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During the last decade, per diem prospective systems for reimbursing hospital

costs have evolved on a widcspread'basis. These programs were developed as

alternatives to the retrospective reimburscment system. The underlying thrust .

... . of these prospective payment methodologles was to control hosp1ta1 costs by

promotlng contalnment of costs and scope of services. A :

. 3 R . i o - - . ‘. L cper
T . - , . . . . .o . . . ! .
e -

";_Hospitals, as providers, quite often complain of inequities. Most prospective .

systems fail to properly recogn1ze case mlx, desplte recent reports hlghllghtlng

'the 51gn1f1cant 1mpact the case mix varlable has upon hospital costs. Payors,

it pue gt s

on the other hand are not satisfled w1th the rate of increase in hospltal cost

-

and are beglnnlng to entertain alternatlves to better measure hospital costs and

-prodee nore equltable payment mechanlsms. l';_ R _: _L a T

.aOVer‘the last five (5) years, The New York Hosp1ta1 has been worklng on a sygtem S

to identify the 1mportance and 1mpact of case: mix upon hospltal costs. This
:’project has recently been adopted and expanded by the Office of Health Systems
Hanagement of the NYH Department of Health.to test out methodology, etc, ona ' il

broad range of hospitals.

. ~Concurrent to this endeavor,

we. feel that the Prospects ef a reimbursement B f;w;f

tion the case mix variable should be tested. .
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'fAccotdingly,-we submit the following outllne for a JOlnt relmbursement experiment . }

for consideration.
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Hypotheses to Test:

”—ﬁvl. - Paymints by vhole cpisodes of care (i.e., .per discharge) should meutralize

g e

!3:}%.24‘-\.",“:;;{;0‘*3 & &0

- . vs6. - -Will overall volume decrease to maximize incentive payrent

j"tﬂe incentive to prolong LOS as under -per diem reimburscment. Will per

-discharge rates reduce ALOS?

" 2. Vhat factors contribute to a hospital's case nix over time?

3. . Will admissions differ under this reimbursezent scheme? In addition, will

k]

- -there be a change in occupancy rates in particular services?

-4+ Is there sﬁff_ii:ient incentive to shift the composition of the hospital's

‘ . . patient load between inpatient and outpatient departrments wherever possible?

5. Will hespital costs per discharge decrease or possibly shift to maxinmize

~=cprofit margins?

s?

.77 - “‘Does-this plan offer more opportunities-ito.tie reimbursement, utilization

—

:--wzixeview .and planning? Since a new service.or progranm rust be related to a

ZDRG payment, it's establishment ‘will be-predicated on an acceptable rate.

0n “the ‘other hand, an adequate rate should be authorized by OHSM only where

sspublic need is being met. REE e

. x8. -*Does .this plan offer.a viable new role for“UR committees and PSRO's since

-ssithere is a shift from concurrent ‘to admissions review as well as an increased

~gmeed to examine adequacy-of services rendered to-patieants.

’ .:‘,:.:_, .. Assuming part'icipation by Medicare, Medicaid, and: Blue Cross, will the

~dncentive for-_».__g_ross-subsidization of patients be sufficiently neutralized

o -szunder this plan to affect a hospital'sr‘vset-vice patterns? o
0‘.” If ALOS is reduced under the.per discharge payaent methodology, will there
1',‘:-.-,;‘tfbe an- :i.mpac.t on -the number of malpractice cla:‘..;ns? - - s ‘
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. 12.

"'review tool' recognizing the impact of such var1ab1es as diagnosis, prlmary

Astay. When cmployed in a reimbursement process, do the existing DRGs

"»requirc futher adJustments to rcflect the cost, rather than length of

‘l" S .“..Y"-

»Docs this proposal provide cnough incentives and assurances to minimize a

S
.
X

hospital's cconomic sensitivity to per case payment system? ’
. y p y

PRI

Will a hospital restructure it's management controls under this reimburscment

gcheme? If sq, will thcse monitoring tools have inter-hospital applicability?

-

The current d1agnost1c gtouplng systcm was devised initially as a utilization

and sccondary, age, sex, operatlve procedures and therapy on length of

fiz 2207

stay, 1mpact of these var1ab1es7 _ N .
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Cazie Miz Reinbursement

" Baslic Features

1. The hogpital shall be paid according to DRC - specifi¢c rates based upon the
- hospital's average base year costs. These costs will ‘be adjusted farward
by the trend factor. The rate, utilizing the cost allocation rethadology

- developed by OHSM's Data Systems Development Project, and modified to

.reflect payor specific Service Intensity Weights (SIWs), shall be tle mean

cost based on actual hospital experience including deaths and transfers g
- -.less outliers (95th percentile of cost) for each DRG. Prior period adjust-

- -ments and payér methodology defferences, such as the Ambulatory Serxice
- -~ Loss, will continue to be recognized.

#COMMENT

‘=zThis experiment should proceed from the -existing "state of the art" and

. #Zdncorporate the necessary modifications.and refinements to create a wiable

wrucase~mix specific reimbursement system.

-'2. A1l base year peef group sanctions shall be waived.

e

ZCOMMENT . - o o

L . . 3 . [ - .

:The ‘existing peer group ceflings are*-:'function-.s of the per.diem system and

-+~ 7sshould not be applied to a case mix-oriented reimbursement systen. R4
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. % -“':/--Theﬂhospi.tal',- in cooperation with;its';rarea PSRO, will focus -}its Utilization
- X .;fjf-i:xeviev, activities on ;dmission .reyiew,wyithout_‘onsiﬁte review. The partici- b
#zpating payor(s) will have the prerogative to review, via audit, the partici- '

pating ho;p’itals' admission/readmission experience io ensure pre ani post kw:
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o COMMENT A o . " E
Per diem rcimburéoménf serves as an incentive for extending LOS, therefore | ‘25
tﬁe.ihpéttﬁnCC of Utilization Review, to minimizc-this inherent incentive.
A.pcr-case rcimbursemeht ﬁgthédology negates this incentive requiring a

shift in focus to admission.review. The audit process is intended to

satisfy the payor(s) concern that prov1ders may maximize their revenue by

L discharglng a multl-problem case and immediately rcadmit the same patieat

with another diagnosis. o e P , B

" "4.  Where patients have been shifted from an inpatient to an outpatient treatment Jni
ba;is during the experiment, the hospital will be paid at a ﬁercentage of the b
. corresponding inpatient DRG rate, depending on the inpatient length of stay

.

- of that case. this as follows:

]

-100% DRG rate

’?“?’ﬁf’JTV:' 1 - day of stay

.2 - day of stay 100% DRG rate B '.;j” ' 1 . N

'3 — day of stay - 75% DRG rate . -
4 ~ day of stay - 75%Z DRG rate

2

. 7ﬁ£ach provider will establish with the payors a protocol to 1dent1fy those cases
(DRGs) and costs that will be affected by this feature. The payors will have
.che~right to review, via audit, all such ambulafoiy cases for their appropri-

‘.ateness for inclusion as an element of this experiment. - e

". 5. Cases of deaths should remain in the data base for rate computation, the hospital
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w:+ 1" ‘shall be reimbursed the full DRG-specific payment for such dlscharges. These 'kf

';cases will also be monitored for changes in volume or types.

4 ‘COMNENT . " ' i ,'" e

While it appears true that some cases, predomlnately deaths and transfers,

SRS i ‘-4,.;»”- P,

SRS matetzally distort some DRG mean costs, the hospitals feel that only those-
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_cascs,'jucluding deaths and transfers, that mcet the test for an outlyer

7 (2.0 standard deviations) should be excluded. . ' T
) . . | : ‘ ' é
6. - In the event of multiple 3rd-party payors fecr a sinzlal case, reicbursement b

by each payor shall be a fraction of the DRG-specific rate proportionate to

. ~the number of patient days ;ovcredvby that third party. L o éJ
CO'.‘IMI.-ZNTA . - o : R :%
’h:A péyment ﬁrocess'to simplify the'hanAling.of mui:iplc coverage patiegts ig
i during the.durétion of this experiment. \ [
: o A L ’
~J.- Outlyers, as mentioned in features 1 and 6, should encompass all cases and ' _'f%
. . , -

.~.-zbe.the resultant product of the.application of 2.0 standard deviations to
~the entire population range as a function of cost. These-cases jointly

,,'h,h}ﬁﬁareviewed by the hospital .and Blue Cross;gand»subject to audit, shouvld be

‘;‘:qﬁﬂgpaid'prospective;per diem rates (DRG:/#385, outliers)

- 5COMMENT

,.?hﬁﬁQhé current impression of -outlyers andafhe:mean's sensitivity to tﬁeir

1;°~Lé1nc1usion in ‘the population baseﬂmustécoﬁfinue'éo be studied.: The tendency
meé%éo include deaths and transfers as:outi;;rS'should be avoided. As an
4\¥§alternative, carefal review of these-cases .should facilitate the refinement

..+7z0f the definition of a true outlyer.

- -#8. :Payments shall be made under a formula-similar .to Medicare's periodic
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‘# . wziaterim payment (PIP) mechanism. ‘The base to establish these interim rates

-=shall incorporate all cases, outlyers, -deaths and transfers included. There

+vwill be a semi-annual review of DRG rates in order to minimize the risk to

.

~ ~hospitals due to sudden shifts in case mix or payor participants miscalcu-

o tpsmrdinein: o Seen :lations. O T e T T B e
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. COMIENT
This will assure an even cash flow to participants.

.9:.-~Consideration should be given to the separate funding of a joint project to

"~ review and refine progress achieved in developing a feéponsibility (manage-

-fﬁent) éccbunting syé:em. (Appendix 11) (This feature nay be evaluated ?

. ;_scparatcly from the basic experiment. A budgat, ouclining the fesources b
;xlrequ1rcd to implcment this system will be avallable in the near future.) ; -k

| Normally a review ;}vDRG rates coﬁld éﬁlyibe agéomplished annpallSr.w .'i
A ﬁoéever, if this éxperiment is to have greater aspirations it should R » *f-%
"ig incqrporate an internal hospital ﬁanagement reviewlprocess that pinpoints é

§

- -DRG nmovement on a timely basis. NYH has been develeping such a report,
1aeSigned on the operating center concept that could be structured to
© " ‘achieve this objective.

" 10. ”.Appeals to adjust DRG rates w1ll be .as prowlded uﬁder Part 86 16 and 17,

~given the obvious exceptlon of appeals predlcated upon case mix and will be

heard by the management committee.

Document from the collections of the AAMC Not to be reproduced without permission

‘gilo protect the hospital from external changes_not inéorporated into this' |
- '*Eﬁprojéct, thg-hospitqls.should have the same rights_as hospitals participating 1':;i'

D L P I '
. 1

; :11. - To facilitate thehhospital's achievenent of feature 5, capital applications

.required to shift inpatient cases to an ambulatory setting shall be expedi-

s _';1*):: &

2+ owend o tiously. processed by administrative review in the office of OHSM. Lo eeemggiehee
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S CORCIY

e . e

- ..An incentive to shift inpatient cases to an ambulatorj setting is provided R
'Eflin fecature #5. As.mentioned, active prozotion of an ambulatory surgery
- 13
. . . . - ;1
... program quickly comcs to mind. Therefore hospitals would require renovation T
"~ of existing space to facilitate an intensive effort in this regard. :
12. VWhile this proposal is being submitted to Blue Cross/Bluc Shield of Greater ;
" New York, it is che participants’ position that in addition to Blue Cross, :
g . Medicaid must participate, and if possible, Medicare as well. ‘
.g'""i - COMMENT B P ' o S - e BN “ 8
&. ) B N . ' .- .
§ «-Participation by as many cost-related payors as possible, will not only
g ‘ |
| :zgpromote .- administrative efficiency, but ensure evaluation of the cross-
= A :
Q
Q
5 . xsubsidization issue. ) ~
e RV : o I S R , §
% -%33. - ‘The duration of the experiment .shall be-three (3) years. During the course ]
A ~of this experiment, there will be periodic meetings to evaluate progress, gﬁf
i € -f
O ' , - L
é‘ .sm~@tC.~and consider-any mutually agreed-upon refinements. The structure and %
z . . N N ‘g. N
2 =xcomposition of the review committee will-be. representative-and will be %,
“— : - - B
O . Co ' : i
é"; ‘#4dentified in the near future. ‘Obviously-the variety of, or lack of, payor
g - .
% ~-+participation will preclude a final.statement. A three (3) month simulation
oOfF -+ ) : . .
8t -period will precede the actual implementation of this experiment which is
g : . .
S| .07 sJanuary 1, 1980. ) B L e e _
E . - B Y
= .
Q| .. ERN
81 . ' .
A 2:The hypotheses proposed and features outlined, will take at least a year to
tbegin to develop trend data let alone begin to achieve the desired impact.
e
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14. 1In consideration of p:\rt:'iciput'ing in this experiment, criteria will be
: * La.
utilized for the four participants to minimize any penalties caused by a '
rcturn to the then cxmtmg relmburscment method ..
COMMENT
Presuming this experiment will be somewhat successful, participants may be
at a distinct disadvantage if ever regrouped and tompared to non-participating 4
- hospitals; especially if the per diem is still in existence. B -
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- -——Risk Sharing Revenue Computation:

———bn.order to properly determine the nct excess or loss of a provider's revenue
© .due to the experiment, the following computation must be made yearly.

:.'STEP 1 = The following computation will be performed to arrive at
~weighted patient days, which will represent the number of
patient days a provider would have had if it had not entered
the cxperiment. This computation is performed for each DRG
... by taking the actual number cof rate year cases (1980) multi-
ST plied by the provider's adjusted* base year length of stay
-(1978) for cach individual DRG.
" STEP 2 — The sum of the weighted patient days for the rate year is
' :adjusted to reflect the change in service intensity between
... the rate year and the base year, by multiplying the weighted
. --patient days by the ratio betveen the provider's rate year DRG
- --weights, to its base year DRG weights.

. < %STEP 3 = The adjusted rate year patient days would then be multiplied by
- » - =rthe regular Blue Cross per diem calculated as if the provider

"« . _..was not in the experiment. This product represents the reim-
:=bursement amount which the provider would have obtained if it
--¥Was not participating in the experiment.

#STEP 4 ~ The theoretical reimbursement revenue is then compared to the

- wurevenue achieved in the experiment. The revenue achjeved during
the experiment would be based upon.-the actual.rate year DRG cases
~wamultiplied by the respective DRG -reimbursement rates, ~°

=

- z4STEP 5 - If the per case payment mechanism .generates a reimbursement total
e “-~“higher than the theoretical reimbursement amount, the Hospital
#shall be permitted to retain 2/3 of the difference to a maximum

; f 2/3 of 12 or 8%. If the per case payment mechanism generates
~s@<reimbursement total lower than the-theoretical reimbursement,

¢ u=the Hospital shall lose 1/3 of the difference to a maximum of 2/3
oieweof 6% or 4%. ' '
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% .Base year Length of Stay will be adjusted by the following
d -

: .. .- For rate year 1980 - 3% (1978 Base Year)
e L B L I 1 " 1981 - 23/:, (1979 " "
) - REEREY 1 ] -8 1 1982 - 1% (1980 " " )

Doy Caye

TTTRRET
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S nch el 638,820,000 $38,820,000

aExbess ’ ' I ‘ - $ 2,244,960

u"":;jﬂiépﬁlsj.~gﬂospital Share 2/3 (max. of 8% of Line IA $ 1,496,640 (B) ,
s, 770 21980 Hospital Revenue (A & B) -~ 38,071,680 | -

- j " REIMBURSCMENT EXPERIMENT o “if
A : CCASE_ {1 | ?
i L ‘ ' ’ »‘i;E
. . o s
) : ‘1980 w2 1978 Length of Adjusted Weighte
DRG DRG : o Length of - Stay Length Paticn.
R “Cases I Stay : Deflator of Stay Days
16 - 1,200 - x (M x 97, = 13.58 ) 16,295 |
35 - 5,200 X (13  x 97% = 12,61 ) 65,572
10 - - 3,000 x o x 9% = 9.70) 29,100
- . 9,400 o o R 110,958
' . 1980 DRG Weights 48,410 = 1.03 5
e : .. .21978 DRG Weights ~ 47,000 Y
.é " ; LI g L o o - : . 4
3. - Adjusted Patient Days ' . 114,297
% . .- 1980 Blue Cross Per Diem ' : $ 320
é _ o SR - |
2 - Reimbursement - AT - $36,575,040 (A)
s - _
B o 1980 : - .
S DRG DRG y , ~ .- .. DRG
2l # Cases - - . Rate -
o . - —
Z . . . . S A ‘ . . ) RN 4
ol 16 - 1,200 x . $4,900 = $ 5,880,000
=1 35 - 5,200 x - $h,200 = $21,840,000
3 10 - 3.000 % $3,700 = $11.000.000 -
g e 5 S ‘ L ¥
3.
3|
&l
g|
S
g
=
3|
(o)
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e, v

., 1980 DRG Weights

9,200

‘ -

REIMBURS EMFNT

EXPEPIMENT

- CASE 72

~

1979
Length
of Stay

" Length
of Stay
Deflator

Adjusted

Length of

Stay

(s

1978 DRG Weights

"':‘\';'Adjusted Patient Days

- tiReimbursement

'j:nf:i.ISSO' Blue Cross Per Diem

x

13.58)
12.61)

9.70)

Veighted
Patient

Days

13,580
56,745
35,890

nnnu

106,215

=

105,153
$320

$33,548,950 (c)

w0 loss

. 1980
DRG

-.Cases

41;000
4,500

3,700

1

“e
.

$33,400,000 (A)
248,960

Eﬁyﬁkecovery of 2/3 of loss (max. of 4% of line C)
0

« . +-1980 Hospital Blue Cross Revenue (A & B)

$ 165,973 (3)

$33,565,973

R I

x 97% =
x (13 x 974 =
x (10 x 97 =
46,500
47,000
DRG
Rate .
X $4,300 - $ 4,300,000
x $4,000 518,000,000
x $3,000 $11,100, 000
| -$33,400,000
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