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Background Information

SB 853 (Committee on Budget and Fiscal Review, Chapter 717, Statutes
of 2010) requires the Department of Health Care Services (DHCS) to
implement a new payment methodology for fee-for-service (FFS) inpatient
hospital care in the Medi-Cal program based upon diagnosis-related
groups (DRGSs).

California currently pays hospitals for FFS care based upon one of three
methodologies:

e Hospitals that contract through the Selective Provider Contracting
Program (SPCP) negotiate a per diem rate through confidential
negotiations.

e Hospitals that do not contract through the SPCP are reimbursed for
their allowable costs. Non contract hospitals can only provide
emergency services unless they operate in an open area.

¢ Designated Public Hospitals receive federal funding based on their
certified public expenditures (CPEs). Pending federal approval,
Non-Designated Public Hospitals will also be reimbursed based on
their CPEs. Since these hospitals do not receive state
reimbursement, they are excluded from the provisions of SB 853.

Roughly two-thirds of Medicaid programs around the country have
adopted some form of a DRG payment methodology. A DRG payment
methodology reimburses hospitals based on a patient’s clinical
characteristics, grouping these characteristics into diagnosis groups.
Instead of receiving higher reimbursement by providing more services or
having longer stays, hospitals are paid based on patient acuity.

Purpose of the Update

SB 853 requires DHCS to submit a status report to the Legislature on the
implementation of the DRG payment system on April 1, 2011; April 1,
2012; April 1, 2013; and April 1, 2014. This report provides the status
update due to the Legislature for the reporting periods of April 1, 2012 and
April 1, 2013.

Key Milestones and Objectives

DHCS briefed legislative staff on the status of the project through two in-
person briefings in 2011 and 2012. DHCS held a legislative briefing in
May 2011 (Attachment 1) and a follow-up presentation in November 2012
(Attachment 2). Those presentations include all updates through those



time periods. This report provides an update on key milestones and
objectives since the November 2012 briefing:

e DHCS worked to develop and finalize the simulation data set that
serves as the basis for the 2013 base prices by trending the 2009
data to 2013.

e Year one base prices were mailed to hospitals on January 31,
2013. The base price mailings included an attachment that
provided information on projected payments under the current
methodology; projected DRG payments based on the transition
prices; and projected DRG payment based on the statewide base
price that goes into effect July 1, 2016, (Year 4 of DRG
implementation).

e DHCS hosted two webinars the week of February 4, 2013, to
discuss the rate setting process. Over 170 hospital representatives
attended the webinars. The PowerPoint presentation used for the
webinars and a link to the recording of the webinars are available at
the DRG website:
http://www.dhcs.ca.gov/provgovpart/Pages/DRG.aspx

e DHCS hosted two webinars the week of February 11, 2013, to
provide general training on changes in claims submission,
treatment authorization and claims pricing. Over 300 hospital
representatives attended the webinars. The PowerPoint
presentation used for the webinars and a link to the recording of the
webinars are available at the DRG website cited above.

¢ DRG training will now be a part of ongoing provider training offered
by the DHCS fiscal intermediary, Xerox State Healthcare, LLC. In
addition to a monthly webinar series that started in April, in-person
trainings are also available. In-person trainings were provided on
February 20, 2013, in Ontario, March 14, 2013, in Sacramento, and
April 17, 2013, in Anaheim. Individual hospitals can request
additional training by contacting DHCS at DRG@dhcs.ca.gov, or
Xerox at 1-800-541-5555.

e DHCS finalized per diem rates for rehabilitation services and per
diem rates for the new administrative day level Il (subacute) level of
care. On March 27, 2013, DHCS notified hospitals who render
rehabilitation services of their specific rate. The rates were
published in a provider bulletin and are also available in the
“Hospital Characteristic File” on the DRG website.


http://www.dhcs.ca.gov/provgovpart/Pages/DRG.aspx
mailto:DRG@dhcs.ca.gov
http://www.dhcs.ca.gov/provgovpart/Documents/HospitalCharacteristicsFile.pdf

¢ DHCS began issuing monthly provider bulletins to notify hospitals
of pending changes with the DRG transition. Here is a description
of the recent bulletins:

= January 2013 Bulletin — DRGs: Executive Summary and
Requested 2009 Data. DHCS requested providers to read
the Executive Summary that contains important information
about the upcoming DRG payment methodology. DHCS
continues to accept requests for hospital-specific data that
shows how claims from calendar year 2009 would have
been paid under the DRG methodology. The bulletin also
explains how hospitals can request this information.

= February 2013 Bulletin — DRGs: Billing for Obstetric (OB)
and Newborn Services. The DRG payment methodology
requires a separate claim for services provided to the mother
and newborn. Separate claims and separate payments are
consistent with the fact that the mother and newborn are
distinct patients with separate diagnoses, treatments,
charges, lengths of stay and discharge status codes. The
bulletin also advises hospitals on how to submit claims for
newborn services.

= March 2013 Bulletin — DRGs: Claim Completion and Billing
Tips. Effective for admissions on or after July 1, 2013,
providers may submit up to 18 diagnosis codes and 6
procedure codes on paper claims and up to 25 diagnosis
and/or procedure codes on electronic claims. This detailed
coding, along with other information on the claim such as the
patient’s age and discharge status, will be used to assign the
claim to an All Patient Refined (APR) DRG group.

e A DRG “Frequently Asked Questions (FAQ)” document is posted
on the DRG website and has been updated as of March 2013. A
second DRG Provider Billing FAQ document was posted on the
webpage that provides answers to the most common technical
billing, coding, and treatment authorization questions asked in the
trainings provided to date.

Key Implementation Issues and Challenges - UPDATE
There are multiple key implementation issues DHCS is currently working

through to ensure a successful transition July 1, 2013. These issues
include:



Preparing for improved documentation and coding of diagnoses
and procedures that is likely to occur once payment is based on
patient acuity.

Securing enhanced federal reimbursement for necessary system
changes.

Meeting the deadlines for system changes, including testing, to the
Legacy CA-MMIS which will require a concerted effort from DHCS
and its fiscal intermediary. The system changes are on track for a
July 1 implementation.

Preparing the State Plan Amendment.

Updating the Provider Manual.



Attachment 1

Diagnosis—Related
Groups(DRG)
Hospital Inpatient

HealthCar:Servi
Payment System

May 25, 2011
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Meeting Schedule

» Design of New Methodology
> April 2011 - November 2011
+ Finish the payment methodology

- December 2011 ACS provides Final Policy Design
Document (PDD)

» Design and Implementation of New Payment
System
o June 2011-June 2012

Senate Bill 853 - (Ch. 717, Statutes of 2010)

- Mandates the development and implementation of a
payment methodology based on diagnosis-related
groups.

- New Payment methodology final - June 30, 2012
- Interim payments with a reconciliation process

- Fully operational - June 30, 2014 (or when the new
MMIS system is operational)

Hospital Inpatient Services (cont.)

> Hospitals that do not contract through the SPCP are
reimbursed for their allowable costs and can only
provide emergency services if they operate in an
area that was deemed open by CMAC. In 2009/10
there were 168 non-contract hospitals (excluding
psychiatric).

°

Designated Public Hospitals (DPH) receive federal
funding based upon their Certified Public
Expenditures (CPE). There are 21 of these
hospitals, but due to these hospitals not receiving
State reimbursement, they have been excluded by
Statute.

Hospital Inpatient Services

» Currently Hospitals are paid for general acute
care through one of three different
methodologies:

> Hospitals that contract through the Selective
Provider Contracting Program (SPCP), negotiate a
daily per-diem rate with the California Medical
Assistance Commission (CMAC) though confidential
negotiations. There were 202 contracted hospitals
in 2009/10.

Key Components

» What does DRG do?
- Distributes a set pot of money to hospitals
providing general acute care services
» Who's Affected
> All hospitals with General Acute Care
» Who’s Excluded
> Public Hospitals
> Psychiatric Hospitals
> Rehabilitation Hospitals
- Alcohol and Drug Rehabilitation




Key Components (cont.)

» Benefits of DRGs

> Provides a price for the product
+ Transparent

- Rewards Efficiency

> Flexible
+ Unique situations

Medi-Cal DRG Project

Briefing for Legislative Staff
Sacramento—May 25, 2011

Government Healthcare Solutions 8

Payment Method Development.

CONTEXT

Medicaid’s Market Share Nationwide

\l Medicaid @ Medicare M Private & Other O Uninsured \
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misc. respiratory circulatory

SOURCE: ACS analysis of the Nationwide Inpatient Sample, 2004.
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Keys to Success

» Transparent Process
> 2 Workgroups
- All input will be considered and valued:
- Internal > Department of Health Care Services (DHCS),
Office of Statewide Health Planning and
Development (OSHPD), and CMAC
- External = Led by California Hospital Association (CHA)
- Everyone has a chance to participate in the
development

Our Discussion Today

Contents
1. Context for DRG payment
2. How DRG payment works
3. Payment method development process

Please Bear in Mind
At this time, no decisions have been made or even
proposed by the Department of Health Care Services. This
material is solely the responsibility of ACS, A Xerox
Company, in its capacity as a consultant to DHCS.

CONTEXT

A Very Short History of Payment Methods

» “Pay More to Those Who Do
More”
» In the beginning:
- More = more charges, more cost

» Fee for service philosophy:
- More = more services

» The DRG revolution:
- More = treat sicker patients

» The next revolution:
More = better results




CONTEXT
A Win-Win in the Early Years of Medicare
DRGs

5/31/2013
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Hopkins Press, 2006, pp. 51-53, 68 Hospnals 1985

Chart2.2.1.1

How Medicaid Pays for Hospital Inpatient Care
April 2011

Per Stay -- CMS-DRGs

CO*, IA, IL, KS*, KY, MN, NC*, ND*, OH, PA*,
UT, VT, WV

| Moving to APR-DRGS ** Moving to MS-DRGs

Per Stay -- AP or Tricare DRGs
DC, GA, IN, NE, NJ, VA, WA

Per Stay -- Other
Per Stay -- MS-DRGs DE, MA%, NV, WY
MI, NH, NM, OK, OR, SD, TX, W1 [ Cosem aasment pased on APRDRS

Per Stay - APR-DRGs Pa DI
AK, AZ, CA, FL, HI, LA, MO, MS*, TN

MT, NY, RI - Moing 0 AR DRGs

Cost Reimbursement Other (Regulated Charges)

AL, AR, CT, ID, ME, SC* MD*
[ nterim paymen using CMS-DRGS: moving to APRDRGS |* Casemix agjustment based on APR-DRGS
Guide:  CMSDRGs Centers for Medicare and Medicaid Senices Diagnosis Related Groups (used by Medicare unil 10/1/07)
MS-DRGs Medicare Severity DRGS (used by Medicare starting 10/1/07)
AP-DRGS Al Patient DRGs (3M)
APRDRGS Al Patient Refined DRGS (3M)
Tricare DRGs DRGs used by Tricare (formerly Chlian Health and Medical Program of the Uniformed Senvces)

Notes
1 Updates and corrections are welcome. Please contact Kevin Quinn at ke quinn@acs-inc.com of 406-457-9550

2. Sources: indnidual states, ACS Government Healthcare Solutions, 3 Health Information Systems, Ingenix Inc., Navigant Inc.
3 ACS does not have a financial inerest in any DRG grouping algorithm.

CONTEXT

Characteristics of DRG Payment

« Payment per stay, with higher rates for sicker patients as
determined by grouping diagnoses and major procedures

« Defines the “product of a hospital,” creating a common
language for clinical and financial managers

« Enables access for sicker patients because profit margins are
evened out for patients of different severity

« Rewards hospitals that reduce cost*

« Rewards complete coding of diagnoses and procedures

« Improves transparency and fairness

* There are two caveals o this statement. First, performance of major surgeries (e.g., heart bypass for the heart attack patient) puts the patient in a
higher-paying DRG. Second, a small percentage of cases (<59%) draw “cost outier” payments if they meet ciiteia for exceptional costiiness.

CONTEXT
Medi-Cal Stays 2008, Top 20 by Hospital
a

Description Stays. Days. Charges Cost ALOS Avg Cost
560-1 Vaginal Del 77575 151,113 $ 927,952,223 $ 239,482,255 19 § 11962 $ 3087
540-1 Cesarean Del 38952 122,684 § 863406916 § 217,075,272 31 § 22166 $ 5573
720-4 Septicemia & Disseminated Inf 3929 48516 $ 605,062,248 $ 147,435,174 123 $ 153999 $ 37,525
640-1 Normal Newborn, But >2499G 140,228 290,447 $ 495135043 $ 134,517,814 21§ 3531 § 959
560-2 Vaginal Del 24273 56,765 $ 364,824,616 $ 101,287,459 23 § 15030 $ 4173
004-4 Trach, MV 96+ Hrs, w Ext Proc. 390 23394 § 361422834 S 98488644 600 § 926725 $252,535
005-4 Trach, MV 96+ Hrs, wio ExtProc 555 26,233 $ 359,107,601 $ 95,464,489 473 $ 647,041 $172,008
1540-2 Cesarean Del 9,898 40,136 $ 283746905 § 76,110,227 41 $ 28667 $ 7689
710-4 Inf& Parasit Dis Incl HIV w O.R. Proc 609 16,289 $ 216,989,305 $ 53,100,134 267 $ 356,304 $ 87,192
1630-4 Neo Bwt>2499G w Maj CV Proc. 298 10060 $ 156806129 $ 51215849 338 § 526195 $171865
130-4 Resp Sys Diag w MV 96+ Hrs 721 15,162 $ 192,059,151 $ 49,384,361 210 $ 266379 $ 68494
1640-2 Normal Newborn, Bwt >2499G 21,207 52139 $ 159,376,849 § 48,795,158 25 § 7515 § 2301
588-4 Neo Bwt <1500G w Maj Proc 145 12593 $ 156,380,211  $ 45,378,462 86.8 $1,078484 $312,955
639-1 Neo Bwt>2499G w Oth Sig Cond 8117 26883 $ 149995255 $ 45,078,762 33 § 18479 $ 5554
194-3 HeartFailure 2,799 17,159 $ 146,869,111 $ 38,418,070 61 $ 52472 $ 13726
720-3 Sepiicemia & Disseminated Inf 2315 18420 § 153202531 $ 37,643,541 80 $ 66178 $ 16261
1460-3 Renal Failure 2,705 17,028 $ 138,105,882 $ 37,560,086 63 $ 51056 $ 13885
1693-2 Chemothapy 285 11932 $ 105203836 S 36,872,562 42 $ 36849 $ 12915
631-4 Neo Bwt>2499G w Oth Maj Proc 199 9,716 $ 108,565,153 $ 34,146894 488 $ 545554 $171,592
139-3 Ot Pneumonia 2446 14735 $ 120,994,161 $ 32,426,207 60 § 49466 § 13257
Top 20 340,216 981,404 $ 6,065,205,960  $1,619,881,421 29 $ 17828 $ 4,761
(All Stays 611,604 2,521,065 $ 20,625,177,306 $5,822,241,652 41 $ 33723 § 9520
| Top 20 as % of All 56% 39% 29% 28%
Notes
1) Data are prefiminary and are based on 2008 OSHPD. A diflerent, MMIS-based datasetwil be used for developing the DRG payment method.
2) Triage Consuling by muliplying claim-level charges by hospit cific

CONTEXT
Medi-Cal Stays 2008, Top 20 by Total Stays

APR:
DI Description Stays. Days Charges Cost

Normal Newborn, Bwt >2499G 140,228 290,447 $ 495,135,043  $ 134,517,814 21 § 3531 $ 959
560-1 Vaginal Del 77575 151113 $ 927,952,223 $ 239,482,255 19 $ 1192 $ 3087
540-1 Cesarean Del 38952 122,684 $ 863,406,916 $ 217,075,272 31 § 22166 $ 5573
560-2 Vaginal Del 24273 56,765 $ 364,824,616 $ 101,287,459 23 $ 15030 $ 4173
640-2 Normal Newborn, Bwt >2499G 21,207 52,139 § 159,376,849 $ 48,795,158 25 § 7515 $ 2301
540-2 Cesarean Del 9,898 40,136 § 283,746,905 $ 76,110,227 41 $ 28667 S 7689
639-1 Neo Bwt>2499G w Oth Sig Cond 8,117 26883 $ 149995255 $ 45,078,762 33 § 18479 $ 5554
640-3 Normal Newborn, Bwt >2499G 4442 16557 § 91,348,006 $ 29,043,781 37 $ 20565 $ 6538
566-2 Ot Anteparum Diags 4080 11795 $ 69,303,281 $ 19,956,447 29 $ 16986 $ 4,891
541-1 Vag Del w Ster &lor D&C 3,970 8741 § 81610679 $ 22,435,145 22 $ 20557 $ 5651
720-4 Sepicemia & Disseminated Inf 3929 48516 $ 605,062,248 $ 147,435174 123 $ 153999 §$ 37,525
194-2 Heart Failure 3781 14283 § 120,144002 $ 31,767,545 38 $ 31776 $ 8402
139-2 Ot Pneumonia 3523 14681 $ 106,438,900 $ 29,168,082 42 $ 30213 $ 8279
566-1 Ot Antepartum Diags 3,399 6623 $ 38,940,424 $ 10,667,103 19 § 1145 $ 3138
560-3 Vaginal Del 3270 11826 $ 78,320,183 $ 23,248,258 36 $§ 23951 $ 7110
140-2 COPD 3220 13563 $ 103684528 $ 26,208,343 42 $ 32200 $ 8139
639-2 Neo Bwt>2499G w Oth Sig Cond 2874 15037 $ 98,255,647 $ 30,952,664 52 $ 34188 $ 10,770
693-2 Chemothapy 2855 11932 $ 105203836 $ 36,872,562 42 $ 36849 12915
225-1 Appendectomy 2814 5010 $ 81,404,864 $ 22,384,070 18 $ 28929 $ 7,955
194-3 Heart Failure 2799 17159 $ 146,869,111 $ 38418070 61 § 52472 $ 13726
Top 20 365206 935,890 $ 4,971,023516  $1,330,904,191 26 $ 13612 $ 3644
(All Stays 611,604 2,521,065 $ 20,625177,306 $5822,241,652 41 $ 33723 $ 9520
| Top 20 as % of All 60% 37% 24% 23_%'
Notes

1) Data are preliminary and are based on 2008 OSHPD. A diferent, MMIS-based datasetwil be used for developing the DRG payrmentmetiod.
2) Costwas esimated by Triage Consuling by muliplying caimlevel charges by hospialspecic costb-charge raios.

CONTEXT

Example of Purchasing Clarity in Medi-Cal

Average Hospital Cost per Newborn Stay, by Birthweight

$175,000

$150,000
% $125,000
% The economic argument
g for prenatal care
§ s1o0000
z
3
§ 75,000
{
2 $50,000

$25,000 I

s . . —

Under500 500749 750999 10001249 1250-1499 15001999 20002499 Over2499
Birthweight in grams
Source: OSHPD 2008 data analyzed by Triage Consulting and ACS, A Xerax Company




HOW DRG PAYMENT WORKS

Medicare DRGs vs APR-DRGs

Medicare MS-DRGs 3M APR-DRGs

Medicare patients only Al patients

Base DRGs and severity of illness reflect pediatric
needs, including children with complex medical
needs

No separate logic

15 DRGs, not updated since 1980s, no specific
severity logic

7 DRGs, not updated since 1980s, no use of
birthweight

48 DRGs; severity logic adapted for obstetric cases

112 DRGs, reflects birthweight

Captured through use of complication/comorbidity (Captured through severity of illness, which depends|
(CC) and major CC lists on number, nature and interaction of CCs

Base DRG, DRG w CC, DRG w Major CC--but 314 base DRGs, each with 4 levels of severity =
many conditions are collapsed into <3 DRGs 1,256
Note: ACS has no financial interestin any DRG algorithm

PROCESS
DRG Payment Method Development

Based on experience nationwide, this method may be in
place for 15, 20 or more years
Internal DHCS workgroup meets monthly from April to
November
Consultation meeting convened monthly by CHA
Process culminates in “policy design document” due in
November
Key points in developing recommendations

Data-driven decision-making wherever possible

Work to build understanding and trust

Nothing is final until everything is final

Keep focus on payment policy criteria

One-on-one discussions are discouraged
Flnal review and approval by DHCS only after PDD is
complete
FAQ and other tools to be used to inform broader audience

PROCESS
Suggested Criteria for Payment Policy
Criterion Explanation Implication
Gear payment to expected
Access resource cost Adjust payment for patient acuity
Set prospective rates that do not depend on
Efficiency Reward lower cost for same care [individual provider costs or charges

Policy control Overall and for specific priorities [Set up method so Medicaid sets payment levels}

Think carefully before adding complexity; think

Admin ease For Medicaid and providers through operational img ion

Avoid reliance on vague or hard-to-verify DX,

Data integrity Base calculations on good data [Px, charge or cost values

Use clinically meaningful groupings and publish
Purchasing clarity |Enable understanding of services|data on rates and utilization

Fairness Similar payment for similar care [Standardize rates for services

Specmcally facilitate
provement

Quality Few current methods inherently promote quality|

5/31/2013

HOW DRG PAYMENT WORKS

Typical Mechanics of DRG Payment

Set by payer to hit budget target--can be
statewide base-price or hospital-specific

[ Based on clinical data_] [__Calculated from dataset___|

Chart 2.1.1
Typical Mechanics of DRG Payment

Casemix Payment
Relative Policy Relative DRGBase DRG Base
Hospital ~ Weight  Adjustor  Weight Price Payment
001 Heart Failure Level 1 Hospital 1 0.95 1.00 095 $ 4000 $ 3,800
002 Heart Failure Level 2 Hospital 2 125 1.00 125 $ 5000 $ 6,250
003 Newborn > 2000 G Hospital 1 0.50 125 063 $ 4000 $ 2,500
004 Newborn < 2000 G Hospital 2 175 1.25 219 $ 5000 $ 10938
T

= relative wt x policy adjustor

Examp\e is for illustration only [ = base price x payment weight

PROCESS
Major Payment Policy Considerations

Excluded from the project: psych and rehab hospitals,
psych and rehab stays in general hospitals,
designated public hospitals
DRGs are a method of allocating a funding pool
among inpatient stays; the size of the funding pool is
a separate question
No discussion yet on several key financial topics:
« Whether to use policy adjustors to boost payment for
certain categories of care
= Whether to have a single statewide DRG base price, or vary
it geographically, or vary it by hospital type
« Whether to have a transition period before the new method
is fully effective
« Interaction of DRG payment and supplementary payments
Target date for implementation is July 1, 2012

PROCESS
Keys to Success in DRG Projects

- Genuine collaboration between Medicaid and
hospitals

- Close collaboration between policy staff and
systems staff

- Extensive analysis of claims dataset in order to
set budget target and simulate impacts

. Think twice before adding complexity

- Early start on state and federal approvals

- Extensive MMIS testing

. Strong provider education efforts




ACS, A Xerox Company

5/31/2013
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For Further Information

Medi-Cal DRG Project—Policy and Process

Mark Sanui

Safety Net Financing Division

California Department of Health Care Services

q1b=327-825b

Medi-Cal DRG Project—Technical Questions

Kevin Quinn

Vice President. Payment Method Development
Government Healthcare Solutions

ACS. A Xerox Company

40b-457-9550

‘Some results in this analysis were produced using data obtained through the use of proprietary computer software
created, owned and licensed by the 3M Company. All copyrights in and to the 3™ Software are owned by 3. Al
rights reserved.

ﬂ\ ACS

A Xerox @,) Company

California Hospital Association

« Hospital Groups Participating Include:

« Children’s Hospitals

+ District Hospitals

» Disproportionate Share Hospitals

« Rural Hospitals

« Urban Hospitals

+ Teaching Hospitals

» Tertiary Care Hospitals
Cancer Hospitals

California Hospital Association

DHCS has asked the California Hospital
Association to engage hospitals in a
Consultation workgroup

- Workgroup will meet once monthly with

DHCS and ACS through November

DHCS and ACS have asked for hospital
input in development of Policy Design
Matrix

California Hospital Association

Participants are primarily Hospital CFO’s

In other settings, hospitals have been
encouraged to bring forward their thoughts
and suggestions so that CHA may discuss
with the workgroup

Hospitals appreciate the collaborative and
transparent process the Department has
developed




Attachment 2

Diagnosis Related Groups

Inpatient Hospital Payment Reform

Legislative Briefing
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November 29, 2012
BHCS
S
Background
PHCS
e |

Background

In CY 2009, $4.5 billion was paid for FFS inpatient care

— DPHs & NDPHs not included in DRG Payment (reimbursed under a
certified public expenditure methodology — no state General Fund)

— CAHs are included

— Expected to affect around $3 billion given the transitions to
managed care since 2009

Effective beginning July 1, 2013 for inpatient hospital
admissions

PDHCS

Agenda

Background

Key Policy Decisions

DRG Payment Methodology
Hospital Impacts

AP TE o

Next Steps

PHCS
- =]

Background

¢ Current payment method:
— Contracted hospitals: Selective Provider Contracting Program
(negotiated confidential per diem rates)
— Non-contracted hospitals: cost reimbursement
— In place almost 30 years

¢ SB 853 (2010) directed DHCS to replace current method
with new payment method based on Diagnosis Related
Groups

* Affects inpatient claims only — not outpatient

¢ Affects payment method, not payment level
— Expected to reward hospital efficiency

— Future funding levels based on number of stays, casemix, and
legislative appropriations

PDHCS
. e |

DRG Algorithm: APR-DRGs
APR-DRGs: All Patient Refined Diagnosis Related Groups

Developed in early 1990s by 3M and National Association of
Children’s Hospitals (NACHRI)

Intended to be suitable for all-patient population, especially
obstetrics, newborns, NICU babies, general pediatrics, and
children with complex medical needs

¢ Widely used for research, analysis and payment
— U.S. News & World Report, HealthGrades.com, MEDPAC, AHRQ,
www.floridahealthfinder.gov, etc.
¢ Medicare MS-DRGs not suitable or intended for Medicaid

— “We simply do not have enough data to establish stable and reliable
DRGs and relative weights to address the needs of non-Medicare
payers for pediatric, newborn and maternity patients.”

(FFY 2008 Medicare Final Rule (8.2.07))

PDHCS
d — |




Characteristics of DRG Payment

Payment reform that helps ensure and improve access and
rewards efficiency.

Payment based on patient need by setting payments based
on acuity.

Improves transparency and fairness

Rewards hospitals that reduce cost

Rewards complete coding of diagnoses and procedures

Allows for future implementation of quality factors into
payments

PHCS
- =]

Key Policy Decisions

PDHCS

Transition Period

¢ Implementation is July 1, 2013
* 3 Year transition period
— Similar to Medicare when it moved to DRGs

— Limits individual hospital’s change from baseline to a +/- 5% in year 1; 10% in
year 2; 15% in year 3. Full implementation of methodology in year 4
— Transition is necessary due to the fundamental change in the payment
system, which results in a redistribution of existing funding
— Will allow hospitals time to make adjustments to systems as needed
¢ Intend to provide individual hospital rates by end of 2012
— Emphasize reducing impact to those adversely affected
¢ Example:
— Individual hospital base rate equivalent is $10k; statewide base price is $7k,
thus looking at 30% decrease

* Year 1 rate would be set at $9,500 (-5%); year 2 at $9,000 (-10%); year 3 at
$8,500 (-15%); year 4 at $7,000 (full implementation)

PDHCS
= — |
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Characteristics of DRG Payment

Basic DRG Payment is based on:
Base price X relative weight

* Base price is determined by State and may vary based on
geography or other characteristics

* Relative weight is determined by DRG algorithm and is based
on procedures and diagnoses (acuity)

¢ Other impacts to the final payment include policy adjustors,
outlier payments, and other potential adjustments depending
on State policy

PHCS
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Key Policy Decisions

* Transition Period

¢ Supplemental Payments

¢ Geographic Adjustment

e Policy Adjustors

e Qutlier Policy

* Separately Payable Devices, Supplies and Services

PHCS
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Supplemental Payments

¢ All supplemental payments will remain outside of the DRG payment
system
— Disproportionate Share Hospital Funding
— Hospital Fee & IGT based payments
— Private Hospital Supplemental Fund

PDHCS
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Geographic Adjustment

¢ Adjustment to account for differences in wage areas
— We will follow Medicare’s differential classifications for hospitals
* Match Medicare on Lugar, Outmigration and other differentials
— Adjustment to be applied to 68.8% of base price (labor portion)
* This is based on Medicare and will be updated annually

DBHCS
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Policy Adjustor — Neonatal Intensive Care Unit (NICU)

¢ Designated NICU — 1.75 multiplier

— Defined as facilities whose NICU offers CCS approved Neonatal Surgery

* Higher costs related to specialists, equipment, and other higher fixed
costs

¢ All Other NICU — 1.25 multiplier

DHCS
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Outlier Policy

¢ High Side Outlier - tiered
— Threshold 1: >$30,000 but <$100,000 loss: Marginal Cost Factor - 60%

— Threshold 2: >$100,000 loss: Marginal Cost Factor at 80%

« Example: If loss is $105,000 then ($70,000 x 60%) + ($5,000 X 80%) = $46,000
outlier payment in addition to DRG base payment

— Tiered approach addresses concerns regarding very
expensive patients

e Low Side Outlier
— >$30,000 gain: Marginal Cost Factor at 60%

DHCS
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Rural Hospitals

¢ Remote Rural Hospital
— Defined as hospital listed on OSHPD rural hospital list that does not
have another hospital, which operates at least a basic level ER, within
15 miles and hospital is not on a combined facility license
* All Medicare CAH’s fall within this definition

* Rounded mileage up to the nearest mile (one additional hospital made
the list)

The base price for remote rural facilities will be set at 95% of cost in
aggregate

Hospitals may be added or deleted to the extent circumstances
change (e.g. hospital closure)

Intended to help ensure access in rural areas with sole community
providers. DHCS will continue to monitor access and make
adjustments as needed

DBHCS
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Policy Adjustor - Pediatrics

¢ Pediatrics (under 21) receive a 1.25 multiplier for two Medicaid
Care categories

— Pediatric Respiratory
— Pediatric Miscellaneous

* These two cover roughly 95% of pediatric stays

DHCS
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Separately Payable Devices, Supplies, and Services

* Bone marrow transplant search and acquisition costs

* Blood factors

¢ Potential for future carve outs for new technologies

i DHCS
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DRG Payment Methodology

BHCS
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Key Payment Values

DRG base price, non-remote rural Statewide-TBD

DRG base price, remote rural Statewide-TBD (95 percent of cost)

Policy adjustor - DRG- at designated NICU 175
Policy adjustor - other NICU 125
Policy adjustor - age- pediatric, misc & respiratory 125
Transfer discharge statuses 02,05, 65, 66
Pediatric age cutoff <21

$0 - $30,000: no outlier applied
| cost (MC) $30,001 to $100,000: MC = 0.60
>$100,000: MC=0.80

High side (provider loss) tiers and

" YT 1 $0- $30,000: no outlier applied
Low side (provider gain) tiers and marginal cost (MC) percentages S o0 Mca 060

Wage area adjustments per Medicare Aug 2012

Documentation & coding adjustment 3.5 percentand a +/- 1 percent corridor

5/31/2013

How the Allowed Amount Is Calculated

1. Group each stay to APR-DRG
2. Look up relative weight by APR-DRG

From a national database that fits CA well
— Some care categories increased by policy

3. Will vary by Medicare wage area

4. Will be higher for remote rural hospitals

5. Transition rates in effect 2013-14, 2014-15, 2015-16
6. Incorporate specific payment adjustments

— Age policy adjustor, outlier payments, transfers

BHCS
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How Claims Will Be Paid

Stays by Category

Qutlier
Transfer 2% Neonate
0% 2%

Pediatric
12%

Straight DRG
B84%

QDH( S

1. Straight DRG

¢ 314 base APR-DRGs, each with four levels of severity

» DRG base price in Los Angeles wage area = $5,075 x

1.2282
N T e e
139-1 Oth Pneumonia 0.3886. $ 6233 $ 2422
1392 Oth Pneumonia 0.5773 S 6233 $ 3598
1393 OthPneumonia 0.8937 s 6233 $ 5570
1394 OthPneumonia 17382 $ 6233 $ 10,809
1661 CoronaryBypass w/o Cath 2.5684 s 6233 $ 16,009
166-2 Coronary Bypass w/o Cath 2.8429 $ 6233 $ 17,720
1663 CoronaryBypass w/o Cath 3.6188 s 6233 $ 22556
1664 CoronaryBypass w/o Cath 6.1761 s 6233 $ 38,496

QDH( S

2. Pediatric Adjustor

Illustrates the Straight DRG modified for a pediatric
patient

Pediatric Adjustor Applied

Payment Rel. | DRG Base

1391 OthPneumonia 03886 $ 6233 $ 2422 125 048575 $ 3,028
1332 OthPneumonia 05773 $ 6233 $ 3598 125 0721625 § 4498
1393 OthPneumonia 08937 $ 6233 $ 5570 125 1117125 $ 6963
139-4  Oth Pneumonia 17342 $ 6233 S 10,809 125 2.16775 $13,512

QDH( S




3. Transfer Cases

Payment adjustment follows Medicare model

Applies to short-stay patients transferred for acute care;
(“Transfer” statuses 02-general hospital, 05-children’s or cancer,
65-psych, 66-critical access)

Transfer adjustment made only if LOS less than national ALOS - 1
day

No post-acute transfer policy

Example: DRG 190-3, Heart-attack
LOS= 3 days; Transferred to another general hospital

Step Explanation

DRG base payment $6,223 x 1.0665 $6,637
Transfer case Discharge status = 02 Yes
National ALOS Look up from DRG table 4.87
Transfer adjustment (66,337/4.87) * (3+1) $5,451
DRG payment $5,451 < $6,337 $5,451

Medicaid Care Category

Simulated
Medicaid Care Baseline |  Simulated Baseline | Simulated [ Outier
Category stays | c Est Cost | Payment Payment Change |3 Change| P: 2 Payment

0B & Nursery $ 75002308 § 6,902 § 58687428 § (103461774 -1k % s 6918276 1)
Misc pediaic § 60369606 § 487562 § SHAGSTI| §  6QE0%2 1% % &% 5 0TS 16%)
Misc adut $ GSLRLEN § 4SLIGS S SISTAL § GSIIEH 1k % | § 66220967 13
Gastoentaduit $ 199590609 § 1460053 § 15618407 S 92485 &% 4% % 97107 %)
Circuaory adut | 15,080 121 § 23160687 § 121120371 § 151256140 §  DIUTO| 2% 0% h 871 %)
Resp pediaric 123 078 § 14782000 § 18T § ULGBER § (726610 A3 1% % § 18561917 1%
Resp adkit 1750 113 § 1586821 § 1TSIOET2 § 11236808 S (523064 4% % % § 7767665 ™
Neonate 968 207 § WEUIN0 $ AB2TIN § 2O S (8243 % 6% § T804 2%
oner 1706 084 § 2612532 § 3LT0LM0 § 13973185 S (7RSS 1% 59| $ 2658651 19%)
Totl 0853 062 $3206823023 245448835 § 2066043866 S 12485031 1% % % $ 286187121 12
Special Topics
Tauma 422 1% § TIGIZ| S 236§ 6415521 $ BIEY A% % 8% s swsa %)
Tensplant B 107 5 262596 § BIGIB § S0 $ UIW 2% 7% 8% § 11685791 25}
Noes:
1) May 2012 simuaion daa used wit NDPH hospicals removed.

for i does DHCS decisions,
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Wage Area - continued

arta Batar Sana Mara Goleta s
Vit Ciy Reciss s

Oxrart Trousa Osks Verara s Ugan| s v $ 1eAW0 1% o e s 2mm 12
Sara Ara Arcteim vine s 20020 § weTsE S ommes 1M o % s 10w 19%
Hartors Corcoran s 1%

Reing Reciess s N

sara Crz Watsonvite s 2%

an Francsco San MakoRecwond Ciy s U s ZmeTE S 5oL 2% A IR 1%
Merced Reckss s %

Oakand FremartHayward Reclass1 s 1909 § 6T S G0 %] w0ms w5 12 1%
ouolsee s el S 77244 S (oM oM 0% ok 5 Loom 145
a0 s OtispoPaso Robes: s awoeu s sz s 1gasa 5% @ s 1o ED
Recass s G154 S 5SS (280 1% AR ™
sairas s e

Oakdnd Fremart Hayward Reclass2 1 s 2mEss 1%

viea ciy s infs  mm 0%

Touis 85 062 SGEA0B S2444HHH VIR § 12485001 1 ™ s meiml 124
Noes:

1) May 2012 i deta used it NDPH hospies emoved.

&) decisins
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4. Cost Outlier Case: Tier 1 & 2

Example: DRG 720-4 Septicemia with charges of
$600,

Example of two-tier cost

EN T o utiier threshold:
DRG base payment $6,223 x2.7338 $17,012 $30,000 and $100,000

Estimated cost $600,000 x 39% $234,000 o "

e 2 « Tier 1 paid at 60% for losses
Estimated loss $234,000-$17,012  $216,988 between $30,000 and

Cost outlier case $216,988 > $30,000 Yes $100,000

Est. loss - cost outlier $216,988 - $30,000 $186,988 * Tier 2 paid at 80% for losses

Cost Outlier Payment tier 1
for loss between
$30,000 & $100,000 $70,000 x 60% $42,000

greater than $100,000

Tier 2 loss over $100,000  $216,988 - $100,000  $116,988
Cost outlier paymenttier2  $116,988 x 80% $93,590

$17,012 + $42,000 +
DRG payment $93,590 $152,602

BHCS

Wage Area

ine imulated
o e Crange

Los Angeles-Long Beach Glenidle 10 060 SLIGOTLGY § GI9WSITA S BMBILTES § 248852 s 1859
Sara Ana Anaheim e Recass BIM 0F § 09T § TG § 843808 § (04179 e | s s %
|San Digo Carstat Sen Marcas %6 079 S WL6K3AU 3 12195201 $ IWTSN § I G % s 2 1
Los Angeles-Long Beach Glenile Recass| 24190 081 $ 2084185 § 17918563 § 18962107 §  0.456288 s e s 2271 11%
[Rveride-San BemardoOraio 256 0% § 2T § a0 § s § Leme W% Tme| s ear ™
|Sacramerto Aen Arcae Rosevile: B72 061§ 27702 § WGUTI § BN S (B9 o T s 6@ ™
san Jose Sumy vale Sata Clara. 24 0% S 23856 § LITETS0 $ LGABAT S BTSN 2% o s Wesws m
Fresm ION 065 S 68566 S TOM0SM S C0E61 S (9263969 | e s szum %
[sen Jose Sumyvale Sarta Clra Reclass | 10384 055§ 83077138 § 82162001 § 6LS09I8 § (20641969 s %5 696k 5%
(Cattmia () SW 0@ S a7 § HEIeTH S A S (s0st) W% B s w0 1%
stk 823 08 S SETMER § MUSE| $ @IS (L0788 T | s 2eim ™
cheo T 083 S 415%17 S 084N S W22 S (6¥6I0) A% o%  am| s L6 £
MaderaChouchita M 108 s 13170566 ™

[Bakerstett Dearo 006 0% S B § W|eTim| § WIS (L) o o o s oum 3
lOakena FremartHayward 500 101 S 1201 § 27086 § 51604 S (LAY % o 7| s 97 2%
Vaeioarted Recass 5@ 0m S S %

[Reding 55 078 S AGmI2 S 4006 BI04 S @I0S M| 0% oS sme 1%
|sara Rosa petuma 5213 05t S M0N0 S BEAZN| § M5MSL S (46N X% 0% 6| 5 2069 1%
Moceso 502 085 S AN § 22106 5 Mueow $  20mEs e | 7| s Lawao %

Y IS

Hospital Characteristics

— Children’s — Recipients under 21 years only

Simulated
Provider Baseline Simulated % | Baseline |¢ Outlier
Category | Stays [ Casemix| Est Cost Payment Payment Change | Chang I Cost | Pay / Cost| ~ Payment
DSH 26261 060 $ 164360552 $ 102954761 $1308216560 § 5261798 0% 9% o $146584619  11%)
Tetiary 13381 082 § 150170157 $ 116453160 $1181055,146 $ 1651896 1% 5% 6% $192364706  16%)
Generalacule 116518 063 S 899875240 $§ 676418425 § 661414255 $(15004170) 2% 5% M| S 66538,63  10%)
Chidrens 4394 118 S B4B13600 § 636473785 $ G6LEG43T $ 2510572 4% % T $14080873 219
Teacting 3459 091 S 39684910 § 282021218 § 313310135 $ V3BT 1% % % S 46216815 15%)
Remoerwal 18688 044 § 99494602 $ 9775698 § 9698800 S (6898) A% 9% oM § L127d 1%
Rualoher | 4306 047 § 20775758 $ 2775753 $ 16089806/ S (65947 2% 100% T $ 36084 )
cAH 398 051 § 2287257 § 2128257 § 2375008 $ (4912249) 8% 100% % $ 18201 1%
Noes:

1) May 2012 simulation dea used with NDPH hospicis removed.
2) This simlason s for purposes ofllstaion only and does o represent Xerox. recommendaions or DHCS decisions.

3) Hospial i the *General acute® caegory are ot caegorized as “Tertary”, “Childrens", “Teaching', "DSH’, "Remote Rura’, "Rural ber” and "Cricl acess”.

) Those hospials ot fised under General acute” may fal o more then one calegory between *Tertary”, “CHildrens, “Teaching', "DSH’, "Remoke Rura, "Rural ober” and
5)*Rural oer hospicis e ! a "Remok rral.

) Deta for Chien's hospals ncudes al stays, incependentf recpent age.
QY
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Next Steps
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For Further Information

Jon Wunderlich

Assistant Deputy Director, Healthcare Financing
California Department of Health Care Services
jonathan.wunderlich@dhcs.ca.gov 916.440.7800

New DHCS webpage devoted to APR-DRG information:
www.dhcs.ca.gov/provgovpart/Pages/DRG.aspx

QDH(IS
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Next Steps

¢ Late 2012: hospitals will receive:
* Base rates
e Summarized simulated claims data

¢ Hospital-specific claims information available upon
request

¢ Spring 2013 Provider Training
¢ June 2013 revised Provider Manual published
¢ Implementation: July 1, 2013
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