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Hospital Base Price Notification

« Mailed out within past week; questions to drg@dhcs.ca.gov
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Topics

1. Overview of DRG payment
2. Walk-through of base price notification
3. Other topics
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DRG Payment

Scope of DRG Payment

- As directed by the legislature (SB 853, October 2010)

Replaces Selective Provider Contracting Program and cost
reimbursement

Developed in consultation with hospitals

Patients:
- Medi-Cal fee-for-service, CCS only, GHPP only. Not managed care.

Hospitals:

- Excluded: designated public hospitals, non-designated public
hospitals, psychiatric hospitals

- Included: all other general hospitals, including out-of-state, Medicare-
designated CAH, Medicare-designated LTAC

. Services:
-+ APR-DRGs to be used for almost all care except psych (counties),
, rehabilitation (per diem), admin days (per diem) Xerox :)®



DRG Payment

Aspects of DRG Payment

Value purchasing : DRGs define “the product of a hospital,” enabling
greater understanding of the services provided and purchased.

DRGs reward better diagnosis and procedure coding, which should be
complete, accurate and defensible

Efficiency : Because payment does not depend on hospital-specific costs
or charges, hospitals are rewarded for improving efficiency

Reductions in length of stay, where appropriate, generate savings

Access : Higher DRG payment for sicker patients encourages access to
care across the full range of patient conditions.

Non-contract hospitals in closed areas may increase Medi-Cal volume
Transparency : Payment methods and calculations on the Internet

But note Slide 21 re SPCP confidentiality before DRG implementation
Administrative burden:

Day-by-day TAR no longer required (except some limited-benefit beneficiaries)

February 7, 2013 Xe rOX ; §®



DRG Payment

Training on DRG Payment

- Webinars
- Wednesday, February 6, 12:30-1:30 Rate Setting Overview
- Friday, February 8, 2:00-3:00 Rate Setting Overview
- Monday, February 11, 1:00-4:00 General DRG Training
- Thursday, February 14, 9:00-12:00 General DRG Training
- www.dhcs.ca.gov/provgovpart/pages/DRG.aspxinfo, “Webinar Information”

- In-person seminars — General DRG Training
- Ontario Provider Seminar, February 19-20 (DRG Feb. 20)
- Sacramento Provider Seminar, March 13-14
- Anaheim Provider Seminar, April 16-17
- https://learn.medi-cal.ca.gov/Training/TrainingCalendar.aspx

- Additional trainings to be scheduled

6 February 7, 2013 Xe rOX : §®



DRG Payment

Key Resources
« New DHCS webpage devoted to APR-DRG information

www.dhcs.ca.gov/provgovpart/Pages/DRG.aspx
* Questions to drg@dhcs.ca.gov

« Join DRG listserve by emailing drg@dhcs.ca.gov

CALIFORNIA DEPARTMENT OF

GOV Health Care Services ¢

HOME SERVICES INDIVIDUALS PROVIDERS & PARTNERS FORMS, |

Home = Providers & Partners » Diagnosis Related Group Hospital Inpatient Payment Methodology

: Diagnosis Related Group Hospital Inpatient Payment Methodology

e N
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DRG Payment

Base Prices: Background Documents

. .
Medi-Cal DRG Project
Frequently Asked Questions
Please note thai 03 remin e before the implementation date.
Changes have been madk since the May 3, 2012 version was published on the DHCS website.
S—— Medi-Cal DRG Project
1. What is the Medi-Cal DRG project? R = R B MR Dt bt Ll A I . I D t t
o st aversge U 4 Form Lozl 54 e payreres by e S f yt
As dirccted by the California legislature, the Department of Health Care Services (DHCS) is developing a e o tiona B s dp el um mary © na Ica atase
new method of paying for hospital inpatient services in the fee-for-service Medi-Cal program. This FAQ) 15 Dot i Ty oy scusor o irated HIC sien
document is intended to provide interested parties with periodic updates on the project. - mm“m Froem sapamite APR-DRG DTouping sotvare
LIVER TRANSELANT i i i
T ——————— L P BT pmans Prepared for the California Department of Health Care Services
e —— December 22, 2011
Since 1983, hospitals have been paid under the Selective Provider Contracting Program (SPCP) [ Lt et g A i s Ll
“Contracted” hospitals negotisle a per diem payment rate with the Califonia Medical Assistance 1. Soroce scusior ol cier hospie 1am
Commission. Non-contracted hospitals are reimbursed based on interint rates using & cost-to-charge ratio i faene i 5
and subject to a cost setilement process (Note: designated public hospitals have a separate payment Yo irtibEEg 1576t V0. e VA1)
etk 2 s e o say Look 4o ftam DFEG ke
| S7,80. Lsa (o DR 5448 payment-—zes LG bage pice b
sl 1 y

3. What change is being made? i binatebisariia] P

F25 Wargrescost perectage_1 e Used e cont ot scusirerts
The California Legislature directed the depariment 1o replace the current reimbursement methodology for :"’ """“:':r: sors 2 :':]' sty -
hospital acute care npatient services (both negotiated contract rates and non-coniract cost reimbursement) kg “M‘"I ity ‘m i 4 i Ve e
with payment by diagnosis related group (DRG). This would eliminate the current contract and non- ER taompat am o el prosdidndorristoiuy
contract status designation once payments are hased upon DRGs. The reference is 10 Senate Bill 853, = :q‘: e -
passed in October 2010, which added Section 14105 28 to the California Welfare and Institutions Code e e s e S L m—

1000 (F328 rued o 3 piaces: ks

4. Whatis the tineframe? e mmmmmmm - o aiice

o PAYMENT ADSUSTHENT
A workgroup of staff from DHCS and other state agencies developed the new method, in consultation 2 Rt o vl o~ i Bl ) A B A
with a group of hospital managers and other stakehelders convened by the California Hospital i zm:g;«":;;::m;mmmmm " N NIl e O CYS

(CHA). The rkgroup finished its work in February 2012, The original target 4t 18 A COST BUTLIER. :

date to implement DRG payment was July 1, 2012; as part of the 2012 Budget Act, implementation is s Eatnec oot ol N Ewe. L] i) 22

47 1 osimate com > samwud amourt Gan IF £45 > E44 thon Less”sse G
now set for July 1, 2013 M .

4o Exerate o on s e A e o

30 i loe » vt resholalowet It i Ve o o, st
5. Will there be a transition period? i i it s FEta- o5 e B, e (A5 e (-
Yes, The DRG-based payment method will be phased in over a three-year period with the changes fully 52 RS st oy rcsssa 2 m i it
implemented in the fourth year, similar to what Medicare does with major payment changes. Clams will 1 i i ribibon
be paid using the DRG payment method, but some hospitals will see transition DRG base prices higher or s W,mmﬂ.,‘mu o
lower than they would have been without the transition In the first year of the transition, the intention i: {36 DRG cust oulier payment decrssse 00
that average payments per stay for an individual hospital will increase or decrease by no more than oo, " T T —
relative to what they otherwise would have been. In the second year the range would widen to plus or e g
minus 10% and in the third year to 15% e L A

¥ l61 Al s smean s o = ESBIERD
[ s et e ACS
b2 abor e cont 3000 B — =
3

la "Lesser ot cetcustion sosanse e 2 A XErox G) Conipay

las eaymect smeurt amourt Dietuise LBt ther sl contge (EE2y and peteet s o
Seplember 14, 2012 That changes T e 2o (E53) o Lesser of E54) o ot st et

a ¢ ety n
leseen of Giffiereion, e clarm provessing systert s cotect. =

« Available at www.dhcs.ca.gov/provgovpart/Pages/DRG.aspx

2| ®
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DRG Payment

Key Payment Values

Payment Policy Parameter Value

Statewide base price

Statewide base price (remote rural)

APR-DRG algorithm and relative weights

Policy adjustor -- neonate at designated NICU hospital

Policy adjustor -- neonate at other hospital

Policy adjustor -- pediatric resp, pediatric misc

Pediatric age

Transfer discharge statuses

Documentation, coding and capture adjustment

Wage area adjustments

Allowed = lesser of calculated payment or charge

High-side (provider loss) cost outlier threshold 1
Marginal cost percentage

High-side (provider loss) cost outlier threshold 2
Marginal cost percentage

Low-side (provider gain) cost outlier threshold
Marginal cost percentage

$6,223
$10,218

V.29 national
1.75

1.25

1.25

< 21 years old
02, 05, 65, 66
3.50%

Per Medicare Aug 2012
Yes

$40,000

60%
$125,000
80%

$40,000

60%

Notes

DRGs for sick newborns.

1. Policy adjustors are applied to the relative weight for specific DRGs, with the effect of
increasing the relative weight used for calculating payment. "Neonate" refers to specific APR-

2. The statewide base price for remote rural hospitals was calculated to equal 95% of cost for
remote rural hospitals in aggregate. The statewide base price for all other hospitals was then
calculated so that aggregate payments statewide equalled the budget target.

9 February 7, 2013
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DRG Payment

Statewide Totals

Previous Payment Method JRG Payment

CY 2009 Baseline |Baseline No Transition Transition
Stays 406,164 406,164 406,164 406,164
Days 1,593,825 1,593,825 1,593,825 1,593,825
Charges $ 13,657,896,644 $ 17,615,955,092 | $ 17,615,955,092 $ 17,615,955,092
Casemix 0.6219 0.6583 0.6583 0.6583
Payment $ 2,412565,737 $ 2,627,205,655|% 2,627,709,953 $ 2,627,933,673
Payment per stay $ 5940 $ 6,468 | $ 6,470 $ 6,470
Casemix-adj'd pay/stay $ 9551 $ 9,826 | $ 9,827 $ 9,828
Outlier payments $ 449,963,999 $ 462,210,254
Outlier payment % 17% 18%

N
10 February 7, 2013 Xe fox r.///)\



Base Price Notification

Please Keep in Mind

« Data by hospital are estimates for FY 2013-14

* A hospital’s actual experience will depend on volume, casemix,
prevalence of outliers, cost per stay, etc.

* In analyzing impacts, averages are more useful than totals
 DRG payments = DRG base payments + DRG outlier payments

Outlier payments approximately 17% of Medi-Cal DRG payments
Other adjustments (e.g., transfers) affect payment but are less important

* In addition to DRG payments on claims, Medi-Cal makes very
substantial supplementary payments to hospitals

 The Medi-Cal and Medicare DRG payment methods are different
methods for different populations, using different DRG algorithms

* Unlike Medicare, Medi-Cal will not implement the transition by pricing
claims under two methods and blending the difference

11 February 7, 2013 Xe fOX ;)V@



Base Price Notification

Hospital-Specific Payment Information

» “Designated NICU” as determined by California Children’s Services
based on neonatal surgical capacity

» “Designated remote rural hospital” = rural per OSHPD list and at least
15 miles from the nearest hospital with a basic emergency room

e CCR = (1) from the hospital’'s most recent cost report accepted by
DHCS or, if need be, (2) most recent Provider Master File

 Wage area = from Medicare impact file for FFY 2013, including
reclassifications where appropriate

Hospital-Specific Information on DRG Payment

Line Item Comment

1 Hospital Example Hospital

2 National provider identifier " 0123456789

3 OSHPD identifier 987654321

4 Designated NICU N Affects payment for sick newborns

5 Designated remote rural hospital N Affects DRG base price

6 Cost-to-charge ratio used in payment simulation 20.00% Affects outlier payments

7 Wage area used in payment simulation B(Ie_;c?h'-o‘(g?eer:ZZIt,ogi Same as Medicare for most hospitals

8 Wage area indexvalue used in simulation 1.2282 Same as Medicare for most hospitals

N

12 February 7, 2013 Xerox . )§



Base Price Notification

Utilization Data

e Simulation dataset = CY 2009 Medi-Cal fee-for-service data based on
CA-MMIS, OSHPD, cost reports. Two key adjustments:

- “Inferred newborn” claims for well babies who will be billed separately

- Estimates made of patients transitioning to managed care
 Documentation by hospital in Summary of Analytical Dataset
« Billed charges trended forward to FY 2013-14 by 28.98%

- Reflects average annual growth from OSHPD data for Medi-Cal patients

 Casemix trended forward to FY 2013-14 by 5.85%

- Reflects estimates of real growth and growth due to improved documentation,
coding and capture of diagnoses and procedures

9 Stays used in payment simulation (from CY 2009) 1,000 Note 1 (see below)

10 Days used in payment simulation (from CY 2009) 4,000 Includes normal newborns; Note 1

11 Casemix-- CY 2009 0.6200 Note 2

12 Casemix-- trended forward to FY 2013-14 0.6563 Note 3

13 Billed charges -- CY 2009 $34,000,000 For the stays in Line 9

14 Billed charges -- FY 2013-14 $43,853,200 Note 4

Q0 ®
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Base Price Notification

Baseline Payment

Refers to the allowed amount; excludes supplemental payments

Contract hospitals
CY 2009 reflects SPCP payments

Trended forward to 7/1/13 per hospital-specific changes in SPCP rates

Non-contract hospitals

CY 2009 = charges x CCR from 2009 audited cost report (or, if necessary,

2009 reported cost report)

Trended forward to 7/1/13 at 17.49% (consistent with the Quality Assurance

Fee financial model)

See Summary of Analytical Dataset §82.4, 2.6 re 2009 methodology
Data for some hospitals have been updated since then.

15 Baseline payment under previous method -- CY 2009 $6,000,000
16 Baseline payment under previous method -- trended forward to FY 20: $6,540,000
17 Per stay $6,540

18 Per stay, casemix adjusted $9,965

Note 5

Note 6

Line 16 /Line 9
Line 17 /Line 12

14 February 7, 2013
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Base Price Notification

Determination of Transition Status

« DHCS’s primary goal is protecting beneficiary access to care

* In practice, this means buffering the negative financial impacts on
hospitals expected to see decreased payments under DRGs

« Transition rates do not apply to hospitals where the financial impact (up
or down) is expected to be relatively manageable:

Change under 5% (29 hospitals)

Change under $50,000 (17 hospitals)

Fewer than 100 stays and Medi-Cal fee-for-service share < 2% (30 hospitals)
Out of state hospitals (about 175 hospitals)

No Medi-Cal FFS stays in simulation dataset (15 hospitals)

» All other hospitals receive transition base prices in FY 2013-14 with a
goal of limiting expected changes to < 5% (211 hospitals).

19 Will this hospital receive a transition base price? Yes--go to Line 21

20 Reason why not (if applicable) Note 7

15 February 7, 2013 Xe rOX : §®



Base Price Notification

Base Price — No Transition

 DRG base price = statewide base price adjusted for wage area
- L.A. area: ($6,223 x 68.8% x 1.2282) + ($6,223 x 31.2%) = $7,200
- Base prices range from $7,200 to $14,413 (including remote rurals)
« DRG payment = DRG base payments + DRG outlier payments
- Policy adjustors, transfer adjustments, lower-of logic also affect payment
- See DRG Pricing Calculator for detailed pricing logic

« OQutlier payments = about 17% of total payments but can be higher for

individual hospitals

BASE PRICE — NO TRANSITION
29 DRG base price
30 Total DRG payment
31 Per stay
32 Per stay, casemix adjusted
33 Total change from baseline payment
34 Percent change from baseline payment
35 Outlier payments

36 Outlier payments as a percentage of total payment

$7,200 Note 11
$5,700,000 Note 9
$5,700 Line 30/Line 9
$8,685 Line 31/Line 12
-$840,000 Line 30 minus Line 16
-13% Line 33 /Line 16
$950,000 Note 10
17% Line 35/Line 30

16 February 7, 2013
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Base Price Notification

Statewide Impact — No Transition

17

Expected Impact If There Were No Transition
120 112
Total hospitals = 287 107
100
« 380
c
-
o
(&
© 60
‘S
7]
o
T 40
20 16
13
11 11
. = 0 B
O T - T . T T T . T . T 1
Decrease Decrease Decrease Decrease Increase Increase Increase Increase
>15% 10-15% 5-10% 5% or 5% or 5-10% 10-15% >15%
less Less
% Change in Expected Payments, DRG vs Baseline
e N
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Base Price Notification

Statewide Impact — Transition

Count of Hospitals by Expected Impact in FY 2013-14 , Relative to Baseline Under Current Payment Method

Decrease Increase

5% or 5% or Total
> 15% 10-15% 5-10% less Less 5-10% 10-15% >15% Hospitals

Hospitals Paid Using Statewide Base Price

Impact <5% 16 13 29
Impact <$50,000 9 1 1 6 17
<100 stays & <2% Medi-Cal 18 1 1 10 30
Subtotal no transition 27 2 0 16 13 1 1 16 76
Hospitals Paid Using Statewide Base Price

Expected impact if no transition price = decrease > 15% 85 85
Expected impactif no transition price = decrease 10-15% 5 5
Expected impact if no transition price = decrease 5-10% 10 10

Expected impact if no transition price = decrease 5% or less

Expected impactif no transition price = increase 5% or less

Expected impactif no transition price = increase 5-10% 10 10
Expected impact if no transition price = increase 10-15% 10 10
Expected impact if no transition price = increase > 15% 77 3 2 9 91
Subtotal hospitals with transition base price 0 0 0 100 97 3 2 9 211
All hospitals with volume in simulation dataset 27 2 0 116 110 4 3 25 287
Hospitals with No Volume

Hospitals with no volume in simulation dataset 15
Total: All California Hospitals 27 2 0 116 110 4 3 25 302

Note: The table includes only DRG hospitals, i.e., designated and non-designated public hospitals are excluded

2| ®
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Base Price Notification

Transition Base Price

o Calculated iteratively using hospital-specific claims
- Excluding extreme outliers (i.e., outlier payment > $100,000, which is unusual)
- Transition base price then applied to all stays, including extreme outliers
- Floor set so that transitional base price = at least 50% of no-transition price
* Hospitals that would see lower payment: expected decrease 5% or less
« Hospitals that would see higher payment: expected increase 2%-3%
- To ensure budget neutrality

- Some expected increases > 2-3% if transition base price at floor
- Most will see further increases in FY 2014-15

TRANSITION BASE PRICE

21 DRG base price $8,500 Note 8

22 Total DRG payment $6,200,000 Note 9

23 Per stay $5,504 Line 22 /Line 9

24 Per stay, casemix adjusted $10,767 Line 23 /Line 12

25 Total change from baseline payment -$340,000 Line 22 — Line 16

26 Percent change from baseline payment -5% Line 25/Line 16

27 Outlier payments $650,000 Note 10

28 Outlier payments as a percentage of total payment 10% Line 27 /Line 22

Q0 ®
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Other Topics
Future Year DRG Base Prices

e Intention:
FY 2013-14: Impact -5% to +5%
FY 2014-15: Impact -10% to +10%
FY 2015-16: Impact -15% to +15%
FY 2016-17: Full implementation

 We're evaluating expected impacts in FY 2014-15 and FY 2015-16
using the simulation dataset

» Hospitals will be advised before July 1 of expected base prices for FY
2014-15 and FY 2015-16

« Actual future base prices may differ, based e.g., on changes in
appropriations, Medicare wage areas, or other factors.
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Other Topics

Confidentiality Under SPCP

21

Applies to contract hospitals paid under the Selective Provider
Contracting Program in CY 2009.

Hospital-specific per diem rates are confidential under the SPCP.

Because the transition DRG base prices are based in part on baseline
payments that reflect SPCP rates, the confidentiality requirements of
the contracting program apply to DRG transition base prices.

The contractual confidentiality provisions apply so long as the SPCP
remains in place.
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Other Topics

For More Information

To request detailed data by hospital: drg@dhcs.ca.gov

- Level 1 data, at DRG level, requires email from hospital email address from

authorized hospital representative (e.g., CFO)

- Level 2 data, at claim level, requires signed DHCS data use agreement. A
DUA previously signed is sufficient, so long as no changes are needed.

Check www.dhcs.ca.gov/provgovpart/Pages/DRG.aspx for updates

- Webinars and in person trainings (Ontario, Sacramento, Anaheim)
- Provider bulletins and educational tools (FAQ, pricing calculator)

Sign up for DRG-specific listserve through drg@dhcs.ca.gov

Updated provider manual to be released in June 2013

Some results in this presentation 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 3M™
Software are owned by 3M. All rights reserved. 3M has no role in the development of the Medi-Cal DRG
payment method or the calculation of DRG base prices.
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