DRAFT RECOMMENDATION REGARDING IMPLEMENTATION OF
CHARGE PER VISIT (CPV) METHODOLOGY FOR FY 2008

Health Services Cost Review Commission
4160 Patterson Avenue
Baltimore, MD 21215

(410) 764-2605
Fax (410) 358-6217

April 22, 2008

This document is a draft staff recommendation to the Commission at the April 22, 2008 public meeting



Background

The Maryland Health Services Cost Review Commission at its June 13, 2007 meeting
approved the staff recommendation titled, “‘Prospective Ambulatory Surgery Guaranteed
Revenue Payment System.” This system was developed in consultation with the hospital
industry over a number of years. Under this system each hospital receives an
individually determined Charge-Per-Visit (CPV) target for a defined set of outpatient
services. Hospitals are to manage to these targets much as they do now under the
Commission’s inpatient Charge-Per-Case (CPC) targets. CPVs are based on the
underlying resources needed to provide a range of outpatient services. CPVs are risk-
adjusted using the Enhanced Ambulatory Patient Grouping (EAPGs) system. In addition,
outpatient updates and hospital specific pricing factors are accounted for at the individual
hospital level. Finally, a one percent allowance for cost growth unaccounted for by the
case mix change or price change is allowed (the intensity allowance). Finally, the
recommendation called for the system to effective for FY 2008, using FY 2007 as the
base year.

Status of CPV Implementation

To implement the CPV system a number of technical and process hurdles needed to be
cleared including: the collection of complete outpatient data; the establishment of final
EAPG weights; and, the setting of hospital specific CPV targets. Maryland hospitals and
Commission staff have made great progress in these areas; however that progress has not
been rapid enough to allow implementation of the CPV system for FY 2008. Staff
therefore recommends that implementation of hospital-specific CPVs be delayed to allow
for implementation of a more comprehensive CPV system (that will include emergency
department and clinic services) in FY 2009.

Several related factors lead to this recommendation:

Collection of Complete Outpatient Data. Submission of complete outpatient data became
a requirement for hospitals for the quarter beginning July 2007. As a result, the
Commission did not have access to the first quarter’s worth of FY 2008 until November
2007. Analysis of that data and subsequent submissions indicates that most Maryland
hospitals have been successful in submitting complete outpatient data. A small number
of hospitals are still experiencing submission difficulties. The need to collect and analyze
complete outpatient data led to the next two reasons for delaying implementation of the
CPV system.

Final Calculation of EAPG weights. As a final check on the FY2008 EAPG weights,

Commission staff chose to use data from the first quarter of FY 2008 (when complete
submission of outpatient data was required) to make final adjustments and exclusions.
As aresult, FY 2008 EAPG weights were not final until January 2008.

Final Calculation of hospital-specific CPV targets. The calculation of individual hospital
CPV targets — the core of the CPV system- requires a combination of EAPG case
weights, and individual hospital “price leveling” calculations. As the CPV calculations




for each individual hospital had to follow final case weights hospital CPV targets were
not formally released until March 17, 2008.

Recommendation

The consequence of this schedule of data collection and analysis is that final CPV targets
were not available to hospitals until the fiscal year was three quarters complete. Lack of
a CPV target, combined with the effects of individual hospital rate realignment means
that, as a practical matter, hospitals cannot effectively manage to their FY 2008 CPV
targets. Staff recommends that the implementation of the CPV system be delayed until
FY2009.

The delay until FY2009 will allow several improvements to the CPV system:

Incorporation of Emergency Department (ED) and Clinic Services into the CPV target.
The incorporation of ED and clinic services into the CPV methodology has always been
the goal of the Commission. Since July, the Commission has continued to analyze data
and is prepared to present analysis of a more inclusive CPV methodology that will
include ED and clinic services to the outpatient workgroup on Wednesday, April 23,
2008. Analysis conducted thus far indicates that the predictive power of the expanded
CPV methodology is high.

Use of FY 2008 as the base year. Since regulations require complete submission of all
FY2008 outpatient data it will provide a more appropriate base year than FY 2007 data.

Collection of Complete Data from All Hospitals. As was noted several hospitals have yet
to submit complete outpatient data. These hospitals have been informed of the
deficiencies in their submissions and the Commission staff is working closely with them
to correct any problems. As hospitals have until the end of the fiscal year to submit
complete outpatient data, Commission staff is confident that any remaining data problems
will be addressed.

Use of Revised EAPG grouper. On April 14, 2008 3M released version 3.1 of the EAPG

grouper. The new grouper addresses some of the technical issues that were identified by
Maryland hospitals in the earlier version of the grouper. Delaying implementation will
address these issues as well as allow hospital and consultants ample time to analyze their
data using the most current grouper.
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April 3, 2008

Robert Murray

Executive Director

Health Services Cost Review Commission
4160 Patterson Avenue

Baltimore, Maryland 21215

RE: GUARANTEED OUTPATIENT REVENUE—AMBULATORY SURGERY

Dear Bob:

On behalf of our member hospitals, I am writing to ask you to delay implementation of the
Guaranteed Outpatient Revenue (G.O.R.) system for ambulatory surgery until July 1, 2008. We
recommend using FY 2008 as the base period, and recommend reconciling the base period
outpatient data set within 1.0 percent of the outpatient financial data. Inpatient payment
methodologies are based on reported data that have been reconciled. The same data standard
should apply to the outpatient methodology.

At the June 13, 2007 HSCRC meeting, MHA expressed serious concerns with the July 1, 2007
implementation of the G.O.R. system and recommended delaying financial impacts to July 1,
2008. The two main reasons we asked the commission to delay were Version 3.0 of the 3M
EAPG Grouper would not be available for use in hospitals until the end of CY 2007, at the
earliest; and beginning July 1, 2008, a new complete outpatient data set would be submitted to
the HSCRC. The commission approved the July 1, 2007 implementation, but agreed to mitigate
the impact of the G.O.R. system with corridors on the level of gains and losses.

On December 20, 2007, we again asked to delay implementation, citing hospitals’ inability to
monitor their positions under the GOR system without a final methodology or way to measure
outpatient case-mix. Much progress has been made over the past nine months. However,
hospitals still do not have a way to monitor outpatient case-mix without the assistance of a
consultant; the outpatient data set has not been fully reconciled to the outpatient financial data
reporting; and, several key steps in the application of the methodology have not been decided.
There has been no recommendation on how to apply a GOR penalty or reward to hospital’s rates,
and no decision on the size of the protection corridors.

Commission staff planned to make a recommendation on the size of the protection corridors after
seeing actual data. Modeling of the GOR results based on the first six months of data (attached)
shows hospitals’ charges at $48 million less than expected—an amount that would result in a
$7.6 million reward statewide (based on a 2 percent corridor) for the first two quarters of

FY 2008. Ambulatory surgery charges of $48 million less than expected for the first six months

- more -
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of the fiscal year are a result of huge differences in the rate order targets hospitals anticipated
compared to the actual rate orders received in December 2007. Realigning unit rates with
charge-per-case, while necessary, caused individual unit rates to change up to 15 percent or
more, in addition to the annual update. Without final rate orders, hospitals conservatively
estimated their allowed charges. The first two quarters of data do not reflect hospitals’
management of ambulatory surgery resources; instead, the data reflect hospitals’ accuracy in
estimating their final rate order targets. It will be a challenge for hospitals to come into
compliance with allowed targets over the second half of the fiscal year. Whether a hospital gains
or loses under the GOR will depend more on its ability to manage its target than its ability to
manage ambulatory surgery resources.

In summary, we recommend the following:

¢ Delay implementation of the ambulatory surgery GOR system until July 1, 2008

e Base period is July 1, 2007 to June 30, 2008

* Reconcile base period outpatient encounter data within 1 percent of outpatient financial data
» Provide hospitals a means to monitor outpatient case-mix without a consultant

We appreciate the HSCRC staff’s willingness to work collaboratively with hospitals on the
outstanding issues. Ilook forward to continuing to work with you in the further development of
the new GOR system.

Sineerely,

Robert Z. Vovak
Senior Vice President & CFO

Attachment

X:\Finance Team Shared NEWAComment Letters\sMHA Letters to HSCRC\2008\2004.04.08_GOR.T16.MHA._Bv.doc
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