Washington State Medicaid
Inpatient Hospital Rebasing Project
Evaluation Matrix — DRG Methodologies and Related Issues

Table A: Comparison of Washington Medicaid and Highest Scoring States

Task Questions Washington Ohio Pennsylvania
3 Which patient classification Washington State Medicaid currently Ohio Medicaid uses the CMS DRG grouper Pennsylvania Medicaid uses CMS DRG
system is used (i.e., DRG uses the AP-DRG Grouper Version Version 15.0 distributed by Health Services, Grouper version 22 as of September 2005.
grouper, AP-DRG grouper, 14.1. Incorporated, a software package used by The Department is considered switching to
5 . . . . . 5
etc.)? WhICh Vj;swn of the Washington State Medicaid is Medicare during Federal Fiscal Year 1998. the AP-DRG Grouper.
grouperts used: considering the new AP-DRG version
21.0 for implementation in SFY 2007 or
2008.
3 How are the DRG conversion To calculate the conversion factor for a To calculate the conversion factor, Ohio Hospital-specific conversion factors are

factors determined (methods
& variables)? Describe?

base year, Medicaid estimates total
hospital Medicaid costs by summing
the Medicaid routine accommodation
and ancillary costs for the operating,
capital and direct medical education
components for DRG-based claims.
Medicaid then divides these total costs
by the number of Medicaid cases
during the base year to estimate
average Medicaid cost per AP-DRG
admission. Each hospital’s Medicaid
average cost is adjusted by the DRI
inflation factor and the hospital-specific
case-mix index.

Payments to hospitals for inpatient
services are paid based on the DRG

calculates hospital-specific cost per
discharge amounts using the data from the
ODHS 2930 “Cost Report” (state-specific)
and the Form CMS 2552 Medicare cost
report. These documents reflect costs
associated with the hospital’s 1985 or 1986
fiscal year reporting period.

Calculated costs are further adjusted as
follows:

—  Cost of blood replaced by patient
donors is removed

—  PSRO/UR costs are added

— Unallowable malpractice insurance
costs are removed.

— Direct and indirect cost of medical

based on the case mix adjusted hospital cost
per discharge from FYE 1987, and updated
annually for inflation.

Conversion factors are calculated as follows:

Base year allowable costs are determined
from the hospital’s base year Fiscal Year
1986-87 Cost Report. Inpatient Medicaid
costs for direct medical education and
depreciation and interest for buildings
and fixtures are excluded.

Base year allowable costs are adjusted to
account for the differences between days
reported on the cost report and days
calculated from the paid claims database
for the base year.
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Washington State Medicaid
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Evaluation Matrix — DRG Methodologies and Related Issues

Task

Questions

Washington

Ohio

Pennsylvania

payment methodology, with the
following exceptions:

—  The following hospitals are exempt
from the DRG methodology:

*  Rural hospitals (peer group A)

= Qut-of-state non-border
hospitals

= Freestanding psychiatric
hospitals and distinct part
units

= Freestanding rehabilitation
hospitals and distinct part
units

= Military hospitals

= CPE hospitals

= Critical Access Hospitals
= Detoxification units

= Fred Hutchinson Cancer
Research Center

= LTAC hospitals

— The following services provided in

education are removed
Capital-related costs are removed

The effects of wage differences for
hospitals in the teaching hospital peer
group are removed

For teaching and children’s hospitals, an
outlier set-aside (or, “outlier adjustment
amount”) is calculated. This amount is
subtracted from the cost per discharge
for each peer group.

The cost per discharge is adjusted for
coding by dividing the average cost per
discharge by 1.005.

The peer group average charge per
discharge for the teaching hospital peer
group is adjusted using a wage factor —
this wage factor is based on medical
education costs and the labor portion of
the Medicaid inpatient cost

Costs are adjusted for inflation using an
Ohio-specific inflation factor.

The conversion factor is calculated
differently for different types of hospitals

Each hospital’s net cost equals Adjusted
Net Medicaid Allowable Costs minus
each of the following:

= The cost outlier portion of costs for
claims that qualify as cost outliers.

= Day outlier portion of costs for
claims that qualify as day outliers.

= The costs of transfer claims except
for DRGs 385 and 456.

= The costs of the hospital’s claims
which are no longer paid as
inpatient claims.

= The cost of psychiatric claims
exclusive of the first 2 days of the
hospital stay, for hospitals without a
distinct part psychiatric unit
enrolled in the MA Program.

= The full costs of psychiatric claims,
for hospitals with a distinct part
psychiatric unit enrolled in the MA
Program.

= The costs of drug and alcohol claims
exclusive of the first 2 days of the
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Washington State Medicaid
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Evaluation Matrix — DRG Methodologies and Related Issues

Task

Questions

Washington

Ohio

Pennsylvania

DRG hospitals are also excluded
from the DRG payment

methodology:

Neonatal services in DRG
classifications other than DRG
620 and 629

AIDS-related services

Bone marrow transplant
services and most other
transplant services

Alcoholism treatment and
detoxification services

Pregnant women services
Rehabilitation services
Pain treatment services
DRG low cost outliers
Long term care services

DRGs with unstable DRG
relative weights

Most exempt hospitals and services
described above are paid based on the

as follows:

Children’s hospitals --- 100 percent
hospital-specific

Rural referral center hospitals — peer
group average

Teaching hospitals — peer group average

Non-metropolitan statistical average
area hospitals with less than 100 beds —
peer group average

Non-metropolitan statistical average
area hospitals 100 or more beds — peer
group average

Metropolitan statistical average
hospitals — peer group average — these
hospitals are peer grouped on the basis
of wage index categories

Out-of-state hospitals — Average cost
per discharge that varies based on
hospital type (teaching hospital,
children’s hospitals and all other).

hospital stay, for hospitals that are
not approved for drug and alcohol
detoxification services.

= The full costs of drug and alcohol
claims, for hospitals with a distinct
part drug and alcohol unit enrolled
in the MA Program.

The hospital’s net cost is reduced by an
over-reporting factor of 1.77% to account
for the effects of audit adjustments that
have not yet been made.

The hospital’s net cost is divided by the
adjusted number of Medicaid cases for
that year to calculate the hospital’s
average cost per case.

The hospital’s average cost per case by
the hospital-specific is divided by the
case mix index to calculate the Base Year
Case Mix Adjusted Cost per Case. .
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Washington State Medicaid
Inpatient Hospital Rebasing Project
Evaluation Matrix — DRG Methodologies and Related Issues

Task

Questions

Washington

Ohio

Pennsylvania

RCC methodology.

Washington State Medicaid multiplies
aggregate costs by an inflation factor
determined by the rebasing staff for the
period January 1 of the year after the
base year through October 31 of the
rebase year. Medicaid subtracts any
outlier set-aside percentage from
inflation adjusted aggregate costs to
estimate a hospital specific adjusted
Cost-Based Conversion Factor (CBCF).

In urban hospital peer groups (peer
groups B and C), the Medicaid average
cost per case is capped at the 70th
percentile of the peer group average.

Is there a geographic

component to the conversion
factor setting methodology?

Describe?

Other than distinguishing between
urban and rural in its peer groups,
Medicaid does not include a
geographic component into the
conversion factor setting methodology.

The conversion factors are determined by

peer groups, and these peer groups are, in
part, based on geographic area —
specifically:

Rural referral center hospitals — peer
group average

Non-metropolitan statistical average
area hospitals with less than 100 beds —

No. Rates are based on facility-specific costs.
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Task

Questions

Washington

Ohio

Pennsylvania

peer group average

- Non-metropolitan statistical average
area hospitals 100 or more beds — peer
group average

—  Metropolitan statistical average
hospitals — peer group average — these
hospitals are peer grouped on the basis
of wage index categories

—  OQut-of-state hospitals — Average cost
per discharge that varies based on
hospital type (teaching hospital,
children’s hospitals and all other).

How are GME (including
IME) and DSH factored into
the determination of
conversion factors? Describe?

Indirect medical education (IME) costs
are excluded from the average cost per
case for purposes of comparing
amounts to the 70t percentile amount
for peer groups B and C (described
earlier). IME costs are estimated using
an IME ratio multiplied times the
operating and capital components of
the cost basis. The IME ratio is

calculated using the following formula:

(Interns and Residents/Number of
Beds) x .579. The IME costs are added

Ohio excludes direct and indirect medical
education costs from its conversion factor
calculation.

Ohio hospitals may receive a direct medical
education allowance and an indirect
medical education allowance, which Ohio
adds to the DRG base price for teaching
hospitals after multiplying the allowance by
the DRG relative weight.

Ohio makes DSH payments separately from
its DRG payments. DSH payments are not

Direct medical education costs are reported
separately in the Pennsylvania Medicaid cost
report, and are excluded from the costs used
to calculate conversion factors. Indirect
medical education costs are not removed.

Pennsylvania makes separate quarterly DME
payments. Payment amounts were
originally cost-based, but have not been
significantly modified for some time.

Pennsylvania makes DSH payments
separately from its DRG payments. DSH
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Task

Questions

Washington

Ohio

Pennsylvania

back to the average cost per case after
the 70t percentile is applied.

Direct Medical Education (DME) costs
are included in the average cost per
case for purposes of calculation
conversion factors, and comparing
average cost per case to the 70 percent
cap. DME costs are identified through
the cost report, Form CMS 2552,
Worksheet B, Part I, (Column 26, Line
95).

DSH payments are not factored into the
calculation of conversion factors.

factored into the calculation of conversion
factors.

payments are not factored into the
calculation of conversion factors.

Do conversion factors vary for
hospitals with selective
contracting? If so, please

describe?

Washington State Medicaid uses the
cost-based conversion factor calculated
at rebasing (inflated by the legislatively
authorized inflation factor) as a ceiling
in its negotiations with hospitals.

Ohio does not use selective contracting.

Pennsylvania does not use selective
contracting.

Do conversion factors and the
DRG methodology change for
border hospitals? If so, please

describe?

For hospitals designated as border-area
hospitals, Washington State Medicaid
calculates conversion factors and RCCs
using the same approach it applies to
in-state hospitals. When no cost report
is available, a border hospital receives

No, although there are differences in
conversion factor calculations between in-
state and out-of-state hospitals. For out-of-
state hospitals, average cost per discharge
amounts for three peer groups are used (six
peer groups are used for in-state hospitals,

Border hospitals are not distinguished from
other out-of-state hospitals. Out-of-state
hospitals are generally reimbursed under the
DRG system using a statewide average
conversion factor. Qut-of-state hospitals
with more than 400 Pennsylvania Medicaid
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Evaluation Matrix — DRG Methodologies and Related Issues

Task

Questions

Washington

Ohio

Pennsylvania

the peer group average conversion
factor (adjusted by legislatively
authorized inflation factors) and the
average in-state RCC ratio.

Washington State Medicaid reimburses
non-border area out-of-state hospitals
by paying the lesser of billed charges or
the weighted average in-state RCC
multiplied by allowed charges.
Medicaid calculates the weighed
average in-state RCC annually in years
when cost reports are available (see
evaluation matrix for Border-Area
Hospitals for additional discussion).

as discussed later in this matrix). Out-of-
state peer groups are:

— Teaching hospitals
—  Children’s hospitals
— All other hospitals

cases have hospital-specific conversion
factors.

What method was used to
establish relative weights?

Washington State Medicaid determines
AP-DRG relative weights using
average charge per discharge amounts.

Medicaid establishes a single set of
Medicaid-specific relative weights from
Washington Medicaid fee-for-service
and Healthy Options paid claims data
spanning two hospital fiscal years.
These relative weights may be stable or
unstable.

Ohio determines DRG relative weights
using average charge per discharge
amounts.

Ohio Medicaid uses the most recent two
years of fee-for-service DRG claims data for
calculating relative weights.

Ohio gives special consideration to
psychiatric DRGs 425 and neonatal DRGs
385 to 390. Specifically:

— DRG 386 (Extreme Immaturity or

Pennsylvania determines DRG relative
weights using average cost per discharge
amounts.

The Department uses estimated costs the
most recent fee-for-service paid claims data
available for at least a two-year period.

The Department estimates the cost of each
discharge using a detailed cost
apportionment methodology (at the revenue
code and cost center level of detail) using
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Task

Questions

Washington

Ohio

Pennsylvania

Medicaid staff statistically test each
DRG for adequacy of sample size
to ensure that relative weights
meet acceptable reliability and
validity standards.

Medicaid tests the stability of the
relative weights using a reasonable
statistical test to determine if the
weights are stable. Medicaid
accepts as stable and adopts those
relative weights that pass the
reasonable statistical test.

Medicaid staff may compare the
Medicaid-specific relative weights
to non-Medicaid relative weights.
This has been done in the past to
establish proxy relative weights,
but did not do so during the last
recalibration.

During the last recalibration,
Medicaid determined that DRGs
with unstable relative weights
(based on Medicaid data) would be
paid based on the RCC
methodology.

Respiratory Distress Syndrome): Ohio
uses three subgroups with three
different relative weights. These groups
and relative weights are based on the
ICD-9-CM codes and the level of the
neonatal nursery. Ohio calculates the
geometric mean charge per discharge
for each of these subgroups for
purposes of relative weight calculation

DRG 387 (Prematurity with Major
Problems): Ohio uses four subgroups
with four different relative weights.
These groups and relative weights are
based on the infant’s birthweight and
the level of the neonatal nursery. Ohio
calculates the geometric mean charge
per discharge for each of these
subgroups for purposes of relative
weight calculation.

DRGs 388, 389, 390: Ohio determines a
geometric mean charge per discharge
specific to hospitals with a level I
nursery, hospitals with a level I
nursery and one reflecting data from
hospitals with a level III nursery.

data from the hospital’s most recent cost
report on file.

The following types of claims are excluded
from relative weight calculations:

— Distinct part psychiatric units excluded
from the DRG payment system.

— Distinct part drug and alcohol treatment

units excluded from the DRG payment
system.

—  Services previously paid as inpatient

hospital services but which are no longer

paid as inpatient claims.
— DRGs 469 and 470.
—  Cross-overs

— Patient transfers, except for transfers
occurring in DRGs 385 and 456.

— Distinct part medical rehabilitation units

excluded from the DRG payment
system.

The Department adjusts the cost of a claim
by:

— Computing a hospital -specific average
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Task

Questions

Washington

Ohio

Pennsylvania

Medicaid adjusts all stable relative
weights so that the average weight of
the case mix population equals 1.0.

DRGs 425 to 435: Ohio calculated two
geometric mean charge per discharge
amounts for each DRG. One geometric
mean charge was calculated using the
charge for each case within these DRGs
from hospitals which have a psychiatric
unit distinct part. A second geometric
mean charge was calculated for each
DRG 425 to 435 using data from all
other hospitals (hospitals which do not
have a recognized psychiatric unit
distinct part under Medicare).

cost per case by dividing the total costs
for claims in a hospital by the total
number of claims for the hospital.

— Computing a statewide average cost per
case by dividing the total costs for all
claims by the total number of claims.

— Dividing the cost per case by the
statewide average cost per case to
determine a hospital specific
standardization factor.

— Multiplying the cost of a hospital’s claim
by its corresponding standardization
factor.

The Department computes the relative value
for each DRG by:

—  Determining the total standardized cost
for all approved claims in the database.

—  Determining the total number of
Medicaid hospital cases in the database.

— Dividing the total standardized costs by
the total number of cases to establish a
statewide average cost per case for all
cases.
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Task

Questions

Washington Ohio

Pennsylvania

—  Determining the total costs and total
number of cases for each DRG.

— Dividing the total costs for each DRG by
the corresponding number of Medicaid
cases for that DRG to establish an
average cost per case for each DRG.

— Dividing the average cost per case for
each DRG by the statewide average cost
per case for all cases to establish the
relative value for each DRG used when
available.

What is the methodology for
rebasing/recalibrating the
DRG system?

See previous response. e At the beginning of each State Fiscal Year,
Ohio applies a projected inflation value.
The Administrative Code also states that the
State may choose to make a rules
adjustment and rebase base-year costs or
recalibrate the relative weights, or both.

e If areclassification of hospitals among peer
groups occurs, Ohio will re-determine the
peer group average cost per discharge
component if such a re-determination will
result in at least a two percent difference,
negative or positive, in the peer group
average cost per discharge amount.

Please see the discussion of the calculation of
relative weights above.

Relative weights for new DRGs that arise
from the latest DRG Grouper are calculated
based on Medicaid claims data.
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Task Questions Washington Ohio Pennsylvania

3 How often are the AP-DRG Medicaid rebases the Medicaid Rebasing is completed on an as-needed DRGs 493 and higher are recalibrated
relative weights recalibrated? payment system “periodically”. basis. annually based on Medicaid claims data.

AP-DRG Version 14.1 DRGs and DR?_?D]OV:: then 493 lha"e not been
relative weights have been used since recatibrated i several years.
January 1, 2001.

3 How often are conversion Washington State Medicaid may adjust At the beginning of each State Fiscal Year, Conversion factors have not been rebased
factors rebased, updated, or all cost-based conversion factors by an Ohio applies a projected inflation value. since the release of the 86/87 Medicaid Cost
recalculated? inflation factor, only as authorized by The Administrative Code also states that the Report.

the leglsl.ature. .Medlc.ald dc.)es I.lOt state can apply an inflation ad].ustment, Conversion factors are updated for inflation
automatically give an inflation increase rebase base-year costs or recalibrate the
. . . . L annually.
to negotiated conversion factors for relative weights, or any combination of
contracted hospitals participating in these activities.
the hospital selective contracting
program.
Washington Medicaid last updated
conversion factors on July 1, 2005 based
on vendor rate increases approved by
the legislature.
5 What is the payment policy Washington Medicaid pays the full AP- The Ohio Administrative Code does not Payments are capped at charges.

when billed charges are less
than DRG payment?

DRG payment amount regardless of
whether such payments exceed billed
charges.

mention this issue specifically.

Payments for DRG claims that include day
outlier payments may not exceed allowable
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Evaluation Matrix — DRG Methodologies and Related Issues

Task Questions Washington Ohio Pennsylvania
charges.
e Payments for DRG claims that include cost
outlier payments may not exceed the lower
of claim cost or allowable charges.
6 What methods are used to pay | ¢ A transfer occurs when a client e A transfer occurs when a patient is e A transfer occurs in those instances in which

for transfer cases?

transfers from one acute care hospital
or distinct unit to another acute care
hospital or distinct unit:

Payment to Transferring Hospital and
Intervening Hospital

e  The transferring hospital is paid the
lesser of the DRG payment, or a per
diem rate multiplied by the number of
medically necessary days the client
stays at the transferring hospital.

Payment to Discharging Hospital

e Medicaid pays the hospital that
ultimately discharges the client to any
residence other than a hospital (e.g.,
home, nursing facility, etc.) the full
DRG payment and applies the outlier
payment methodology if a transfer case
qualifies as a high- or low-cost outlier.

transferred from one hospital that is paid
under the Medicaid prospective payment
system to another hospital that is also paid
under the Medicaid prospective payment
system

Payment to Transferring Hospital

The transferring hospital is paid a per diem
rate for each day of the patient’s stay in the
hospital, plus capital and teaching
allowances, as applicable, not to exceed, for
non-outlier cases, the final DRG rate that
would have been paid

If the case being transferred is classified
DRG 385 (neo-natal transfer) or 456 (burn
cases), the transferring hospital is paid the
full DRG payment.

Payment to Discharging Hospital

The discharging hospital is paid a per diem

a patient is transferred between two
hospitals, both of which are paid under the
Medicaid prospective payment system.

Payment to Transferring Hospital

o Except as specified below, if an inpatient is
transferred, the transferring hospital is paid
the lesser of the per diem rate for each day of
inpatient care and the hospital’s DRG
payment rate.

o If the case being transferred is classified into
DRG 385 or DRG 456, the transferring
hospital is paid the full DRG rate.

e A hospital transferring a patient is paid the
full DRG rate only if the patient was
admitted to the hospital by way of a transfer
from the acute care setting of another
hospital paid under the DRG payment

system, or if the patient is classified into one
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Task Questions Washington Ohio Pennsylvania
¢  Medicaid does not pay a discharging rate for each day of the patient’s stay in the of the DRGs from 386 through 390 or 457
hospital any additional amounts as a discharging hospital, plus capital and through 460 inclusive.

transferring hospital if it transfers a
client to another hospital (intervening
hospital) which subsequently sends the
client back. Medicaid pays the
intervening hospital(s) the transfer per
diem rate described above.

¢ Medicaid’s maximum payment to the
discharging hospital is the full DRG
payment.

Calculation of Per Diem rate

¢ Medicaid determines the per diem rate
by dividing the hospital's DRG
payment amount for the appropriate
DRG by that DRG's average length of
stay. The department uses the
hospital's midnight census to
determine the number of days a client
stayed in the transferring hospital prior
to the transfer; and Medicaid’s length
of stay data to determine the number of
medically necessary days for a client's
hospital stay.

teaching allowances, as applicable, not to
exceed, for non-outlier cases, the final DRG
rate for the DRG assigned by the
transferring hospital.

Calculation of Per Diem Rate

= Divide the applicable inflated average DRG
payment by the statewide geometric mean
length of stay calculated excluding outliers
for the specific DRG into which the case
falls.

Payment to Discharging Hospital

e Thedischarging hospital is paid the lesser of
one of the following:

— The DRG payment rate for the case, or
— Anamount determined by:

Dividing the hospital’s DRG
payment rate by the Statewide
average length of stay for the DRG.

Multiplying the amount by the
number of days in the hospital.

Multiplying the amount by .60 to
establish a marginal per diem
payment amount for the hospital.

Calculation of per diem rate

e The per diem rate is determined by dividing
the hospital’s appropriate DRG payment rate
for the case by the statewide average length
of stay for the DRG. In computing the per
diem payment, the day of transfer is a non-
compensable day unless it is also the day of
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Task Questions Washington Ohio Pennsylvania

admission.

6 How are payments to Not specified. It is assumed that Not specified. It is assumed that payment Not specified. It is assumed that payment
specialty hospitals and long- payment methods do not deviate from methods do not deviate from the standard methods do not deviate from the standard
term care hospitals made the standard payment methodologies payment methodologies established for payment methodologies established for these
when patients are transferred established for these settings if patients these settings if patients are received settings if patients are received through a
from acute care hospitals? are received through a transfer from through a transfer from acute care settings. transfer from acute care settings

acute care settings.
6 Is a hospital peer group There are six peer groups: Ohio calculates the conversion factor See the discussion of conversion factors

conversion factor used? If so,
how are the peer groups
defined?

Group A, rural hospitals (EXEMPT
FROM DRG)

Group B, urban hospitals without
medical education programs (paid
via DRG)

Group C, urban hospitals with
medical education program (paid
via DRG)

Group D, specialty hospitals or
other hospitals not easily
assignable to the other five groups
(paid via DRG)

Group E, public hospitals

differently for different six types of
hospitals as follows:

—  Children’s hospitals --- 100 percent
hospital-specific

— Rural referral center hospitals — peer
group average

—  Teaching hospitals — peer group average

- Non-metropolitan statistical average
area hospitals with less than 100 beds —
peer group average

- Non-metropolitan statistical average
area hospitals 100 or more beds — peer

above.
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Task Questions Washington Ohio Pennsylvania
participating in the "full cost” group average
public }thSpltal certified public —  Metropolitan statistical average
expenditure (CPE) program hospi
ospitals — peer group average — these
(EXEMPT FROM DRG). . .
hospitals are peer grouped on the basis
— Group F, critical access hospitals of wage index categories
(EXEMPT FROM DRG) —  OQut-of-state hospitals — Average cost
per discharge that varies based on
hospital type (teaching hospital,
children’s hospitals and all other).
Is a blended rate (hospital ¢ No. See the discussion of conversion ¢ No. See the discussion of conversion factors | ¢ No. See the discussion of conversion factors
specific rate and state average factors above. above.. above.
6 rate) used to determine the

hospital specific
rate/conversion factor?
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Washington State Medicaid

Inpatient Hospital Rebasing Project

Evaluation Matrix — DRG Methodologies and Related Issues

Table B: Strengths and Challenges of Selected States’ DRG Methodologies

Washington

Ohio

Pennsylvania

Strengths

Conversion factor calculation considers
type of hospital and other issues that can
cause differences in costs. More
opportunity to reward efficient hospitals.

Uses AP-DRG grouper, which is better
than the Medicare DRG grouper because
it was specifically designed to account for
the Medicaid patient population with
specific attention to neonatal care.

Cap on payments to urban hospitals
limits the opportunities for high cost
urban hospitals to obtain excessive
payments.

Conversion factor calculation considers
type of hospital and other issues that can
cause differences in costs. More
opportunity to reward efficient hospitals.

Transfer payment methodology takes into
consideration the increased intensity of
costs in the first days of care for the
transferring hospital by use of a geometric
mean length-of-stay for determining the
average per diem payment.

Conversion factor calculation considers type of hospital
and other issues that can cause differences in costs.
More opportunity to reward efficient hospitals.

Uses cost-based relative weights rather than charge-
based weights. Use of cost-based weights reduces
distortions in weights that may be caused by hospitals
with high mark-ups over cost, which may contribute a
large number of cases to a specific DRG category.
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Washington

Ohio

Pennsylvania

Challenges

Use of an older AP-DRG grouper means
that new technologies and most current
medical practices may not be adequately
identified and may be paid
inappropriately.

Pays GME on a per case basis which
allows it to vary with volume, which
means that a teaching hospital that
experiences a decline in volume may not
receive the full costs of graduate medical
education and a teaching hospital that
increases its volume may receive more
than its costs for GME.

No consideration of geographic wage
differences across state — use of urban and
rural classifications do somewhat
distinguish between wage rates in
different communities, but some urban
hospitals may be disadvantaged by lack
of a geographic wage adjustment.

No specific plan for recalibration of
weights.

The indirect medical education factor
used to estimated indirect medical

Pays GME on a per case basis which
allows it to vary with volume, which
means that a teaching hospital that
experiences a decline in volume may not
receive the full costs of graduate medical
education and a teaching hospital that
increases its volume may receive more
than its costs for GME.

Conversion factor calculation is hospital-specific, which
means that there is less opportunity to reward efficient
hospitals. Hospital can only gain if it improves its
efficiency, which is difficult for an efficient hospital and
easy for an inefficient hospital. The approach may
reward inefficient hospitals and penalize efficient
hospitals.

Infrequent recalibration and rebasing means that
changes in technology and management initiatives of
hospitals are not recognized in rates.

For transfer cases, the payment methodology does not
reflect the higher intensity of costs in the first days of
care for the transferring hospital.
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Washington State Medicaid

Washington

Ohio

Pennsylvania

education costs is not based on the most
current Medicare formula, which has
been modified in recent years by
Medicare. Cost estimations based on the
older formula may be less predictive of
related costs.

e For transfer cases, the payment
methodology does not reflect the higher
intensity of costs in the first days of care
for the transferring hospital.
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Table C: DRG Methodologies and Related Issues: Recommendations for Washington Medicaid

1.

The State should update the version of the AP-DRG grouper that it is using. There are substantial improvements in the AP-DRG groupers developed after version 14.1. The most current
version (version 21.0) should be implemented. In addition, the State should consider establishing a regular schedule for updating the AP-DRG grouper version, along with relative weights
and conversion factors.

The State should bring as many services as possible into the DRG-based payment methodology. As discussed in following sections, the State pays for significant volumes of services using
other payment methods, and many of these services can be appropriately paid under the DRG-based methodology. The State also excludes provider types from the DRG-based methodology
that could also be paid appropriately using this methodology.

The State should reconsider the need to maintain peer groupings for purposes of establishing ceilings for payment purposes, and if necessary, evaluate peer grouping criteria to be consistent
with other adopted methodology changes.

The State should also consider whether peer group or statewide conversion factors could replace the current facility-specific approach. If adopted, such an approach should also consider the
necessary adjustments to reflect appropriate differences in costs between providers, such as regional differences in wages, the costs of maintaining trauma programs, the costs of supporting
graduate medical education programs, the costs associated with providing specialized children’s services and high-risk neonatal services, and others.

The State should consider modifying the indirect medical education factor used in cost calculations to reflect the most current Medicare-based formula.

The Department should consider adjusting the transfer-out payment policy to better reflect the higher intensity of costs in the first few days of a patient’s stay. For example, the state should
consider following Medicare’s approach of adding an additional day of stay for purposes of calculating payment for the transferring hospital, or use 200 percent of the per diem for the first
day.
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Table A: Comparison of Washing

Washington State Medicaid
Inpatient Reimbursement System Study

Evaluation Matrix - Per Case and Per Diem Payment Methods

ton Medicaid and Two Highest Scoring States

Task Questions

Washington Virginia

Indiana

Medicare

4 Is a fixed payment per

case or per diem
methodology used to
pay for any services
outside of the standard
DRG methodology?* If
s0, for what services?

¢  Washington .
Medicaid does not
use per diem

Virginia Medicaid pays for
rehabilitation and psychiatric
services outside of its DRG system
payments for
inpatient hospital
acute care services.

using a per diem methodology.

The State pays for
services excluded
from its AP-DRG
methodology using a
ratio of cost-to-
charges (RCC)
methodology.

Indiana Medicaid pays for
rehabilitation, psychiatric and
certain burn services outside of its
DRG system using a per diem
methodology.

Indiana Medicaid refers to its per
diem approach as a “level of care”
approach with per diem payments
for each of the following four levels
of care:

— Psychiatric

- Burnl

— Burn2

— Rehabilitation

Based on an analysis of costs, Burn
1 rates are for services provided in
certified burn care facilities (four
statewide) that provide more
intensive and more costly burn care
than other Indiana hospitals.

Medicare pays for psychiatric
services and rehabilitation services
outside of its DRG system using a
per discharge and per diem
approach, respectively.
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Washington State Medicaid
Inpatient Reimbursement System Study

Evaluation Matrix - Per Case and Per Diem Payment Methods

Task

Questions

Washington

Virginia

Indiana

Medicare

Describe the fixed
payment per case or per
diem methodology?
How are payment levels
determined?

Not applicable — no
fixed per diem or per
case methodology
used.

Virginia pays for psychiatric and
rehabilitation services using a
statewide per diem payment,
adjusted for regional wage
variations.

For psychiatric and rehabilitation
Services provided in an acute care
setting, per diem rates are
determined as follows:

—  Operating per diem rate —
Virginia Medicaid calculates the
per diem separately for
psychiatric and rehabilitation
services, and for State-owned
teaching hospitals and all other
hospitals. The per diem rate
equals total estimated costs
related to the service/hospital
type divided by total days
related to the service/hospital
type. Virginia Medicaid adjusts
this rate as follows:

= Multiplies the labor-related
portion of this rate by
Medicare’s hospital wage
index.

Indiana uses the AP-DRG grouper
to classify services into the DRGs
that the State pays using per diems.
The level of care-specific per diem
encompasses operating and capital
costs:

—  Operating costs (statewide rate)
are determined on a per diem
cost basis for each hospital by
using cost-to-charge ratio
adjusted claims data. Indiana
Medicaid sets the per diem at
the weighted median per diem
cost.

— Capital costs (statewide rate)
are based on Indiana’s DRG
capital rate, adjusted to a per
diem using the average length
of stay for the assigned DRG
with an occupancy adjustment.

Indiana Medicaid sets children’s
hospital payments at 120 percent of
the statewide level of care rate.

Indiana Medicaid rebases its per
diem rates periodically and updates

For psychiatric hospitals or distinct
part units, Medicare bases its
system on a Federal per diem base
rate comprised of labor and non-
labor shares that are subject to five
different patient characteristic
adjustments:

— Age —nine categories
- 15DRGs

— Comorbidities — 17 possible
groupings

— Variable per diem factors to
recognize the higher costs
incurred in the early days of a
stay.

—  Electroconvulsive Therapy — set
dollar amount

—  Medicare’s payments also
include facility adjustments for
teaching status, and urban
versus rural location

Medicare has adopted a four-year
transition period for psychiatric
services during which hospitals’
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Washington State Medicaid
Inpatient Reimbursement System Study

Evaluation Matrix - Per Case and Per Diem Payment Methods

Task

Questions

Washington

Virginia

Indiana

Medicare

= Inflates the per diem using
the DRI-Virginia moving
average.

= Multiplies the per diem by
an adjustment factor that
standardizes cost coverage
between State-owned
teaching hospitals and all
other hospitals.

Capital payment — determined
on an allowable cost basis and
settled at the hospital’s fiscal
year end. State-owned teaching
hospitals receive 100 percent of
allowable costs and all other
hospitals receive 80 percent of
allowable costs.

e For services provided by
freestanding psychiatric hospitals,
per diem rates are determined as
follows:

Operating per diem component
is calculated the same as for
acute care psychiatric and
rehabilitation services.

Capital per diem component is

annually for inflation.

payments are based on a blend of
the former cost-based payment and
the new methodology. In addition,
during the transition period,
Medicare guarantees hospitals an
average payment per case no less
than 70 percent of their payment
under the former payment system.

For rehabilitation hospitals and
distinct part units, Medicare uses
100 distinct case-mix discharge
groups. This method more closely
resembles a DRG methodology, but
is described here because of its
unique application to rehabilitation
services. Specifically, Medicare
developed:

— 95 case-mix discharge groups
using rehabilitation impairment
categories, functional status
(both motor and cognitive) and
age.

—  Five special case-mix groups to
account for very short stays and
patient who expire in the
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Washington State Medicaid
Inpatient Reimbursement System Study

Evaluation Matrix - Per Case and Per Diem Payment Methods

Task

Questions

Washington

Virginia

Indiana

Medicare

equal to a statewide capital rate
adjusted by the Medicare
geographic adjustment factor
for the hospital’s geographic
area. The statewide capital rate
is the weighted capital cost per
diem of freestanding
psychiatric facilities licensed as
hospitals.

facility.

Medicare developed relative
weighting facto<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>