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or those with only secondary roads, 15
miles) from the nearest hospital or CAH.
Section 1820(c)(2)(B)(i)(II) provides an
exception to that general requirement
for a hospital that is certified by the
State as a necessary provider of health
care services to residents in the area. We
do not agree with the commenter’s view
that the provision for ‘‘necessary
provider’’ certification somehow stands
apart from the basic requirement. On the
contrary, it clearly is set up as an
alternative method of qualifying for a
facility which cannot meet the basic
mileage rule. In this context, we also
wish to clarify that the necessary
provider certification must be specific to
each hospital, and that we would not
accept a blanket statement, unsupported
by any other information, to the effect
that a State considers all hospitals it has
designated as CAHs to be ‘‘necessary
providers.’’ We would expect that State
criteria for making the ‘‘necessary
provider’’ certification will be defined
in the State rural health care plan. The
States can make the designation of
necessary provider of health care
services to residents of an area,
however, this is just one of several
criteria the facility must satisfy to
qualify as a CAH. The assertion that
these other criteria have been met is
subject to Secretarial review and
approval. Section 1820(b)(3) makes it
clear that the Secretary may require, as
part of the application process, ‘‘other
information and assurances.’’ As to the
‘‘necessary provider’’ determination, the
Secretary may require the State to
submit the information that formed the
basis of the State’s determination.

Comment: One commenter suggested
that the regulations be clarified to allow
a State’s ‘‘necessary provider’’
certification as an alternative to the
distance criteria. The commenter
believed that State criteria should be
related to community needs and access
issues, and State criteria should be
outlined in the State rural health care
plan.

Response: While we agree that the
State should outline its criteria in its
plan, the regulations at § 486.610(b)(4)
already provide for certification by the
State of a ‘‘necessary provider’’ in place
of the distance requirement and we
believe no further clarification is
necessary.

Comment: One commenter stated that
a per-stay limitation on the length of
inpatient stay, such as the 96-hour limit
imposed under the MRHFP, may be
more restrictive than the average length
of stay rule applicable to RPCHs. The
commenter noted that PROs are
authorized to waive the per-stay limit
for particular cases, but suggested that

obtaining such waivers would be
burdensome for both the facility and the
PRO and therefore should be used only
rarely. Therefore, the commenter
indicated an interest in seeking a
legislative change to return to a rule
based on a facility-wide average length
of stay, saying that such a limit would
allow CAHs greater flexibility to serve
patients.

Response: Because a change in the
statute would be needed to authorize
use of a length-of-stay limit based on
facility averages, we have not revised
the regulations based on this comment.
We will, of course, consider the
commenter’s views in deciding whether
to support any proposed amendments to
the provisions imposing a per-stay limit.

Comment: One commenter noted that
the definition of ‘‘rural’’ used under
both the RPCH and MRHFP regulations,
which is the same definition used for
other Medicare payment purposes,
considers each individual county to be
either ‘‘urban’’ or ‘‘rural’’ in its entirety.
The commenter pointed out that there
are some large counties that encompass
both densely populated urban areas and
very small, remote rural areas. Another
commenter expressed the view that the
statute should be changed to allow use
of a definition that recognizes some
areas of such counties as being ‘‘rural,’’
and asked that we support such a
change. Another commenter simply
asked that the implementing regulation
at § 485.610(b)(2) be changed to reflect
this type of situation.

Response: We agree that a change in
the statute would be needed to
authorize such a definition, since
section 1820(c)(2)(B)(i) of the Act
mandates use of the ‘‘rural’’ definition
in section 1886(d)(2)(D) of the Act. Thus
we did not revise the regulations based
on these comments.

Comment: One commenter stated that
in order to extend acute care services to
areas that have not previously had
access to these services, facilities other
than hospitals should be considered
eligible for designation as critical access
hospitals. The commenter suggested
that Congress intended that this be done
so that extremely remote areas, such as
some parts of Alaska, would have access
to hospital-level services for the first
time through the MRHFP.

Response: We do not agree that the
intent of the legislation as enacted was
to expand acute care capacity into new
areas. On the contrary, we believe it is
intended to preserve existing acute care
capacity by encouraging appropriate
downsizing and reduction in the scope
of services in order to use the remaining
capacity in the most efficient manner.
Furthermore, we note that section

1820(c)(2)(B)(i) of the Act, specifies that
a State may designate a facility as a CAH
only if the facility is a hospital. In view
of the specificity of the statute on this
point, we do not believe that either the
States or HCFA have discretion to
designate nonhospital facilities as
CAHs.

3. Grandfathering/Transition Issues
Comment: One commenter asked that

we clarify the statutory language that
would allow RPCHs to be grandfathered
as CAHs. A commenter suggested that
the regulations be revised to grandfather
all existing RPCHs as CAHs
immediately, and all MAFs as CAHs
effective October 1, 1998, following the
phaseout of the MAF program. Another
commenter suggested that existing
RPCHs be grandfathered as CAHs
without regard to whether they are
otherwise eligible for State designation.
Another commenter expressed concern
regarding the interpretation of the term
‘‘otherwise eligible’’; the intent being
that RPCH facilities that do not meet all
the new requirements will not be
grandfathered in. They believe that
automatic designation of all existing
MAFs and RPCHs as CAHs is the only
approach that reflects the common
meaning of the term ‘‘grandfathering.’’
One commenter believed all existing
RPCH facilities must be grandfathered
and be consistent with the current rules
that were in effect when the facility was
designated as such.

Response: Under section 1820(h) of
the Act, grandfathering is available only
to MAFs operating in Montana and to
RPCHs designated as such by the
Secretary under section 1820 prior to
enactment of the BBA (August 5, 1997),
if they are otherwise eligible for
designation by the State under section
1820(c). We have no authority to extend
grandfathering to other facilities that do
not meet these requirements. Moreover,
when a State represents that a facility
should qualify as a grandfathered CAH,
HCFA may request data to support that
representation pursuant to section
1820(b)(3) of the Act.

Comment: One commenter suggested
that some special provision be made for
facilities that were designated as RPCHs
under previous legislation, but cannot
meet the 35-mile distance criterion
imposed by the new legislation. The
commenter noted that such facilities
will likely be designated as CAHs under
the new legislation, and suggested that
they continue to be treated as RPCHs at
least until the State has submitted a
rural health care plan under the new
MRHFP.

Response: As noted in previous
responses, the statute has provided
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States with the authority to certify
facilities as ‘‘necessary providers’’ if the
35-mile criterion is not met. However,
for a RPCH to be treated as a CAH
(assuming it meets the other statutory
requirements) in lieu of the 35 mile
criterion, it will need to be certified by
the State as being a necessary provider
of health care services to residents in its
area by the beginning of its next cost
reporting period. However, section
1820(h) of the Act allows grandfathering
of a MAF or RPCH only if the facility
or hospital is otherwise eligible and we
intend to implement this provision of
the statute.

4. Payment Issues
Comment: Under the EACH/RPCH

program, EACHs participating in the
program received sole community status
as an incentive for participating as a
member of a EACH/RPCH network. One
commenter pointed out that while the
regulations allow for the continuation of
enhanced reimbursement to EACHs,
there is no such enhanced payment to
acute care facilities serving as resources
to CAH facilities. The commenter
recommended sole community
reimbursement to those acute care
hospitals that will assist CAHs.

Response: Section 4201(c)(4) of the
BBA authorized the continuation of
payment for those hospitals who had
participated as EACHs in the EACH/
RPCH program and, thus, were
designated sole community hospitals.
The regulations reflect this statutory
provision. However, we have no
statutory authority to adopt the
commenter’s recommendation of
allowing sole community status for
those hospitals assisting the CAHs
under the MRHFP.

Comment: One commenter stated that
the amendments made by the BBA do
not necessarily eliminate the all-
inclusive payment option for outpatient
services that was explicitly provided for
under prior law (section 1834(g)(1)(B) of
the Act, as in effect before enactment of
the BBA). The commenter noted that
section 1834(g) of the Act was amended
to provide for payment of the reasonable
cost of the CAH in providing the
outpatient services, and suggested that
the all-inclusive rate method, as a cost-
based method, would be permitted by
the new legislation. Commenters also
argued that the all-inclusive rate method
furthers one of the goals of the BBA, in
that it encourages the development of
integrated rural health networks. Thus,
the commenter recommended that the
regulations be revised to again make the
all-inclusive rate method available for
outpatient services. Another commenter
also recommended that the all-inclusive

rate option be made available to critical
access hospitals or, as an alternative,
that the RPCHs that had elected the all-
inclusive method continue to be paid
under that method at least until October
1, 1998.

One commenter stated that some
facilities that had operated provider-
based rural health clinics in the past
closed those clinics and instead elected
payment under the all-inclusive rate
option, thereby benefiting by being able
to claim payment at levels of cost higher
than would be permitted under the
physician fee schedule. The commenter
stated that such facilities may choose to
reopen their rural health clinics if they
are not allowed to continue to claim
payment under the all-inclusive rate
method. The commenter suggested that
reopening the facilities as RHCs would
entail considerable administrative
expense for the facility and suggested
that this could be avoided if the all-
inclusive option were retained. One
commenter stated that because of the
all-inclusive method they have been
able to enter into legally binding
contracts with health professionals to
provide skilled medical services. To
interrupt these contracts (by
discontinuing the all-inclusive method)
could result in the discontinuation of
these services to their patients and
could prove financially detrimental to
the well-being of the hospital.

Other commenters also expressed
concern regarding the elimination of the
all-inclusive method. Of these
commenters, one stated that this method
enabled small rural hospitals to recruit
and retain physicians because they
could integrate the physician and
hospital payments. Another stated that
this method simplified the billing
process because, by combining the
professional portion of an encounter
with the technical service, time and
paperwork are reduced. Several
commenters stated that elimination of
the all-inclusive method will have
significant financial implications,
prevent some hospitals who would
otherwise benefit from the program from
participating, and many rural patients
will lose access to specialists because
this option strengthened the ability to
recruit traveling physician clinics.
Another commenter stated that the all-
inclusive-rate method should be
reinstated or, at a minimum, a
professional fee should be included in
the facility cost structure for CAHs.

Response: We reviewed the
commenters’ concerns carefully, but we
do not agree that we have discretion to
retain the all-inclusive rate option.
Under Medicare, physician services to
hospital patients are not paid through

the hospital, but are billed separately to
the Medicare carrier and paid for under
the physician fee schedule (sections
1832(a)(1), 1861(s)(1), and 1842 of the
Act). Facility services are billed to the
Medicare intermediary. Previous law
(specifically, section 1834(g)(1)(B) of the
Act, as in effect before the enactment of
the BBA), explicitly authorized an
exception to this practice, in that it
permitted RPCHs to elect to be paid for
services to outpatients under an all-
inclusive rate method, described in that
section, which reflects the costs of both
facility and physician services.

The BBA amended section 1834(g) of
the Act to eliminate the RPCH payment
methods, including the all-inclusive rate
option. Under the statute, as amended,
the option of paying for physician
services to hospital patients through
payment to the CAH for its costs no
longer exists. On the contrary, CAHs are
to be paid for their reasonable costs of
facility services. Physician services will
be billed separately to the Medicare Part
B carrier, and payment will be made
under the physician fee schedule. We
also considered the proposal that RPCHs
that had elected to be paid for
outpatient services under the all-
inclusive rate method be allowed to
continue receiving payment under that
method until October 1, 1998. At this
time, we are allowing existing RPCHs
that are to be grandfathered as CAHs to
continue to receive payment under the
all-inclusive payment until each
facility’s first cost reporting period
beginning after October 1, 1997.
However, since the statute made no
provision for extension of this payment
methodology for CAHs, this payment
methodology will be eliminated at the
end of the period stated above.
Continuation of previous payment
methods for MAFs through September
30, 1998, is possible because section
4201(c)(6) of the BBA explicitly
authorizes such a transition period for
them. However, there is no similar
provision for RPCHs.

Regarding RHC conversions, we do
not accept the commenter’s claim that
eliminating the all-inclusive payment
method will force hospitals to set up
RHCs. Physicians who provide services
to outpatients of CAHs are entitled to
bill for these services on the same basis
as if they had been furnished in a
hospital outpatient department.

We agree that one major goal of the
legislation is to foster networking and
appropriate integration of services.
However, we believe that integration of
services through improved
coordination, sharing of patient
information, and other clinical measures
does not require that physician billing
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and facility billing be integrated, nor
that such financial integration
necessarily encourages clinical
integration.

Comment: Several commenters
requested that HCFA clarify that
coinsurance amounts for CAH services
are to be determined based on the
hospital’s charges, as is the case for full-
service hospitals and most other
providers.

Response: We agree and have made
appropriate revisions to § 410.152(k) in
these final rules.

Comment: The principle of lesser of
cost or charges was not applied to RPCH
payment determinations under previous
statutory provisions. Commenters
recommended that HCFA clarify that
this principle also does not apply in
determining the amount of payment for
CAH services.

Response: We agree and have made
revisions to §§ 413.13(c)(2) and 413.70
to specify that this principle does not
apply to CAH payment determinations.

Comment: One commenter stated that
some CAHs may need to use locum
tenens (temporary substitute) physicians
to maintain the availability of
emergency services on a 24-hour basis.
The commenter recommended that the
regulations be revised to state that costs
of locum tenens physicians are
allowable.

Response: As is the case for full-
service hospitals, standby costs of
emergency room physicians who are
present at the emergency room are
allowable costs and will, to the extent
they are reasonable in amount, be taken
into account in computing Medicare
payment. However, Medicare does not
recognize costs of ‘‘on-call’’ physicians
as allowable costs of operating a CAH.

Comment: One commenter asked for
clarification as to which specific
reasonable cost payment principles will
be applied in determining payment to
CAHs. Specifically the commenter
asked whether, for inpatient services,
CAHs would be subject to the principles
of lesser of cost or charges, ceilings on
the rate of hospital cost increases, limits
on payment for services of physical,
occupational, and other therapy services
furnished under arrangements,
reasonable compensation equivalent
(RCE) limits on payments for services of
physicians to providers, and the SNF
routine nursing service cost limits. With
respect to outpatient services, the
commenter asked whether payment
would be subject to the principles of
lesser of cost or charges, reasonable
compensation equivalent (RCE) limits
on payments for services of physicians
to providers, the 5.8 percent operating
cost reduction, the capital cost

reduction, blended payment amounts
for ASC, radiology, and other diagnostic
services, and the fee schedule for
clinical laboratory tests.

Response: We plan to apply the limits
on physical, occupational, speech, and
other therapy services furnished under
arrangements in determining the
reasonableness of costs of both inpatient
and outpatient services. We do not plan
to apply the principles of lesser of cost
or charges; ceilings on the rate of
hospital cost increases; any type of
reductions of operating or capital costs
under § 413.24 or § 413.130(j)(7); the
blended payment amounts for
ambulatory surgical centers (ASC)
services, radiology, and other diagnostic
services; or the clinical laboratory fee
schedule. We do not plan to apply RCE
limits on payments of physicians to
providers. However, we note that the
costs of these services will be subject to
both the prudent buyer principle
(section 2103 of the Medicare Provider
Reimbursement Manual) and the
requirement that costs not be
‘‘substantially out of line’’ with those of
other, similar institutions (§ 413.9(c)(2)).
Intermediaries are authorized to
examine all claimed costs to make sure
they are not substantially out of line. An
intermediary might in this respect refer
to the RCE limits as one guide as to
what may be reasonable in a given case.
We have not specified that the SNF
routine cost limits do not apply to
CAHs, since this is self-evident.

Comment: One commenter suggested
that, to ensure that payment policies are
applied uniformly in all States and to
make it easier for critical access
hospitals to have questions answered
and problems resolved, a single national
intermediary should be designated to
handle all CAH payment.

Response: In the case of both
hospitals and CAHs, the intermediary
for a particular facility is determined by
the location of the facility. In general,
each facility is serviced by a nonprofit
or commercial insurance plan that also
administers other health insurance
programs for facilities in the State, and
is familiar with characteristics of health
care delivery systems in that State.
Therefore, use of the existing
intermediaries to make payment to
CAHs should help contribute to an
orderly transition to the new program,
since the intermediary servicing a
facility as a CAH would also have
serviced it as a hospital or RPCH and
would be fully familiar with the
facility’s operation and cost
characteristics. However, we agree that
use of a single national intermediary (or
regional intermediaries) would appear
to have some advantages in terms of

ensuring that payment is made
uniformly and consistently. We will
consider this suggestion further and
evaluate the feasibility of a single
national intermediary at some time in
the future.

5. Other Issues
Comment: One commenter stated that

both the RPCH and CAH regulations
allow facilities to close at times when
there are no inpatients, as long as the
emergency services requirements in
§ 485.618 are met. The commenter
stated that existing regulations allow
emergency services to be provided
through a triage and on-call system,
while anti-dumping requirements under
section 1867 of the Act require that all
patients coming to the emergency room
be seen by a physician or midlevel
practitioner. The commenter stated that
compliance with the provisions of
section 1867 of the Act will increase a
CAH’s cost of operating an outpatient
department and suggested that retention
of the all-inclusive rate is needed to
meet the added cost.

Response: The emergency services
requirements for CAHs are exactly the
same as they were for RPCHs, as are the
section 1867 provisions on examination
and treatment for emergency medical
conditions and women in labor (as
implemented under §§ 489.20(q) and
489.24). Except for the change in
terminology from RCPH to ‘‘critical
access hospital’’, the regulations at
§ 485.618 were not changed in any way.
With respect to personnel, these
regulations provide (in paragraph (d))
that there must, on a 24-hour a day
basis, be a practitioner with training and
experience in emergency care on call
and immediately available by telephone
or radio contact, and available on site
within 30 minutes. The practitioner
referred to may be an M.D. or D.O, a
physician assistant, or a nurse
practitioner. Within this minimum
staffing requirement, the CAH is
obligated by the regulations at § 489.24
to provide an appropriate medical
screening examination and, if necessary,
stabilizing treatment to any person who
comes to the emergency room and
requests examination or treatment, or
has such a request made on his or her
behalf. As noted in § 489.24, these
services need only be provided within
the capability of the CAH’s emergency
department. Thus, the transition to CAH
status should not generate any
additional costs for the facility.

Comment: One commenter stated that
Congress clearly intended to allow
CAHs to maintain swing beds, and
suggested that restricting CAH swing-
bed agreements to those facilities that
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had such agreements as full-service
hospitals or as RPCHs would be unfair
to other hospitals and former RPCHs,
and could limit access to skilled nursing
services for Medicare patients.
Therefore, the commenter suggested that
we revise the regulations to make it
clear that hospitals or RPCHs that do not
have swing-bed agreements at the time
they become CAHs are free to enter into
those agreements later, if they meet the
requirements in § 485.645.

Response: We agree and have revised
§ 485.645(a)(1) to eliminate the
requirement that a facility have had a
hospital swing-bed agreement when it
applied for CAH designation.

Comment: One commenter
recommended that, for purposes of
waiving the 96-hour length of stay
restriction under § 482.620(b), we
provide that peer review organizations
(PROs) should have discretion to base
decisions only on clinical judgment of
specific cases, without having to follow
guidelines imposed by HCFA. One
commenter also states that the 96 hours
length of stay should be an average of
96 hours.

Response: We agree that PROs will
necessarily have to make case-specific
clinical judgements to implement this
waiver provision, and do not plan to
release any guidelines to them in the
near future. However, further
experience with the program may
indicate a need for centralized
guidelines to ensure that the waiver
provision is implemented uniformly in
all States, and if such guidelines are
needed they will be issued. As to an
average of 96 hours length of stay, the
statute is clear that the longest stay
permitted will be a 96-hour period, that
is, the 96-hour limit will be applied on
a per-stay basis rather than to the
facility-wide average length of stay.
Consequently, we made no changes in
the regulations based on this comment.

Comment: One commenter stated that
revised § 485.612 (‘‘Compliance with
hospital requirements at time of
application’’) would effectively
eliminate participation in the CAH
program by hospitals that are licensed
but not certified. The commenter
believed the intent of Congress was to
limit CAH candidates to only hospitals
in full compliance with the Medicare/
Medicaid conditions of participation at
the time of application.

Response: We agree, the MRHFP was
established through changes to the
Medicare law and its purpose is to
preserve access to services by Medicare
beneficiaries. Hospitals that do not
participate in Medicare cannot be paid
for nonemergency services to Medicare
patients, and thus do not serve as a

source of care for most Medicare
services. In view of this, we do not
believe there is any basis for making
CAH designations available to these
hospitals. This approach is consistent
with previous RPCH policy and with the
statutory requirement that only
hospitals be designated as CAHs.

Comment: One commenter stated that
it would serve the Medicare program
well to permit CAHs more flexibility in
the realm of surgery. As a RPCH, they
performed only ambulatory type
surgeries, while as an acute care
hospital they performed several types of
low complexity general surgeries. These
low complexity cases were done safely,
economically, and close to home. They
believe that this flexibility would serve
to enhance their ability in emergency
cases.

Response: Under previous statute and
regulations (section 1820(f)(1)(F)(ii) and
42 CFR 485.614(b)(3)), RPCHs were
restricted to certain types of inpatient
surgical and other services requiring
general anesthesia, except in emergency
cases where the attending physician
certified that the risk of transfer to a
hospital outweighed the benefits of the
transfer. This restriction was removed
by the BBA, and § 485.614 was also
removed in the August 29, 1997 final
rule with comment period. Of course,
CAHs are still required to comply with
any State licensure laws affecting their
scope of services.

Comment: One commenter stated that
CAH legislation requires credentialing
and quality assurance review to be done
by another facility. Currently, many
providers that might seek CAH
designation do their own credentialing
and quality assurance review. The
commenter believes that requiring
outside performance of these functions
would be unreasonable and would
recommend some type of grandfathering
of these responsibilities.

Response: The commenter correctly
notes that the statute requires that a
network CAH’s credentialing and
quality assurance review be done by an
outside entity. We have amended
§ 485.603(c) to reflect this and require
all network CAHs to have an agreement
for credentialing and quality assurance
with at least one hospital that is a
network member, one PRO or equivalent
entity, or one other appropriate and
qualified entity identified in the State
rural health care plan. We have also
made a conforming change and have
revised § 485.641(b)(4) to allow the
same three options for the review of the
quality and appropriateness of the
diagnosis and treatment furnished by
doctors of medicine or osteopathy at the
CAH. We recognize that where a facility

is located in an extremely remote area,
performance review and credentialing
by an outside entity can present
practical problems. On the other hand,
given the small numbers of practitioners
furnishing services in a CAH, it may be
difficult or impossible to achieve
objective in-house review. The majority
of CAHs have a limited number of staff
and resources to accomplish
credentialing and quality assurance in
an efficient and effective manner.
Assistance from a knowledgeable source
outside the facility will enable the CAH
to be more efficient in the utilization of
their immediate resources. We
encourage CAHs to develop strategies
for electronic sharing of patient records
and other data related to practitioner
performance and quality assurance.

Comment: One commenter noted that
the statutory provision authorizing
grandfathering of essential access
community hospitals (EACHs) required
only that the hospitals have been
designated by the Secretary as EACHs
under the statute in effect on September
30, 1997 (section 1886(d)(5)(D) of the
Act, as amended by section 4201(c)(4) of
the BBA). In this commenter’s view the
revised regulations at § 412.109(a) are
more restrictive, in that they would
require the hospital, to retain its EACH
status, to comply with the terms,
conditions, and limitations that were
applicable when HCFA designated the
hospital as an EACH. The commenter
noted that the definition of ‘‘network’’
under the new legislation differs from
the regulatory criteria for EACH
designation that were in effect before
October 1, 1997, in that previously
regulations required the EACH to
provide emergency and medical backup
services to RPCHs participating in the
network of which it is a member as well
as to other RPCHs throughout its service
area, while the new statutory definition
of a ‘‘network’’ does not include a
specific requirement for emergency and
medical backup services. The
commenter stated that an EACH should
not lose its EACH designation solely
because it changes its network
agreements to conform to the new
statutory requirements.

Response: This commenter is correct
in noting that the network definition
under the current statute differs from
the EACH designation criteria
previously in effect. We agree that
network agreements entered into after
the effective date of the new provision
(October 1, 1997) should reflect current
statutory requirements. However, it does
not necessarily follow that a hospital
should be able to change the terms of its
agreements made under a previous
statutory provision, while maintaining
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an advantageous level of payment
available under that same previous
statutory provision. Thus, if a hospital
designated as an EACH under prior
statute wants to retain its sole
community hospital status, it will have
to abide by the agreements it made in
order to obtain its EACH designation. If
the hospital wants to scale down its
responsibilities to the level required by
current statute for an acute care hospital
that is a network member, it is free to
do so but will no longer be able to claim
sole community hospital status. The
hospital clearly will not be permitted to
scale down its obligations but continue
to be paid as if it were assuming those
responsibilities.

Comment: Two commenters asserted
that managed care involvement should
be allowed with recognition and
protection for low volume. They
recommended that Medicare+Choice
plans should allow for CAH
participation.

Response: There is no prohibition on
the use of CAH services under managed
care or Medicare+Choice. However, we
have no authority to mandate the level
of payment by these plans to the CAHs.

Comment: Two commenters
recommended that CAHs be allowed to
link formally with other Federal
programs such as Rural Health Clinics,
Public Health, and emergency medical
service.

Response: Under the new legislation,
a new MRHFP was established. Under
this program, States are encouraged to
set up rural health networks. These
networks are defined as an organization
consisting of at least one CAH and at
least one full-service hospital. As to the
CAH linking with other types of
organizations, there is no statutory
prohibition against a State establishing
these linkages under its rural health care
plan, and there is nothing in the
regulations that precludes CAHs from
participating in other Federal programs.
Each program would be required to
independently meet the applicable
Federal regulations. A CAH that
participates in any additional Federal
programs would be responsible for
compliance with all the Medicare CAH
requirements and any other program
requirements in which it participates.

Comment: Communities with CAHs
should receive an exception to the EMS
restrictions, since they do not have the
funds to provide quality EMS service.

Response: We do not believe our
emergency medical service
requirements are complicated or
complex requirements. Rather, in our
development of the original conditions
of participation, we attempted to be
flexible and sympathetic to the need of

these facilities. We do not believe we
can be any more flexible and remain
within the confines of the statute.

Comment: Several commenters
requested additional funding to support
survey and certification activities. They
believe that Federal grant funding
should be used to support survey and
certification activities, combined CAH
and hospital surveys should be allowed,
and States should recognize CAH
participation in EMS and trauma
planning.

Response: Congress did not authorize
an appropriation of additional funds to
survey critical access hospitals. CAH
initial surveys will be scheduled and
conducted by the State survey agencies
in accordance with national priorities
which reflect statutorily mandated
workload requirements and budget
realities. Federal grant funding is not
authorized to support survey and
certification activities. In addition, CAH
and hospital surveys would not be
combined, as these providers are
statutorily and categorically different
entities and subject to separate
requirements. We do not see the added
value of attempting to combine hospital
and CAH surveys. Regarding the
comment that States should recognize
CAH participation in EMS and trauma
planning, we believe this comment is
addressed to the States rather than to
HCFA in implementation of the
MRHFP.

Comment: Some commenters
recommended that HCFA take action to
increase understanding of the Medicare
Rural Hospital Flexibility Program and
simplify its implementation.

Response: We agree, and have
attempted to provide interim guidance
wherever possible to clarify the
requirements of the Medicare Rural
Hospital Flexibility Program legislation.
For example, we recently provided our
regional offices with guidance on
implementing the requirement that a
hospital seeking CAH designation
provide not more than 15 (or, in the case
of a swing-bed facility, 25) acute care
inpatient beds. Because of the
specificity of the law on this point, a
State rural health care plan would not
be approvable unless it specified that
potential CAHs would provide not more
than the allowed number of acute care
inpatient beds, and a hospital that
provided more than the allowed number
of beds would not be eligible for State
designation as a CAH, and could not be
certified by the Secretary as a CAH.
CAHs are, as limited-service facilities,
subject to less rigorous standards than
full-service hospitals and it is important
to ensure that they are truly low-
volume, short-stay facilities as

envisioned in the statute. However, this
does not mean that each hospital
seeking CAH designation must
necessarily reduce its State licensure to
the 15 or 25-bed level. It does mean the
hospital must reduce its number of
Medicare certified beds to the allowed
level (15 or 25 beds) and that it has to
actually provide no more than the
number of inpatient acute beds for
which it is Medicare-certified, or risk
termination of its Medicare
participation agreement and loss of all
Medicare revenue. Since the CAH
designation is related to how the facility
is certified for participation under the
Medicare program, we believe the use of
Medicare certified beds is appropriate.
Further, the use of Medicare certified
beds is consistent with the policies on
hospital and CAH swing-beds (see
§§ 482.66 and 485.645).

We note that for cost reporting and
certain payment provisions (for
example, Medicare-dependent hospitals
and the indirect medical education
adjustment), a facility’s bed size is based
on the average number of beds available
and maintained over the cost reporting
period. We do not believe it would be
appropriate to use this measure of bed
size for purposes of CAH certification.
First, it is based on an average number
of beds that are available over the cost
reporting period. The statute establishes
an absolute limit on the number of beds
that may be provided at any point in
time during the cost reporting period.
Secondly, this measure can only
determine bed size retrospectively and
is not useful as a prospectively
applicable measure of compliance with
the limits on beds provided by CAHs.

Comment: Two commenters suggested
that CAHs and their communities that
have been given incentives to provide
services in underserved areas (HPSAs or
MUAs) should be allowed to keep those
incentives after the need for them has
passed, so the practitioners recruited
through the incentives do not leave,
leading to new shortages.

Response: With regard to the
commenters’ concern regarding
previously given incentives, such
incentives were not granted by us, and
therefore; we have no authority to
permit the continuance of such
incentives. The MRHFP was established
to assist such rural hospitals that may
need the support of other facilities by
setting up networks with agreements
with full service facilities concerning
transportation and communications, not
as an incentive for recruitment of
practitioners.
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III. Provisions of the Final Rule

In summary, in this final rule, we are
making changes to the following
regulations in 42 CFR as described in
the preceding portions of this preamble:
• Section 410.152
• Section 412.105
• Section 413.13
• Section 413.40
• Section 413.70
• Section 413.86
• Section 415.152
• Section 485.603
• Section 485.641
• Section 485.645

Technical Corrections

• Regarding the Medicare geographic
classifications, we are making two
technical changes:
—In § 412.230, paragraph (e)(3), the

phrase ‘‘If a hospital is a rural referral
center,’’ is revised to read ‘‘If a
hospital was ever a rural referral
center’’.

—In § 412.256, paragraph (a)(2), the
phrase ‘‘the month preceding’’ is
revised to read ‘‘the 13-month period
preceding’’.

• In regard to inpatient hospital capital
costs, we are making a cross-reference
change in § 412.322(a)(1) to change
the phrase ‘‘under § 412.105(g)’’ to
read ‘‘under § 412.105(f)’’.

IV. Impact Statement

We have examined the impact of this
final rule as required by Executive
Order 12866 and the Regulatory
Flexibility Act (RFA) (Public Law 96–
354). Executive Order 12866 directs
agencies to assess all costs and benefits
of available regulatory alternatives and,
when regulation is necessary, to select
regulatory approaches that maximize
net benefits (including potential
economic, environmental, public health
and safety effects; distributive impacts;
and equity). The Regulatory Flexibility
Act (RFA) requires agencies to analyze
options for regulatory relief for small
businesses, unless we certify that the
regulation would not have a significant
economic impact on a substantial
number of small entities. For purposes
of the RFA, most hospitals, and most
other providers, physicians and health
care suppliers are small entities, either
by nonprofit status or by having
revenues of $5 million of less annually.

Also, section 1102(b) of the Act
requires us to prepare a regulatory
impact analysis if a final rule may have
a significant impact on the operations of
a substantial number of small rural
hospitals. This analysis must conform to
the provisions of section 603 of the
RFA. With the exception of hospitals

located in certain New England
counties, for purposes of section 1102(b)
of the Act, we define a small rural
hospital as a hospital with fewer than
100 beds that is located outside of a
Metropolitan Statistical Area (MSA) or
New England County Metropolitan Area
(NECMA). Section 601(g) of the Social
Security Amendments of 1983 (Public
Law 98–21) designated hospitals in
certain New England counties as
belonging to the adjacent NECMA.
Thus, for purposes of the prospective
payment system, we classify these
hospitals as urban hospitals. We are not
preparing an analysis for section 1102(b)
of the Act because we have determined,
and we certify, that this final rule will
not have a significant impact on the
operations of a substantial number of
small rural hospitals.

In the August 29, 1997 final rule with
comment period, we discussed in detail
the impact of the provisions of the BBA
(62 FR 46115). We stated that several
provisions of the statute made
significant changes in inpatient hospital
payments for the operating and capital
prospective payment systems during FY
1998. The major portion of this final
rule merely responds to comments on
the August 29 final rule with comment
period and makes clarifying changes.
However it does make a few policy
changes that have an impact on
hospitals as follows:

1. Graduate Medical Education

Section 4623 of the BBA established
a limitation on the number of residents
that a hospital can receive Medicare
direct and indirect medical education
payments. This final rule will provide
hospitals with more opportunities to
receive adjustments to the FTE caps for
GME for medical residency programs
established on or after January 1, 1995.
While this may result in Medicare
paying for more residents than under
the policies announced in the August
29, 1997 final rule with comment
period, we anticipate this impact will be
modest. In addition, hospitals that are
members of the same affiliated group
will also have more flexibility relative to
the August 29, 1997 final rule with
comment period under an aggregate FTE
cap. We believe that these changes will
have a minimal (if any) financial impact
on the Medicare program.

2. Excluded Hospitals and Units

a. Limitations on the Target Amount

In accordance with section 4416 of
the BBA, we calculated a cap on the
TEFRA target amounts for new PPS-
excluded hospitals. This cap is set at
110 percent of the median target amount

for each type of hospital. We have
recalculated the 110 percent of the
median target amount for new long-term
care hospitals, based on a review of the
data. As a result the limit will be revised
from $18,947 to $21,494. Therefore,
fewer new long-term care hospitals will
be adversely affected by the cap.
Although we do not know the precise
financial impact of this change, we
estimate that any additional costs to the
Medicare program will be small given
the small number of long-term care
hospitals that could potentially be
affected.

b. Critical Access Hospitals—
Credentialing and Quality Assurance

We are requiring all CAHs to have an
agreement for credentialing and quality
assurance with at least one hospital that
is a network member, one PRO or
equivalent entity, or one other
appropriate and qualified entity
identified in the State rural health care
plan. For facilities located in an
extremely remote area, performance
review and credentialing by an outside
entity can present practical problems.
However, given the small numbers of
practitioners furnishing services in a
CAH, it may be difficult or impossible
to achieve objective in-house review.
Therefore, making the requirements
consistent will allow the providers more
flexibility in selecting an entity to
perform the credentialing and quality
assurance functions. We believe that
this requirement would not present an
additional financial burden to the
provider.

c. Critical Access Hospitals—Swing-Bed
Agreements

Previously, swing-bed agreements
were restricted to those facilities that
had hospital swing-bed agreements at
the time of their becoming a CAH.
However, due to comments received, we
have changed the regulations to clarify
that hospitals or rural primary care
hospitals that do not have swing-bed
agreements at the time they become
CAHs may enter into such agreements at
a later time if they meet the swing-bed
requirements. This change will increase
the number of CAHs that may qualify
for swing-bed agreements, and thus may
lead to additional utilization of SNF-
level services and higher costs.
However, at this time, we are unable to
estimate the number of facilities that
will request participation in the swing-
bed program, or estimate whether or not
utilization and costs will increase.

For purposes of section 1102(b) of the
Act, we define a small rural hospital as
a hospital that is located outside a
Metropolitan Statistical Area and has
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fewer than 50 beds. We are not
preparing an analysis for section 1102(b)
of the Act because we have determined,
and we certify, that this final rule will
not have a significant impact on the
operations of a substantial number of
small rural hospitals.

In accordance with the provisions of
Executive Order 12866, this final rule
was reviewed by the Office of
Management and Budget.

List of Subjects

42 CFR Part 410

Health facilities, Health professions,
Kidney diseases, Laboratories,
Medicare, Rural areas, X-rays.

42 CFR Part 412

Administrative practice and
procedure, Health facilities, Medicare,
Puerto Rico, Reporting and
recordkeeping requirements.

42 CFR Part 413

Health facilities, Kidney diseases,
Medicare, Puerto Rico, Reporting and
recordkeeping requirements.

42 CFR Part 415

Health facilities, Health professions,
Medicare, Reporting and recordkeeping
requirements.

42 CFR Part 485

Grant programs-health, Health
facilities, Medicaid, Medicare,
Reporting and recordkeeping
requirements.

42 CFR chapter IV is amended as set
forth below:

A. Part 410 is amended as set forth
below:

PART 410—SUPPLEMENTARY
MEDICAL INSURANCE (SMI)
BENEFITS

1. The authority citation for part 410
continues to read as follows:

Authority: Secs. 1102 and 1871 of the
Social Security Act (42 U.S.C. 1302 and
1395(hh)), unless otherwise indicated.

Subpart I—Payment of SMI Benefits

§ 410.152 [Amended]

2. In § 410.152, paragraph (k), second
sentence, the phrase ‘‘coinsurance
amounts, as described in § 413.70(b)(3)
of this chapter’’ is revised to read
‘‘coinsurance amounts with Part B
coinsurance being calculated as 20
percent of the customary (in so far as
reasonable) charges of the CAH for the
services’’.

B. Part 412 is amended as set forth
below:

PART 412—PROSPECTIVE PAYMENT
SYSTEMS FOR INPATIENT HOSPITAL
SERVICES

1. The authority citation for part 412
continues to read as follows:

Authority: Secs. 1102 and 1871 of the
Social Security Act (42 U.S.C. 1302 and
1395hh).

Subpart B—Hospital Services Subject
to and Excluded From the Prospective
Payment System for Inpatient
Operating Costs and Inpatient Capital-
Related Costs

2. In § 412.22, paragraph (f) is revised
to read as follows:

§ 412.22 Excluded hospitals and hospital
units: General rules.

* * * * *
(f) Application for certain hospitals. If

a hospital was excluded from the
prospective payment systems under the
provisions of this section on or before
September 30, 1995, and at that time
occupied space in a building also used
by another hospital, or in one or more
buildings located on the same campus
as buildings used by another hospital,
the criteria in paragraph (e) of this
section do not apply to the hospital.
* * * * *

Subpart G—Special Treatment of
Certain Facilities Under the
Prospective Payment System for
Inpatient Operating Costs

3. In § 412.105, the last sentence of
paragraph (a)(1) is revised, the
parenthetical phrase in the last sentence
of paragraph (f)(1)(v) is revised, and new
paragraphs (f)(1)(vi) and (vii) are added
to read as follows:

§ 412.105 Special treatment: Hospitals that
incur indirect costs for graduate medical
education programs.

* * * * *
(a) * * *
(1) * * * Except for the special

circumstances for affiliated groups and
new programs described in paragraphs
(f)(1)(vi) and (f)(1)(vii) of this section,
for a hospital’s cost reporting periods
beginning on or after October 1, 1997,
this ratio may not exceed the ratio for
the hospital’s most recent prior cost
reporting period.
* * * * *

(f) * * *
(1) * * *
(v) * * * (subject to the requirements

set forth in paragraphs (f)(1)(ii)(C) and
(f)(1)(iv) of this section) * * *

(vi) Hospitals that are part of the same
affiliated group (as described in
§ 413.86(b)) may elect to apply the limit

at paragraph (f)(1)(iv) of this section on
an aggregate basis.

(vii) If a hospital establishes a new
medical residency training program, the
hospital’s FTE cap may be adjusted in
accordance with the provisions of
§ 413.86(g)(6)(i) through (iv).
* * * * *

Subpart L—The Medicare Geographic
Classification Review Board

§ 412.230 [Amended]

4. In § 412.230, paragraph (e)(3), the
phrase ‘‘If a hospital is a rural referral
center,’’ is revised to read ‘‘If a hospital
was ever a rural referral center’’.

§ 412.256 [Amended]

5. In § 412.256, paragraph (a)(2), the
phrase ‘‘the month preceding’’ is revised
to read ‘‘the 13-month period
preceding’’.

Subpart M—Prospective Payment
System for Inpatient Hospital Capital
Costs

§ 412.322 [Amended]

6. In § 412.322(a)(1), the phrase
‘‘under § 412.105(g)’’ is revised to read
‘‘under § 412.105(f)’’.

C. Part 413 is amended as set forth
below:

PART 413—PRINCIPLES OF
REASONABLE COST
REIMBURSEMENT; PAYMENT FOR
END-STAGE RENAL DISEASE
SERVICES; OPTIONAL
PROSPECTIVELY DETERMINED
PAYMENT RATES FOR SKILLED
NURSING FACILITIES

1. The authority citation for Part 413
continues to read as follows:

Authority: Secs. 1102, 1861(v)(1)(A), and
1871 of the Social Security Act (42 U.S.C.
1302, 1395x(v)(1)(A), and 1395hh).

Subpart A—Introduction and General
Rules

2. In section 413.13, a new paragraph
(c)(2)(iv) is added to read as follows:

§ 413.13 Amount of payment if customary
charges for services furnished are less than
reasonable costs.

* * * * *
(c) * * *
(2) * * *
(iv) Critical access hospital (CAH)

services. The lesser of costs or charges
principle does not apply in determining
payment for inpatient or outpatient
services furnished by a CAH under
§ 413.70.
* * * * *
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Subpart C—Limits on Cost
Reimbursement

3. Section 413.40 paragraphs (c)(4)(iii)
and (j) are revised to read as follows.

§ 413.40 Ceiling on the rate-of-increase in
hospital inpatient costs.

* * * * *
(c) * * *
(4) * * *
(iii) In the case of a psychiatric

hospital or unit, rehabilitation hospital
or unit, or long-term care hospital, the
target amount is the lower of—

(A) The hospital-specific target
amount (the net allowable costs in a
base period increased by the applicable
update factors); or

(B) One of the following for the
applicable cost reporting period—

(1) For cost reporting periods
beginning during fiscal year 1998, the
75th percentile of target amounts for
hospitals in the same class (psychiatric
hospital or unit, rehabilitation hospital
or unit, or long-term care hospital) for
cost reporting periods ending during FY
1996, increased by the applicable
market basket percentage up to the first
cost reporting period beginning on or
after October 1, 1997.

(2) For cost reporting periods
beginning during fiscal years 1999
through 2002, the amount determined
under paragraph (c)(4)(iii)(B)(1) of this
section, increased by the market basket
percentage up through the subject
period, subject to the provisions of
paragraph (c)(4)(iv) of this section.
* * * * *

(j) Reduction to capital-related costs.
For psychiatric hospital and units,
rehabilitation hospitals and units, and
long-term care hospitals, the amount
otherwise payable for capital-related
costs for hospital inpatient services is
reduced by 15 percent for portions of
cost reporting periods occurring on or
after October 1, 1997 through September
30, 2002.

Subpart E—Payments to Providers

4. Section 413.70 is revised to read as
follows:

§ 413.70 Payment for services of a CAH.
(a) Except as provided in paragraph

(b) of this section, payment for inpatient
and outpatient services of a CAH is the
reasonable costs of the CAH in
providing such services, as determined
in accordance with section
1861(v)(1)(A) of the Act and the
applicable principles of cost
reimbursement in this part and in part
415 of this chapter.

(b) The following payment principles
are excluded when determining

payment for CAH inpatient and
outpatient services:

(1) For inpatient services—
(i) Lesser of cost or charges;
(ii) Ceilings on hospital operating

costs; and
(iii) Reasonable compensation

equivalent (RCE) limits for physician
services to providers;

(2) For outpatient services—
(i) Lesser of costs or charges;
(ii) RCE limits;
(iii) Any type of reduction to

operating or capital costs under
§ 413.124 or § 413.130(j)(7) of this part;

(iv) Blended payment amounts for
ASC, radiology, and other diagnostic
services; and

(v) Clinical laboratory fee schedule.

Subpart F—Specific Categories of
Costs

5. In § 413.86, the definition of
‘‘affiliated group in paragraph (b) is
revised, paragraph (g)(5) is amended by
adding new sentences at the end of the
paragraph, and paragraphs (g)(6)(i),
(g)(6)(ii), and (g)(7) are revised to read
as follows:

§ 413.86 Direct graduate medical
education payments.

* * * * *
(b) * * *
Affiliated group means—
(1) Two or more hospitals located in

the same urban or rural area (as those
terms are defined in § 412.62(f) of this
subchapter) or in contiguous areas if
individual residents work at each of the
hospitals during the course of the
program; or

(2) If the hospitals are not located in
the same or a contiguous urban or rural
area, the hospitals are jointly listed—

(i) As the sponsor, primary clinical
site or major participating institution for
one or more of the programs as these
terms are used in Graduate Medical
Education Directory, 1997–1998; or

(ii) As the sponsor or under
‘‘affiliations and outside rotations’’ for
one or more programs in operation in
Opportunities, Directory of Osteopathic
Postdoctoral Education Programs.

(3) The hospitals are under common
ownership.
* * * * *

(g) Determining the weighted number
of FTE residents. * * *
* * * * *

(5) * * * If a hospital qualifies for an
adjustment to the limit established
under paragraph (g)(4) of this section for
new medical residency programs
created under paragraph (g)(6) of this
section, the count of residents
participating in new medical residency

training programs above the number
included in the hospital’s FTE count for
the cost reporting period ending during
calendar year 1996 is added after
applying the averaging rules in this
paragraph for a period of years.
Residents participating in new medical
residency training programs are
included in the hospital’s FTE count
before applying the averaging rules after
the period of years has expired. For
purposes of this paragraph, the period of
years equals the minimum accredited
length for the type of program. The
period of years begins when the first
resident begins training.

(6) * * *
(i) If a hospital had no residents

before January 1, 1995, and it
establishes a new medical residency
training program on or after that date,
the hospital’s unweighted FTE resident
cap under paragraph (g)(4) of this
section may be adjusted based on the
product of the highest number of
residents in any program year during
the third year of the first program’s
existence for all new residency training
programs and the number of years in
which residents are expected to
complete the programs based on the
minimum accredited length for the type
of program. For these hospitals the cap
will only be adjusted for the programs
established on or after January 1, 1995.
Except for rural hospitals, the cap will
not be revised for new programs
established after the 3 years. Only rural
hospitals that qualify for an adjustment
to its FTE cap under this paragraph are
permitted to be part of the same
affiliated group for purposes of an
aggregate FTE limit.

(ii) If a hospital had residents in its
most recent cost reporting period ending
before January 1, 1995, the hospital’s
unweighted FTE cap may be adjusted
for new medical residency training
programs established on or after January
1, 1995 and on or before August 5, 1997.
Adjustments to the hospital’s FTE
resident limit for the new program are
based on the product of the highest
number of residents in any program year
of the newly established program and
the number of years in which residents
are expected to complete each program
based on the minimum accredited
length for the type of program. The
hospital’s unweighted FTE limit for a
cost reporting period may be adjusted to
reflect the number of residents in its
most recent cost reporting period ending
on or before December 31, 1996, and up
to the incremental increase in its FTE
count only for the newly established
programs.
* * * * *
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(7) For purposes of paragraph (g) of
this section, a new medical residency
training program means a medical
residency that receives initial
accreditation by the appropriate
accrediting body or begins training
residents on or after January 1, 1995.
* * * * *

D. Part 415 is amended as set forth
below:

PART 415—SERVICES FURNISHED BY
PHYSICIANS IN PROVIDERS,
SUPERVISING PHYSICIANS IN
TEACHING SETTINGS, AND
RESIDENTS IN CERTAIN SETTINGS

1. The authority citation for Part 415
continues to read as follows:

Authority: Secs. 1102 and 1871 of the
Social Security Act (42 U.S.C. 1302 and
1395hh).

Subpart D—Physician Services in
Teaching Settings

§ 415.152 [Amended]

2. In § 415.152, under the definition of
‘‘approved graduate medical education
(GME)’’, the phrase ‘‘Council on Dental
Education of the American Dental
Association’’ is revised to read
‘‘Commission on Dental Accreditation
of the American Dental Association’.

E. Part 485 is amended as set forth
below:

PART 485—CONDITIONS OF
PARTICIPATION: SPECIALIZED
PROVIDERS

1. The authority citation for Part 485
continues to read as follows:

Authority: Secs. 1102 and 1871 of the
Social Security Act (42 U.S.C. 1302 and
1395hh).

Subpart F—Conditions of
Participation: Critical Access Hospitals
(CAHs)

2. Section 485.603 is amended by
revising paragraph (c) to read as follows:

§ 485.603 Rural health network.

* * * * *
(c) Each CAH has an agreement with

respect to credentialing and quality
assurance with at least—

(1) One hospital that is a member of
the network when applicable;

(2) One PRO or equivalent entity; or
(3) One other appropriate and

qualified entity identified in the State
rural health care plan.

3. In 485.606, the section heading, the
heading and introductory text of
paragraph (b), and paragraph (b)(1) are
revised to read as follows:

§ 485.606 Designation and Certification of
CAHs

* * * * *
(b) Criteria for HCFA certification.

HCFA certifies a facility as a CAH if—
(1) The facility is designated as a CAH

by the State in which it is located and
has been surveyed by the State survey
agency or by HCFA and found to meet
all conditions of participation in this
Part and all other applicable
requirements for participation in Part
489 of this chapter.
* * * * *

4. In § 485.641 the introductory text of
paragraph (b) is republished and
paragraph (b)(4) is revised to read as
follows:

§ 485.641 Condition of participation:
Periodic evaluation and quality assurance
review.

* * * * *
(b) Standard: Quality assurance. The

CAH has an effective quality assurance
program to evaluate the quality and
appropriateness of the diagnosis and
treatment furnished in the CAH and of
the treatment outcomes. The program
requires that—
* * * * *

(4) The quality and appropriateness of
the diagnosis and treatment furnished
by doctors of medicine or osteopathy at
the CAH are evaluated by—

(i) One hospital that is a member of
the network, when applicable;

(ii) One PRO or equivalent entity; or
(iii) One other appropriate and

qualified entity identified in the State
rural health care plan; and
* * * * *

5. Section 485.645 is revised to read
as follows:

§ 485.645 Special requirements for CAH
providers of long-term care services
(‘‘swing-beds’’)

A CAH must meet the following
requirements in order to be granted an
approval from HCFA to provided post-
hospital SNF care, as specified in
§ 409.30 of this chapter, and to be paid
for SNF-level services, in accordance
with paragraph (c) of this section.

(a) Eligibility. A CAH must meet the
following eligibility requirements:

(1) The facility has been certified as
a CAH by HCFA under § 485.606(b) of
this subpart; and

(2) The facility provides not more
than 25 inpatient beds, and the number
of beds used at any time for acute care
inpatient services does not exceed 15
beds. Any bed of a unit of the facility
that is licensed as distinct-part SNF at
the time the facility applies to the State
for designation as a CAH is not counted
under paragraph (a) of this section.

(b) Facilities participating as rural
primary care hospitals (RPCHs) on
September 30, 1997. These facilities
must meet the following requirements:

(1) Notwithstanding paragraph (a) of
this section, a CAH that participated in
Medicare as a RPCH on September 30,
1997, and on that date had in effect an
approval from HCFA to use its inpatient
facilities to provide post-hospital SNF
care may continue in that status under
the same terms, conditions and
limitations that were applicable at the
time those approvals were granted.

(2) A CAH that was granted swing-bed
approval under paragraph (b)(1) of this
section may request that its application
to be a CAH and swing-bed provider be
reevaluated under paragraph (a) of this
section. If this request is approved, the
approval is effective not earlier than
October 1, 1997. As of the date of
approval, the CAH no longer has any
status under paragraph (b)(1) of this
section and may not request
reinstatement under paragraph (b)(1) of
this section.

(c) Payment. Payment for inpatient
RPCH services to a CAH that has
qualified as a CAH under the provisions
in paragraph (a) of this section is made
in accordance with § 413.70 of this
chapter. Payment for post-hospital SNF-
level of care services is made in
accordance with the payment provisions
in § 413.114 of this chapter.

(d) SNF services. The CAH is
substantially in compliance with the
following SNF requirements contained
in subpart B of part 483 of this chapter:

(1) Residents rights (§ 483.10(b)(3)
through (b)(6), (d) (e), (h), (i), (j)(1)(vii)
and (viii), (l), and (m) of this chapter).

(2) Admission, transfer, and discharge
rights (§ 483.12(a) of this chapter).

(3) Resident behavior and facility
practices (§ 483.13 of this chapter).

(4) Patient activities (§ 483.15(f) of
this chapter), except that the services
may be directed either by a qualified
professional meeting the requirements
of § 485.15(f)(2), or by an individual on
the facility staff who is designated as the
activities director and who serves in
consultation with a therapeutic
recreation specialist, occupational
therapist, or other professional with
experience or education in recreational
therapy.

(5) Social services (§ 483.15(g) of this
chapter).

(6) Comprehensive assessment,
comprehensive care plan, and discharge
planning (§ 483.20(b), (d), and (e) of this
chapter).

(7) Specialized rehabilitative services
(§ 483.45 of this chapter).

(8) Dental services (§ 483.55 of this
chapter).
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(9) Nutrition (§ 483.25(i) of this
chapter).

(Catalog of Federal Domestic Assistance
Program No. 93.773, Medicare—Hospital
Insurance; and Program No. 93.774,
Medicare—Supplementary Medical
Insurance)

Dated: April 24, 1998.

Nancy-Ann Min DeParle,
Administrator, Health Care Financing
Administration.

Dated: May 1, 1998.

Donna E. Shalala,
Secretary.

Note: The following appendix will not
appear in the Code of Federal Regulations.

Appendix: Illustration of Determination
of GME Payment

HOSPITAL COST REPORTING PERIOD
ENDING 12/31/96

Type of FTE Number
of FTEs

Unweighted ................................... 1 100

HOSPITAL COST REPORTING PERIOD
ENDING 12/31/96—Continued

Type of FTE Number
of FTEs

Weighted ....................................... 1 90

1 Allopathic and Osteopathic Residents.

HOSPITAL COST REPORTING PERIOD
BEGINNING 1/12/97

Type of FTE Number of
FTEs

Unweighted ................................. 1 110
Weighted ..................................... 1 100
Adjusted Weighted ...................... 2 100.00
Dentists and Podiatrists .............. 5.00

Total ..................................... 105.00

1 Allopathic and Osteopathic Residents.
2 Since the FTE cap does not apply until 01/

01/98 the adjusted weighted FTEs are equal
to the weighted FTEs.

HOSPITAL COST REPORTING PERIOD
BEGINNING 1/12/98

Type of FTE Number of
FTEs

Unweighted ................................. 1 110
Weighted ..................................... 1 100
Adjusted Weighted ...................... 2 90.91
Dentists and Podiatrists .............. 5.00

Total ..................................... 95.91

1 Allopathic and Osteopathic Residents.
2 The adjusted weighted=((Current year’s

Weighted FTEs/Current year’s Unweighted
FTEs) * FTE cap)=((100/110) * 100).

HOSPITAL COST REPORTING PERIOD
BEGINNING 1/12/99

Type of FTE Number of
FTEs

Unweighted ................................. 1 90
Weighted ..................................... 1 90
Adjusted weighted ...................... 90
Dentists and podiatrists .............. 5.00

Total ..................................... 95.00

1 Allopathic and Osteopathic Residents.

DETERMINATION OF PAYMENTS FOR HOSPITAL COST REPORTING PERIOD BEGINNING 1/12/99

Type of resident Per resident
amount FTEs

Total resi-
dent

amount

Primary Care ............................................................................................................................................ $50,000 80.00 $4,000,000
Other ......................................................................................................................................................... 47,000 15.00 705,000

95.00 4,705,000

Total resident amount Total number of FTEs Average per resident amount

$4,705,000 95.00 1 $49,526

Total # of FTEs
(for 01/01/97)

Total # of
FTEs

(for 01/01/
98)

Total # of
FTEs

(for 01/01/
99)

3-year aver-
age FTEs

105.00 ....................................................................................................................................................... 95.91 95.00 2 98.64

Average per resident amount 3-Year average FTEs Aggregate approved amount

$49,526 98.64 3 $4,885,096

Aggregate approved amount Medicare patient load Direct GME payment

$4,885,096 0.5 4 $2,442,548

1 The Average Per Resident Amount = (Total Resident Amount/Total number of FTEs).
2 The 3-Year Average = (the sum of the Total number of FTEs for 3 cost reporting periods/3).
3 The Aggregate Amount = (Average Per Resident Amount * 3-year Average FTEs).
4 The Direct GME Payment = (Aggregate Approved Amount * Medicare Patient Load).
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