keye Conhectlon

.th 2005

@ h{ma central ohio chapter ey n
healthcare financial management association 'the n u m e rs

This fall HFMA announced that the Central Ohio Chapter received the
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C. Henry Hottum Award for Educational Performance Improvement!

President’s Message
By John Miller, Chapter President

On February 15th, the Chapter co-sponsored the Uninsured/
Underinsured Conference program at the Villa Milano. Charles
Cataline of the Ohio Hospital Association facilitated the discussion.
The turnout for this program was outstanding demonstrating the
high level of interest in this topic. The event was the first co-
sponsored by our Chapter and Central Ohio Patient Accounting
Managers (COPAM) in several years. We look forward to

other opportunities to work with COPAM to bring value to our
members. [ would like to personally thank Ken Stoll, Karin Cain,
Margaret Schuler, and Jackie Nussbaum for their efforts working
with COPAM to arrange this program and obtaining corporate
sponsorship.
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President’s Message (continued)

Upcoming programming events include the following:

On March 1st, the Health Care Advisory Board will present
Elevating Hospital Performance. This event will consist of a
morning presentation entitled “The Great Unfunded Mandate” and
an afternoon presentation entitled “The New Medical Enterprise”.
The event will be held at the OSU Ross Heart Hospital
Auditorium.

On March 18th, we offer an opportunity to mix education with
networking. In the morning, representatives of AHC, Inc.

and Ernst & Young LLP will present “Reimbursement Law &
Managed Care Contracting.” The program will be held at the
Buckeye Hall of Fame Café. Following the program, all members
(including those not attending the program) are invited to enjoy the
first round of the NCAA Men’s Basketball Tournament.

On April 14th, Diane Egbers will present a professional leadership
training seminar. This event is an all-day event and will be held on
Mount Carmel’s East Campus.

Please contact Karin Cain at (614) 232-7120 or karin.cain@ey.com
with any questions about these events or to register.

Looking ahead to spring, mark your calendars for the Central Ohio
HFMA Spring Golf Outing on May 23rd at Riviera Country Club.

As always, the Chapter continues to look for new ideas and new
leaders to better serve the Chapter. Please contact me or any of the
officers or committee chairs if you have interest in getting involved.

GO BUCKS!

Willis of Ohio, Inc.
Central Ohio’s Premier
Healthcare Insurance
Broker



Sole Community and Medicare
Dependent Hospitals Eligible for

Additional Reimbursement
By Lisa Ballard CPA and
Ron Rybar FHFMA, CMPA

Background

A hospital qualifying as a Sole Community Hospital
(SCH) or Medicare Dependent Hospital (MDH) for
Medicare purposes which experiences a minimum

5% decrease in total discharges may be eligible for

a payment adjustment. This article focuses on SCH
payment, but the same opportunity exists for MDHs as
well.

To qualify for SCH status under the prospective
payment system, a hospital must be the sole source

of inpatient hospital services reasonably available

to Medicare Part A beneficiaries in the geographic
area. The factors that are considered in making this
determination are isolated locations, weather and travel
conditions, and the absence or inaccessibility of other
hospitals in the area.

Sec. 6003(e) of 1989 OBRA revised the payment
methodology for SCHs effective with cost reporting
periods beginning after March 1990. SCHs are paid
whichever of the following rates yields the greatest
aggregate payment for the cost reporting period: (1) the
federal national rate applicable to the hospital, (2) the
updated hospital-specific rate based upon fiscal year
1982 cost per discharge, or (3) the updated hospital-
specific rate based upon FY 1987 cost per discharge.

Section 405 of Public Law 106-113, which amended
section 1886(b)(3) of the Act, provided that an SCH
that was paid for its cost reporting period beginning
during 1999 on the basis of either its updated FY 1982
or FY 1987 cost per discharge (the hospital-specific
rate as opposed to the Federal rate) could elect to
receive payment under a methodology using a third
hospital-specific rate, based on the hospital’s FY 1996
costs per discharge. This amendment to the statute
meant that, for cost reporting periods beginning on or
after October 1, 2000, eligible SCHs could elect to use
the allowable FY 1996 operating costs for inpatient
hospital services as the basis for their target amount,
rather than either their FY 1982 or FY 1987 costs.
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Sole Community and Medicare
(continued)

Section 213 of Public Law 106-554, extended to

all SCHs the option to rebase using their FY 1996
operating costs. That is, in order to rebase using

its allowable FY 1996 operating costs, it was not
necessary that the SCH was paid for its cost reporting
period beginning during 1999 on the basis of either its
FY 1982 or FY 1987 costs. The provision was effective
as if it were included in the enactment of section 405 of
Public Law 106-113. Therefore, it applied to all SCHs
for cost reporting periods beginning on or after October
1, 2000. This option was phased in over four years.

Congress is directed by law to provide for an exception
and adjustment for the prospective payment system
(PPS) when events beyond a hospital’s control or
extraordinary circumstances create a distortion in the
increase in costs for a cost reporting period. Congress
may also provide other appropriate exceptions and
adjustments to PPS, including those necessary

to take into account a decrease in the inpatient
hospital services that a hospital provides and that are
customarily provided directly by similar hospitals that
results in a significant distortion in the operating costs
of inpatient hospital services.

Payment Adjustment

For any cost reporting period beginning after
September 30, 1983, a payment adjustment will be
provided for an SCH in any cost reporting period
during which the hospital can demonstrate that the
decrease in volume resulted from an unusual situation
or occurrence externally imposed upon the hospital and
beyond its control. The same opportunity exists for an
MDH in any year that it holds this classification.

There are two basic criteria that qualify an SCH or
MDH for the payment adjustment. The first criterion
involves the decrease in discharges. The hospital must
experience a decrease of greater than five percent when
comparing a cost reporting period to the immediately
proceeding cost reporting period. The second

criterion is that the decrease in volume must be due

to circumstances beyond the hospital’s control. This
could include unusual situations or occurrences such

as strikes, inability to recruit essential physician staff,
floods, unusual prolonged severe weather conditions, or
other similar occurrences.

The maximum amount of payment adjustment possible
is the difference between Medicare inpatient operating
costs excluding passthrough amounts and the DRG
amount including outliers. The inpatient operating
costs used in the comparison are subject to the
limitation equal to the prior year operating costs and
updated by the PPS update factor.

A payment adjustment will be made for the fixed costs
a hospital incurs in the period in providing inpatient
services including the cost of maintaining core staff
and services, but not to exceed the difference between
Medicare inpatient operating cost and total DRG
related payments. Many costs in a hospital are neither
specifically fixed nor variable, but are semi-fixed;

that is, there are costs that are necessary to maintain
operations but also may vary somewhat with volume.

Whether costs are considered fixed or variable will
depend to a large extent upon the length of time that

a hospital has experienced a decrease in utilization.
For a short period of decreased utilization, semi-fixed
and variable costs may be considered fixed as the
hospital has not yet had time to respond to the decrease
in utilization. However, as the period of decreased
utilization continues, it is expected that a cost-effective
hospital would take measures to decrease unnecessary
operating costs. It is for this reason that costs are
limited to updated prior period costs.

To qualify, an adjustment request must be filed with
Medicare within 180 days following the Notice of
Program Reimbursement (NPR) date. A request may
also be filed for a cost report that has not yet been
finalized to allow the request to be incorporated into
the audit cycle.




The number of Hospitals qualifying for this adjustment
has been reduced in recent years because many SCH
and MDH facilities have converted to Critical Access
Hospital status and full cost reimbursement. However,
the size of the potential adjustments have increased
because most of the remaining SCHs and MDHs are of
a larger size.

Required Documentation

The required items in the adjustment request include:

1. General Information. Information including
hospital name, address, provider number, and date
of classification as an SCH or MDH.

2. Discharge Data. Data must be submitted on the
number of discharges in the cost reporting period
for which the payment adjustment is requested
and the number of discharges in the cost reporting
period immediately preceding the period in
question. Discharges may be annualized for cost
reporting periods of less than 12 months.

3. Circumstances. The request must include a
narrative outlining the circumstances that resulted
in the decrease in discharges, including description
of occurrence, date of onset, and how number of
discharges was affected.

4. Cost Data. The request must demonstrate that the
total program inpatient operating cost, excluding
passthrough costs, exceeds DRG payments,
including outlier payments. If DRG payments
exceed program operating cost, no payment will be
allowed. Copies of applicable cost reports must be
submitted.

5. Semi-fixed costs. The request must include a
narrative of actions that are taken by the hospital to
reduce semi-fixed costs.

6. Core Staff and Services. The requesting hospital
must submit a comparison, by cost center, of full
time equivalent (FTE) employees and salaries in
both cost reporting periods. The hospital must
identify its core staff and services in each cost
center and justification of the selection of core
staff and services. Minimum staffing requirements
imposed by an external source must be used in
justifying the minimum staffing requirements.

Core nursing staff is determined by comparing FTE
staffing to FTE staffing in the prior year and FTE
staffing in peer hospitals. Peer hospital information can
be obtained from Hospital Administrative Statistics
(HAS) Monitrend Data Books for hospitals of the same
size, geographic area (Census Division), and period

of time. The American Hospital Association (AHA)
Hospital Statistics is also a source for peer hospital had
a volume decline is the lesser of actual staffing in that
year, actual staffing in the prior fiscal year or core staff
for the prior fiscal year as determined for HAS data
from peer hospitals.

If the nursing FTEs for the year in which the volume
decline occurred are greater than the calculated
acceptable nursing staff, an adjustment will be made to
reduce the costs in excess of the core nursing staff. The
cost report will then be rerun using the lesser costs and
the payment adjustment will be calculated using these
revised costs.

Payment Adjustment Issues and Strategues

An issue has arisen when intermediaries are reviewing
these adjustment requests and in PRRB hearings as

to the use of Monitrend Data. After 1990, Monitrend
discontinued publishing the data specified in the
regulation for the core nursing staffing comparison.
Since 1990, the hours per patient day utilized by SCHs
and MDHs has generally increased due to smaller
inpatient volumes and fixed staffing. This fact has
tended to decrease the amount of allowable FTE for the
calculation and therefore reduce the ultimate payment
adjustment. At this point, there is no substitute for the
Monitrend Data. Additionally MDHs are being held
to similar standards even though the regulations do not
call for application of this payment limiter specifically.

A further issue, which has arisen, relates to defining
“circumstances beyond the Hospital’s control.” It

is fairly clear that the circumstances detailed in

the regulation are clearly beyond the control of the
hospital. There are numerous other circumstances
beyond the Hospital’s control which are not detailed in
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the regulation. They include: Contact Information
1. Loss of OB Services The Rybar Group, Inc.
2. Change in technology p. 810-750-6822
3. Movement of services to outpatient f. 810-750-6733
4. Issues and circumstances related to Emergency www.therybargroup.com

Room staffing and admissions
CRNA recruitment and retention
Other physician related issues

7. Changes in travel patterns

oW

Proving that these circumstances existed
and the impact on admissions is sometimes
difficult.

It is also important to make sure that

all cost related issues, allocation
methodologies offsets and audit
adjustments are handled effectively for
both the year of the request and the year
immediately proceeding the request. Our
review with numerous of these payment
situations indicates that the prior year
Medicare inpatient operating cost increased
by the PPS update factor is the limiter to
the current year payment amount.

Summary

The two criteria necessary in filing for a

payment adjustment are as follows:

1. The decrease in total discharges must
be greater than five percent; and,

2. The decrease must be due to
circumstances beyond the hospital’s
control.

In addition, to receive a payment
adjustment, the Medicare cost for the
period, excluding passthrough amounts
must be greater than the Medicare revenue
received.

For a more in-depth analysis of the
payment adjustment methodology, please
see Provider Reimbursement Manual, Part
1, Section 2810.1.

Take a deep
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Again.
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george.gevas@nationalcity.com

You'll be breathing easier in no time.
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Hearing improves vision.

To find an approach in health care you must
be willing to examine the problem. Our global
network of problem solvers has a finger on
the pulse of the health care industry and can
help you walk through any issue unscathed.
So take a look. We're listening. ey.com

For more information, contact Lynne Parrott at
(614) 232-71100r lynne.parrott@ey.com; or
Mark Bainbridge at (614) 232-7319or
mark.bainbridge@ey.com.
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Neil Johnson, Lawrence, Evans & Co., LLC
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Lawrence, Evans & Co., LLC is a national healthcare
finance and management consulting firm working with
non-profit and for profit middle market healthcare
providers. We provide merger and acquisition advisory,
debt and equity placement as well as advise on capital
market transactions.

Mark Huebner, CSI Financial Services

858-200-2064 mhuebner@csifinancial.com

Since 1992, CSI Financial Services has provided
hospitals throughout the nation with easy to implement
patient financing programs that meet the needs of both
hospitals and their patients.

The number of Americans that have no health insurance
coverage continues to climb. It is estimated that

nearly 50 million nationwide are uncovered while
millions more have inadequate coverage. This lack

of sufficient coverage places additional stress on

our healthcare system, particularly on the healthcare
administrators and managers that are continually
pressured with limited resources to collect these service
bills. The growing number of self pay receivables

from individuals who can not afford to pay for their
healthcare costs typically ends up with collection
agencies after only a few months of being “worked”.
This results in a reduced collection return for the
hospital and a negative experience for the patient.

There will always be large percentage of individuals
who received healthcare services that cannot or do

not pay their bills. The bill is usually too much and
patients may believe that the amount of their final
medical bill is “unfair” — particularly for the uninsured
who do not receive discounted negotiated rates that the
insured pay.

The first step in channeling the collections from
uninsured and underinsured is to verify Medicaid,
charity care eligibility, or other state subsidized health
programs. Of course, administering an effective

MEDASSIST

helping healthcare providers
focus on patient care

MedAssist brings a commitment to patient dignity, compassion and
integrity to patient eligibility and revenue cycle management.

Our core deliverable is the professional excellence required to improve
cash flow, maximize reimbursement and reduce bad debt.

www.medassistgroup.com
patient services | eligibility services | receivables management | allied collections

verification process requires disciplined staff in several
different departments within the hospital. Registration,
admissions, emergency department, and the business
office are tasked with gathering various bits of
information prior to patient discharge. Indigent care
hospitals sometimes have dedicated staff to handle
charity care patients.

Many hospitals are deploying statistical screening
models as a method to optimize the collector work
flow around the probability of Medicaid/charity care
qualification. Screening is usually accomplished by
an outside vendor that can quickly download patient
credit bureaus and pull out useful bits of information
such as home ownership, debt/income ratios, zip code,
and credit score. Medicaid and charity care eligibility
is the most important first step in collecting from the
uninsured, and can save you much time and money by
strategically reducing case volume for your financial
counselors and collections staff.




After screening for Medicaid/charity care, you are
usually left with a very large portion of uninsured

and underinsured patients that do not qualify for any
federal, state, or local subsidy programs. While a
concerted effort should be made to get payment in full
or at least a down payment before the patient leaves
the hospital, healthcare providers may be understaffed
and unable to handle the full volume of its patient
discharges and its revenue management activities. As
such, the hospital is left with a large chuck of accounts
that need to be billed — commonly called “day one
accounts”. Your day one accounts will typically carry
a lot of low hanging fruit that can be easily collected
by one letter with a statement for payment. Prompt
payment discounts ranging between 5% and 30% are
becoming increasingly popular especially in light of the
recent lawsuits for gross billing to the uninsured. Most
providers outsource the day 1 letters and statement

to an early out agency that either only sends a letter,

or sends a letter and handles the phone calls all for a
contingency fee or per account fee. Day one accounts
are usually worked internally up to 30-45 days for
payment, depending on the amount of available staff.

Internal payment plans are very common in almost
every hospital since there is a tremendous amount

of pressure to accommodate the patient’s ability for
repayment. Most internal plans are interest free

with varying terms, usually for whatever the patient
can afford to pay each month. Most patients will
agree to an interest free $20 - $50 monthly bill for a
typical service that costs up to $2,500. However, such
payment plan can actually be a money losing service
given costs to administer the program and the hospital’s
internal cost of capital. For example, it would take

50 months to pay off a $2,500 medical bill with a $50
monthly, interest fee payment. However, monthly
statements, late notices, and phone calls can cost over
$5 per account per month. Industry assumptions are
that an average call (including follow-up work after
the call’s completion) costs $5 alone. This means

that it may cost in total $250 to administer the $2,500
payment plan for the patient. Additionally, since it is
an interest free payment plan, you will need to perform

a present value of the expected cash stream at the
hospital’s weighted average cost of capital (typically
around 8%) to get the true cost of the program. For
example, when discounting the $50 annuity less
monthly overhead of $5 (net $45) over the fifty-

month term at 8%, the present value (total cash to the
hospital in today’s dollars) is $1,873. This is a 25% net
discount, and that is only if the patient pays as agreed
over the lengthy 50 months or 4.16 years. See Chart 1
below.

Many hospitals are now offering application based
bank or finance company payment plans. These plans
give the hospital immediate cash for the self-pay
accounts and relieve the hospital of administering a
letter and call campaign. The advanced funds are
usually 90 cents on the dollar for qualified bills. As
you can see in Chart 1 below, when compared to

a payment plan, this returns approximately 20%

or $377.04 more than the $1,873 received by the
Hospital. However, it can be extremely difficult to get
patients to fill out the application, especially if you are
understaffed with financial counselors and collectors.
Many of the patients that fill out the application and
truly wish to be placed on a payment plan do not
qualify for the loan. Additionally, qualified patients
will need to apply for additional payment plans for
future services.

CHART 1
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$2,250.00  90% MNet Collections

$1,872.968  75%|

$2,250.00 90%
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§2,250.00 90%

$377.04 15%

Through the use of new automated technology, new
payment plan concepts are entering the healthcare
market. Automation with credit agencies have created
non-application based payment plans that also offer
immediate cash for self-pay accounts. These programs
are usually set up as revolving lines of credit (which
means future services can be linked into one account)
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and can be used anywhere in the revenue cycle, from
admission to day 120. The use of such programs
significantly increase the amount of qualified and sold
accounts. Financial counselors and admitting staff can
simply code a patient for a payment plan in the billing
system upon the patient’s verbal agreement to take a

Selecting a finance company to work with you on
your self pay receivables, as discussed above and seen
in Chart 1, will yield higher returns while creating a
patient friendly atmosphere for the hospital’s “client”
when compared to the alternatives. When reviewing a
collection strategy make sure you evaluate all of your

loan. For patients that the hospital could not screen
prior to discharge, the self-pay
debt can be automatically sold

options.
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Success requires planning and the right tools. Building a well structured
financial framework for your hospital takes rigorous planning, extensive expertise,
and the right tools. Zimmerman has |8 years of experience helping hospitals like
yours master their revenue cycle, turning financial wishes into fiscal realities.
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Zimmerman's proven expertise and tools will give your hospital the blueprint for financial success.
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