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LEARNING OBJECTIVES

« Help identify when Medicare inpatient criteria have been met, both at the
time of hospitalization and in the time following initial hospitalization

» Recognize the differences in hospital payment for short-stay
hospitalizations based on visit status.

« Integrate collaboration between physicians and case managers in

ensuring proper visit status for hospitalized Medicare beneficiaries, both
Traditional and Medicare Advantage.




Medicare — A brief history

or

“The more | learn, the crazier this payment

”

system seems.
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1912: Theodore Roosevelt, as
the Bull Moose party candidate
for president, supports national
health insurance

The earliest reference to universal healthcare came in
1912 when former president Theodore Roosevelt, then
running as the Progressive Party’s presidential
candidate called for "the protection of home life against
the hazards of sickness, irregular employment and old
age through the adoption of a system of social
insurance adapted to American use."

(He lost.)

1. Add disparities,

5 Critical Goals of National Health

ially in low-income and

rural communities

President Harry S. Truman proposed a universal
health care program in 1945. Photo by Edmonston
Studio — The Library of Congress

2. Develop and bolster public health services

3. Increase the nation’s investment in medical
research and education.

4. Address the high cost of individual medical care.

- 5. Address lost earnings when serious illness strikes.




Truman’s National Health Plan fails to pass
Congress in 1946 and again in 1948

Concern for:

« Excess government spending and high WMHHE ROOM
taxes (Republican Party) FOR COLORED ONLY

* Too much intrusion by federal government
(Southern Democrats), i.e. federal
involvement in health care might lead to
integration of hospital care and the
medical field in general

Civil Rights and Healthcare: ing Simkins v.

Cone (1963) | AAIHS
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American Medical Association
(AMA) attacked the bill as
“socialized medicine.”

The AMA derided the Truman
administration as “followers of
the Moscow party line.”

President John F Kennedy
Congressional Democrats in the late 1950s

focused on providing much-needed care to
Americans over 65.

In order to ward off attacks from the AMA... the
new plan was framed as an expansion of the
already-existing Social Security administration.

Kennedy embraces plan during 1960 campaign
and makes it a legislative priority.

https://drawing-blood.org/presidential-
dicine/presidential-medicine-jfk/




- 1961, Ronald Reagan for AMA
RONALD RE1GIY “Operation Coffee Cup” urging
the public to call their
congressmen to oppose the
Forand bill, which would expand
Social Security to provide hospital
insurance for American men 2 65
y/o and women 262 y/o
(“insured”) and survivors of
deceased “insured”.

Ronald Reagan’s 1961 recording for the American Medical Association's Operation Coffee Cup,
which claimed the passage of pending Medicare legislation would shortly lead to a complete
takeover of all medical services by government and shortly thereafter, a socialist dictatorship.
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Medicare

Enacted July 1965 by Congress

Title XVIII of the Social Security Act:
provide health insurance age 65 and
older, regardless of income or medical
history

1966: Medicare payments conditional
on desegregation

It turned out those Southern Democrats in the
1940s were right.

When Medicare was established in 1965 there
was only:

Medicare Part A: Hospital Insurance

Medicare Part B: Medical Insurance




Medicare

Medicare Part A (Hospital Insurance) covers inpatient hospital stays, care in a
skilled nursing facility, hospice care, and some home health care. (1965)

Medicare Part B (Medical Insurance) covers certain doctors' services, outpatient
hospitalizations (observation/extended surgical recovery), medical supplies, and
preventive services.(1965)

Medicare Part C : Medicare Advantage Plans. Privately administered plans. also
called Part C or Medicare private health plan. Each Medicare Advantage Plan must
provide all Part A and Part B services covered by Original Medicare, but they can
do so with different rules, costs, and restrictions that can affect how and when
you receive care. (1997 — 1999)

Medicare Part D: prescription drug plan. (2003 — 2006)
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From 1961 to 1968, W. J. Cohen served as Assistant Secretary, Under Secretary,
and Secretary of the Department of Health, Education, and Welfare
“As | recall it, no major question arose in the House, Senate, or Administration on this
unexpected addition of Part B, except for the issue of how to reimburse specialists like
diol hol. H We had always assumed they would be

r ists, pat i and
reimbursed from the hospital insurance program (Part A).”

“My view, and that of my colleagues, had been that these three specialties were traditionally
hospital-based physicians who should be reimbursed under Part A as part of the hospital
reimbursement and not in Part B as independent entrepreneurs.”

Request by stakeholders that Medicare part B be “voluntary”.

Even today, all physician professional fees, even those provided as part of a Traditional
Medicare Inpatient hospitalization are paid under Medicare Part B.

Cohen W. J. (1985). Health care financing review, Suppl(Suppl), 3-11.

2023 Medicare Part A hospital inpatient deductible and

coinsurance and hospital payment
Beneficiary
51,600 deductible for each benefit period
*Days 1-60: $0 coinsurance for each benefit period
*Days 61-90: $400 coinsurance per day of each benefit period
*Days 91 and beyond: $800 coinsurance per each "lifetime reserve day" after day 90 for each benefit
period (up to 60 days over your lifetime)
*Beyond lifetime reserve days: all costs

Hospitals
* Inpatient Hospitalizations generally paid under the Inpatient Prospective Payment System (IPPS)
Diagnosis Related Group (DRG) payment model

)

NF
Days 1-20: 100% covered if preceded by qualifying 3-day inpatient stay*
Days 21- 100: $200 coinsurance per day
*Waived during the COVID PHE; PHE set to expire May 11, 2023




Medicare Hospital Payment before 1983

Original design reimbursed hospitals retrospectively for all
services at their reported costs plus 2 percent for for-profits and

plus 1.5 percent for nonprofits.

Replaced with a so-called nursing differential that paid hospitals
an additional 8.5 percent above inpatient nursing costs.

Frakt, A.B., 2011. How much do hospitals cost shift? A review of the evidence. The Milbank

Quarterly, 89(1), pp.90-130.
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The Medicare “The Golden Stream”
(before 1983)

“The more expenditures they incurred, the more
income they received. Medicare tax funds flowed
into hospitals in a golden stream, more than
doubling between 1970 and 1975, and doubling
again by 1980 (1)

(1)Stevens, In Sickness and in Wealth, 284.

Mayes, R, The Origins, Development, and Passage of Medicare’s
Revolutionary Prospective Payment System, J of the History of
Medicine and Allied Sciences, 2006

Total Medicare spending from 1970 to 1980 (in
billion U.S. dollars)

Statistica.com

It turned out those Republicans in the
1940s were right

Medicare Part A Hospital Payment Since 1983

Since 1983, US hospitals have received payment for most inpatient
Medicare hospitalizations under a Diagnosis Related Group (DRG)

model.

The DRG payment system evolved into the current Medicare Severity
Diagnosis Related Group (MS-DRG) system in 2007.

MS-DRG payments are basedlprosgectivellﬁ on a formula used to
calculate payment for a specific case [that] multiplies an individual
hospital's payment rate per case by the weight of the DRG to which

the case is assigned.

Individual claims are largely independent of the actual length of
stay or amount of hospital services used.

Average Medicare LOS in 1983 was 8.9 days.




Medicare Payment Systems
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2023 Medicare Part B outpatient insurance (and doctors’ fees), premium

deductible and coinsurance
Beneficiaries
Voluntary
Monthly premium: $164.90 (or higher, depending on your income; max: $560.50).
Annual deductible: $226
Co-pay: typically pay 20% of the Medicare-approved amount for most doctor services (including most
doctor services while you're a hospital inpatient), outpatient therapy, and DME.

About 80% of FFS Medicare beneficiaries have “Medigap” insurance. Several types and many vendors.
Medigap policies generally cover co-pays and deductibles of allowable Medicare benefits.
Some Medicare Part A beneficiaries do NOT have Part B. (Approximately 4 million)

Hospitals

* Outpatient Hospitalizations (which include “observation hospitalizations”) generally paid under the
Outpatient Prospective Payment System (OPPS) Ambulatory Payment Classification (APC) payment model

SNE

« Wil cover therapy in a non-covered SNF stay if medically necessary
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Outpatient Prospective Payment System (OPPS)
Comprehensive Ambulatory Payment Classification
(C-APC) Payment Model

B. Policy: Comprehensive Observation Services C-APC (APC 8011) Effective January 1, 2016, CMS will provide
payment for all qualifying jed 1tand 1ent encounters through newly created C-APC
8011 (Comprehensive Observation Services). Any clinic visit, Type A ED visit, Type B ED visit, critical care visit,
or direct referral for observation services furnished in a non-surgical encounter, by a hospital in conjunction

with observation services of eight or more hours will qualify
for comprehensive payment through C-APC 8011.*#

*CMS Manual System Department of Health & Human Services (DHHS) Pub 100-02 Medicare Benefit Policy
Centers for Medicare & Medicaid Services (CMS) Transmittal 215 Date: December 18, 2015

#011 not paid if patient has a SI=T or J1 procedure.

Outpatient Prospective Payment System (OPPS)
Comprehensive Ambulatory Payment Classification
(C-APC) Payment Model

* Observation C-APC is in CMS Addendum A
* Procedure C-APCs are reported in CMS Addendum B

Addendum A and Addendum B Updates | CMS - Centers ...
hi

cms.gov/Medicare/Medicare-Fee-for... =
Addendum A Addendum B Updat F f Addendum A




Addendum A and

Addendum B Updates

Updates of Addendum A 8nd B

o snapshot” of
HCPES codes and their status indicators, APC groups, and OPPS payment rates, thet are in effect at the

of Addendum A

Showentries:  Filter On

T— | | &
[=m= Subject Yoora
[ sanuary 2023 -updated 01/20/2023 Addendum B 2023
Sanuary 2023 updated 01/20/2023 Addendum A 2023
y 2022 Addendum B 2022
October 2022 updated 11/14/2022 Addendum A 2022
January 2022 Correction Addendum A 2022
October 2022 updated 11/14/2022 Addendum B 2022
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Outpatient Prospective Payment System (OPPS) Comprehensive
Ambulatory Payment Classification

(C-APC) Payment Model

Iaddendum A.. OPPS APCs for CY 2023

payment Status Indicator

12 = Hospital part B services paid}
/ through a C-APC
|

APC  |Group Titie
8010 [Mertsi Comgosts

8011 [Comprehentne Obsenation Senwces

Observation services of > 8 hours: C-APC 8011

“Comprehensive Observation Services”
2023 C-APC 8011 Base Payment: $2,439.02

Outpatient Prospective Payment System (OPPS)
Comprehensive Ambulatory Payment Classification
(C-APC) Payment Model

Addendum B.. OPPS Payment by
HCPCS Cod for CY 2021

P A
coprrigd 2071 Kot Mokt
maciation, AllBrghts

Apgiabis FARSGFARS Apody. Dert

arvice i covarator an-covered As 8

PC_|Weight

Relative [Payment | Unadjustod
Rato P

Notional | Minimum
Unad

opayment | Copayment

Wote: Actual

L)

20134 [Revas hip ot replacement c

T T T - )

ower dus 16 the cap

Indicate

Change |

Outpatient THA
Base Payment =$13,048.08

C= Inpatient Procedures Not paid under OPPS. Admit patient. Bill as inpatient.




Outpatient Prospective Payment System (OPPS) Comprehensive
Ambulatory Payment Classification (C-APC) Payment Model

Observation services of > 8 hours: C-APC 8011
“Comprehensive Observation Services”
2023 C-APC 8011 Base Payment: $2,439.02

Hospital Payment = APC Base Payment adjusted by hospital Wage Index (WI)
(You can find your hospital’s Wi in a variety of places.)

Hospital Payment = (0.6 x $2,439.02 x WI) + (0.4 x $2,439.02)
Mayo Clinic = (0.6 x $2,439.02 x 1.0632) + (0.4 x $2,439.02) = $2,531.51
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Q: So, does a hospital get paid the MS-DRG or the C-APC for a hospitalization?
A: Well, it depends on whether the hospital bills the hospital stay under PartA.

Physicians should write an inpatient order if*:
o The [beneficiary is provided] a service on Medicare’s inpatient-only list.

o The physician expects the beneficiary to require hospital care spanning at least two
midnights.

o The physician expects the beneficiary to require hospital care for less than two
midnights but feels that inpatient services are nevertheless appropriate. (“2016
exception”.)

*The Hospitalist, Public Policy, Medicare’s two-midnight rule, What hospitalists must know,
By Charles Locke, MD; Edward Hu, MD, February 22, 2019

CMS Inpatient Only List (IPOL)

2000: CMS establishes an IPOL, which historically has contained > 1,700 procedures.
2020: CMS finalized plansto begin a 3-year phaseout of the IPOL.
January 1, 2021; Approximately 300 primarily MSK-related services removed from the [POL.

July 2021: CMS Proposes Rescinding Phaseout of the IPOL

10



Research Article

Potential Financial Effects on Hospitals of the
Removal of Common Orthopaedic and Spinal
Procedures From Medicare’s “Inpatient-Only” List:
A Comparison of the Medicare Fee-for-service
Payment Model Versus Maryland's Global Budget
Revenue Model

Chares F. 5. Loke, MD®
Ronald L. Hrsch, MO®
Edward P. Hu, MD®
Androw H. Hughes, MD ® Backgroun
James R. Ficks, MD'®

ABSTRACT

Locke CF, Hirsch RL et al, JAAOS, January 15, 2022, Vol 30, No 2
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Locke CF, Hirsch RL et al, JAAOS, January 15, 2022, Vol 30, No 2

Qemsx 2023 > LAS VEGAS

Charles F. 5. Locke, MO, ot al

JAROS® | January 15, 2022.Vol 30,No2 | © American Academy of Orthopaedic Surgeons

MS-DRG 470 (THA/TKR w/o CC) payments exceeded C-APC 5115
payments by 1% ($19) at Sibley Memorial Hospital to 54% ($6,785) at
Rush University Medical Center.

MS-DRG 483 (TSA) payments exceeded C-APC 5115 payments by 26%
($3,175) at Sibley Memorial Hospital to 92% ($11,539) at Rush
University Medical Center.

MS-DRG 473 (ACDF w/o CC) payments exceeded C-APC 5115 payments
by 34% ($4,174) at Sibley Memorial Hospital to 104% ($13,042) at Rush
University Medical Center.

11



Payment for Total Shoulder Arthroplasty (MS-DRG: 483, C-APC: 5115,
HCPCS Code: 23472) Removed from IPOL in 2021 at Rush University
Medical Center, Chicago, Ill.

FY 2021
GMLOS (Days) C-APC MS-DRG* _ Difference
1.4 $12,573 $24,122 $11,549
FY 2023
GMLOS (Days) C-APC MS-DRG* _ Difference
1.4 $13,511 $25,956 $12,445

*Estimated using CMS IPPS Pricer. Does not include “pass-through payment”.

Difference in payment at Johns Hopkins Hospital for 0 or 1 night stay, inpatient vs
outpatient under the Maryland GBR:

FY 2021: $1,272.95, FY 2023: $1,161
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Geometric Mean Formula:

Geometric Mean = 3/x; X x, X X3 ... X,

The geometric mean doesn't get affected as much as the arithmetic mean
by outliers .

For example, consider a set of data values with an outlier, say, 10, 12, 14, and 99.

AM =(10+12+14+99) /4=33.75

GM = (10 x 12 x 14 x 99)1/4 = 20.19.

We can see that most of the data values are very far from AM whereas GM is not that much affected.
CUEMATH.COM

CMS Inpatient Only List (IPOL)

2000; CMS establishes an [POL, which historically has contained > 1,700 procedures.

2020: CMS finalized plansto begin a 3-year phaseout of the IPOL.

January 1, 2021; Approximately 300 primarily MSK-related services removed from the [POL.

July 2021: CMS Proposes Rescinding Phaseout of the IPOL

January 1, 2022: most of the 300 primarily MSK-related services removed in January,
2021 restored to the IPOL

12



for MS-DRG vs. C-APC payments for short-stay
medical (non-procedural) MS-DRGs?
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What if we looked at the differences in payments

Q: So, does a hospital get paid the MS-DRG or the C-APC for a hospitalization?
A: Well, it depends on whether the hospital bills the hospital stay under Part A,

Physicians should write an inpatient order if*:

o The [beneficiary is provided] a service on Medicare’s inpatient-only list.

o The physician expects the beneficiary to require hospital care spanning at least two

midnights.

o The physician expects the beneficiary to require hospital care for less than two

midnights but feels that inpatient services are nevertheless appropriate. (“2016

exception”.)

*The Hospitalist, Public Policy, Medicare’s two-midnight rule, What hospitalists must know,
By Charles Locke, MD; Edward Hu, MD, February 22, 2019

CMS Recovery Audit Contractor (RAC) program

The Centers for Medicare & Medicaid Services identified $3.75 billion in improper

payments within the Medicare Recovery Audit Contractor (RAC) program, according to

CMS' annual RAC report to Congress for fiscal year (FY) 2013.

The vast majority of improper payments--$3.65 billion--were overpayments, with the

figure up $1.35 billion from overpayments in 2012. More than 94 percent of the
identified overpayments derived from inpatient hospital claims, many of them
specifically from short-stay inpatient hospital admissions later determined to be
medically unnecessary.

FierceHealthcare, October 1, 2014
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ww journalofhospitalmedic

ORIGINAL RESEARCH

Recovery Audit Contractor Audits and Appeals at Three Academic
Medical Centers

e 2. Engsl, MD*, Danvel J. W
gready, MDY, Amy De

OBJECTIVE: To detail complex Medicare Part A RAC activity.

DESIGN, SETTING AND PATIENTS: Retrospective descriptive
study of complex Medicare Part A audits at 3 academic
hospitals from 2010 to 2013.

Journal of Hospital Medicine Vol 10 | No 4 | April 2015

www journalofhospitalmedicine.com

ORIGINAL RESEARCH

Recovery Audit Contractor Audits and Appeals at Three Academic
Medical Centers

aniel J. Weissburg, JD, CHC?,
Amy Deutschendont, MS, RN, ACNS-BC

RESULTS:

Of 101,862 inpatient Medicare encounters, RACs audited 8110 (8.0%) encounters

RACs alleged overpayment in 31.3% (2536/8110), and hospitals disputed 91.0%
(2309/2536).

No overpayment determinations contested the need for care delivered, rather that care
should have been delivered under outpatient, not inpatient, status.

Journal of Hospital Medicine Vol 10 | No 4 | April 2015

PEPPER Resources chrgegger.orﬁ
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So what should | do next?

Time to get the band back together.

CHOOSING WISELY®: NEXT STEPS IN ot g ST
IMPROVING HEALTHCARE YALUL

Improving healthcare value: Medicare reimbursement
for short-stay inpatient versus outpatient medical
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hospitalizations

Charles F. 5. Locke MD* © | Edward P. HuMD* © | Ronald L. Hirsch MD? & |
Andrew H. Hughes MD © | Ann M. Sheehy MD, Ms® > W'

LOCKE o7 x

Journal of
Hospital Medicine ™ —

TABLE 1 Comparison of C-APC and MS-DRG estimated payments for seven medical DRGS with high percentage of short stays. (Q4 FY2020)

Haepl

Amc

Washiogton, DT Washington, DC AMC Chicago, Il'  Chicago, IU
DRG description MSDRG  Mumber(M)ofsmesnd  AvesgelOS  CAPC CAPC  MSDRG CAPC  MSDRG CARC MSDRG CAPC  MSORG

1oy staps 0 total IGMLOSy
dacharges.
Chast pain n3 Toen/21.488 26.7%) 2309 011 $2213 25 2211 4SS w0 S sms0 [
Candioc arrytheds & no WATITAOLN 2209 Il 27 NI S KB S0 MO $m0 se
wio CEMEC
Intracranial hemorhage e 64 5800/20,745 (28.0%) 2420 8011 523 s s:213 sases w0 sIm Sm0 seome
cereteal intarction w'a.
€
Transient ischemia @ 612023961 (25.6%) 2600 W1l 12113 T SMI e S0 S $n% 8570
Circutatory dordes except 287 770833736 (228%) aze3 5171 $2864  $10100 S28e¢  $7306 3918 S0 S a2
AML wah cardisc Cath
wio MCC
Symcope & colapse 12 B2 (20.4%) 123 B0l 2R3 ST SM13 $5199 S50 Sa5M S:m%0 8840
aerytheia £ 07 1097857298 1929 3024 011 223 S70  s:2I sl w0 S Sm0 s

conduction dacrder
w/CC/MEC

J. Hosp. Med. 2022;17:476-480.

Payment for Short-Stay Medical DRGs vs. C-APC for “Medical short-

stay” DRGs at Rush University Medical Center, Chicago, Il for FY 2020.

DRG GMLOS (Days) % Short-stays* C-APC MS-DRG** Difference
Chest Pain (313) 17 36.7% $2,205 $8,085 $5,880
Transient Ischemia (069) 2.0 25.6% $2,205 $8,570 $6,365
Syncope & Collapse (312) 2.3 20.6% $2,205 $8,840 $6,635

* % of same and 1-day stays to total discharges
*Estimated using CMS IPPS Pricer. Does not include “pass-through payment”.

Difference in payment at Johns Hopkins Hospital for FY 2021 for a 1 night “medical” inpatient stay
Vs. 24 observation services: +5468.14 vs. 36 observation services: -5780.94
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J. Hosp. Med. 2022:17:476-480.

* The 8011 C-APC (Comprehensive Observation Services) payment ranged from
$2213 to $2250 at the four non-Maryland study hospitals

* The estimated MS-DRG payments four non- Maryland study hospitals for MS-DRG
313 (Chest Pain, GMLOS 1.7 days) ranged from $4554 to $8085.

1/20/24

BFCC-QP0 TWO-MIDHIGHT CLAIM REVIEW GUIILIVE

. STEP 1~ D the nputioct sty froem e i of 2ol gt Sbvisaion -
- e 1o dhicharpe avt -2 mecesghts
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!

*
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+ + o Clem s MOT Payable
1 1 UnespantA

I

CFL SIMPLIFIED TWO MIDNIGHT STATUS DETERMINATION FLOWCHART
(Good for teaching busy clinicians who have other priorities or suggested status
determination for Case Managers for Status Determination.)

Step 1:Is the patient undergo
procedure on the Inpatient On e =l Ty

¥ 4

a3 Does e el

physician EXPECT the patient to
require at least 2 midnight of
medically necessary* hospitalization
and the chart documents this

expectation?

» Step 2: Does the patient - Outpatient

*If in, OK to italize as an ient and “convert” to Inpatient if and when it becomes clear thata
second midnight of hospitalization is medically necessary.
** Observation services may be appropriate in patients italized under ient status
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Federal Register/Vol. 78, No. 160/Monday, August 19, 2013/
Rules and Regulations ; p. 50946

...if the beneficiary has already passed 1 midnight as an
outpatient observation patient or in routine recovery following
outpatient surgery, the physician should consider the 2-midnight
benchmark met if he or she expects the beneficiary to require an
additional midnight in the hospital. This means that the decision
to admit becomes easier as the time approaches the second
midnight, and beneficiaries in medically necessary
hospitalizations should not pass a second midnight prior to the
admission order being written.
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Total Medicare Advantage Enroliment, 2007-2022

Medicare Advaniage Penetiation 11

KFF

www.kff.org/medicare/i: i I ge-in-2022 pdat d-key-trends/

Does the 2-midnight rule and the IPOL apply to Medicare Advantage plans?

April 5,2023 CMS Releases CMS-4201-F

* Therefore, under § 422.101(b)(2), an MA plan must provide coverage, by
furnishing, arranging for, or paying for an inpatient admission when,
based on consideration of complex medical factors documented in the
medical record, the admitting physician expects the patient to require
hospital care that crosses two-midnights (§ 412.3(d)(1), the “two
midnight benchmark”); when admitting physician does not expect the
patient to require care that crosses two-midnights, but determines, based
on complex medical factors documented in the medical record that
inpatient care is nonetheless necessary (§ 412.3(d)(3), the “case-by-case
exception”); and when inpatient admission is for a surgical procedure
specified by Medicare as inpatient only (§ 412.3(d)(2)). H

17



Conclusions

* The concept of “visit status” for hospitalizations is a product of

Medicare’s establishment in the 1960’s with a Part A & B

* Passage of the legislation that created Medicare was heavily politicized

and was not part of comprehensive national health care policy

« Differences in hospital payment for hospitalizations with similar services

can differ substantially depending on whether they are billed under Part
A (MS-DRG payment) vs Part B (C-APC payment)

* Hospital reimbursement for most hospitalizations can be estimated

using the CMS IPPS Pricer, CMS Addendum A & CMS Addendum B
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Thank you.

Questions or comments?

Charles Locke, MD

clockel@jh.edu
cell: (443) 547 2205
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