year 
1996, 

"(iii) 1 plus the Secretary's estimate of the pro­
jected percentage growth in real gross domestic prod­
uct per capita (divided by 100) from fiscal year 1995 
to fiscal year 1996. plus 2 percentage points, and 

"(iv) 1 plus the Secretary's estimate of the per­
centage change (divided by 100) in expenditures for all 
physidans' services in fiscal year 19% (compared with 
fiscal year 1995) which will result from changes in 
law, determined without taking into account estimated 
changes in expenditures due to changes in the volume 
and mtensity of physidans' services or changes in ex­
penditures resulting from changes in the update to the 
conversion factor under subeection (d), 

minus 1 and multiplied by 100. 
I B ) SUBSEQUENT FISCAL YEARS.—The sustainable 

growth rate for all physicians' services for fiscal year 1997 
and each subsequent fiscal year shall be equal to the sus­
tainable growth rate determined under this paragraph for 
the previous fiscal year, increased by the product of— 

"(i) 1 plus the Secretary's estimate of the percent­
age change in the medicare economic index for the fis­
cal year involved (described in the fourth sentence of 
section 1842(bX3)) (divided by 100), 

"(ii) 1 plus the Secretary's estimate of the percent­
age change (divided by 100) in the average number of 
individuals enrolled under this part (other than pri­
vate plan enrollees) from the previous fiscal year to 
the fiscal year involved 

"(iii) 1 plus the Secretary's estimate of the pro­
jected percentage growth in real gross domestic prod­
uct per capita (divided by 100) from the previous fiscal 
year to the fiscal year involved, plus 2 percentage 
points, and 

"(iv) 1 plus the Secretary's estimate of the per­
centage change (divided by 100) in expenditures for all 
physidans' services in the fiscal year (compared with 
the previous fiscal year) which will result from 
changes in law, determined without taking into ac­
count estimated changes in expenditures due to 
changes in the volume and intensity of physicians' 
services or changes in expenditures resulting from 
changes in the update to the conversion factor under 
subeection (dX3), 

minus 1 and multiplied by 100". 
"(2) EXCLUSION OF SERVICES FURNISHED TO PRIVATE PLAN 

ENROLLEES.—In this subsection, the term 'physicians' services' 
with respect to a fiscal year does not include services furnished 
to an inaividuai enrolled under this part who has elected to re­
ceive benefits under this title for the fiscal year through a 
MedicarePlus product offered under part C or through enroll­
ment with an eligible organization with a risk-sharing contract 
under section 1876.". 
(b) ESTABLISHING UPDATE TO CONVERSION FACTOR TO MATCH 

SPENDING UNDER SUSTAINABLE GROWTH RATE.— 
(1) IN GENERAL.—Section 1848(d) (42 U.S.C. 1395w-

4(dX3)) is amended— 
(A) by striking paragraph {Tr, 
(B) by amending paragraph (3) to read as follows: 

"(3) UPDATE.— 
"(A) IN GENERAL.—Subject to subparagraph (E), for 

purposes of this section the update for a year (beginning 
with 1997) is eaual to the product of— 

"(i) 1 plus the Secretary's estimate of the percent­
age increase in the medicare economic index (de-

<^an»afnhof 7 9 1995 
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scribed in the fourth sentence of section 1842(bX3)) for ^ 
the year (divided by 100), and 

"(ii) 1 plus the Secretary's estimate of the update 
adjustment factor for the vear (divided by 100), , 

minus 1 and multiplied by 100. 
"(B) UPDATE ADJUSTMENT FACTOR.—The 'update ad­

justment factor' for a year is equal to the quotient of— 
"(i) the difference between (I) the sum of the al­

lowed expenditures for physicians' services furnished 
during each of the years 1995 through the year in­
volved and (ID the sum of the amount of actual ex­
penditures for physicians' services furnished during 
each of the years 1995 through the previous year, di­
vided by 

"(ii) the Secretary's estimate of allowed expendi­
tures for physicians' services furnished during the 
year. 
(C) DETERMINATION OP ALLOWED EXPENDITURES.—For 

purposes of subparagraph (B), allowed expenditures for 
physicians' services shall be determined as follows (as esti­
mated by the Secretary): 

"(i) In the case of allowed expenditures for 1995, 
such expenditures shall be equal to actual expendi­
tures for services furnished during the 12-month pe­
riod ending with June of 1995. 

"(ii) In the case of allowed expenditures for 1996 
and each subsequent year, such expenditures shall be 
equal to allowed expenditures for the previous year, 
increased by the sustainable growth rate under sub­
section (f) for the fiscal year which begins during the 
year. 
ID) DETERMINATION OP ACTUAL EXPENDITURES.—For 

purposes of subparagraph (B), the amount of actual ex­
penditures for physicians' services furnished during a year 
shall be equal to the amount of expenditures for such serv­
ices during the 12-month period ending with June of the 
previous year. 

"(E) RESTRICTION ON VARIATION FROM MEDICARE ECO­
NOMIC INDEX.—Notwithstanding the amount of the update 
adjustment factor determined under subparagraph (B) for 
a year, the update in the conversion tactor under this 
paragraph for the year may not be— 

"(i) neater than 103 percent of the Secretary's es­
timate of the percentage increase in the medicare eco­
nomic index (described in the fourth sentence of sec­
tion 1842(bX3)) for the year, or 

"(ii) less than 93 percent of the Secretary's esti­
mate of the percentage increase in the medicare eco­
nomic index (described in the fourth sentence of sec­
tion 1842(bX3)) for the year."; and 
(C) by adding at the end the following new paragraph: 

"(4) REPORTING REQUIREMENTS.— 
"(A) IN GENERAL.—Not later than November 1 of each 

year (beginning with 1996), the Secretary shall transmit to 
the Congress a report that describes the update in the con­
version factor for physicians' services (as defined in sub­
section (fX3XA)) in the following year. 

"(B) COMMISSION REVIEW.—The Medicare Payment Re­
view Commission shall review the report submitted under 
subparagraph (A) for a year and shall submit to the Con­
gress, by not later than December 1 of the year, a report 
containing its analysis of the conversion factor for the fol­
lowing year.'. 
(2) EFFECTTVE DATE—The amendments made by this sub­

section shall apply to physicians' services furnished on or after 
January 1, 1997. 

Saptombar 29, 1995 
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(c) ESTABLISHMENT OP SINGLE CONVERSION FACTOR POR * 

1996.-
(1) IN GENERAL.—Section 1848(dXl) (42 U.S.C. 1395w-

4(dXl)) is amended— 
(A) by redesignating subparagraph (C) as subpara­

graph (D); and 
(B) by inserting after subparagraph (B) the following 

new subparagraph: 
"(C) SPECIAL RULE FOR 1996.—For 1996, the conver­

sion factor under this subsection shall be $34.60 for all 

fthysicians' services.". 
2) CONFORMING AMENDMENTS.—Section 1848 (42 U.S.C. 

139Sw-4) is amended— 
(A) by striking "(or factors)" each place it appears in 

subsection (dXIXA) and (dXIXCXii); 
(B) in subsection (dXIXA), by striking "or updates"; 
(C) in subsection (dXIXCXii), by striking "(or up­

dates)"; and 
(D) in subsection (iXIXC), by striking "conversion fac­

tors" and inserting "the conversion factor. 
SEC. 15402. ELIMINATION OF FORMULA-DRIVEN OVERPAYMENTS POR 

CERTAIN OUTPATIENT HOSPITAL SERVICER 
(a) AMBULATORY SURGICAL CENTER PROCEDURES.—Section 

1833(iX3XBXiXID (42 U.S.C. 13951(iX3XBXiXII)) is amended— 
(1) by striking "of 80 percent"; and 
(2) by striking the period at the end and inserting the fol­

lowing: ", less the amount a provider may charge as described 
in clause (ii) of section 1866(aX2XA).". 
(b) RADIOLOGY SERVICES AND DIAGNOSTIC PROCEDURES.—Sec­

tion 1833(nXlXBXiXU) (42 U.S.C. 13951(nXlXBXiXII)) is amend­
ed— 

(1) by striking "of 80 percent"; and 
(2) by striking the period at the end and inserting the fol­

lowing: ", less the amount a provider may charge as described 
in clause (ii) of section 1866(aX2XA).". 
(c) EFFECTIVE DATE.—The amendments made by this section 

shall apply to services furnished during portions of cost reporting 
periods occurring on or after October 1, 1995. 
SEC. 16*08. REDUCTION IN UPDATES TO PAYMENT AMOUNTS FOR DU­

RABLE MEDICAL EQUIPMENT. 
(a) IN GENERAL.— 

(1) FREEZE IN UPDATE FOR COVERED ITEMS.—Section 
1834(aX14) (42 U.S.C. 1395m(aX14)) is amended— 

(A) by striking "and" at the end of subparagraph (A); 
(B) in subparagraph (B)— 

(i) by striking "a subsequent year" and inserting 
"1993, 1994, and 1995", and 

(ii) by striking the period at the end and inserting 
"; and"; snd 
(C) by adding at the end the following: 
"(C) for each of the years 1996 through 2002, 0 per­

centage points; and 
"(D) for a subsequent year, the percentage increase in 

the consumer price index for all urban consumers (U.S. 
urban average) for the 12-month period ending with June 
of the previous year.". 
(2) UPDATE POR ORTHOTICS AND PROSTHETICS.—Section 

1834(hX4XA) (42 U.S.C. 1395m(hX4XA)) is amended-
(A) by striking "and" at Uie end of clause (iii); 
(B) by redesignating clause (iv) as clause (yf, and 
(C) by inserting after clause (iii) the following new 

clause: 
"(iv) for each of the years 1996 through 2002, 1 

percent and". 
(b) OXYGEN AND OXYGEN EQUIPMENT.—Section 1834(aX9XC) 

(42 U.S.C. 1395m(aX9XC)) is amended— 

S«pt8mb«r 29, 1995 
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(1) by striking "and" at the end of clause (iii); 
(2) in clause (iv)— 

(A) by striking "a subsequent year" and inserting 
"1993, 1994, and 1995". and -

(B) by striking the period at the end and inserting a 
semicolon; and 
(3) by adding at the end the following new clauses: 

"(v) in 1996, is 80 percent of the national limited 
monthly payment rate computed under subparagraph 
(B) for the item for the year, and 

"(vi) in a subsequent year, is the national limited 
monthly payment rate computed under subparagraph 
(B) for the item for the year.". 

SBC. 15604. REDUCTION IN UPDATES TO PAYMENT AMOUNTS POR 
CLINICAL DIAGNOSTIC LABORATORY TESTS. 

(a) CHANGE IN UPDATE.—Section 1833aiX2XAXiiXrV) (42 
U.S.C. 13951(hX2XAXiiXIV)) is amended striking "1994 and 1995" 
and inserting "1994 through 2002". 

(b) LOWERING CAP ON PAYMENT AMOUNTS.—Section 
1833(hX4XB) (42 US.C. 1395I(hX4XB)) is amended-

(1) in clause (vi), by striking "and" at the end; 
(2) in clause (vii)— 

(A) by inserting "and before January 1, 1997," after 
"1995.", and 

(B) by striking the period at the end and inserting ", 
and"; and 
(3) by adding at the end the following new clause: 
"(viii) after December 31, 1996, is equal to 65 percent of 

such median.". 
SEC. 16*06. EXTENSION OP REDUCTIONS IN PAYMENTS POR COSTS OP 

HOSPITAL OUTPATIENT SERVICES. 
(a) REDUCTION IN PAYMENTS POR CAPITAL-RELATED COSTS.— 

Section 1861(vXlXSXiiXI) (42 U.S.C. 1395x(vXlXSXiiXI)) is amend­
ed by striking "through 1998" and inserting "through 2002". 

(b) REDUCTION IN PAYMENTS POR OTHER COSTS.—Section 
1861(vXlXSXiiXII) (42 U.S.C. 1395x(vXlXSXuXII)) is amended by 
striking 'through 1998" and inserting "through 2002". 
SEC. 16*0*. FREEZE IN PAYMENTS POR AMBULATORY SURGICAL CEN­

TER SERVICES. 
The Secretary of Health and Human Services shall not provide 

for any inflation update in the payment amounts under subpara­
graphs (A) and (B) of section 1833(iX2) of the Social Security Act 
for any of the fiscal years 1996 through 2002. 
SEC. 16*07. RURAL EMERGENCY ACCESS CARE HOSPITALS. 

(a) COVERAGE UNDER PART B.—Section 1832(aX2) (42 U.S.C. 
1395k(aX2)) is amended— 

(1) by striking "and" at the end of subparagraph (\\ 
(2) by striking the period at the end of subparagraph (J) 

and inserting "; and"; and 
(3) by aading at the end the following new subparagraph: 

(K) rural emergency access care hospital services (as 
defined in section 1861(ooX2)).". 

(b) PAYMENT BASED ON REASONABLE COSTS.—Section 
1833(aX2) (42 U.S.C. 13951(aX2)), as amended by section 15607(c), 
is amended— 

(1) by striking "and" at the end of subparagraph (F); 
(2) by adding "and" at the end of subparagraph (G); and 
(3) by adding at the end the following new subparagraph: 

(H) witn respect to rural emergency access care hos­
pital services, the reasonable cost of such services (as de­
termined under section 186 l(v)), less the amount the hos­
pital may charge as described in clause (ii) of section 
1866(aX2XA), but in no case may the payment for such 
services exceed 80 percent of such reasonable cost,". 
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(c) EFFECTIVB DATE.—The 'amendments made by this section 
shall apply to services furnished on or after October 1, 1995. 

PART 2—PART B PREMIUM 
SEC. I M l l . EXTENSION OF PART B PREMIUM. 

(a) I N GENERAL.—Section 1839(e)(1) (42 U.S.C. 1395r<eKl)) is 
amended— 

(1) in subparagraph (A)— 
(A) by striking "and prior to January 1999", and 
(B) by inserting lor , if higher, the percent described 

in subparagraph (C)f after "50 percent"; and 
(2) by adding at the end the following new subparagraph; 

"(C) For purposes of subparagraph (A), the percent described in 
this subparagraph is the ratio (expressed as a percentage) of the 
monthly premium established under this section for months in 
1995 to tne monthly actuarial rate for enrollees age 65 and over 
applicable to such months (as specified in the most recent report 
of the Board of Trustees of the Federal Supplementary Medical In­
surance Trust Fund published prior to the date of the enactment 
of the Medicare Preservation Act of 1995).". 

(b) EFFECTIVE DATE.—The amendments made by subsection (a) 
apply to premiums for months beginning with January 1996. 
SEC. ISM. INCOME-RELATED REDUCTION IN MEDICARE SUBSIDY. 

(a) I N GENERAL.—Section 1839 (42 U.S.C. 1395r) is amended 
by adding at the end the following: 

"(hXl) Notwithstanding the previous subsections of this sec­
tion, in the case of an individual whose modified adjusted gross in­
come for a taxable year ending with or within a calendar year (as 
initially determined by the Secretary in accordance with paragraph 
(3)) exceeds the threshold amount described in paragraph (4), the 
Secretary shall increase the amount of the monthly premium for 
months m the calendar year by an amount equal to the difference 
between— 

"(A) 200 percent of the monthly actuarial rate for enrollees 
age 65 and over as determined under subsection (aXD for that 
calendar year, and 

"(B) the total of the monthly premiums paid by the individ­
ual under this section (detenmned without regard to sub­
section (b)) during such calendar year. 
"(2) In the case of an individual described in paragraph (1) 

whose modified adjusted gross exceeds the threshold amount by 
less than $25,000, the amount of the increase in the monthly pre­
mium applicable under paragraph (1) shall be an amount which 
bears the same ratio to the amount of the increase described in 
paragraph (1) (determined without regard to this paragraph) as 
such excess bears to $25,000. In the case of a joint return filed 
under section 6013 of the Internal Revenue Code of 1986 by 
spouses both of whom are enrolled under this part, the previous 
sentence shall be applied by substituting '$50,000' for '$25,000'. 
The preceding provisions of this paragraph shall not apply to any 
individual whose threshold amount is zero. 

"(3) The Secretary shall make an initial determination of the 
amount of an individual's adjusted gross income for a taxable year 
ending with or within a calendar year for purposes of this sub­
section as follows: 

"(A) Not later than October 1 of the year preceding the 
year, the Secretary shall provide notice to each individual 
whom the Secretary finds (on the basis of the individual's ac­
tual adjusted gross income for the most recent taxable year for 
which such information is available or other information pro­
vided to the Secretary by the Secretary of the Treasury) will 
be subject to an increase under this subsection that the indi­
vidual will be subject to such an increase, and shall include in 
such notice the Secretary's estimate of the individual's ad­
justed gross income for the year. 
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IB) If, during the 30-day period beginning on the date no­

tice is provided to *n individual under subparagraph (A), the 
individual provides the Secretary with information on the indi­
vidual's anticipated adjusted gross income for the rear, the 
amount initially determined by the Secretary under tnis para­
graph with respect to the individual shall be based on the in­
formation provided by the individual. 

IC) If an individual does not provide the Secretary with 
information under subparagraph (B), the amount initially de­
termined by the Secretary under this paragraph with respect 
to the individual shall be the amount included in the notice 
provided to the individual under subparagraph (A). 
14KA) If the Secretary determines (on the oasis of final infor­

mation provided by the Secretary of the Treasury) that the amount 
of an individual's actual adjusted gross income for a taxable year 
ending with or within a calendar year is less than or greater than 
the amount initially determined by the Secretary under paragraph 
(3), the Secretary shaU increase or decrease the amount of the indi­
vidual's monthly premium under this section (as the case may be) 
for months during the following calendar year by an amount equal 
to Vn of the difference between— 

li ) the total amount of all monthly premiums paid by the 
individual under this section during the previous calendar 
year; and 

iii) the total amount of all such premiums which would 
have been paid by the individual during the previous calendar 
year if the amount of the individual's adjusted gross income 
initially determined under paragraph (3) were equal to the ac­
tual amount of the individual's adjusted gross income deter­
mined under this paragraph. 
"(B) In the case of an individual who is not enrolled under this 

part for any calendar year for which the individual's monthly pre­
mium under this section for months during the year would be in­
creased pursuant to subparagraph (A) if uie individual were en­
rolled under this part for the year, the Secretary may take such 
steps as the Secretary considers appropriate to recover from the in­
dividual the total amount by which the individual's monthly pre­
mium for months during the year would have been increased under 
subparagraph (A) if the individual were enrolled under this part for 
the year. 

"(5) In this subsection, the following definitions apply. 
IA) The term 'modified adjusted gross income' means, 

with respect to an individual for a taxable year, the individ­
ual's adjusted gross income under the Internal Revenue Code 
of 1986-

"(i) determined without regard to sections 135, 911, 
931, and 933 of such Code, and 

Iii) increased by the amount of interest received or ac­
crued by the individual during the taxable year which is 
exempt from tax under such Code. 
"(B) The term threshold amount* means— 

"(i) except as otherwise provided in this paragraph, 
$75,000, 

"(ii) $125,000. in the case of a joint return, and 
"(iii) tero in tne case of a taxpayer who— 

"(1) is married at the close of the taxable year but 
does not file a joint return for such year, and 

"(ID does not live apart from his spouse at all 
times during the taxable year*. 

(b) CONFORMING AMENDMENT.—Section 1839(f) (42 US.C. 
1395r(f)) is amended by striking "if an individual" and inserting 
the following "if an individual (other than an individual subject to 
an increase in the monthly premium under this section pursuant 
to subsection (h))". 

(c) REPORTING REQUIREMENTS FOR SECRETARY OP THE TREAS­
URY.—Notwithstanding section 6103 of the Internal Revenue Code 
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of 1986, the Secretary of the Treasury shall provide, at the request 
of the Secretary of Health and Human Services, such infonnation 
(at such times and in such form as the Secretary of Health and 
Human Services may require) as is necessary for the Secretary o f -

Health and Human Services to carry out section 1839(h) of the So­
cial Security Act (as added by subsection (a)). 

(d) EFFECTIVE DATE.—The amendments made by subsections 
(a) and (b) shall apply to the monthly premium under section 1839 
of the Social Security Act for months beginning with January 1997. 

Subtitle H—Provisions Relating to 
Medicare Parts A and B 

PART 1—PAYMENTS FOR HOME HEALTH 
SERVICES 

SEC. 16701. PAYMENT FOR HOME HEALTH SERVICES. 
(a) I N GENERAL.—Title XVIII (42 U.S.C. 1395 et seq.), as 

amended by section 15106, is amended by adding at the end the 
following new section: 

"PAYMENT POR HOME HEALTH SERVICES 

"SEC. 1894. (a) I N GENERAL.— 
"(1) PER VISIT PAYMENTS.—Subject to subsection (c), the 

Secretary shall make per visit payments beginning with fiscal 
year 1997 to a home health agency in accordance with this sec­
tion for each type of home health service described in para­
graph (2) furnished to an individual who at the time the serv­
ice is furnished is under a plan of care by the home health 
agency under this title (without regard to whether or not the 
item or service was furnished by the agency or by others under 
arrangement with them made by the agency, or otherwise). 

"(2) TYPES OP SERVICES.—The types of home health serv­
ices described in this paragraph are the following: 

"(A) Part-time or intermittent nursing care provided 
by or under the supervision of a registered professional 
nurse. 

"(B) Physical therapy. 
"(C) Occupational therapy. 
"(D) Speech-language pathology services. 
"(E) Medical sodal services under the direction of a 

physician. 
"(F) To the extent permitted in regulations, part-time 

or intermittent services of a home health aide who has 
successfully completed a training program approved by the 
Secretary. 

"(b) ESTABLISHMENT OF PER VISIT RATE POR EACH TYPE OP 
SERVICES.— 

"(1) I N GENERAL.—The Secretary shall, subject to para­
graph (3), establish a per visit payment rate for a home health 
agency in an area for each type of home health service de­
scribed in subsection (a)(2). Such rate shall be equal to the na­
tional per visit payment rate determined under paragraph (2) 
for each such type, except that the labor-related portion of such 
rate shall be amusted by the area wage index applicable under 
section 1886(dX3XE) for the area in which the agency is lo­
cated (as determined without regard to any redasaification of 
the area under section 1886(dX8XB) or a decision of the Medi­
care Geographic Classification Review Board or the Secretary 
under section 1886(dX10) for cost reporting periods beginning 
after October 1, 1995). 

"(2) NATIONAL PER VISIT PAYMENT RATE.—The national per 
visit payment rate for each type of service described in sub­
section (aX2)— 
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"(A) for fiscal year 1997, is an amount equal to tho aa- ^ 

tdonal average amount paid per visit under this title to 
home health agendes for sucn type of service during the 
most recent 12-month cost reporting period ending on or 
before June 30, 1994, increased (in a compounded manner) 
by the home health market basket percentage increase for 
fiscal years 1995. 1996, and 1997; and 

"(B) for each subsequent fiscal year, is an amount 
equal to the national per visit payment rate in effect for 
the preceding fiscal year, increased by the home health 
market basket percentage increase for such subsequent fis­
cal year minus 2 percentagepoints. 
13) REBASING OE RATES.—The Secretary shall provide for 

an update to the national per visit payment rates under this 
subsection for coet reporting periods beginning not later than 
the first day of the fifth fiscal year which begins after fiscal 
year 1997, and not later than every 5 years thereafter, to re­
flect the most recent available data. 

14) HOME HEALTH MARKET BASKET PERCENTAGE IN­
CREASE.—For purposes of this subsection, the term "home 
health market basket percentaee increase* means, with respect 
to a fiscal year, a percentage (estimated by the Secretary be­
fore the beginning of the fiscal year) determined and applied 
with respect to the types of home health services described in 
subsection (a)(2) in the same manner as the market basket 
percentage increase under section 1886(bK3XBXiii) is deter­
mined and applied to inpatient hospital services for the fiscal 
year. 
Ic) PER EPISODE LIMIT.— 

11) AGGREGATE LIMIT.— 
IA) IN GENERAL.—Except as provided in paragraph 

(2), a home health agency may not receive aggregate per 
visit payments under subsection (a) for a fiscal year in ex­
cess of an amount equal to the sum of the following prod­
ucts determined for each case-mix category for which the 
agency receives payments: 

l i ) The number of episodes of each case-mix cat­
egory during the fiscal year multiplied by 

(ii) the per episode limit determined for such 
case-mix category for such fiscal year. 
I B ) ESTABLISHMENT OP PER EPISODE UMTTS.— 

"(i) IN (SNERAL.—The per episode limit for a fiscal 
year for any case-mix category for the area in which 
a home health agency is located is equal to— 

I D the mean number of visits for each type of 
home health service described in subsection (aX2) 
furnished during an episode of such case-mix cat­
egory in such area during fiscal year 1994, ad­
justed by the case-mix adjustment factor deter­
mined in clause (ii) for the fiscal year involved; 
multiplied by 

"vID the per visit payment rate established 
under subsection (b) for such type of home health 
service for the fiscal year for wnich the determina­
tion is being made. 
Iii) CASE MIX ADJUSTMENT PACTOR.—For purposes 

of clause (i), the case-mix adjustment factor for a year 
is the factor determined by the Secretary to assure 
that aggregate payments for home health services 
under mis section during the year will not exceed the 
payment for such services dunng the previous year as 
a result of changes in die numoer and type of home 
health visits within case-mix categories over the pre­
vious year. 

liii) REBASING OP PER EPISODE AMOUNTS.—Begin­
ning with fiscal year 1999 and every 2 years there-
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after, the Secretary shall revise the mean number of 
home health visits determined under clause (iXD for 
each type of home health service visit described jn 
subsection (aX2) furnished during an episode in a 
case-mix category to reflect the most recently available 
data on the number of visits. 

"(iv) DETERMINATION OP APPUCABLE AREA.—For 
purposes of determining per episode limits under this 
subparagraph, the area in which a home health agen­
cy is considered to be located shall be such area as the 
Secretary finds appropriate for purposes of this sub­
paragraph. 
(C) CASE-MIX CATEGORY.—For purposes of this para­

graph, the term 'case-mix category' means each of the 18 
case-mix categories established under the Phase II Home 
Health Agency Prospective Payment Demonstration 
Project conducted by the Health Care Financing Adminis­
tration. The Secretary may develop an alternate methodol­
ogy for determining case-mix categories. 

"(D) EPISODE.— 
"(i) IN GENERAL.—For purposes of this paragraph, 

the term 'episode' means the continuous 120-day pe­
riod that— 

"(I) begins on the date of an individual's first 
visit for a type of home health service described in 
subsection (aX2) for a case-mix category, and 

"(II) is immediately preceded by a 60-day pe­
riod in which the individual did not receive visits 
for a type of home health service described in sub­
section (aX2). 
"(ii) TREATMENT OP EPISODES SPANNING COST RE­

PORTING PERIODS.—The Secretary shall provide for 
such rules as the Secretary considers appropriate re­
garding the treatment of episodes under tnis para­
graph which begin during a cost reporting period and 
end in a subsequent cost reporting period. 
"(E) EXEMPTIONS AND EXCEPTIONS.—The Secretary 

may provide for exemptions and exceptions to the limits 
established under this paragraph for a fiscal year as the 
Secretary deems appropriate, to the extent such exemp­
tions and exceptions do not result in greater payments 
under this section than the exemptions and exceptions pro­
vided under section 1861(vXlXLXii) in fiscal year 1994, in­
creased by the home health market basket percentage in­
crease for the fiscal year involved (as defined in subsection 
(bX4)). 
"(2) RECONCILIATION OP AMOUNTS.— 

"(A) OVERPAYMENTS TO HOME HEALTH AGENCIES.— 
Subject to subparagraph (B), if a home health agency has 
received aggregate per visit payments under subsection (a) 
for a fiscalyear in excess of the amount determined under 
paragraph (1) with respect to such home health agency for 
such fiscal year, the Secretary shall reduce payments 
under this section to the home health agency in tne foUow­
ing fiscal year in such manner as the Secretary considers 
appropriate (including on an installment basis) to recap­
ture the amount of such excess. 

"(B) EXCEPTION POR HOME HEALTH SERVICES FUR­
NISHED OVER A PERIOD GREATER THAN 165 DAYS.— 

*(i) IN GENERAL.—For purposes of subparagraph 
(A), the amount of aggregate per visit payments deter­
mined under subsection (a) shall not include payments 
for home health visits furnished to an individual on or 
after a continuous period of more than 165 days after 
an individual begins an episode described in sub-
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section (cKlXD) (if such period is not interrupted by 
the beginning of a new episode). 

"(ii) REQUIREMKNT OP CEBTIFICATION.—Clause {\) 
shall not apply if the agency has not obtained a physi­
cian's certification with respect to the individual re­
quiring such visits that includes a statement that the 
individual reouires such continued visits, the reason 
for the need lor such visits, and a description of such 
services furnished during such visits. 
"(C) SHARE OP SAVINGS.— 

"(i) BONUS PAYMENTS.—If a home health agency 
has received aggregate per visit payments under sub­
section (a) for a fiscal year in an amount less than the 
amount determined under paragraph (1) with respect 
to such home health agency for such fiscal year, the 
Secretary shall pay such home health agency a bonus 
payment equal to 50 percent of the difference between 
such amounts in the foUowing fiscal year, except that 
the bonus payment may not exceed 5 percent of the 
aggregate per visit payments made to the agency for 
the year. 

"(ii) INSTALLMENT BONUS PAYMENTS.—The Sec­
retary may make installment payments during a fiscal 
year to a home health agency based on the estimated 
bonus payment that the agency would be eligible to re­
ceive with respect to such fiscal year. 

"(d) MEDICAL REVIEW PROCESS.—The Secretary shall imple­
ment a medical review process (with a particular emphasis on fis­
cal years 1997 and 1998) for the system of payments described in 
this section that shall provide an assessment of the pattern of care 
furnished to individuals receiving home health services for which 
payments are made under this section to ensure that such individ­
uals receive appropriate home health services. Such review process 
shall focus on low-cost cases described in subsection (e)(3) and 
cases described in subsection (cX2XB) and shaU require 
recertification by intermediaries at 30, 60, 90, 120, and 165 days 
into an episode described in subsection (cXIXD). 

"(e) ADJUSTMENT OP PAYMENTS TO AVOID CIRCUMVENTION OF 
LIMITS.— 

"(1) IN GENERAL.—The Secretary shall provide for appro­
priate adjustments to payments to home health agencies under 
this section to ensure that agencies do not circumvent the pur­
pose of this section by^-

"(A) discharging patients to another home health 
agency or similar provider; 

"(B) altering corporate structure or name to avoid 
being subject to this section or for the purpose of increas­
ing payments under this title; or 

I C ) undertaking other actions considered unnecessary 
for effective patient care and intended to achieve maxi­
mum payments under this title. 
"(2) TRACKING OP PATIENTS THAT SWITCH HOME HEALTH 

AGENCIES DURING EPISODE.— 
"(A) DEVELOPMENT OP SYSTEM—The Secretary shall 

develop a system that tracks home health patients that re­
ceive nome health services described in subsection (aX2) 
from more than 1 home health agency during an episode 
described in subeection (cXIXD). 

"(B) ADJUSTMENT OP PAYMENTS.—The Secretary shall 
adjust payments under this section to each home health 
agency that furnishes an individual with a type of home 
health service described in subsection (aX2) to ensure that 
aggregate payments on behalf of such individual during 
such episode do not exceed the amount that would be paid 
under this section if the individual received such services 
from a single home health agency. 
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"(3) Low-cosrr CASES.—The Secretary shall develop a sys- _v 

tern designed to adjust payments to a home health agency for 
a fiscal year to eliminate any increase in growth of the percent­
age of low-cost episodes for which home health services are fur­
nished by the agency over such percentage determined for the 
agency for the 12-month cost reporting period ending on June 
30, 1994. The Secretary shall define a low-cost episode in a 
manner that provides that a home health agency has an incen­
tive to be cost efficient in delivering home health services and 
that the volume of such services does not increase as a result 
of factors other than patient needs. 
"(f) REPORT BY MEDICARE PAYMENT REVIEW COMMISSION.— 

During the first 3 years in which payments are made under this 
section, the Medicare Payment Review Commission shall annually 
submit a report to Congress on the effectiveness of the payment 
methodology established under this section that shall include rec­
ommendations regarding the following. 

"(1) Case-mix and volume increases. 
12) Quality monitoring of home health agency practices. 
13) Whether a capitated. payment for home care patients 

receiving care during a continuous period exceeding 165 days 
is warranted. 

14) Whether public providers of service are adequately re­
imbursed 

15) The adequacy of the exemptions and exceptions to the 
limits provided under subsection (cXIXE). 

lb) The appropriateness of the methods provided under 
this section to adjust the per episode limits and annual pay­
ment updates to reflect changes in the mix of services, number 
of visits, and assignment to case categories to reflect changing 
patterns of home health care. 

17) The geographic areas used to determine the per epi­
sode limits.". 
(b) PAYMENT POR PROSTHETICS AND ORTHOTICS UNDER PART 

A.-Section 1814(k) (42 US.C. 1395f(k)) is amended-
(1) by inserting "and prosthetics and orthotics" after "dura­

ble medical equipment"; and 
(2) by inserting "and 1834(h), respectively" after 

"1834(aXir. 
(c) CONFORMING AMENDMENTS.— 

(1) PAYMENTS UNDER PART A.—Section 1814(b) (42 U.S.C. 
139510))), as amended by section 15522(b), is amended in the 
matter preceding paragraph (1) by striking "1888 and 1888A" 
and inserting "1888,1888A, and 1894". 

(2) TREATMENT OP ITEMS AND SERVICES PAID UNDER PART 
B.— 

(A) PAYMENTS UNDER PART B.—Section 1833(aX2) (42 
U.S.C. 13951(aX2)) is amended— 

(i) by amending subparagraph (A) to read as fol­
lows: 
IA) with respect to home health services— 

"(i) that are a type of home health service de­
scribed in section 1894<aX2)1 and which are furnished 
to an individual who (at the time the item or service 
is furnished) is under a plan of care of a home health 
agency, the amount determined under section 1894: 

Iii) that are not described in clause (i) (other than 
a covered osteoporosis drug) (as defined in section 
1861(kk)), the lesser of— 

I D the reasonable cost of such services, as de­
termined under section 186 l(v), or 

ID) the customary charges with respect to 
such services;". 
(ii) by striking "and" at the end of subparagraph 

(E); 
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(iii) by adding "and" at the end of subparagraph 

(F); and 
(iv) by adding at the end the following new sub­

paragraph: — " 
(G) with respect to items and services described in 

section 1861(sX10XA), the lesser of— 
"(i) the reasonable cost of such services, as deter­

mined under section 186 l(v), or 
"(ii) the customary charges with respect to such 

services, 
or, if such services are furnished by a public provider of 
services, or by another provider which demonstrates to the 
satisfaction of the Secretary that a significant portion of its 
patients are low-income (and requests that payment be 
made under this provision), free of charge or at nominal 
charges to the public, the amount determined in accord­
ance with section 1814(bX2);". 

(B) REQUIRING PAYMENT POR ALL ITEMS AND SERVICES 
TO BE MADE TO AGENCY.— 

(i) IN GENERAL.—The first sentence of section 
1842(bX6) (42 U.S.C. 1395u(bX6)) is amended— 

(I) by striking "and (D)" and inserting "(D)"; 
and 

(II) by striking the period at the end and in­
serting the following: ", and (E) in the case of 
types of home health services described in section 
1894(aX2) furnished to an individual who (at the 
time the item or service is furnished) is under a 
plan of care of a home health agency, payment 
shall be made to the agency (without regard to 
whether or not the item or service was furnished 
by the agency, by others under arrangement with 
them made by the agency, or otherwise).". 
(ii) CONFORMING AMENDMENT.—Section 1832(aXl) 

(42 US.C. 1395k(aXl)) is amended by striking "(2);" 
and inserting "(2) and section 1842(bX6XE);". 
(C) EXCLUSIONS FROM COVERAGE.—Section 1862(a) (42 

U.S.C. 1395y(a)), as amended by section 15525(aX2), is 
amended— 

(i) by striking "or" at the end of paragraph (15); 
(ii) by striking the period at the end of paragraph 

(16) and inserting "or"; and 
(iii) by adding at the end the following new para­

graph: 
"(17) where such expenses are for home health services 

furnished to an individual who is under a plan of care of the 
home health agency if the claim for payment for such services 
is not submitted by the agency". 

(3) SUNSET OP REASONABLE COST LIMITATIONS.—Section 
1861(vXlXL) (42 U.S.C. 1395x(vXlXL)) is amended by adding 
at the end the following new clause: 
"(hr) This subparagraph shall apply only to services furnished 

by home health agencies during cost reporting periods ending on or 
before September 30, 1996.". 

(c) EFFECTIVE DATE.—The amendments made by subsections 
(a) and (b) shall apply to cost reporting periods beginning on or 
after October 1,1996. 
SEC. 16702. MAINTAINING SAVINGS RESULTING FROM TEMPORARY 

FREEZE ON PAYMENT INCREASES POR HOME HEALTH 
SERVICES. 

(a) BASING UPDATES TO PER VISIT COST UMTTS ON UMTTS POR 
FISCAL YEAR 1993.-Section 1861(vXlXLXiii) (42 US.C. 
1395x(vXlXLXiii)) is amended by adding at the end the following 
sentence: "In establishing limits under this subparagraph, the Sec­
retary may not take into account any changes in tne costs of the 
provision of services furnished by home health agencies with re-
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spect to cost reporting periods which began on or after July 1, 
1994 and before JulyT, 1996". 

(b) No EXCEPTIONS PERMITTED BASED ON AMENDMENT.—The 
Secretary of Health and Human Services shall not consider the 
amendment made by subsection (a) in making anv exemptions and 
exceptions pursuant to section 1861(vXlXLXu) of the Social Secu­
rity Act 
SEC. 16703. EXTENSION OF WAIVER OF PRESUMPTION OF LACK OF 

KNOWLEDGE OF EXCLUSION FROM COVERAGE FOR HOME 
HEALTH AGENCIES. 

Section 9305(gX3) of OBRA-1986, as amended by section 
426(d) of the Medicare Catastrophic Coverage Act of 1988 and sec­
tion 4207(bX3) of OBRA-1990 (as renumbered by section 160(dX4) 
of the Social Security Act Amendments of 1994), is amended by 
striking "December 31, 1995" and inserting "September 30, 1996*. 

PART 2—MEDICARE SECONDARY PAYER 
IMPROVEMENTS 

SEC. 16711. EXTENSION AND EXPANSION OF EXISTING REQUIRE­
MENTS. 

(a) DATA MATCH.— 
(1) Section 1862(bX5XC) (42 U.S.C. 1395y(bX5XC)) is 

amended by striking clause (iii). 
(2) Section 6103(1X12) of the Internal Revenue Code of 

1986 is amended by striking subparagraph (F). 
(b) APPUCATION TO DISABLED INDIVIDUALS IN LARGE GROUP 

FLEALTH PLJ^NS 
(1) IN GENERAL.—Section 1862(bXlXB) (42 U.S.C. 

1395y<bXlXB)) is amended— 
(A) in clause (i), by striking "clause (iv)" and inserting 

"clause (iiir, 
(B) by striking clause (iii), and 
(C) by redesignating clause (iv) as clause (iii). 

(2) CONFORMING AMENDMENTS.—Paragraphs (1) through 
(3) of section 1837(i) (42 U.S.C. 1395p(i)) and the second sen­
tence of section 1839(b) (42 U.S.C. 1395r(b)) are each amended 
by striking "1862(bXlXBXiv)" each place it appears and insert­
ing "1862(bXlXBXiiir. 
(c) EXPANSION OP PERIOD OF APPUCATION TO INDIVIDUALS 

WITH END STAGE RENAL DISEASE.—Section 1862(bXlXC) (42 
U.S.C. 1395y(bXlXC)) is amended— 

(1) in the first sentence, by striking "12-month" each place 
it appears and inserting "24-month", and 

(2) by striking the second sentence. 
SEC. 16711. IMPROVEMENTS IN RECOVERY OF PAYMENTS. 

(a) PERMTTTING RECOVERY AGAINST THIRD PARTY ADMINISTRA­
TORS OP PRIMARY PLANS.—Section 1862(bX2XBXii) (42 US.C. 
1395y(bX2XBXii)) is amended— 

(1) by striking "under this subsection to pay" and inserting 
"(directly, as a third-party administrator, or otherwise) to 
make payment", and 

(2) by adding at the end the following: The United States 
may not recover from a third-party administrator under this 
clause in cases where the third-party administrator would not 
be able to recover the amount at issue from the employer or 
group health plan for whom it provides administrative services 
due to the insolvency or bankruptcy of the employer or plan.". 
(b) EXTENSION OP CLAIMS FILING PERIOD.—Section 

1862(bX2XB) (42 U.S.C. 1395y(bX2XB)) is amended by adding at 
the end the following new clause: 

"(vi) CLAIMS-PILING PERIOD.—Notwithstanding any 
other time limits that may exist for filing a claim 
under an employer group health plan, the United 
States may seek to recover conditional payments in ac­
cordance with this subparagraph where the request 
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for payment ia submitted to the entity reouired or re­
sponsible under this subsection to pay with respect to 
the item or service (or any portion thereof) under a 
primary plan within the 3-year period beginning on~ 
the date on which the item or service was furnished.", 

(c) EFFECTIVB DATE.—The amendments made by this section 
shall apply to items and services furnished on or after the date of 
the enactment of this Act 
SEC. 167IS. PROHIBmNG RETROACTIVE APPLICATION OP POUCT RE­

GARDING EBRD BENEFICIARIES ENROLLED IN PRIMARY 
PLANS. 

For purposes of carrying out section 1862(bKlKC) of the Social 
Security Act, the Secretary of Health and Human Services shall 
apply the policy directive issued by the Administrator of the Health 
Care Financing Administration on April 24, 1995, only with respect 
to items and services furnished on or after such date. 

PART 3—FAILSAFE 
SEC. 16721. FAILSAFE BUDGET MECHANISM. 

(a) IN GENERAL.—Title XVIII as amended by sections 15106(a) 
and 15701(a), is amended by adding at the end the following new 
section: 

"FAILSAFE BUDGET MECHANISM 

"SEC. 1895. (a) REQUIREMENT OP PAYMENT ADJUSTMENTS TO 
ACHIEVE MEDICARE BUDGET TARGETS.— 

"(1) I N GENERAL.—If the Secretary determines under sub­
section (eXSXC) before a fiscal year (beginning with fiscal year 
1998) tha t -

"(A) the fee-for-service expenditures (as defined in sub­
section (f)) for a sector of medicare services (as defined in 
subsection (b)) for the fiscal year, will exceed 

"(B) the allotment specified under subsection (cX2) for 
such fiscal year (taking into account any adjustment in the 
allotment under subsection (h) for that fiscal year), 

then, notwithstanding any other provision of this title, there 
shall be an adjustment (consistent with subsection (d)) in ap­
plicable payment rates or payments for items and services in­
cluded in the sector in the fiscal year so that such expenditures 
for the sector for the year will he reduced by 133V4 percent of 
the amount of such excess, 
"(b) SECTORS OP MEDICARE SERVICES DESCRIBED.— 

"(1) I N GENERAL.—For purposes of this section, items and 
services included under each of the following subparagraphs 
shall be considered to be a separate 'sector' of medicare serv­
ices: 

"(A) Inpatient hospital services. 
"(B) Home health services. 
"(C) Extended care services (for inpatients of skilled 

nursing facilities). 
"(D) Hospice care. 
"(E) Physicians' services (including services and sup­

plies described in section 1861(sX2XA)) and services of 
other health care professionals (including certified reg­
istered nurse anesthetists, nurse practitioners, physician 
assistants, and clinical psychologists) for which separate 
payment is made under this title. 

"(F) Outpatient hospital services and ambulatory facil­
ity services. 

"(G) Durable medical equipment and supplies, includ­
ing prosthetic devices and orthotics. 

"(H) Diagnostic tests (including clinical laboratory 
services and x-ray services). 

"(I) Other items and services. 
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12) CLASSCFTCATION OP ITEMS AND SERVICES.—The S««- v 

retary shall classify each type of items and services covered 
and paid for separately under this title into one of the sectors 
specified in paragraph (1). After publication of such classifica-" 
tion under subsection (eXl), the Secretary is not authorized to 
make substantive changes in such classification. 
"(c) ALLOTMENT.— 

11) ALLOTMENTS FOR EACH SECTOR.—For purposes of this 
section, subject to subsection (hXl), the allotment for a sector 
of medicare services for a fiscal year is equal to the product 
of— 

"(A) the total allotment for the fiscal year established 
under paragraph (2), and 

"(B) the allotment proportion (specified under para­
graph (3)) for the sector and fiscal year involved. 
12) TOTAL ALLOTMENT.— 

"(A) IN GENERAL.—For purposes of this section, the 
total allotment for a fiscal year is equal to— 

"(i) the medicare benefit budget for the fiscal year 
(as specified under subparagraph (B)), reduced by 

(ii) the amount of payments the Secretary esti­
mates will be made in the fiscal year under the 
MedicarePlus program under part C. 

In making the estimate under clause (ii), the Secretary 
shall take into account estimated enrollment and demo­
graphic profile of individuals electing MedicarePlus prod­
ucts. 

IB) MEDICARE BENEFIT BUDGET.—For purposes of this 
subsection, subject to subparagraph (C), the 'medicare ben­
efit budget*— 

"(i) for fiscal year 1997 is $203.1 billion; 
"(ii) for fiscal year 1998 is $214.3 billion; 
liii) for fiscal year 1999 is $227.2 billion; 
"(iv) for fiscal year 2000 is $241.0 billion; 
"(v) for fiscal year 2001 is $259.1 billion; 
"(vi) for fiscal year 2002 is $280.0 billion; and 
"(vi) for a subsequent fiscal year is equal to the 

medicare benefit budget under this subparagraph for 
the preceding fiscal year increased by the sum of (I) 5 
percentage points, and (ID the annual percentage in­
crease in the average number of medicare beneficiaries 
from the previous fiscal year to the fiscal year in­
volved. 

13) MEDICARE ALLOTMENT PROPORTION DEFINED.— 
IA) IN GENERAL.—For purposes of this section and 

with respect to a sector of medicare services for a fiscal 
year, the term 'medicare allotment proportion' means the 
ratio of— 

"(i) the baseline-prcnected medicare expenditures 
(as determined under subparagraph (B)) for the sector 
for the fiscal year, to 

"(ii) the sum of such baseline expenditures for all 
such sectors for the fiscal year. 
"(B) BASELINE-PROJECTED MEDICARE EXPENDITURES.— 

In this paragraph, the 'baseline, projected medicare ex­
penditures' for a sector of medicare services— 

l i ) for fiscal year 1996 is equal to fee-for-service 
expenditures for such sector dunng fiscal year 1995, 
increased by the baseline annual erowth rate for such 
sector of medicare services for fiscal year 1996 (as 
specified in table in subparagraph (O); and 

"(ii) for a subsequent fiscal year is equal to the 
baseline-projected medicare expenditures under this 
subparagraph for the sector for the previous fiscal 
year increased by the baseline annual growth rate for 
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such sector for the fiscal year involved (as specified in 
such table). 
"(C) BASELINE ANNUAL GROWTH RATES.—The following 

table specifies the baseline annual growth rates -for each OT 
the sectors for different fiscal years: 

"Tot UM bUovSnc nctor— 

•ar— 

"Tot UM bUovSnc nctor— 
1IM i m lit* 2000 3001 

2003 
tad 

than-
•a«r 

(Ai InpttMot ho«piU] MrnoM 5.7* s.s* «.o* 8.1* 57* 5.5* 5.2* 
(B) Horn* ho»nh mrntat 17.2* 15.1* 11.7* 9.1* 8.4* 8.1* 7.9* 
(O ExUadtd u n MrrieM _ 1».7% 12.3* 9.3* 8.7* 8.6* 8.4* 8.0* 
(D) Hoipie* san - 32.0* 24.0* 18.0* 15.0* 12.0* 10.0* 9.0* 

12.4* 9.7* 8.7* 9.0* 9.3* 9.6* 10.1* 
(F) OatpttiMit hocpiUd temot* 14.7* 13.9* 14.5* 15.0* 14.1* 13.9* 14.0* 
(0) Dortbi* medictl •qoipoMat and 
" W l i - 16.1* 15.5* 13.7* 12.4* 13 2% 13.9* 14.5* 
(H) rhignoctio t«*U 13.1* 11.3* 11.0* 11.4* 11.4* i i i * 11.9* 
(I) Oritur iUou tod twntm 11.2* 10.2* 10.9* 12.0* 11.6* 11.6* 11.8* 

"(d) MANNER OF PAYMENT ADJUSTMENT.— 
"(1) IN GENERAL.—Subject to the succeeding provisions of 

this subsection, the Secretary shall apply a payment reduction 
for a sector for a fiscal year in such a manner as to— 

"(A) make a change in payment rates (to the maxi­
mum extent practicable) at the time payment rates are 
otherwise changed or subject to change for that fiscal year; 
and 

IB) provide for the full appropriate adjustment so 
that the fee-for-service expenditures for the sector for the 
fiscal year will approximate (and not exceed) the allotment 
for the sector for the fiscal year. 
12) TAKING INTO ACCOUNT VOLUME AND CASH FLOW.—In 

providing for an adjustment in payments under this subsection 
for a sector for a fiscal year, the Secretary shall take into ac­
count (in a manner consistent with actuarial projections)— 

"(A) the impact of such an adjustment on the volume 
or type of services provided in such sector (and other sec­
tors), and 

"(B) the fact that an adjustment may apply to items 
and services furnished in a fiscal year (payment for which 
may occur in a subsequent fiscal year), 

in a manner that is consistent with assuring that total fee-for-
services expenditures for each sector for the fiscal year will not 
exceed the allotment under subsection (cXD for such sector for 
such year. 

13) PROPORTIONALITY OF REDUCTIONS WITHIN A SECTOR.— 
In maWing adjustments under this subsection in payment for 
items and services included within a sector of medicare serv­
ices for a fiscal year, the Secretary shall provide for such an 
adjustment that results (to the maximum extent feasible) in 
the same percentage reductions in aggregate Federal payments 
under parts A and B for the different classes of items and serv­
ices included within the sector for the fiscal year. 

14) APPUCATION TO PAYMENTS MADE BASED ON PROSPEC­
TIVE PAYMENT RATES DETERMINED ON A FISCAL YEAR BASIS.— 

IA) IN GENERAL.—In applying subsection (a) with re­
spect to items and services for which payment is made 
under part A or B on the basis of rates that are estab­
lished on a prospective basis for (and in advance of) a fis­
cal year, the Secretary shall provide for the payment ad­
justment under such subsection through an appropriate re­
duction in such rates established for items and services 
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•* 
furnished (or, in the case of payment for operating costs of 
inpatient hospital services of subsection (d) hospitals and 
subsection (d) Puerto Rico hospitals (as defined in para­
graphs (IXB) and (9XA) of section 1886(d)), discharges 
curring) during such year. 

I B ) DESCWPTION OP APPUCATION TO SPECIFIC SERV­
ICES.—The payment adjustment described in subpara­
graph (A) applies for a fiscal year to at least the following 

"(i) UPDATE FACTOR FOR PAYMENT FOR OPERATING 
COSTS OP INPATIENT HOSPITAL SERVICES OP PPS HOS­
PITALS.—To the computation of the applicable percent­
age increase specified in section l886(dX3XBXi) for 
discharges occurring in the fiscal year. 

"(ii) HOME HEALTH SERVICES.—TO the extent pay­
ment amounts for home health services are based on 
per visit payment rates under section 1894, to the 
computation of the increase in the national per visit 
payment rates established for the year under section 
18d4(bX2XB). 

"(iii) HOSPICE CARE.—To the update of payment 
rates for hospice care under section 1814(0 for services 
furnished during the fiscal year. 

"(iv) UPDATE FACTOR FOR PAYMENT OF OPERATING 
COSTS OP INPATIENT HOSPITAL SERVICES OF PPS-EXEMPT 
HOSPITALS.—To the computation of the target amount 
under section 1886(bX3) for discharges occurring dur­
ing the fiscal year. 

"(v) COVERED NON-ROUTINE SERVICES OF SKILLED 
NURSING FACIUTIES.—To the computation of the facil­
ity per stay limits for the year under section 1888A(d) 
for covered non-routine services of a skilled nursing fa­
cility (as described in such section). 

"(5) APPUCATION TO PAYMENTS MADE BASED ON PROSPEC­
TIVE PAYMENT RATES DETERMINED ON A CALENDAR YEAR 
BASIS.— 

"(A) IN GENERAL.—In applying subsection (a) for a fis­
cal year with respect to items and services for which pay­
ment is made under part A or B on the basis of rates that 
are established on a prospective basis for (and in advance 
of) a calendar year, the Secretary shall provide for the pay­
ment adjustment under such subsection through an appro­
priate reduction in such rates established for items and 
services furnished at any time during such calendar year 
as follows: 

"(i) For fiscal year 1997, the reduction shall be 
made for payment rates during calendar year 1997 in 
a manner so as to achieve the necessary payment re­
ductions for such fiscal year for items and services fur­
nished during the first 3 quarters of calendar year 
1997. 

"(ii) For a subsequent fiscal year, the reduction 
shall be made for payment rates during the calendar 
year in which the fiscal year ends in a manner so as 
to achieve the necessary payment reductions for such 
fiscal year for items and services furnished during the 
first 3 quarters of the calendar year, but also taking 
into account the payment reductions made in the first 

Juarter of the fiscal year resulting from payment re-
uctions made under this paragraph for the previous 

calendar year. 
"(iii) Payment rate reductions effected under this 

subparagraph for a calendar year and appUcable to 
the last 3 quarters of the fiscal year in which the cal­
endar year ends shall continue to apply during the 
first quarter of the succeeding fiscal year. Saotomtwr 29. 1995 
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"(B) APPLICATION IN SPECIFIC CASES.—The payment 

adjustment described in subparagraph (A) applies for a fis­
cal year to at least the following: 

"(i) UPDATE IN CONVERSION PACTOR FOR PHYSI­
CIANS' SERVICES.—To the computation of the conver­
sion factor under subsection (d) of section 1848 used in 
the fee schedule established under subsection (b) of 
such section, for items and services furnished during 
the calendar year in which the fiscal year ends. 

"(ii) PAYMENT RATES FOR OTHER HEALTH CARE PRO­
FESSIONALS.—TO the computation of payments for pro­
fessional services of certified registered nurse anes­
thetists under section 1833(1), nurse midwives, physi­
cian assistants, nurse practitioners and clinical nurse 
specialists under section 1833(r), clinical psychologists, 
clinical social workers, physical or occupational thera­
pists, and any other health professionals for which 
payment rates are based (in whole or in part) on pay­
ments for physicians' services, for services furnished 
during the calendar year in which the fiscal year ends. 

"(iii) UPDATE EN LAB FEE SCHEDULE.—TO the com­
putation of the fee schedule amount under section 
l833(hX2) for clinical diagnostic laboratory services 
furnished during the calendar year in which the fiscal 
year ends. 

"(iv) UPDATE IN REASONABLE CHARGES FOR VAC­
CINES.—To the computation of the reasonable charge 
for vaccines described in section 1861(sX10) for vac­
cines furnished during the calendar year in which the 
fiscal year ends. 

"(v) DURABLE MEDICAL EQUIPMENT-RELATED 
ITEMS.—To the computation of the payment basis 
under section 1834(aXlXB) for covered items described 
in section 1834(aX13), for items furnished during the 
calendar year in which the fiscal year ends. 

"(vi) RADIOLOGIST SERVICES.—TO the computation 
of conversion factors for radiologist services under sec­
tion 1834(b), for services furnished during the cal­
endar year in which the fiscal year ends. 

"(vii) SCREENING MAMMOGRAPHY.—TO the com­
putation of payment rates for screening mammog­
raphy under section 1834(cXlXCXii), for screening 
mammography performed during the calendar year in 
which the fiscal year ends. 

"(viii) PROSTHETICS AND ORTHOTICS.—TO the com­
putation of the amount to be recognized under section 
1834(h) for payment for prosthetic devices and 
orthotics and prosthetics, for items furnished during 
the calendar year in which the fiscal vear ends. 

"(ix) SURGICAL DRESSINGS.—TO the computation of 
the payment amount referred to in section 
1834(iXlXB) for surgical dressings, for items furnished 
during the calendar year in which the fiscal year ends. 

"(x) PARENTERAL AND ENTERAL NUTRITION.—TO 
the computation of reasonable charge screens for pay­
ment for parenteral and enteral nutrition under sec­
tion 1834(h), for nutrients furnished during the cal­
endar year in which the fiscal year ends. 

"(xi) AMBULANCE SERVICES.—TO the computation 
of limits on reasonable charges for ambulance services, 
for services furnished dunng the calendar year in 
which the fiscal year ends. 

"(6) APPUCATION TO PAYMENTS MADE BASED ON COSTS DUR­
ING A COST REPORTING PERIOD.— 

"(A) IN GENERAL.—In applying subsection (a) for a fis­
cal year with respect to items and services for which pay-
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ment is made under part A or B on the basis of costs in­
curred for items and services in a cost reporting period, 
the Secretaiy shall provide for the payment adjustment 
under such subeection for a fiscal year throueh a appro­
priate proportional reduction in the payment for costs for 
such items and services incurred at any time during each 
cost reporting period any part of which occurs during the 
fiscal year involved, but only (for each such cost reporting 
period) in the same proportion as the fraction of the cost 
reporting period that occurs during the fiscal year in­
volved. 

"(B) APPUCATION IN SPECIFIC CASES.—The payment 
adjustment described in subparagraph (A) appUes for a fis­
cal year to at least the foUowing: 

"(i) CAPITAL-BELATED COSTS OP HOSPTTAL SERV­
ICES.—To the computation of payment amounts for in­
patient and outpatient hospital services under sections 
1886(g) and 186 l(v) for portions of cost reporting peri­
ods occurring during the fiscal year. 

"(ii) OPERATING COSTS POR PPS-EXEMPT HOS­
PITALS.—To the computation of payment amounts 
under section 1886(b) for operating costs of inpatient 
hospital services of pps-exempt hospitals for portions 
of cost reporting periods occurring during the fiscal 
year. 

"(iii) DIRECT GRADUATE MEDICAL EDUCATION.—TO 
the computation of payment amounts under section 
1886(h) tor reasonable costs of direct graduate medical 
education costs for portions of cost reporting periods 
occurring during the fiscal year. 

"(iv) INPATIENT RURAL PRIMARY CARE HOSPTTAL 
SERVICES.—To the computation of payment amounts 
under section 1814(j) for inpatient rural primary care 
hospital services for portions of cost reporting periods 
occurring during the fiscal year. 

"(v) EXTENDED CARE SERVICES OP A SKILLED NURS­
ING FACIUTY.—To the computation of payment 
amounts under section 1861(v) for post-hospital ex­
tended care services of a skiUed nursing faciUty (other 
than covered non-routine services subject to section 
1888A) for portions of cost reporting periods occurring 
during the fiscal year. 

"(vi) REASONABLE COST CONTRACTS.—TO the com­
putation of payment amounts under section 
1833(aXlXA) for organizations for portions of cost re­
porting periods occurring during the fiscal year. 

"(vii) HOME HEALTH SERVICES.—Subject to para­
graph (4XBXii), for payment amounts for home health 
services, for portions of cost reporting periods occur­
ring during such fiscal year. 

"(7) OTHER.—m applying subsection (a) for a fiscal year 
with respect to items and services for which payment is made 
under part A or B on a basis not described in a previous para­
graph of this subsection, the Secretary shaU provide for the 
payment adjustment under such subsection through a appro­
priate proportional reduction in the payments (or payment 
bases for items and services furnished) during the fiscal year. 

"(8) ADJUSTMENT OP PAYMENT LIMITS.—The Secretary shall 
provide for such proportional adjustment in any limits on pay­
ment established under part A or B for payment for items and 
services within a sector as may be appropriate based on (and 
in order to properly carry out) the adjustment on the amount 
of payment unaer tnis subsection in the sector. 

19) REFERENCES TO PAYMENT RATES.—Except as the Sec­
retary may provide, any reference in this title (other than this 
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section) to a payment rate is deemed a reference to such a rate 
as adjusted under this subsection. 
"(e) PUBUCATION OF DETERMINATIONS; JUDICIAL REVIEW.— 

"U) ONE-TIME PUBLICATION OF SECTORS AND GENERAL PAY­
MENT ADJUSTMENT METHODOLOGY.—Not later than October 1, 
1996, the Secretary shall publish in the Federal Register the 
classification of medicare items and services into the sectors of 
medicare services under subsection (b) and the general meth­
odology to be used in applying payment adjustments to the dif­
ferent classes of items and services within the sectors. 

"(2) INCLUSION OP INFORMATION IN PRESIDENT'S BUDGET.— 
"(A) IN GENERAL.—With respect to fiscal years begin­

ning with fiscal year 1999, the President shall include in 
the budget submitted under section 1105 of title 31, Unit­
ed States Code, information on— 

"(i) the fee-for-service expenditures, within each 
sector, for the second previous fiscal year, and how 
such expenditures compare to the adjusted sector al­
lotment for that sector for that fiscal year and 

"(ii) actual annual growth rates for fee-for-service 
expenditures in the different sectors in the second pre­
vious fiscal year. 
"(B) RECOMMENDATIONS REGARDING GROWTH FAC­

TORS.—The President may include in such budget for a fis­
cal year (beginning with fiscal year 1998) recommenda­
tions regarding percentages that should be applied (for one 
or more fiscal years beginning with that fiscal year) in­
stead of the baseline annual growth rates under subeection 
(cX3XC). Such recommendations shall take into account 
medically appropriate practice patterns. 
"(3) DETERMINATIONS CONCERNING PAYMENT ADJUST­

MENTS.— 
"(A) RECOMMENDATIONS OP COMMISSION.—By not later 

than March 1 of each year (beginning with 1997), the Med­
icare Payment Review Commission shall submit to the 
Secretary and the Congress a report that analyzes the pre­
vious operation (if any) of this section and that includes 
recommendations concerning the manner in which this 
section should be applied for the following fiscal year. 

"(B) PRELIMINARY NOTICE BY SECRETARY.—Not later 
than May 15 preceding the beginning of each fiscal year 
(beginning with fiscal year 1998), the Secretary shall pub­
lish in the Federal Register a notice containing the Sec­
retary's preliminary determination, for each sector of medi­
care services jConceming the following 

"(i) The projected allotment under subsection (c) 
for such sector for the fiscal year. 

"(ii) Whether there will be a payment adjustment 
for items and services included in such sector for the 
fiscal year under subsection (a). 

"(iii) If there will be such an adjustment, the size 
of such adjustment and the methodology to be used in 
making such a payment adjustment for classes of 
items and services included in such sector. 

"(iv) Beginning with fiscal year 1999, the fee-for-
service expenditures for such sector for the second pre­
ceding fiscal year. 

Such notice shall include an explanation of the basis for 
such determination. Determinations under this subpara­
graph and subparagraph (C) shall be based on the best 
data available at the time of such determinations. 

"(C) FINAL DETERMINATION.—Not later than Septem­
ber 1 preceding the beginning of each fiscal year (begin­
ning with fiscal year 1998). the Secretary shall publish in 
the Federal Register a final determination, for each sector 
of medicare services, concerning the matters described in 
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subparagraph (B) and an explanation of the reasons for 
any differences between such determination and the pre­
liminary determination for such fiscal year published̂  
under subparagraph (B). — 
14) LIMITATION ON ADMINISTRATIVE OR JUDICIAL REVIEW.— 

There shall be no administrative or judicial review under sec­
tion 1878 or otherwise of— 

"(A) the classification of items and services among the 
sectors of medicare services under subsection (b), 

"(B) the determination of the amounts of allotments 
for the different sectors of medicare services under sub­
section (c), 

"(C) the determination of the amount (or method of aj 
plication) of any payment adjustment under subsection (c 
or 

"(D) any adjustment in an allotment effected under 
subsection (h). 

"(0 FEE-FOR-SERVICE EXPENDITURES DEFINED.—In this section, 
the term fee-for-service expenditures', for items and services within 
a sector of medicare services in a fiscal year, means amounts pay­
able for such items and services which are furnished during the fis­
cal year, and— 

11) includes types of expenses otherwise reimbursable 
under parts A and B (including administrative costs incurred 
by organizations described in sections 1816 and 1842) with re­
spect to such items and services, and 

12) does not include amounts paid under part C. 
"(g) EXPEDFTED PROCESS POR ADJUSTMENT OF SECTOR GROWTH 

RATES.— 
11) OPTIONAL INCLUSION OP LEGISLATIVE PROPOSAL.—The 

President may include in recommendations under subsection 
(eX2XB) submitted with respect to a fiscal year a specific legis­
lative proposal that provides only for the substitution of per­
centages specified in the proposal for one or more of the base­
line annual growth rates (specified in the table in subsection 
(cXSXC) or in a previous legislative proposal under this sub­
section) for that fiscal year or any subsequent fiscal year. 

12) CONGRESSIONAL CONSIDERATION.— 
"(A) IN GENERAL.—The percentages contained in a leg­

islative proposal submitted under paragraph (1) shall 
apply under this section if a joint resolution (described in 
subparagraph (B)) approving such proposal is enacted, in 
accordance with the provisions of subparagraph (C). before 
the end of the 60-day period beginning on the date on 
which such proposal was submitted. For purposes of apply­
ing the preceding sentence and subparagraphs (B) and (C), 
the days on which either House of Congress is not in ses­
sion because of an adjournment of more than three days 
to a day certain shall be excluded in the computation of a 
period 

IB) Jonfr RESOLUTION OP APPROVAL.-^A joint resolu­
tion described in this subparagraph means only a joint res­
olution which is introduced within the 10-day period begin­
ning on the date on which the President submits a pro­
posal under paragraph (1) and— 

"(i) which does not have a preamble; 
Iii) the matter after the resolving clause of which 

is as follows: That Congress approves the proposal of 
the President providing for substitution of percentages 
for certain baseline annual growth rates under section 
1895 of the Social Security Act, as submitted by the 
President on .', uie blank space being 
filled in with the appropriate date: and 

liii) the title of which is ss follows: 'Joint resolu­
tion approving Presidential proposal to substitute cer­
tain specified percentages for baseline annual growth 
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rates under section 1895 of the Social Security Act, as v 

submitted by the President on .', the 
blank space being filled in with the appropriate date. 
"(C) PROCEDURES POR CONSIDERATION OP RESOLUTION 

OP APPROVAL.—Subject to subparagraph (D), the provisions 
of section 2908 (other than subsection (a)) of the Defense 
Base Closure and Realignment Act of 1990 shall apply to 
the consideration of a joint resolution described in sub­
paragraph (B) in the same manner as such provisions 
apply to a joint resolution described in section Z908(a) of 
such Act 

"(D) SPECIAL RULES.—For purposes of applying sub­
paragraph (C) with respect to such provisions— 

"(i) anv reference to the Committee on Armed 
Services of the House of Representatives shall be 
deemed a reference to an appropriate Committee of 
the House of Representatives (specified by the Speaker 
of the House of Representatives at the time of submis­
sion of a legislative proposal under paragraph (1)) and 
any reference to the Committee on Armed Services of 
the Senate shall be deemed a reference to the Commit­
tee on Finance of the Senate; and 

"(ii) any reference to the date on which the Presi­
dent transmits a report shall be deemed a reference to 
the date on which the President submits the legisla­
tive proposal under paragraph (1). 

"(h) LOOK-BACK ADJUSTMENT IN ALLOTMENTS TO REFLECT AC­
TUAL EXPENDITURES.— 

11) IN GENERAL.—If the Secretary determines under sub­
section (eX3XB) with respect to a particular fiscal year (begin­
ning with fiscal year 1999) that the fee-for-service expenditures 
for a sector of medicare services for the second preceding fiscal 
year— 

IA) exceeded the adjusted allotment for such sector 
for such year (as defined in paragraph (2)), then the allot­
ment for the sector for the particular fiscal year shall be 
reduced by ISSVs percent of the amount of such excess, or 

IB) was less than the adjusted allotment for such sec­
tor for such year, then the allotment for the sector for the 
particular fiscal year shall be increased by the amount of 
such deficit. 
12) ADJUSTED ALLOTMENT.—The adjusted allotment under 

this paragraph for a sector for a fiscal year is— 
IA) the amount that would be computed as the allot­

ment under subsection (c) for the sector for the fiscal year 
if the actual amount of payments made in the fiscal Vear 
under the MedicarePlus program under part C in the fiscal 
year were substituted for the amount described in sub­
section (cX2XAXii) for that fiscal year, 

I B ) adjusted to take into account the amount of any 
adjustment under paragraph (1) for that fiscal year (based 
on expenditures in the second previous fiscal year). 

"(i) PROSPECTIVE APPUCATION OP CERTAIN NATIONAL COV­
ERAGE DETERMINATIONS.—In the case of a national coverage deter­
mination that the Secretary projects will result in significant addi­
tional expenditures under this title (taking into account any substi­
tution for *Ti«Hng procedures or technologies), such determination 
shall not become effective before the beginning of the fiscal year 
that begins after the date of such determination and shall apply to 
contracts under part C entered into (or renewed) after the date of 
such determination.''. 

(b) REPORT OP TRUSTEES ON GROWTH RATE IN PART A EXPEND­
ITURES.—Section 1817 (42 U.S.C. 1395i) is amended by adding at 
the end the following new subsection: 

Ik) Each annual report provided in subsection (bX2) shall in­
clude information regaroing tne annual rate of growth in program 
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expenditures that would be required to maintain the financial sol- ^ 
vency of the Trust Fund and the extent to which the provisions of 
section 1895 restrain the rate of growth of expenditures under this 
part in order to achieve such solvency.". _ — 

PART 4—ADMINISTRATIVE SIMPLIFICATION 
SEC. 16731. STANDARDS FOR MEDICARE INFORMATION TRANS­

ACTIONS AND DATA ELEMENTS. 
Title XVIII, as amended by section 15031, is amended by in­

serting after section 1806 the following new section: 

"STANDARDS FOR MEDICARE INFORMATION TRANSACTIONS AND DATA 
ELEMENTS 

"SEC. 1807. (a) ADOPTION OF STANDARDS FOR DATA ELE­
MENTS.— 

"(1) IN GENERAL.—Pursuant to subsection (b), the Sec­
retary shall adopt standards for information transactions and 
data elements of medicare information and modifications to the 
standards under this section that are— 

"(A) consistent with the objective of reducing the ad­
ministrative costs of providing and paying for health care; 
and 

"(B) developed or modified by a standard setting orga­
nization (as denned in subsection (hX8)). 
"(2) SPECIAL RULE RELATING TO DATA ELEMENTS.—The Sec­

retary may adopt or modify a standard relating to data ele­
ments that is different from the standard developed by a 
standard setting organization, if— 

"(A) the different standard or modification will sub­
stantially reduce administrative costs to health care pro­
viders and health plans compared to the alternative; and 

"(B) the standard or modification is promulgated in ac­
cordance with the rulemaking procedures of subchapter I I I 
of chapter 5 of title 5, United States Code. 
"(3) SECURITY STANDARDS FOR HEALTH INFORMATION NET­

WORK.— 
"(A) IN GENERAL.—Each person, who maintains or 

transmits medicare information or data elements of medi­
care information and is subject to this section, shall main­
tain reasonable and appropriate administrative, technical, 
and physical safeguards— 

"ii) to ensure the integrity and confidentiality of 
the information; 

"(ii) to protect against any reasonably antici­
pated— 

I I ) threats or hazards to the security or in­
tegrity of the information; and 

"(ID unauthorized uses or disclosures of the 
information; snd 
"(iii) to otherwise ensure compliance with this sec­

tion by the officers and employees of such person. 
"(B) SECURITY STANDARDS.—The Secretary shall estab­

lish security standards and modifications to such stand­
ards with respect to medicare information network serv­
ices, health plans, snd health care providers that— 

"(i) take into account— 
"(D the technical capabilities of record sys­

tems used to maintain medicare information; 
"(II) the costs of security measures; 
"(111) the need for training persons who have 

access to medicare information; and 
"(IV) the value of audit trails in computerized 

record systems; and 
"(ii) ensure that a medicare infonnation network 

service, if it is part of a larger organization, has poll-
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cies and security procedures which isolate the activi- ^ 
ties of such service with respect to processing informa­
tion in a manner that prevents unauthorized access to 
such information by such larger organization. —- — 

The security standards established by the Secretaiy shall 
be based on the standards developed or modified by stand­
ard setting organizations. If such standards do not exist, 
the Secretary shall rely on the recommendations of the 
Health Information Advisory Committee (established 
under subsection (g)) and shall consult with appropriate 
government agencies and private organizations in accord­
ance with paragraph (5). 
"(4) IMPLEMENTATION SPECIFICATIONS.—The Secretary 

shall establish specifications for implementing each of the 
standards and the modifications to the standards adopted pur­
suant to paragraph (1). 

15) ASSISTANCE TO T H E SECRETARY.—In complying with 
the requirements of this section, the Secretary shall rely on 
recommendations of the Medicare Information Advisory Com­
mittee established under subsection (g) and shall consult with 
appropriate Federal and State agencies and private organiza­
tions. Ihe Secretary shall publish in the Federal Register the 
recommendations of the Medicare Information Advisory Com­
mittee regarding the adoption of a standard under this section. 
"(b) STANDARDS POR INFORMATION TRANSACTIONS AND DATA 

ELEMENTS.— 
11) IN GENERAL.—The Secretary shall adopt standards for 

transactions and data elements to make medicare infonnation 
uniformly available to be exchanged electronically, that ia— 

IA) appropriate for the following financial and admin­
istrative transactions: claims (including coordination of 
benefits) or equivalent encounter information, enrollment 
and disenrollment, eligibility, premium payments, and re­
ferral certification and authorization; and 

IB) related to other financial and administrative 
transactions determined appropriate by the Secretary con­
sistent with the goals of improving the operation of the 
health care system and reducing administrative costs. 
12) UNIQUE HEALTH IDENTIFIERS.— 

IA) ADOPTION OF STANDARDS.—The Secretary shall 
adopt standards providing for a standard unique health 
identifier for each individual, employer, health plan, and 
health care provider for use in the medicare inionnation 
system In developing unique health identifiers for each 
health plan and health care provider, the Secretary shall 
take into account multiple uses for identifiers and multiple 
locations and specialty classifications for health care pro­
viders. 

IB) PENALTY FOR IMPROPER DISCLOSURE.—A person 
who knowingly uses or causes to be used a unique health 
identifier under subparagraph (A) for a purpose that is not 
authorized by the Secretary shall— 

l i ) be fined not more than $50,000, imprisoned 
not more than 1 year, or both; or 

Iii) if the offense is committed under false pre­
tenses, be fined not more than $100,000, imprisoned 
not more than 5 years, or both 

13) CODE SETS.— 
IA) IN GENERAL.—Ihe Secretary, in consultation with 

the Medicare Information Advisory Committee, experts 
from Uie private sector, and Federal and State agencies, 
shall-

1i) select code sets for appropriate data elements 
from among the code sets that have been developed by 
private and public entities; or 
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"(ii) establish code sets for such data elements if 
no code sets for the data elements have been devel­
oped. _ _ 
"(B) DISTRIBUTION.—The Secretary shall establish effi­

cient snd low-cost procedures for distribution (including 
electronic distribution) of code sets and modifications made 
to such code sets under subsection (c)(2). 
14) ELECTRONIC SIGNATURE.— 

"(A) IN GENERAL.—The Secretary, after consultation 
with the Medicare Information Advisory Committee, shall 
promulgate regulations specifying procedures for the elec­
tronic transmission and authentication of signatures, com­
pliance with which will be deemed to satisfy Federal and 
State statutory requirements for written signatures with 
respect to information transactions required by this section 
ana written signatures on enrollment and disenrollment 
forms. 

"(B) PAYMENTS FOR SERVICES AND PREMIUMS.—Noth­
ing in this section shall be construed to prohibit the pay­
ment of health care services or health plan premiums by 
debit, credit, payment card or numbers, or other electronic 
means. 
15) TRANSFER OF INFORMATION BETWEEN HEALTH PLANS.— 

The Secretary shall develop rules and procedures— 
IA) for determining the finandal liability of health 

plans when health care benefits are payable under two or 
more health plans; and 

"(B) for transferring among health plans appropriate 
standard data elements needed for the coordination of ben­
efits, the sequential processing of claims, and other data 
elements for individuals who nave more than one health 
plan. 
16) COORDINATION OP BENEFITS.—If, at the end of the 5-

year period beginning on the date of the enactment of this sec­
tion, the Secretary determines that additional transaction 
standards for coordinating benefits are necessary to reduce ad­
ministrative costs or duplicative (or inappropriate) payment of 
claims, the Secretary shall establish further transaction stand­
ards for the coordination of benefits between health plans. 

17) PROTECTION OF TRADE SECRETS.—Except as otherwise 
required by law, the standards adopted under this section shall 
not require disclosure of trade secrets or confidential commer­
cial infonnation by an entity operating a medicare information 
network. 
"(c) TIMETABLES FOR ADOPTION OP STANDARDS.— 

11) INITIAL STANDARDS.—Not later than 18 months after 
the date of the enactment of this section, the Secretary shall 
adopt standards relating to the infonnation transactions, data 
elements of medicare information and security described in 
subsections (a) and (b). 

12) ADDmONS AND MODIFICATIONS TO STANDARDS.— 
IA) IN GENERAL.—The Secretary shall review the 

standards adopted under this section and shall adopt addi­
tional or modified standards, that have been developed or 
modified by a standard setting organization, as determined 
appropriate, but not more frequently than once every 12 
months. Any addition or modification to such standards 
shall be completed in a manner which minimizes the dis­
ruption and cost of compliance. 

U(B) ADDITIONS AND MODIFICATIONS TO CODE SETS.— 
I i ) IN GENERAL.—The Secretary shall ensure that 

procedures exist for the routine maintenance, testing, 
enhancement, and expansion of code sets. 

I i i ) ADDITIONAL RULES.—If a code set is modified 
under this paragraph, the modified code set shall in­
clude instructions on how data elements of medicare 
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information that wer« encoded prior to the modifica­
tion may be converted or translated so as to preserve 
the informational value of the data elements that ex­
isted before the modification. Any modification "to a 
code set under this paragraph shall be implemented in 
a manner that minimizes the disruption and cost of 
complying with such modification. 

"(d) REQUIREMENTS FOR HEALTH PLANS.— 
"(1) IN GENERAL.—If a person desires to conduct any of the 

information transactions described in subsection (bXD with a 
health plan as a standard transaction, the health plan shall 
conduct such standard transaction in a timely manner and the 
information transmitted or received in connection with such 
transaction shall be in the form of standard data elements of 
medicare information. 

"(2) SATISFACTION OF REQUIREMENTS.—A health plan may 
satisfy the requirement imposed on such plan under paragraph 
(1) by directly transmitting standard data elements of medi­
care information or submitting nonstandard data elements to 
a medicare information network service for processing into 
standard data elements and transmission. 

13) TIMETABLES FOR COMPLIANCE WITH REQUIREMENTS.— 
Not later than 24 months after the date on which standards 
are adopted under subsections (a) and (b) with respect to any 
type of information transaction or data element of medicare in­
formation or with respect to security, a health plan shall com­
ply with the requirements of this section with respect to such 
transaction or data element 

14) COMPLIANCE WITH MODIFIED STANDARDS.—If the Sec­
retary adopts a modified standard under subsection (a) or (b). 
a health plan shall be required to comply with the modified 
standard at such time as the Secretary determines appropriate 
taking into account the time needed to comply due to the na­
ture and extent of the modification. However, the time deter­
mined appropriate under the preceding sentence shall be not 
earlier than the last day of the 180-day period beginning on 
the date such modified standard is adopted. The Secretary may 
extend the time for compliance for small health plans, if the 
Secretary determines such extension is appropriate. 
Ie) GENERAL PENALTY FOR FAILURE TO COMPLY WITH RE­

QUIREMENTS AND STANDARDS.— 
11) GENERAL PENALTY.— 

"(A) IN GENERAL.—Except as provided in paragraph 
(2), the Secretary shall impose on any person that violates 
a requirement or standard— 

l i ) with respect to medicare information trans­
actions, data elements of medicare information, or se­
curity imposed under subsection (a) or (b); or 

Iii) with respect to health plans imposed under 
subsection (d); 

a penalty of not more than $100 for each such violation of 
a specific standard or requirement, but the total amount 
imposed for all such violations of a specific standard or re­
quirement during the calendar year shall not exceed 
$25,000. 

"(B) PROCEDURES.—The provisions of section 1128A 
(other than subsections (a) and (b) and the second sentence 
of subsection (f)) shall apply to the imposition of a dvil 
money penalty under this paragraph in the same manner 
as such provisions apply to the imposition of a penalty 
under such section 1128A 

I C ) DENIAL OP PAYMENT.—Except as provided in para­
graph (2), die Secretary may denv payment under this 
title for an item or service furnished by a person if the per­
son fails to comply with an applicable requirement or 
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standard for medicare information relating to that item or 
service. 
12) LIMITATIONS.— 

"(A) NONCOMPUANCE NOT DISCOVERED.—A penalty 
may not be imposed under paragraph (1) if it is estab­
lished to the satisfaction of the Secretary that the person 
liable for the penalty did not know, and by exercising rea­
sonable diligence would not have known, that such person 
failed to comply with the requirement or standard de­
scribed in paragraph (1). 

M(B) FAILURES DUE TO REASONABLE CAUSE.— 
"(i) IN GENERAL.—Except as provided in clause (ii), 

a penalty may not be imposed under paragraph (l) 
if— 

I I ) the failure to comply was due to reason­
able cause and not to willful neglect; and 

I I I ) the failure to comply is corrected during 
the 30-day period beginning on the first date the 
person liable for the penalty knew, or by exercis­
ing reasonable diligence would have known, that 
the failure to comply occurred. 
Iii) EXTENSION OP PERIOD.— 

I D No PENALTY.—The period referred to in 
clause (iXII) may be extended as determined ap­
propriate by the Secretary based on the nature 
and extent of the failure to comply. 

"(II) ASSISTANCE.—If the Secretary deter­
mines that a health plan failed to comply because 
such plan was unable to comply, the Secretary 
may provide technical assistance to such plan dur­
ing the period described in clause (iXII). Such as­
sistance shall be provided in any manner deter­
mined appropriate by the Secretary. 

"(C) REDUCTION.—In the case of a failure to comply 
which is due to reasonable cause and not to willfid neglect, 
any penalty under paragraph (1) that is not entirely 
waived under subparagraph (B) may be waived to the ex­
tent that the payment of such penalty would be excessive 
relative to the compliance failure invorved 

If) EFFECT ON STATE LAW.— 
11) GENERAL E F F E C T . — 

IA) GENERAL RULE.—Except as provided in subpara­
graph (B), a provision, requirement, or standard under this 
section shaU supersede any contrary provision of State 
law, including a provision of State law that requires medi­
cal or health plan records (including billing information) to 
be maintained or transmitted in written rather than elec­
tronic form 

"(B) EXCEPTIONS.—A provision, requirement, or stand­
ard under this section shall not supersede a contrary pro­
vision of State law, if the provision of State law— 

l i ) provides requirements or standards that are 
more stringent than the requirements or standards 
under this section with respect to the privacy of indi­
vidually identifiable medicare information; or 

Iii) is a provision the Secretary determines is nec­
essary to prevent firaud and abuse with respect to con­
trolled substances, or for other purposes. 

12) PUBLIC HEALTH REPORTING.—Nothing in this section 
shall be construed to invalidate or limit the authority, power, 
or procedures established under any law providing for the re-

Eorting of disease or injury, child abuse, birth, or death, public 
ealth surveillance, or public health investigation or interven­

tion. 
Ig) MEDICARE INFORMATION ADVISORY COMMITTEE.— 

-V 
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11) ESTABLISHMENT.—There is established a committee to 

be known as the Medicare Information Advisory Committee (in 
this subsection referred to as the 'committee'). _ 

12) DUTIES.—The committee shall— 
IA) advise the Secretary in the development of stand­

ards under this section; and 
IB) be generally responsible for advising the Sec­

retary and the Congress on the status and the future of 
the medicare information network. 
13) MEMBERSHIP.— 

"(A) IN GENERAL.—The committee shall consist of 9 
members of whom— 

l i ) 3 shall be appointed by the President; 
Iii) 3 shall be appointed by the Speaker of the 

House of Representatives after consultation with the 
minority leader of the House of Representatives; and 

liii) 3 shall be appointed by the President pro 
tempore of the Senate uter consultation with the mi­
nority leader of the Senate. 

The appointments of the members shall be made not later 
than 60 days after the date of the enactment of this sec­
tion. The President shall designate 1 member as the Chair. 

IB) EXPERTISE.—The membership of the committee 
shall consist of individuals who are of recognized standing 
and distinction in the areas of infonnation systems, infor­
mation networking and integration, consumer health, or 
health care financial management, and who possess the 
demonstrated capacity to discharge the duties imposed on 
the committee. 

IC) TERMS.—Each member of the committee shall be 
appointed for a term of 5 years, except that the members 
first appointed shall serve staggered terms such that the 
terms of not more than 3 members expire at one time. 

ID) INITIAL MEETING.—Not later than 30 days after 
the date on which a majority of the members have been 
appointed, the committee shall hold its first meeting. 
14) REPORTS.—Not later than 1 year after the date of the 

enactment of this section, and annually thereafter, the commit­
tee shall submit to Congress and the Secretary a report regard­
ing— 

IA) the extent to which entities using the medicare 
information network are meeting the standards adopted 
under this section and working together to form an inte­
grated network that meets the needs of its users; 

IB) the extent to which such entities are meeting the 
security standards established pursuant to this section and 
the types of penalties assessed for noncompliance with 
such standards; 

I C ) any problems that exist with respect to implemen­
tation of the medicare information network; and 

ID) the extent to which timetables under this section 
are being met 

Reports made under this subsection shall be made available to 
health care providers, health plans, and other entities that use 
the medicare information network to exchange medicare infor­
mation. 
"(h) DEPINITIONS.—For purposes of this section: 

11) CODE SET.—The term 'code set* means any set of codes 
used for encoding data elements, such as tables of terms, en­
rollment information, and encounter data. 

12) COORDINATION OP BENEPTTS.—The term 'coordination 
of benefits' means determining and coordinating the financial 
obligations of health plans when health care benefits are pay­
able under such a plan and under this title (including under 
a MedicarePlus product). 
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13) MEDICARE INFORMATION.—"Hie tenn 'medicare infor- V 

matdon' means any information that relates to the enrollment 
of individuals under this title (including information relating to 
elections of MedicarePlus products under section 1805) and the 
provision of health benefits (including benefits provided under 
such products) under this title. 

14) MEDICARE INFORMATION NETWORK.—The term 'medi­
care infonnation network* means the medicare information sys­
tem that is formed through the application of the requirements 
and standards established under tnis section. 

15) MEDICARE INFORMATION NETWORK SERVICE.—The term 
'medicare infonnation network service' means a public or pri­
vate entity that— 

I A ) processes or facilitates the processing of non­
standard data elements of medicare infonnation into 
standard data elements; 

IB) provides the means by which persons may meet 
the requirements of this section; or 

IC) provides specific infonnation processing services. 
16) HEALTH PLAN.—The term 'health plan' means a plan 

which provides, or pays the cost of, health benefits. Such term 
includes the following, or any combination thereof. 

"(A) Part A or part B of this title, and includes a 
MedicarePlus product. 

IB ) The medicaid program under title XIX and the 
MediGrant program under title XXI. 

IC) A medicare supplemental policy (as defined in sec­
tion 1882(eXl)). 

I D ) Worker's compensation or similar insurance. 
IE) Automobile or automobile medical-payment insur­

ance. 
I F ) A long-term care policy, other than a fixed indem­

nity policy. 
IG) The Federal Employees Health Benefit Plan 

under chapter 89 of title 5. United States Code. 
"(H) An employee welfare benefit plan, as defined in 

section 3(1) of the Employee Retirement Income Security 
Act of 1974 (29 U.S.C. 1002(1)), but only to the extent the 
plan is established or maintained for the purpose of pro­
viding health benefits. 
17) INDIVIDUALLY IDENTIFIABLE MEDICARE INFORMATION.— 

The term Individually identifiable medicare information' 
means medicare enrollment information, including demo­
graphic information collected from an individual, that— 

I A ) is created or received by a health care provider, 
health plan, employer, or medicare infonnation network 
service, and 

I B ) identifies an individuaL 
18) STANDARD SETTING ORGANIZATION.—The term 'stand­

ard setting organization' means a standard setting organiza­
tion accredited by the American National Standards Institute. 

19) STANDARD TRANSACTION.—The term 'standard trans­
action' means, when referring to an information transaction or 
to data elements of medicare information, any transaction that 
meets Uie requirements and implementation specifications 
adopted by the Secretary under subsections (a) and (b).". 

PART 5—OTHER PROVISIONS RELATING TO 
PARTS A AND B 

SEC. 16741. CLARIFICATION OF MEDICARE COVERAGE OF ITEMS AND 
SERVICES ASSOCIATED WITH CERTAIN MEDICAL DEVICES 
APPROVED FOR INVESTIGATIONAL USB. 

(a) COVERAGE.—Nothing in tide XVm of the Social Security 
Act may be construed to prohibit coverage under part A or part B 
of the medicare program of items and services associated with the 
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U M of a medical device in the furnishing of inpatient or outpatient 
hospital services (including outpatient diagnostic imaging services) 
for which payment may be made under the program solely on the 
grounds that the device is not an approved device, if— 

(1) the device is an investigational device; and 
(2) the device is used instead of either an approved device 

or a covered procedure. 
(b) CLARIFICATION OF PAYMENT AMOUNT.—Notwithstanding 

any other provision of title XVIII of the Social Security Act, the 
amount of payment made under the medicare program for any item 
or service associated with the use of an investigational device in 
the furnishing of inpatient or outpatient hospital services (includ­
ing outpatient diagnostic imaging services) for which payment may 
be made under the program may not exceed the amount of the pay­
ment which would have been made under the program for the item 
or service if the item or service were associated with the use of an 
approved device or a covered procedure. 

(c) DEFINITIONS.—In this section— 
(1) the term "approved device" means a medical device (or 

devices) which has been approved for marketing under pre­
market approval under the Federal Food, Drug, and Cosmetic 
Act or cleared for marketing under a 510(k) notice under such 
Act; and 

(2) the term "investigational device" means— 
(A) a medical device or devices (other than a device de­

scribed in paragraph (1)) approved for investigational use 
under section 520(g) of the Federal Food, Drug, and Cos­
metic Act, or 

(B) an investigational combination product under sec­
tion 503(g) of the Federal Food, Drug, and Cosmetic Act 
which includes a device (or devices) authorized for use 
under section 505(i) of such Act 

SEC. 1S741. ADDITIONAL EXCLUSION FROM COVERAGE. 
(a) I N GENERAL.—Section 1862(a) (42 U.S.C. 1395y(a)), ss 

amended by section 15525(aX2) and section 15701(cX2XC), is 
amended— 

(1) by striking "or" at the end of paragraph (16), 
(2) by striking the period at the end of paragraph (17) and 

inserting "; or", and 
(3) ov inserting after paragraph (17) the following new 

paragraph: 
118) where such expenses are for items or services, or to 

assist in the purchase, in whole or in part of health benefit 
coverage that includes items or services, for the purpose of 
causing, or assisting in causing, the death, suicide, euthanasia, 
or mercy killing of a person.". 
(b) EFFECTIVE DATE.—The amendments made by subsection (a) 

shall apply to payment for items and services furnished on or after 
the date of the enactment of this Act 

Subtitle I—Clinical Laboratories 
SEC. 1S801. EXEMPTION OF PHYSICIAN OFFICE LABORATORIES. 

Section 353(d) of the PubUc Health Service Act (42 US.C. 
263a(d)) is amended— 

(1) by redesignating paragraphs (2), (3), and (4) as para­
graphs (3), (4), and (5) and by adding after paragraph (1) the 
foUowing: 

14) EXEMPTION OF PHYSICIAN OFFICE LABORATORIES.— 
I A ) I N GENERAL.—Except as provided in subpara­

graph (B), a clinical laboratory in a physician's office (in­
cluding an office of a group of physicians) which is directed 
by a physician and in which examinations and procedures 
are either performed by a physician or by individuals su­
pervised by a physician solely as an adjunct to other serv-
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ices provided by the physician's office is exempt from this v 

section. 
"(B) EXCEPTION.—A clinical laboratory described in 

subparagraph (A) is not exempt from this section when, it-
performs a pap smear (Papanicolaou Smear) analysis. 

"(C) DEFINITION.—For purposes of subparagraph (A), 
the term 'physician* has the same meaning as is prescribed 
for such term by section 186 Kr) of the Social Security Act 
(42 U.S.C. 1395x(r)).'; 
(2) in paragraph (3) (as so redesignated) by striking 13) 

and inserting 14)"; and 
(3) in paragraphs (4) and (5) (as so redesignated) by strik­

ing 12)" and inserting "(3)". 
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"ADVISORY OPINIONS 

"SEC. 1130. (a) ISSUANCE OP ADVISORY OPINIONS.—The Sec­
retary shall issue written advisory opinions as provided in this sec­
tion. 

"(h) MATTERS SUBJECT TO ADVISORY OPINIONS.—The Secretary 
shall issue advisory opinions as to the following matters: 

"(1) What constitutes prohibited remuneration within the 
meaning of section 1128B(b). 

"(2) Whether an arrangement or proposed arrangement 
satisfies the criteria set forth in section 1128B(bX3) for activi­
ties which do not result in prohibited remuneration. 

"(3) Whether an arrangement or proposed arrangement 
satisfies the criteria which the Secretary has established, or 
shall establish by regulation for activities which do not result 
in prohibited remuneration. 

14) What constitutes an inducement to reduce or limit 
services to individuals entitled to benefits under title XVIII or 
title XEX within the meaning of section 1128B(b). 

15) Whether any activity or proposed activity constitutes 
grounds for the imposition of a sanction under section 1128, 
1128A, or 1128B. 
"(c) MATTERS NOT SUBJECT TO ADVISORY OPINIONS.—Such ad­

visory opinions shall not address the following matters: 
11) Whether the fair market value shall be, or was paid 

or received for any goods, services or property. 
12) Whether an individual is a bona fide employee within 

the requirements of section 3121(dX2) of the Internal Revenue 
Code of 1986. 
"(d) EFFECT OF ADVISORY OPINIONS.— 

11) BINDING AS TO SECRETARY AND PARTIES INVOLVED.— 
Each advisory opinion issued by the Secretary shall be binding 
as to the Secretary and the party or parties requesting the 
opinion. 

12) FAILURE TO SEEK OPINION.—The failure of a party to 
seek an advisory opinion may not be introduced into evidence 
to prove that the party intended to violate the provisions of 
sections 1128,1128A, or 1128B. 
"(e) REGULATIONS.— 

11) IN GENERAL.—Not later than 180 days after the date 
of the enactment of this section, the Secretary shall issue regu­
lations to carry out this section. Such regulations shall provide 
for— 

IA) the procedure to be followed by a party applying 
for an advisory opinion; 

IB) the procedure to be followed by the Secretary in 
responding to a request for an advisory opinion; 

IC) the interval in which the Secretary shall respond; 
ID) the reasonable fee to be charged to the party re­

questing an advisory opinion; and 
"(E) the manner in which advisory opinions will be 

made available to the public 
12) SPECIFIC CONTENTS.—Under the regulations promul­

gated pursuant to paragraph (1)— 
"(A) the Secretary shall be required to respond to a 

party requesting an advisory opinion by not later than 30 
days after the request is made; and 

"(B) the fee charged to the party requesting an advi­
sory opinion shall be equal to the coets incurred by the 
Secretary in responding to the request.", 

(b) EFFECTIVE DATE.—The amendment made by subsection (a) 
shall apply to requests for advisory opinions made on or after Jan­
uary 1, 1996. 
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