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DEPARTMENT OF MEDICAL ASSISTANCE SERVICES

Title of Regulation: 12 VAC 30-70. Methods and Standards for Establishing Payment Rates; Inpatient Hospital Care (amending 12 VAC 30-70-221, 12 VAC 30-70-281, and 12 VAC 30-70-351).

Title of Regulation: 12 VAC 30-80. Methods and Standards for Establishing Payment Rates; Other Types of Care (amending 12 VAC 30-80-20).

Statutory Authority: §§ 32.1-324 and 32.1-325 of the Code of Virginia.
Public Hearing Date: N/A -- Public comments may be submitted until March 28, 2003.

(See Calendar of Events section

for additional information)

Agency Contact: Peterson Epps, Analyst, Division of Reimbursement, Department of Medical Assistance Services, 600 E. Broad Street, Suite 1300, Richmond, VA 23219, telephone (804) 225-4591, FAX (804) 786-1680 or e-mail pepps@dmas.state.va.us.

Basis: Section 32.1‑325 of the Code of Virginia grants to the Board of Medical Assistance Services the authority to administer and amend the Plan for Medical Assistance. Section 32.1-324 of the Code of Virginia authorizes the Director of the Department of Medical Assistance Services (DMAS) to administer and amend the Plan for Medical Assistance according to the board's requirements.

Outpatient Hospital Reimbursement: These provisions on Medicare hospital outpatient reimbursement are codified in § 1833(t) of the Social Security Act, and were directed by the Balanced Budget Act of 1997, § 4523.

Direct Graduate Medical Education: The Medicaid authority, as established by § 1902 (a) of the Social Security Act (42 USC 1396a), provides governing authority for payments for services. The Medicare authority for direct graduate medical education is the Social Security Act, § 1886(h), and as set forth in 42 CFR 413.86.

Purpose: These proposed regulations are not necessary to protect the health, safety, or welfare of the citizens of the Commonwealth. Both of these proposed changes affect the reimbursement methodologies for inpatient and outpatient hospital services.

Outpatient Hospital Reimbursement: This action amends the Title XIX State Plan for Medical Assistance to continue to reimburse outpatient hospital services using Medicare principles of cost reimbursement that were in effect as of June 30, 2000. This action is necessary because the Medicare program changed its hospital outpatient reimbursement methodology to Ambulatory Payment Classifications (APCs) effective August 1, 2000, necessitating the removal of the link from DMAS’ regulations requiring DMAS to automatically follow Medicare’s lead with the use of the APC payment methodology.

Direct Graduate Medical Education: This action also amends the Title XIX State Plan for Medical Assistance to revise the means of payment to certain hospital providers for direct Graduate Medical Education (GME) costs. This change is needed in order to provide appropriate Medicaid reimbursement of GME costs at several teaching hospitals.

Substance: The regulatory action applicable to hospital outpatient reimbursement affects the Methods and Standards for Establishing Payment Rates-Other Types of Care: Services Reimbursed on a Cost Basis (Attachment 4.19-B of the State Plan for Medical Assistance (12 VAC 30-80-20)). The regulatory action applicable to inpatient and outpatient hospital Direct Graduate Medical Education (GME) costs revises the regulation section for payment for direct medical education costs (Attachment 4.19-A (12 VAC 30-70-281) and Attachment 4.19-B (12 VAC 30-80-20)).

Outpatient Hospital Reimbursement: Currently, Medicaid reimburses outpatient hospital services at 100% of the reasonable costs less a 10% reduction for capital costs and a 5.8% reduction for operating costs. This is the same payment methodology used by Medicare prior to August 1, 2000.

Effective August 1, 2000, the Medicare program changed its outpatient hospital reimbursement methodology to Ambulatory Payment Classifications (APC). The APC methodology for outpatient services parallels the Diagnosis Related Groups methodology developed by Medicare for inpatient hospital services. This methodology serves as a way to classify patients, and thereby bill for services rendered, in a systematic, relative manner.

Direct Graduate Medical Education: Currently, Medicaid reimburses hospitals for direct medical education costs on an allowable cost basis. Payments for direct medical education costs are made in estimated quarterly lump sum amounts and settled at the hospital's fiscal year end. Final payment for direct medical education costs is based retrospectively on the ratio of Medicaid inpatient and outpatient costs to total allowable costs.

The hospitals that will be affected by this change are those organizations that operate graduate medical education programs for interns and residents. GME costs will be reimbursed prospectively based on a per-resident amount of Medicaid-reimbursable GME costs determined for the base year ended in state fiscal year 1998 (base year).
As proposed, the reimbursement of GME-related costs will be made on a prospective basis, based on the affected hospitals’ GME costs incurred in the base year. This amount will be converted to a per-resident amount for the base period. This per-resident amount will be updated annually by the DRI-Virginia moving average values published by DRI(WEFA, Inc. The updated per-resident amount for each hospital will be multiplied by the full-time resident equivalents reported on the most recent cost report to determine the amount of Medicaid allowable GME costs for that cost reporting period.

Issues:

Outpatient Hospital Reimbursement: With the implementation of APCs by Medicare, the 10% reduction for capital costs and the 5.8% reduction to operating costs, previously utilized by Medicare and historically relied upon by DMAS, no longer exists. If DMAS were to convert to the new Medicare APC methodology, it would require significant, costly changes to the computerized claims processing system (Medicaid Management Information System) and more general fund appropriations than required by the old system. Therefore, since the capital and operating cost reductions are no longer used under Medicare’s current payment regulations, the department intends to retain the previous Medicare payment methodology in effect before August 1, 2000.

This change saves general fund dollars for the Commonwealth and causes no disadvantages for the public. If DMAS were to continue to follow the Medicare trend to the use of APCs, it would result in the payment of an additional $4.6 million in payments to affected outpatient hospitals.

Direct Graduate Medical Education: Recent revisions to Medicare cost reporting standards require certain teaching hospitals to accumulate and report costs and charges in such a manner that dilutes the ratio of Medicaid charges and costs to total charges and costs. This change would result in an inappropriate reduction in the apportionment of Graduate Medical Education (GME) costs related to interns and residents to be reimbursed by Medicaid. The conversion to the proposed prospective method will allow these affected state-operated teaching hospitals to retain a more appropriate level of Medicaid reimbursement for GME related costs.

This change has no disadvantage to the public. It constitutes a big advantage for those hospitals that conduct teaching programs to be reimbursed at more appropriate levels for these training expenses.

Fiscal Impact:

Outpatient Hospital Reimbursement: Approximately 101 enrolled hospitals will be affected by this change. Because the department is not changing the payment methodology, there will be no fiscal impact and this action is budget neutral. If DMAS were to adopt the new Medicare APCs methodology, it would require an additional $4.6 million in general funds to reimburse for outpatient hospital services.

Direct Graduate Medical Education: Converting the direct graduate medical education reimbursement to the prospective method will allow the approximately 32 affected teaching hospitals to retain their present level of Medicaid reimbursement of GME costs, or approximately $15.5 million for all affected providers and especially $2.0 million for the University of Virginia Hospital System. Failure to implement this change will result in either the absorption of the $2.0 million loss by UVA or payment with 100% general fund dollars. Making this change in the Medicaid State Plan enables the Commonwealth to claim federal matching dollars for this change thereby reducing the state budget impact.

Department of Planning and Budget's Economic Impact Analysis: The Department of Planning and Budget (DPB) has analyzed the economic impact of this proposed regulation in accordance with § 2.2-4007 H of the Administrative Process Act and Executive Order Number 21 (02). Section 2.2-4007 H requires that such economic impact analyses include, but need not be limited to, the projected number of businesses or other entities to whom the regulation would apply, the identity of any localities and types of businesses or other entities particularly affected, the projected number of persons and employment positions to be affected, the projected costs to affected businesses or entities to implement or comply with the regulation, and the impact on the use and value of private property. The analysis presented below represents DPB’s best estimate of these economic impacts.

Summary of the proposed regulation. The proposed changes will (i) modify the Medicaid reimbursement methodology for direct graduate medical education costs for inpatient and outpatient services and (ii) clarify the current outpatient reimbursement methodology.

Estimated economic impact. These regulations establish the reimbursement methodology for direct graduate medical education costs. Direct medical education costs include salaries and fringe benefits for teaching faculty and resident students and hospital overhead such as rent, maintenance, electricity, and supplies. The costs at teaching hospitals are usually higher than the costs at other hospitals because of the additional costs incurred for educational purposes. The economic rationale for graduate medical education (GME) reimbursement to teaching hospitals largely lies with the public good characteristic of medical education.

Proponents argue that GME not only benefits the medical students in terms of higher future earnings as with any other graduate education, but also the society as a whole in terms of improved health care. According to the Department of Medical Assistance Services (the department), the Commonwealth benefits from supporting GME in two ways: (i) from the medical care provided by licensed physician residents in oftentimes medically underserved areas, and (ii) from recent graduates who remain in the Commonwealth to practice their art. GME cost reimbursement method is designed to compensate for program administrative costs incurred by hospitals with medical teaching responsibilities. Since individuals cannot be excluded from receiving better health care resulting from GME, cost reimbursement for this service is a way that the society participates in the costs for the benefits that spills over to them. Most of the financing comes from public or tax based sources. Virginia Medicaid program is one of these sources.

The current Medicaid reimbursement methodology for direct costs of GME in Virginia relies on two factors: the utilization of the hospital by Medicaid recipients and total direct costs of GME. Based on this methodology, the department makes quarterly lump sum payments to teaching hospitals for the Medicaid share of the direct costs of GME. The quarterly payments are initially based on an estimate and later settled at the hospital’s fiscal year end through the cost reporting process. In fiscal year (FY) 1998, 32 hospitals with residency programs incurred $236.6 million in direct GME costs, Medicaid utilization rates ranged from 4.9% to 56.1%, and the total reimbursement was approximately $15.5 million. The two teaching hospitals, MCV and UVA, have relatively large residency programs as compared to others, and consequently incur the majority of reimbursable costs. In 1998, the Medicaid utilization rates for these two hospitals were 18.6% for UVA, 22.3% for MCV, and the total reimbursements to them were approximately $6.5 million and $4.4 million, respectively.

The 2002 Appropriation Act1 requires the department to reimburse hospitals for GME costs on a prospective methodology and requires the reimbursement amount to be determined on a per resident basis. The statute also requires the department to implement these changes on an emergency basis. To meet its mandate, the department promulgated emergency regulations that were effective July 2002. However, no payments have been made yet under the emergency regulations. The proposed action will replace the emergency regulations with permanent regulations. The department is currently making estimated GME payments based on the previous payment methodology which will be reconciled to the new prospective per resident methodology at the hospital’s fiscal year end.

According to the proposed changes, GME direct costs will be reimbursed based on a hospital specific prospective per resident amount that will be adjusted for inflation. Hospital specific per resident amount will be calculated by dividing the GME direct costs of the hospital by the number of residents and interns working at that hospital. The department proposes FY 1998 as the base year to calculate the per resident reimbursement rate. The reimbursement amounts calculated according to the proposed method are hospital specific and vary from hospital to hospital. For example, per resident amounts for FY 1998 would be $14,110 for UVA and $11,063 for MCV. Once per resident amount for the base year calculated, it will be adjusted for inflation. For example, when accounted for 20.1% inflation between FY 1998 and FY 2003, the reimbursement amounts for UVA and MCV will be $16,947 and $13,287, respectively in FY 2003.2
The proposed changes will also provide discretion to the department to change the base year. The department plans to re-base per resident amount when diagnostic related group rates are re-based. Historically, this has been every three years. Once the per resident amount is calculated based on data that will be available in the future, a potential change in GME reimbursements is possible. However, the magnitude of the potential change is unknown at this time.

Under normal circumstances, the current method and the proposed method would yield very little difference in the total payments to hospitals for direct GME costs. This is expected for several reasons. First, the proposed method allows inflation adjustment. The base year per resident amount will be adjusted for inflation over time just as the costs would increase by inflation. So, the inflation effect will be captured. Second, the number of residents at teaching hospitals is expected to be stable over time. The number of residents is relevant because per resident rate includes some fixed direct GME costs such as rent and electricity. If hospitals could increase the number of residents, the hospital’s reimbursement for its fixed costs would increase with each resident as well. However, teaching hospitals do not seem to have much flexibility on their resident count. The department notes that the resident count is determined by the Centers for Medicare and Medicaid Services and the federal approval of the number of residents prevents hospitals from unilaterally increasing the resident count. With these two facts and the assumptions that the FY 1998 data is representative of future direct GME costs and that inflation factors are representative of the relationship between the prices of direct GME costs relative to the DRI-WEFA, Inc. Virginia Specific Hospital Input Price Index, the total payments to hospitals under the both methods would not differ significantly. However, using FY 1998 data will likely particularly benefit UVA.

After 1998, UVA underwent reorganization. It changed its status from being a freestanding clinic to being a provider-based clinic to take advantage of Medicare outpatient reimbursement rates. The effect of this change was to dilute the Medicaid GME payments that would be reimbursed to UVA. Dilution occurred because after the reorganization facility charges were included in the total charges.3 GME reimbursement is limited to the amount that charges are below costs. By including additional costs on the cost report, the ratio of cost to charges increased, narrowing the gap between cost and charges. Thus, if the current method continued to be applied, the loss in Medicaid GME reimbursement to UVA would be approximately $2 million per year. Of this amount, the Commonwealth would have avoided paying approximately $989,400 and the federal matching share would be about $1,010,600. In short, using the FY 1998 data to calculate the base per resident rate will allow UVA to continue to maintain its current reimbursements from Medicaid program. The Commonwealth and the federal government will continue to pay about $2 million per year that would be saved if these regulations were not promulgated.

The department has argued that this loss of reimbursement from Medicaid could have caused the Commonwealth to underwrite UVA’s loss with 100% from the general fund. If the level of GME reimbursement is not held constant for UVA, then UVA would be forced to operate with a deficit. The Commonwealth would then be forced to increase its funding by the full $2 million to eliminate the deficit.

According to the department, a key point to consider is the extent to which state funds will be used for GME funding. For every dollar in federal funds participation the department accrues through its GME reimbursement methodology, it equates to one more dollar of general funds saved. This equates to $1.01 million dollars that the Commonwealth does not have to budget for GME. The department proposes to use FY 1998 as the base year as a way to maximize Medicaid reimbursements to the state’s teaching hospitals pursuant to the 2002 Appropriation Act4 that directed department to maximize the amount of federal funds participation claimed by the state.

It is worth noting however the department assumes UVA would have maintained the current level of activity without regard to anticipated funding. In contrast, the Commonwealth could choose to let the residency program at UVA shrink. While it is possible that the current funding would have been maintained through some other means, there is no provision in the proposed regulations requiring the department to maintain the current level of GME funding. For the purposes of this analysis, it is not appropriate to assume that current level of GME funding must be maintained. Put simply, the proposed changes do represent about $989,400 in terms of forgone savings the Commonwealth might otherwise enjoy.

The main benefit of the proposed regulations is maintaining the current level of funding to UVA. With these changes UVA will continue to receive the $2 million combined federal and state support and will not be forced to reduce the size of its residency program. This will maintain the potential numbers of physicians coming into the marketplace from Virginia medical schools to practice medicine. Whether maintaining the current number of residents is beneficial for Virginia is not easy to answer as the Commonwealth currently may be under or over investing into its residency program. This requires a thorough investigation of the subject, which is beyond the scope of this analysis.

Maintaining the current UVA funding through these regulations also allows the Commonwealth to save almost half of the GME reimbursements because of federal participation in GME costs. In other words, the proposed method allows the Commonwealth to support UVA GME program at half price.

Additionally, the prospective nature of the proposed methodology has the potential to provide cost containment incentives. Under the current retrospective cost reimbursement method, teaching hospitals do not have incentives to keep their direct costs low, as they are eventually reimbursed for these costs. With the prospective system, the costs incurred above the inflation adjustment will not be reimbursed. Thus, teaching hospitals are expected to be very keen in keeping the growth in direct costs at or below the inflation factor in a given year. This will also contain reimbursement rates in the long run as the rates are re-based using already contained historical costs.

The proposed change in methodology is further expected to improve the predictability and the stability of the GME funding for the teaching hospitals. This is because the resident count is expected to be stable due to the federal approval of the number of residents. A reduction in the volatility of future reimbursement streams is likely to benefit teaching hospitals in terms of financial risk stemming from changing business conditions in the healthcare market. On the other hand, inflation adjustments made according to the proposed method may fail to closely track the changes in GME costs. Thus, there is a chance that reimbursements may not be commensurate with the level of costs the hospitals may incur in practice. However, when the rates are re-based every three years as expected, the potential discrepancies between reimbursements and actual costs will not likely prevail more than a few years.

In addition, there is likely to be some additional administrative costs to department to implement proposed changes. The department will have to calculate per resident reimbursement rates as proposed. This will be done through a consultant and expected to take about two to three weeks. The department does not know the size of these administrative costs.

With another amendment pursuant to the 2002 Appropriation Act5, the current reimbursement methodology for outpatient hospital services will be clarified. In practice, DMAS had been using the Medicare outpatient cost-based reimbursement methodology. According to this methodology, hospitals are reimbursed for 100% of reasonable outpatient hospital costs less a 10% reduction for capital costs and a 5.8% reduction for operating costs. Starting from August 2000, Medicare changed its outpatient cost reimbursement methodology to another method that relies on Ambulatory Payment Classifications. Because of the statutory requirement and because of the possibility that the change in Medicare’s outpatient reimbursement methodology could create confusion as to whether Medicaid reimbursement methodology would also change, the department outlined in the emergency regulations the same method for Medicaid outpatient reimbursements that had been previously in effect. The proposed regulations are the same as the emergency regulations and they simply establish the same Medicaid outpatient hospital reimbursement methodology that has been previously in effect. Thus, this proposed change is unlikely to create any significant economic effect.

Businesses and entities affected. The proposed regulations apply to 32 hospitals with residency programs and 101 outpatient hospitals. By maintaining the current level of funding, UVA will be able to maintain the current number of residents. Thus, residents and interns in teaching hospitals will likely be indirectly affected. Furthermore, the customers of UVA will likely to continue to receive the same services provided through the residency program.

Localities particularly affected. The proposed changes apply throughout the Commonwealth.

Projected impact on employment. The proposed changes will maintain the current level of funding for UVA GME direct costs and maintain the current number of residents and interns at UVA. Thus, the proposed changes in GME reimbursement methodology will avoid a reduction in UVAs demand for residents and interns that otherwise would occur.

Effects on the use and value of private property. The proposed regulations are not expected to have a significant effect on the use and value of private property.

Agency's Response to the Department of Planning and Budget's Economic Impact Analysis: Regulations establishing payment for graduate medical education (GME) are promulgated under the direction of law established by the General Assembly (GA). Estimating the economic impact is a consideration of creating law and subsequent regulation governing implementation. In this governing budget bill, H.B. 36, an overarching direction of the GA is to maximize federal funds participation to achieve global reduction in the amount of general fund dollars exposed to Department of Medical Assistance Services program expenditures. 

The Department of Medical Assistance Services (DMAS) agrees with Department of Planning and Budget (DPB) that GME is a public good and should be funded. Thus, as a public good, the funding analysis should take a global perspective to insure the viability of the teaching institutions.

DMAS disagrees with the DPB finding that the proposed change represents about $989,400 in foregone savings to the Commonwealth. Indeed, the DMAS believes that failure to fund the University of Virginia (UVA) residency program would cause the Commonwealth to underwrite UVA’s loss of Medicaid revenue with approximately $2.0 million general fund (GF) dollars. Failure to make this change in this reimbursement regulation would cause the Commonwealth to lose acquisition of $1.01 million dollars in matching federal funds (FFP).

The DPB economic impact analysis states, "there is no provision in the proposed regulations requiring the department to maintain the current level of GME funding." This is true. However, the regulation as written, intends to pay equitably for established graduate medical education programs. It is outside the statutory purview of DMAS to establish GME programs or regulate the numbers of interns and residents to be trained. That responsibility belongs to the medical teaching facilities. The medical school residency programs are governed by the federal Centers for Medicare and Medicaid Services (CMS) and other oversight bodies.

Summary:

The proposed amendments retain the outpatient hospital reimbursement methodology prior to Medicare's conversion to its current APC methodology and promulgate a graduate medical education methodology to provide an appropriate apportionment of those costs related to interns and residents at the state teaching hospitals.

12 VAC 30‑70‑221. General.

A. Effective July 1, 2000, the prospective (DRG‑based) payment system described in this article shall apply to inpatient hospital services provided in enrolled general acute care hospitals, rehabilitation hospitals, and freestanding psychiatric facilities licensed as hospitals, unless otherwise noted.

B. The following methodologies shall apply under the prospective payment system:

1. As stipulated in 12 VAC 30‑70‑231, operating payments for DRG cases that are not transfer cases shall be determined on the basis of a hospital specific operating rate per case times relative weight of the DRG to which the case is assigned.

2. As stipulated in 12 VAC 30‑70‑241, operating payments for per diem cases shall be determined on the basis of a hospital specific operating rate per day times the covered days for the case with the exception of payments for per diem cases in freestanding psychiatric facilities. Payments for per diem cases in freestanding psychiatric facilities licensed as hospitals shall be determined on the basis of a hospital specific rate per day that represents an all‑inclusive payment for operating and capital costs.

3. As stipulated in 12 VAC 30‑70‑251, operating payments for transfer cases shall be determined as follows: (i) the transferring hospital shall receive an operating per diem payment, not to exceed the DRG operating payment that would have otherwise been made and (ii) the final discharging hospital shall receive the full DRG operating payment.

4. As stipulated in 12 VAC 30‑70‑261, additional operating payments shall be made for outlier cases. These additional payments shall be added to the operating payments determined in subdivisions 1 and 3 of this subsection.

5. As stipulated in 12 VAC 30‑70‑271, payments for capital costs shall be made on an allowable cost basis.

6. As stipulated in 12 VAC 30‑70‑281, payments for direct medical education costs of nursing schools and paramedical programs shall be made on an allowable cost basis. Payment for direct graduate medical education (GME) costs for interns and residents shall be made quarterly on a prospective basis, subject to cost settlement based on the number of full time equivalent (FTE) interns and residents as reported on the cost report.
7. As stipulated in 12 VAC 30‑70‑291, payments for indirect medical education costs shall be made quarterly on a prospective basis.

8. As stipulated in 12 VAC 30‑70‑301, payments to hospitals that qualify as disproportionate share hospitals shall be made quarterly on a prospective basis.

C. The terms used in this article shall be defined as provided in this subsection:

"Base year" means the state fiscal year for which data is used to establish the DRG relative weights, the hospital case‑mix indices, the base year standardized operating costs per case, and the base year standardized operating costs per day. The base year will change when the DRG payment system is rebased and recalibrated. In subsequent rebasing, the Commonwealth shall notify affected providers of the base year to be used in this calculation. In subsequent rebasings, the Commonwealth shall notify affected providers of the base year to be used in this calculation.

"Base year standardized costs per case" reflects the statewide average hospital costs per discharge for DRG cases in the base year. The standardization process removes the effects of case‑mix and regional variations in wages from the claims data and places all hospitals on a comparable basis.

"Base year standardized costs per day" reflects the statewide average hospital costs per day for per diem cases in the base year. The standardization process removes the effects of regional variations in wages from the claims data and places all hospitals on a comparable basis. Base year standardized costs per day were calculated separately, but using the same calculation methodology, for the different types of per diem cases identified in this subsection under the definition of "per diem cases."

"Cost" means allowable cost as defined in Supplement 3 (12 VAC 30‑70‑10 through 12 VAC 30‑70‑130) and by Medicare principles of reimbursement.

"Disproportionate share hospital" means a hospital that meets the following criteria:

1. A Medicaid utilization rate in excess of 15%, or a low‑income patient utilization rate exceeding 25% (as defined in the Omnibus Budget Reconciliation Act of 1987 and as amended by the Medicare Catastrophic Coverage Act of 1988); and

2. At least two obstetricians with staff privileges at the hospital who have agreed to provide obstetric services to individuals entitled to such services under a state Medicaid plan. In the case of a hospital located in a rural area (that is, an area outside of a Metropolitan Statistical Area as defined by the Executive Office of Management and Budget), the term "obstetrician" includes any physician with staff privileges at the hospital to perform nonemergency obstetric procedures.

3. Subdivision 2 of this definition does not apply to a hospital:

a. At which the inpatients are predominantly individuals under 18 years of age; or

b. Which does not offer nonemergency obstetric services as of December 21, 1987.

"DRG cases" means medical/surgical cases subject to payment on the basis of DRGs. DRG cases do not include per diem cases.

"DRG relative weight" means the average standardized costs for cases assigned to that DRG divided by the average standardized costs for cases assigned to all DRGs.

"Groupable cases" means DRG cases having coding data of sufficient quality to support DRG assignment.

"Hospital case‑mix index" means the weighted average DRG relative weight for all cases occurring at that hospital.

"Medicaid utilization percentage" is equal to the hospital's total Medicaid inpatient days divided by the hospital's total inpatient days for a given hospital fiscal year. The Medicaid utilization percentage includes days associated with inpatient hospital services provided to Medicaid patients but reimbursed by capitated managed care providers.

"Medicare wage index" and the "Medicare geographic adjustment factor" are published annually in the Federal Register by the Health Care Financing Administration. The indices and factors used in this article shall be those in effect in the base year.

"Operating cost‑to‑charge ratio" equals the hospital's total operating costs, less any applicable operating costs for a psychiatric DPU, divided by the hospital's total charges, less any applicable charges for a psychiatric DPU. The operating cost‑to‑charge ratio shall be calculated using data from cost reports from hospital fiscal years ending in the state fiscal year used as the base year.

"Outlier adjustment factor" means a fixed factor published annually in the Federal Register by the Health Care Financing Administration. The factor used in this article shall be the one in effect in the base year.

"Outlier cases" means those DRG cases, including transfer cases, in which the hospital's adjusted operating cost for the case exceeds the hospital's operating outlier threshold for the case.

"Outlier operating fixed loss threshold" means a fixed dollar amount applicable to all hospitals that shall be calculated in the base year so as to result in an expenditure for outliers operating payments equal to 5.1% of total operating payments for DRG cases. The threshold shall be updated in subsequent years using the same inflation values applied to hospital rates.

"Per diem cases" means cases subject to per diem payment and include (i) covered psychiatric cases in general acute care hospitals and distinct part units (DPUs) of general acute care hospitals (hereinafter "acute care psychiatric cases"), (ii) covered psychiatric cases in freestanding psychiatric facilities licensed as hospitals (hereinafter "freestanding psychiatric cases"), and (iii) rehabilitation cases in general acute care hospitals and rehabilitation hospitals (hereinafter "rehabilitation cases").

"Psychiatric cases" means cases with a principal diagnosis that is a mental disorder as specified in the ICD‑9‑CM. Not all mental disorders are covered. For coverage information, see Amount, Duration, and Scope of Services, Supplement 1 to Attachment 3.1 A & B (12 VAC 30‑50‑95 through 12 VAC 30‑50‑310). The limit of coverage of 21 days in a 60‑day period for the same or similar diagnosis shall continue to apply to adult psychiatric cases.

"Psychiatric operating cost‑to‑charge ratio" for the psychiatric DPU of a general acute care hospital means the hospital's operating costs for a psychiatric DPU divided by the hospital's charges for a psychiatric DPU. In the base year, this ratio shall be calculated as described in the definition of "operating cost‑to‑charge ratio" in this subsection, using data from psychiatric DPUs.

"Readmissions" occur when patients are readmitted to the same hospital for the same or a similar diagnosis within five days of discharge. Such cases shall be considered a continuation of the same stay and shall not be treated as a new case. Similar diagnoses shall be defined as ICD‑9‑CM diagnosis codes possessing the same first three digits.

"Rehabilitation operating cost‑to‑charge ratio" for a rehabilitation unit or hospital means the provider's operating costs divided by the provider's charges. In the base year, this ratio shall be calculated as described in the definition of "operating cost‑to‑charge ratio" in this subsection, using data from rehabilitation units or hospitals.

"Statewide average labor portion of operating costs" means a fixed percentage applicable to all hospitals. The percentage shall be periodically revised using the most recent reliable data from the Virginia Health Information (VHI), or its successor.

"Transfer cases" means DRG cases involving patients (i) who are transferred from one general acute care hospital to another for related care or (ii) who are discharged from one general acute care hospital and admitted to another for the same or a similar diagnosis within five days of that discharge. Similar diagnoses shall be defined as ICD‑9‑CM diagnosis codes possessing the same first three digits.

"Type One" hospitals means those hospitals that were state‑owned teaching hospitals on January 1, 1996. "Type Two" hospitals means all other hospitals.

"Ungroupable cases" means cases assigned to DRG 469 (principal diagnosis invalid as discharge diagnosis) and DRG 470 (ungroupable) as determined by the AP‑DRG Grouper.

D. The All Patient Diagnosis Related Groups (AP‑DRG) Grouper shall be used in the DRG payment system. Until notification of a change is given, Version 14.0 of this grouper shall be used. DMAS shall notify hospitals when updating the system to later grouper versions.

E. The primary data sources used in the development of the DRG payment methodology were the department's hospital computerized claims history file and the cost report file. The claims history file captures available claims data from all enrolled, cost‑reporting general acute care hospitals, including Type One hospitals. The cost report file captures audited cost and charge data from all enrolled general acute care hospitals, including Type One hospitals. The following table identifies key data elements that were used to develop the DRG payment methodology and that will be used when the system is recalibrated and rebased.

Data Elements for DRG Payment Methodology

Data Elements
Source

Total charges for each groupable case
Claims history file

Number of groupable cases in each DRG
Claims history file

Total number of groupable cases
Claims history file

Total charges for each DRG case
Claims history file

Total number of DRG cases
Claims history file

Total charges for each acute care psychiatric case
Claims history file

Total number of acute care psychiatric days for each acute care hospital
Claims history file

Total charges for each freestanding psychiatric case
Medicare cost reports

Total number of psychiatric days for each freestanding psychiatric hospital
Medicare cost reports

Total charges for each rehabilitation case
Claims history file

Total number of rehabilitation days for each acute care and freestanding rehabilitation hospital
Claims history file

Operating cost‑to‑charge ratio for each hospital
Cost report file

Operating cost‑to‑charge ratio for each freestanding psychiatric facility licensed as a hospital
Medicare cost reports

Psychiatric operating cost‑to‑charge ratio for the psychiatric DPU of each general acute care hospital
Cost report file

Rehabilitation cost‑to‑charge ratio for each rehabilitation unit or hospital
Cost report file

Statewide average labor portion of operating costs
VHI

Medicare wage index for each hospital
Federal Register

Medicare geographic adjustment factor for each hospital
Federal Register

Outlier operating fixed loss threshold
Claims history file

Outlier adjustment factor
Federal Register

12 VAC 30‑70‑281. Payment for direct medical education costs of nursing schools, paramedical programs, and graduate medical education for interns and residents.

A. Direct medical education costs of nursing schools and paramedical programs shall continue to be paid on an allowable cost basis. Payments for these direct medical education costs shall be made in estimated quarterly lump sum amounts and settled at the hospital's fiscal year end.

B. Final payment for these direct medical education (DMedEd) costs shall be the sum of the fee‑for‑service DMedEd payment and the managed care DMedEd payment. Fee‑for‑service DMedEd payment is the ratio of Medicaid inpatient costs to total allowable costs, times total DMedEd costs. Managed care DMedEd payment is equal to the managed care days times the ratio of fee‑for‑service DMedEd payments to fee‑for‑service days.

C. Direct medical education shall not be a reimbursable cost in freestanding psychiatric facilities licensed as hospitals Effective with cost reporting periods beginning on or after July 1, 2002, direct graduate medical education (GME) costs for interns and residents shall be reimbursed on a per-resident prospective basis, subject to cost settlement as outlined in subsection E of this section.

D. The new methodology provides for the determination of a hospital-specific base period per-resident amount to initially be calculated from cost reports with fiscal years ending in state fiscal year 1998 or as may be re-based in the future and provided to the public in an agency guidance document. This per-resident amount shall be calculated by dividing a hospital’s Medicaid allowable direct GME costs for the base period by its number of interns and residents in the base period yielding the base amount.

E. The base amount shall be updated annually by the DRI-Virginia moving average values as compiled and published by DRI(WEFA, Inc. (12 VAC 30-70-351). The updated per-resident base amount will then be multiplied by the weighted number of full-time equivalent (FTE) interns and residents as reported on the annual cost report to determine the total Medicaid direct GME amount allowable for each year. Payments for direct GME costs shall be made in estimated quarterly lump sum amounts and settled at the hospital’s fiscal year end based on the actual number of FTEs reported in the cost reporting period. The total Medicaid direct GME allowable amount shall be allocated to inpatient and outpatient services based on Medicaid’s share of costs under each part.
F. Direct medical education shall not be a reimbursable cost in freestanding psychiatric facilities licensed as hospitals.

12 VAC 30‑70‑351. Updating rates for inflation.

Each July, the DRI‑Virginia moving average values as compiled and published by DRI/McGraw‑Hill DRI(WEFA, Inc., under contract with the department shall be used to update the base year standardized operating costs per case, as determined in 12 VAC 30‑70‑361, and the base year standardized operating costs per day, as determined in 12 VAC 30‑70‑371, to the midpoint of the upcoming state fiscal year. The most current table available prior to the effective date of the new rates shall be used to inflate base year amounts to the upcoming rate year. Thus, corrections made by DRI/McGraw‑Hill DRI(WEFA, Inc., in the moving averages that were used to update rates for previous state fiscal years shall be automatically incorporated into the moving averages that are being used to update rates for the upcoming state fiscal year.

DOCUMENTS INCORPORATED BY REFERENCE

All Patient Diagnosis Related Groups (AP-DRG) Grouper, DRG and MDC Code Listings, Version 12, January 1995. 

Data Resources, Incorporated: Health Care Cost HCFA-Type Hospital Market Basket, DRI/McGraw Hill  Review, Second Quarter 2000, copyright 2001, DRI(WEFA, Inc.
12 VAC 30‑80‑20. Services which are reimbursed on a cost basis.

A. Payments for services listed below shall be on the basis of reasonable cost following the standards and principles applicable to the Title XVIII Program with the exception provided for in subdivision D 2 c of this section. The upper limit for reimbursement shall be no higher than payments for Medicare patients on a facility by facility basis in accordance with 42 CFR 447.321 and 42 CFR 447.325. In no instance, however, shall charges for beneficiaries of the program be in excess of charges for private patients receiving services from the provider. The professional component for emergency room physicians shall continue to be uncovered as a component of the payment to the facility.

B. Reasonable costs will be determined from the filing of a uniform cost report by participating providers. The cost reports are due not later than 90 days after the provider's fiscal year end. If a complete cost report is not received within 90 days after the end of the provider's fiscal year, the Program shall take action in accordance with its policies to assure that an overpayment is not being made. The cost report will be judged complete when DMAS has all of the following:

1. Completed cost reporting form(s) provided by DMAS, with signed certification(s);

2. The provider's trial balance showing adjusting journal entries;

3. The provider's financial statements including, but not limited to, a balance sheet, a statement of income and expenses, a statement of retained earnings (or fund balance), and a statement of changes in financial position;

4. Schedules which reconcile financial statements and trial balance to expenses claimed in the cost report;

5. Depreciation schedule or summary;

6. Home office cost report, if applicable; and

7. Such other analytical information or supporting documents requested by DMAS when the cost reporting forms are sent to the provider.

C. Item 398 D of the 1987 Appropriation Act (as amended), effective April 8, 1987, eliminated reimbursement of return on equity capital to proprietary providers.

D. The services that are cost reimbursed are:

1. Inpatient hospital services to persons over 65 years of age in tuberculosis and mental disease hospitals

2. Outpatient hospital services excluding laboratory.

a. Definitions. The following words and terms, when used in this regulation, shall have the following meanings when applied to emergency services unless the context clearly indicates otherwise:

"All‑inclusive" means all emergency department and ancillary service charges claimed in association with the emergency room visit, with the exception of laboratory services.

"DMAS" means the Department of Medical Assistance Services consistent with Chapter 10 (§ 32.1‑323 et seq.) of Title 32.1 of the Code of Virginia.

"Emergency hospital services" means services that are necessary to prevent the death or serious impairment of the health of the recipient. The threat to the life or health of the recipient necessitates the use of the most accessible hospital available that is equipped to furnish the services.

"Recent injury" means an injury which has occurred less than 72 hours prior to the emergency department visit.

b. Scope. DMAS shall differentiate, as determined by the attending physician's diagnosis, the kinds of care routinely rendered in emergency departments and reimburse for nonemergency care rendered in emergency departments at a reduced rate.

(1) With the exception of laboratory services, DMAS shall reimburse at a reduced and all‑inclusive reimbursement rate for all services, including those obstetric and pediatric procedures contained in 12 VAC 30‑80‑160, rendered in emergency departments which DMAS determines were nonemergency care.

(2) Services determined by the attending physician to be emergencies shall be reimbursed under the existing methodologies and at the existing rates.

(3) Services performed by the attending physician which may be emergencies shall be manually reviewed. If such services meet certain criteria, they shall be paid under the methodology for subdivision 2 b (2) of this subsection. Services not meeting certain criteria shall be paid under the methodology of subdivision 2b (1) of this subsection. Such criteria shall include, but not be limited to:

(a) The initial treatment following a recent obvious injury.

(b) Treatment related to an injury sustained more than 72 hours prior to the visit with the deterioration of the symptoms to the point of requiring medical treatment for stabilization.

(c) The initial treatment for medical emergencies including indications of severe chest pain, dyspnea, gastrointestinal hemorrhage, spontaneous abortion, loss of consciousness, status epilepticus, or other conditions considered life threatening.

(d) A visit in which the recipient's condition requires immediate hospital admission or the transfer to another facility for further treatment or a visit in which the recipient dies.

(e) Services provided for acute vital sign changes as specified in the provider manual.

(f) Services provided for severe pain when combined with one or more of the other guidelines.

(4) Payment shall be determined based on ICD‑9‑CM diagnosis codes and necessary supporting documentation.

(5) DMAS shall review on an ongoing basis the effectiveness of this program in achieving its objectives and for its effect on recipients, physicians, and hospitals. Program components may be revised subject to achieving program intent, the accuracy and effectiveness of the ICD‑9‑CM code designations, and the impact on recipients and providers.

c. Outpatient reimbursement methodology. DMAS shall continue to reimburse for outpatient hospital services, with the exception of direct graduate medical education for interns and residents, at 100% of reasonable costs less a 10% reduction for capital costs and a 5.8% reduction for operating costs.

d. Payment for direct medical education costs of nursing schools, paramedical programs and graduate medical education for interns and residents.

(1) Direct medical education costs of nursing schools and paramedical programs shall continue to be paid on an allowable cost basis.

(2) Effective with cost reporting periods beginning on or after July 1, 2002, direct graduate medical education (GME) costs for interns and residents shall be reimbursed on a per-resident prospective basis. See 12 VAC 30-70-281 for prospective payment methodology for graduate medical education for interns and residents.

3. Rehabilitation agencies. Reimbursement for physical therapy, occupational therapy, and speech‑language therapy services shall not be provided for any sums that the rehabilitation provider collects, or is entitled to collect, from the NF or any other available source, and provided further, that this amendment shall in no way diminish any obligation of the NF to DMAS to provide its residents such services, as set forth in any applicable provider agreement.

4. Comprehensive outpatient rehabilitation facilities.

5. Rehabilitation hospital outpatient services.

VA.R. Doc. No. R02-229; Filed January 8, 2003, 9:50 a.m.

1 Chapter 899, item 325, section U.


2 Inflation factors between FY 1998 and FY 2003 are 1.039, 1.016, 1.056, 1044, and 1.032, respectively.


3 Source: UVA.


4 Chapter 899, item 325, sections Z, AA, and RR.


5 Chapter 899, item 325, section T.
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