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HOSPITALSTHAT HAVE NOT YET CONVERTED:
ISCAH STILL AN OPTION?
Questions and Issuesfor Small Rural Hospitals

Executive Summary

Since the enactment of the Medicare Rurd Hospital Hexibility (Hex) Program as part of the Balanced
Budget Act of 1997, conversion to a Critical Access Hospital (CAH) has been among the most widdy
used vehicles for enhancing the financid stability of smal rurd hospitals. Through October 1, 2002, 688
hospitals in 45 States have been certified as CAHs and there are close to 1,000 additional rura hospitas
that are considered by their States to be digible, but have not yet converted.

Converson to a CAH does not necessarily result in finacial improvement and is not, therefore, an
economicaly viable optionfor everyrura hospita. Requirementsthat a CAH mantain anacute care census
of 15 inpatients or less and an annud average length of stay (ALOS) of 96 hours or less dso make it
difficult or undesirable for some hospitals to make the changes necessary to convert to CAH satus. Other
obstacles to conversion indude incomplete or inadequate knowledge of the program, antipathy to
government programs and regulation, and the presence of successful services(e.g., distinct-part Geriatric
Psychiatric or Rehabilitation Units) that cannot be provided in CAHs.

This monograph presents a series of questions that State Flex Program managers and others should ask
to better understand the reasons that hospitals have not converted to CAH status and assess the need for
additionad CAH converson activities. These questions and several other issuesthat may present obstacles
to CAH conversion are fully discussed in the report.

In summary, these questions and issues are:
€ What Isthe Reason That the Hospital Has Not Converted to a CAH?

# Reason for Not Converting: Unfavorable Financid Feasibility Study
*  Why was the study unfavorable?
»  Hasanything changed since the study was done?
*  How long ago was the study conducted?

# Reason for Not Converting: Acute Care Census Exceeds 15 Patients
* IsSALOStoo high?
e On how many days during the year does the census exceed 15 patients?
*  How high does the census get?
* Do high census days occur throughout the year or seasondly?
* Has high census been consgtent for severa years or is it a one-year or occasional
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phenomenon?

Does the hospital have a swing bed program? Are swing beds being used appropriately?
Does the hospitd provide outpatient observation services? Are observation servicesbeing
used gppropriately?

Isthe hospitd part of a system or network?

What is the admissions profile of each of the physcians on gtaff ?

Are admissions appropriate to the hospitd’ s cgpabiilities and its role in the community and
its hedth system/network?

What are the finandd implications of reducing census to comply with the CAH
requirements?

What are the community/socid implications of reducing census to comply with the CAH
requirements?

# Reasonfor Not Converting: Average Length of Stay Exceeds 96 Hours

What isthe trend in ALOS over the last severd years?

How does ALOS compareto ALOS a smilar hospitals?

IsALOS judtified by the hospitd’ s case mix?

What are the hospitd’s most prevalent DRGs? How does ALOS for the most prevalent
DRGs compare to ALOS for these DRGs a smilar hospitals?

How does ALOS for the most prevaent DRGs compare to the Medicare arithmetic mean
length of stay for these DRGS?

What isthe ALOS by DRG for each physician that admits to the hospital? Is ALOS high
for dl physciansor just afew physcians? Doesit vary depending on DRG?

Does the hospital have a swing bed program? Are swing beds being used appropriately?
Does the hospitd provide observation services? Are observation services being used
appropriately?

# Reason for Not Converting: Little Interest in the Program

Who isn't interested? Why aren’t they interested?

Has adequate education been provided?

Have board members, administrators, and/or physcians from hospitals that have converted
to CAHs been consulted?

Has community input been sought?

# Reasonfor Not Converting: Presence of aGeriatric Psychiatric Unit (or other Distinct-Part Unit)

€ Doesthe Hospita Plan to Make Capita Investments?

€ Doesthe State Medicaid Program Reimburse CAHs on a Cost-Basis?

# How doesthe Medicaid programpay for servicesin CAHs? Does Medicaid use the Medicare
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reimbursement methodology for CAHS?

# What istheimpact on the State Medicaid Program of paying CAHs on a cost-basis (using the
Medicare methodology)?

It islikely that most of the hospitas that are legitimate candidatesfor CAH conversionand will benefit from
the program have dready converted. Nevertheless, it is also likely that a number of hospitals that could
benefit have not converted, for avariety of reasons. A systematic assessment of smdl rural hospitalsthat
have not converted, usng the questions and issues raised in this monograph, will hep State Hex Program
managers ensure that the programis reaching dl of the hospitals and rura communitiesthat canbenefit from
it. Evenif thisprocessdoesnot lead to CAH conversion, it will benefit the affected facilities by spotlighting
issues that, if addressed, could improve the access, efficiency, and qudity of the hedlth care services
avallable to the community.
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HOSPITALSTHAT HAVE NOT YET CONVERTED:
ISCAH STILL AN OPTION?
Questions and Issuesfor Small Rural Hospitals

[ I ntroduction

Since the enactment of the Medicare Rurd Hospital Hexibility (Hex) Program as part of the Baanced
Budget Act of 1997, converson to a Critical Access Hospitd (CAH) has been among the most widdy
used vehides for enhancing the financia gability of smdl rura hospitds.  Through cost-based
rembursement from Medicare (and Medicaid in some States), many rurd hospitals have enhanced
revenues and improved their bottom lines. Meaningful networking with other providers has dso dlowed
some CAHsto expand the scope of servicesavailable to loca residents, take advantage of network-based
revenue enhancement or cost-saving strategies, and engage in other projects and programs that had not
previoudy beenpossible. Inaddition, in States that permit them to teke full advantage of less burdensome
Medicare Conditions of Participation, CAHSs can redize some cost savings, aswell.

Through October 1, 2002, 688 hospitds in 45 States have been certified as CAHs and certification or
designation are pending for another 104. There are close to 1,000 additiona rura hospitals that are
consdered by their States to be digible, but have not yet converted to CAH status. Close to than 600 of
these are further dassified by their States as “likely” to consider conversion.?

There are many reasons why a hospital may not convert toa CAH. Conversion does not necessarily result
in financid improvement and is not, therefore, an economicdly viable option for every rurd hospitd.
Because the Medicare Prospective Payment System (PPS) reimburses many hospitals more than their
costs, paticularly for inpatients, cost-based CAH payment can result in a dedine in revenues. It is
estimated that at least haf of al rurd hospitas that accurately assess the financia impact of CAH
conversion find that it does not help. This proportion may shrink if Medicare continues to redrict the
growth in hospitd PPS payment and morerura hospitals experience Medicare operating losses. In these
cases, CAH converson may grow more atractive to these facilities over time.

Other possible deterrents to conversion are the program’s limits on average length of stay (ALOS) and
census. A CAH must maintain ayearly acute care ALOS of 96 hours or less and may not provide care
to more than 15 acute care inpatients at any one time. Hospitals that regularly exceed these utilization
limitations, particularly the census limit, oftenfind it difficult or undesirable to make the changes necessary
to conform to the regulations. Other obstacles to CAH conversion include incomplete or inadequate

!Rura Hospital Flexibility ProgramTracking Project website, Updated MRHF Grid (as of October
1, 2002), http:/Awww.rupri.org/rhfp-track/mrhfgrid.html.
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knowledge of the program, antipathy to government programs and regulation, and the presence of
successful services(e.g., distinct-part Psychiatric or Rehabilitation Units) that cannot beprovidedin CAHSs.

Thismonographis designed as atechnica resource to hdp State Flex Program managersbetter understand
the reasons that hospitals have not converted to CAH status and to assess the need for additional CAH
conversion activities in the State (e.g., updated financia feasibility studies, program educetion, etc.). An
understanding of the likelihood of conversionamong a State’ sremaining smdl rurd hospitals will allowFex
Program managers to appropriately alocate resources between CAH conversion and other activities.
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. What |sthe Reason That the Hospital Has Not Converted toa CAH?

A. Reason for Not Converting: Unfavorable Financia Feasibility Study

é Why was the study unfavorable?

The primary reason that a hospital chooses not to convert to a CAH is a finandd feashility study that
shows that conversion will not provide a financid benfit to the hospita. 1n the mgjority of these cases,
CAH converson and cost-based Medicare reimbursement result in increased revenue for outpatient
(induding lab) and swingbed services, but adedine inrevenue for inpatient services. The balance between
these changes determines whether CAH conversion has a postive or negative financial impact on the
fadlity. For most hospitds in which CAH conversion is not financialy favorable, declines in inpatient
revenues outweigh the increases in outpatient and swingbed paymen.

A factor that mugt dways be considered is the qudity of the financid feashility study (i.e., Is the study
accurate? Does it take into account the changes if any, that will take place as a result of CAH
converson?). A wide range of individuas and organizations conduct CAH financia feesbility sudies,
induding hospital management, hedth system gaff, consultants, and accounting firms. Most of these
individuals and organizations are competent to conduct these studies and have an adequate understanding
of the effects of CAH converson. Occasiondly, however, inexperienced or inadequately trained
consultantsor others conduct studiesthat use faulty assumptionsor fail to accurately consder thesefactors.
Thisissueis particularly important for those hospitals that exceed the CAH utilizationlimitsand must make
operaiond changesto bring their ALOS and/or census into conformance with program requirements. In
sdlecting anindividud or organizationto conduct a financia feashility sudy, State Flex Program managers
and hospita administrators must consider these issues to ensure that the resulting andys's accurately
predicts the impact of CAH conversion.

Hospitasthat are digible for CAH conversion but have not conducted a financia feasibility study should,
of course, consder the reasons that the study has not been performed. Hospitals that do not consider
themsdlves to be digible for conversion or good candidates to become a CAH often change these
perceptions if adequate program educationis provided or other issuesand concerns are addressed. There
may a so be hospitas that were not previoudy digible, but changesin utilizationor hospital operations have
subsequently made CAH conversonamore promising option. Because the mgority of financid feegbility
and other andyses are paid for with Flex Program grant funds, there is usudly little or no cost to the
hospitd in having one done (issues surrounding hospitals that have not yet conducted a financid feasbility
study or are uninterested in the program are further discussed in other sections of the monograph).

If digible hospitals have not conducted financid feashility studies or there is some question about the
accuracy of such anayses, the State should consder funding new feasibility studies for these hospitals.
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é Has anything changed since the study was done?

Changesin utilization, operations, and other factors can have a profound effect on the viability of asmal
rurd hospital and the feasibility of CAH converson. Thisis particularly important in hospitasthat have not
converted because of high ALOS and/or census. Substantid declines in utilization, particularly on the
inpatient sde, can quickly change ahospitd’ sfinancia picture and make CAH conversion comparatively
more favorable. It isimportant that utilizationtrends be consdered and that years in which utilization was
atypica not be used asthe basis of afinancid feasbility study (unless appropriate data-based adjustments
are made).

The trend in inpatient utilization in the mgority of smal rural hospitasis downward. Anayses based on
asngle year or years of unusudly high utilization or on assumptions that utilization will increase following
conversonshould be viewed with caution. Thereare, of course, some fadilitiesthat buck these trendsand
are experiencing increased utilization. Thismust aso be considered and taken into account when assessing
the viability of CAH conversion.

Just asutilizationchangescan have adgnificant impact onfinancid vighility, changesin payor mix a so affect
ahogpitd’ sfinancid satus and the impact of CAH converson. Because payor mix isrelative (i.e., changes
inutilizationfor one payor affect the proportion of utilizationof other payors), the consequences of changes
canbe complex. Furthermore, thereisno smpleformulathat predictsthe results of achangein payor mix.
For example, anincrease inthe proportion of Medicare patients does not automatically result inanincrease
in CAH viability rative to continued operationasa hospital. Conversely, adecrease in Medicare payor
mix does not necessarily result in a decrease in CAH viability. Aswith dl of these variables, changesin
payor mix must be consdered in context with other hospital operations and accounted for appropriately.

Additiond factorsto consider indudechangesin services, physciandaff, and other aspects of the cost and
revenue structure of the hospital since the time that the feasibility study was conducted. Changing the mix
of services provided in the hospital can result in changes in costs and revenues and lead to changes in
utilization, length of stay, and payor mix. Theaddition of new physicians (or mid-leve practitioners, if they
admit to the hospitd) or the loss of such professonds, can impact utilization, length of stay, and other
hospita operations. Insmdl hospitds, in particular, aphyscian who isamagor admitter, or onewho rarely
admits, can have a dgnificant effect on the fadility’ s financid status. Changesin the medicd gaff or their
admitting practices, therefore, can lead to changesin the results of afinancid feasbility andyss.

Other medicd gaff issues are paramount in the CAH conversion decison process. Physician support is
important to the success of the program, while physician resistance to the change usudly halts progress.
These and other medical staff issues are discussed further, below.

Hospitals dso must consder whether changes in services, practice patterns, or other factors canbe made
that would make CAH conversonmorefinancdly advantageous. Compared to ahospital that can become
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a CAH and continue business as usua, CAH converson is sgnificantly more difficult and less likdy in
Stuations where operationa changes must be madeto comply with program requirements or to make the
programwork financialy. Nevertheless, hospital boards and management should consider suchchanges,
particularly in poorly performing hospitas in which CAH conversonwill significantly enhance the bottom
line. Thetypesof changesrequired, and their impact, can vary and are discussed in the following sections
of the report.

Hogspitalsthat have experienced significant changesin utilization, payor mix, services, medica gaff, or other
operations snce a finandd feashility study was conducted should consder a new andys's usng more
recent data that reflects these changes. Studies based on atypica hospital experience or that used
guestionable assumptions should aso be redone using the most recent available data.

é How long ago was the study conducted?

Evenif ggnificant changesinhospital utilizationor operations have not taken place, factorssuchas the costs
of mantaining the physica plant may have changed enough to dter the financid viability of CAH
converson. Ingenerd, if afinancid feasbility sudy is based on data thet isthree or moreyearsold, it is
probably agood ideato consider an update to the andysis using more recent information.

For example, the implementation of M edicare Outpatient PPS subsequent to the completion of a feasbility
study may have changed hospital operations in a way that makes CAH converson more vigble. Even
though smdl rurd hospitds are supposedly “held harmless’ from the effects of this payment system urtil
the end of 2003, they must sill adhere to many of its rules and are reimbursed under this system until the
time of cost report settlement (whichmay be yearslater). Asaresult, even though they ultimately may not
be resmbursed under the system, PPS may have a sgnificant enough effect on outpatient servicesin smdl
rura hospitals to change facilityrevenues, cost structure, and other operationd details. Thefact that dmost
dl smdl rura hospitds areloang money on the treetment of M edi care outpatients, evenunder the payment
system in effect prior to PPS, may amplify these effects.

B. Reason for Not Converting:  Acute Care Census Exceeds 15 Patients

Asnoted above, CAHsare subject to two utilization requirements — the annual AL OS may not exceed 96
hours and no more than 15 acute care inpatientsmay be treated at any one time. Although there are some
amdl rurd hospitas that do not meet the ALOS requirement, far more are affected by the census limit
(ALOS issues are addressed in the next section of the monograph). In these cases, it is important to
understand the reasons for the high census days to determine whether this issue can be appropriately
addressed or whether the facility is too busy to be a viable candidate for CAH conversion.

ée Is ALOS too high?
The number of inpatients in a hospital is determined by two factors— admissons and length of say. As

Rurd Hedth Consultants
October 2002 Page 5



these figures increase, hospital censusincreases. High ALOS, therefore, results directly in anincreasein
census. ALOS issues are discussed below; this section of the report addresses other issues that affect
facility census. Many of the questions that must be asked in assessing census issuesare 9milar or related
to the questions must be asked in addressing ALOS.

e On how many days during the year does the census exceed 15 patients?

Hospitalsin which the censusis higher than 15 on, for example, 10 days of the year, face a much different
stuationrdaive to CAH conversionthan hospitas inwhichthe census exceeds 15 on 100 days of the year.
The fewer the number of daysin which the census exceeds 15, the easier it isto manage thisissue. There
IS no “magic number” that denotes the number of days beyond which CAH converson is unlikely. In
generd, hospitasin which census exceeds 15 on no more than 5-10% of days during the year can often
meet the CAH requirements with few changes in operations. For hospitas with more high census days,
the issue may ill be manageable, but the hospitd is less likdy to be able to comply with the CAH
requirements without changes in services or the way that services are delivered. How difficult it is to
address this issue is related, as wel, to the other factors discussed in the monograph.  The more
“indicators’ for high census and high ALOS that are present, the more difficult it islikely to be to address
these issues.

e How high does the census get?

Following the same logica pattern discussed above, the higher the census figure, the more difficult it isto
manage thisissue. Even for hospitas that experience rdatively few high census days, the total number of
patients over 15 can pose difficulties in managing utilizetion. For example, a hospita that has 10 days
during the year in which the censusiis as high as 17 patients will have afar eeser time managing thisissue
than a hospital that experiences 10 days in which the census hits 25. Again, however, there is no
established number over which CAH converson cannot take place. Each hospitd must consider each of
these issuesindividualy by considering the questions raised below.

e Do high census days occur throughout the year or seasondly?

Most hospitals experience timesduring the year in which utilization is highest. Typicdly, this occursduring
the winter months, wheninfluenza, pneumonia, and other illnesses are more prevadent, particularly among
the ederly. Some hospita's experience seasond increases in utilization because of tourism or location in
avacation or retirement area. These hospitals may face different issuesinaddressng high census periods
than hospitas that consstently exceed the 15 patient limit throughout the year.

Congress hasrecognized these differences and has requested that the Generd Accounting Office (GAO)
conduct anandyssto provide guidance on whether seasond variations that result in high census should be
dlowedinCAHSs. Thisreport hasnot yet been released. Other proposalsin Congress have required that
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the 15 patient census limit be changed to anaverage daily census (ADC) of 15 (Smilar to the change inthe
length of stay provison from a 96 hour cap to a 96 hour average) or that CAHs be alowed to treat as
many as 25 acute care patients at onetime. Until legidation to enact these changes is passed, however,
CAHSs are subject to the 15 patient limit as set out in current law.

Agan, thereis no formula by which the census issue can be easly addressed. Strategiesto addressthis
issue will vary depending on the magnitude of the problem, the services available at the hospital, and by
other factors discussed below. As afirst step in understanding the issue, however, it is important to
determine when high census days take place. The answers to the questions below will provide further
understanding and guidance on how the issue can be addressed.

e Has high census been consistent for severa years or isit aone-year or occasiona phenomenon?

As with high ALOS, if high census is a one-year phenomenon, it can generdly be assumed that more
“typicd” utilizationtrendswill be reestablished over time. 1nsome cases, however, hospitd utilizationmay
be trending upward, in which case days inwhichthe census exceeds 15 may become more frequent in the
future (as discussed above, utilizationinmost hospitas hasbeen decreasing; it would be unusud, therefore,
but not unprecedented, for asmall rurd hospital to experience a trend of increasing inpatient utilization).
These hospitd s will likely have a more difficult time adhering to the census limit as time goes on.

ée Does the hospital have a swing bed program? Are swing beds being used appropriately?

Many small rura hospitals participate in the swingbed program, which alows them to use the same beds
to treat both acute care and skilled nuraing leve patients. Many of these hospitals do not make optimal use
of swingbeds, however, because payment often does not cover costs, physcians may not be
knowledgeable about the program, or for other reasons. In addition, few payors other than Medicare
reimburse for these services.

CAHs may participate in the swingbed program and mantan up to 25 beds to furnish both acute and
skilled nursing leve care, provided that no more than 15 of these beds are used for acute care a any one
time. Skilled nursing stays in swingbeds are not acute care stays and are not counted toward the CAH
census limit. In addition, unlike hospitas, which are paid a set per diem rate for swingbed services,
swingbeds in CAHSs are reimbursed by Medicare on a reasonable cost basis, diminaing any financid
disncentive for using these services. As aresult, the use of swingbeds for clinicaly appropriate patients
can asss a CAH in managing census to ensure compliance with program requirements, without causing
afinancid hardship.

e Does the hospita provide outpatient observation services? Are observation services being used
aopropriatey?
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Observation sarvices are furnished by a hospital to evauate the condition of an outpatient and determine
the need for admission to an inpatient unit. A patient in an observation bed is periodicaly monitored by
the physicianor nurang saff until the patient’s gatus is clarified. Observation services must be ordered by
aphyscan, and dthough a patient may stay overnight in an observation bed, the total stay istypicaly less
than24 hours. Facilities with observation units maintain policies and procedures to ensure that the patient
can be quickly admitted or transferred to a hospital for more intensive inpatient care or discharged from
the observation bed and continue to be treated on an outpatient basis. While in observation, the patient
isconsidered an outpatient and any time spent inobservati ongtatus doesnot count toward the CAH census
limit.

Until recently, observation services were provided in many hospitas. However, with the implementation
of the Medicare hospital outpatient PPS, observation services are no longer directly reimbursed and
payment for observation is bundled into payment for the various Ambulatory Payment Classifications
(APCs). As aresault, many hospitals have discontinued the provison of observation services. CAHS,
however, are not subject to the hospita outpatient PPS and observation, like other outpatient services, is
reimbursed on a cost basis. Asaresult, the use of observation prior to admisson can assst a CAH in
managing census without causng afinancid hardship. Observation should not be used with every patient;
however, if there is some question regarding the need or desirability of admitting a patient, it may be
dinicaly appropriateto placethat patient in an observation bed for monitoring for up to 24 hours. Inrare
cases, Medicare may approve observation for aslong as 48 hours.

e Is the hospita part of a system or network?

Smdl rurd hospitds that are part of a larger health system or a well organized network can use these
linkages to help manage census and maintain compliance with the CAH rules. Network partners can be
trandfer/referra detinations for patients with conditions that warrant a facility with higher capabilities and
asa“safety vave’ inthe event of highutilization. 1f poditive phys cian rel ationshi ps are maintained between
the fadilities, therefore, patients can be routindly transferred or referred to an upstream facility if abed is
not avallable a the CAH. For hospitasthat are interested in CAH conversion but often experience days
inwhichthe census exceeds 15, thisisa compeling reasonto devel op and maintain close network linkages
with other hospitas.

é What is the admissons profile of each of the physcians on saff ?

It is important for high census hospitals to understand the admissions patterns of the physicians on its
medica gaff. Identifying factors such asthe number of patients admitted by each physician, the diagnoses
of these patients, and how long they stay in the hospital will allow management to identify inappropriate or
non-normeative admissions practices and take suitable corrective actions. If it isdiscovered, for example,
that a particular physician admits a disproportionate number of patients with a particular illness, does not
appropriately refer patientsto other facilities, or keeps patients in the hospita longer thanother physcians
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on the staff, hospital management can work with the medica gtaff to determine the reasons for these
aberrations and decide onproper responses. Intra-staff comparisonsof physiciansare useful for utilization
review and quality assurance purposes, so that “outlier” physcians can beidentifiedand appropriateactions
takento normdize thar practice. Addressing such issues can reduce both censusand ALOS and improve
the qudity of carein the hospitd.

é Are admissions gppropriate to the hospitd’ s capabilitiesand itsrole inthe community and itshedlth
system/network?

Most rurd communities cannot support afull range of speciaty and high tech services. Asaresult, rura
hospitals must maintain agreements with other facilities to treat patients that cannot be adequately treated
locdly. Some physicians, however, continue to admit patients to smal hospitas who may be more
gopropriately trested at another facility. This practice boosts census, which isnormally a desirable god.
However, if compliance withthe CAH census limitisanissue, hospitals should review admissions patterns
to ensure that both admissions and transferg/referrals are appropriate. Some hospitals that are interested
in CAH conversion actively work with their medica staffs to change the types of patients that are treated
at the facility asaway to control census and ALOS.  As noted above, hospitas that are members of a
larger hedlthsystemor otherwisemaintain strong network linkages may be inabetter positionto implement
such policies than those that do not have such natural referrd partners.

ée Wha are the financid implications of reducing census to comply with the CAH requirements?

A hospitd that choosesto modify admissons and/or discharge policiesand proceduresinorder to comply
withthe CAH utilizationlimitsmust carefully assess the financid implications of theseefforts. Asdiscussed
above, if future utilization patterns are expected to change as aresult of CAH conversion, these changes
must be taken into account in the financia feasibility study.

This andyds is particularly important because most rura hospitds Hill make money on the trestment of
Medicare inpatients. Reducing the volume of Medicare inpatients, therefore, may dramaticdly affect the
relative financid merits of CAH conversionversus continuing operations asahospita. Because Medicare
patients tend to have more serious illnesses and stay in the hospita longer than other patients, reducing
inpatient utilization will have adisproportionate impact on Medicare utilization, which will further affect the
financid implications of CAH converson. Reductions in acute care utilization may aso lead to increases
in the use of swingbeds and other services and these changes must be carefully assessed, as well.

e What are the community/socid implications of reducing census to comply with the CAH
requirements?

Many hospitals find that CAH converson will provide financid benefitsevenif utilizationmust be reduced
to comply with the CAH census limit. However, it may Hill be difficult in these cases to modify
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admissong/discharge paliciesif physcans or community members object to these changes. Therearethree
ways to cut census — reduce ALOS, reduce admissons, or a combination of both (appropriate use of
swingbeds and observation services can affect both of these variables). A reduction in admissons, by
definition, means that patientswith conditions that had previoudy warranted admission to the hospita will
not be admitted and may be referred to another facility for care. Community residents who prefer to be
hospitalized localy and their families may object to these changes, dong with physicians who may be
reluctant to refer their patients to another doctor for care. Asaresult, hospitalsthat consder implementing
reductions in inpatient utilizationto comply withthe CAH limitsmust include physicians and the community
in the decison making process and carefully assess the community implications of such changes.

C. Reason for Not Converting: Average Length of Stay Exceeds 96 Hours

In addition to the 15 patient census limit, CAHs must maintain anannua AL OS of 96 hoursor less. Most
amdl rurd hospitas are currently operating with AL OS at or below the 96 hour standard and do not need
to decrease ALOS to comply with CAH requirements. Insome hospitals, however, ALOS exceeds the
CAH limit and must therefore be reduced if the facility convertsto CAH status. Inthese cases, aswith the
high census hospitals discussed above, it is important to understand the reasons for the high ALOS to
determine whether it can appropriately be reduced to less than 96 hours.

e What isthe trend in ALOS over the last severd years?

Hospital ALOS has been trending downward in the U.S. for the past two decades, dthough the rate of
decrease hasdowedover theyears. Most smdl rurd hospitals have operated for severd yearswith ALOS
below the CAH standard. Thereisno reason to believe that converting to CAH statuswill change ALOS
experience or trends in these facilities.

In hospitds that have an annud AL OS of greater than 96 hours, however, it is important to understand
utilizationexperience and trends. If thehigh ALOSisaone-year phenomenon, it can generdly be assumed
that it will not be repeated and that more “typica” utilization trends will be reestablished over time. An
exampleisasmdl hospita that treated a much larger thanusua number of highlengthof stay outlier cases
during the previous year, thus skewing the AL OS measurement.

In some hospitas, however, depending on the reasons for the high ALOS and the ability of hospital
adminidration and physicians to manage this factor, it is not safe to assume that ALOS will decrease in
future years. Included in this group are both hospitalsin which ALOS is consggtently over 96 hours and
those in which ALOS fluctuates greetly from year to year. These hospitals should carefully consder the
issues presented below to determine whether it will be feasible and appropriate to bring AL OS below 96
hours.

ée How does ALOS compare to ALOS a similar hospitals?
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Peer hospitds, those fadilitieswithamilar characteristics, suchassize, location, and patient population, are
appropriate points of comparison to assess whether ALOS is reasonable. 1t iswell established that the
practice of medicine varies substantialy across regions, o it ispossible that a hospital withssemingly high
ALOS is actudly in line with amilar hospitdsinitsarea. Many State Hedlth Departments and Hospital
Associaions mantain extensve databases of hospital information that can be used as sources for this
comparison.

If such a database is not avalable in your State, it is strongly recommended that it be created.
Development and maintenance of this information will incur costs and require that hospitals compile and
submit data to the gppropriate entity, something that many hospitals are reluctant or not easily ableto do.
Nevertheless, these dataare invauable in assessng hospita and hedth system performance and idedly
would be readily available to hospitals and others for appropriate uses.

e Is ALOSjudtified by the hospitd’s case mix?

Case mix isameasure of the types of patients that a hospita treats, based on diagnoss. The caculation
of afacility’s case mix complexity conddersfactors suchas severity of illness (the leve of loss of function
or mortaity associated witha disease), prognos's (the probable outcome of the illness), treetment difficulty
(petient management problems), the need for intervention (severity of illnessthat would result dueto alack
of immediate or continuing care), and resource intensty (volume and types of services required for patient
management).? Patients who are sicker and reguire a more comprehensive mix of services usualy stay in
the hospita longer than those who are less severdy ill. Asaresult, case mix isgenerdly ardiableindicator
for length of stay and a hospitd with a higher case mix will usualy have alonger ALOS than one with a
lower case mix.

An ALOS of greater than 96 hours, therefore, may be judtified by a hospitd’ sreatively highcase mix. On
the other hand, a hospitd with along ALOS but ardatively low case mix should dig deeper to uncover the
reasons for the high ALOS. Again, comparing case mix to that of peer hospitalsis a useful tool to assess
performance.

é What are the hospitd’s most prevadent DRGs? How does ALOS for the most prevdent DRGs
compare to ALOS for these DRGs a smilar hospitals?

Thereare currently about 500 different Diagnoss Related Groups (DRGS) to identify the range of inpatient
conditions treated inhospitals. Few hospitals, however, have the capability to treat dl of these conditions,

“Hart, A.C. and Richards, B., Clinica Technica Editors. DRG Guidebook, A Comprehensive
Resource to the DRG Classification System, Seventeenth Edition, Reston, Virginia St. Anthony
Publishing, Ingenix Publishing Group, 2000.
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and inmany smdll rural hospitas, alarge proportion of inpatient utilizationis attributable to patientswithjust
afew commonDRGs. Itisnot unusud for patientswith only 10-20 different DRGsto comprise morethan
haf of ahospitd’ sinpatient utilization.

If alarge proportion of ahospitd’s utilization is attributable to patients with a smal number of diagnoses,
it isthese DRGsthat have the most influence on the facility’s ALOS. These effects are most pronounced
in smal hospitas, where afew long patient stays or long ALOS for one or more of these common DRGs
can disproportiondly influence the data and result in along ALOS for the entire hospitd. It isimportant,
therefore, to determine whether along ALOS for one or more DRGs is skewing the data for the entire
fadlity, or if ALOSishighfor many of the DRGs that the hospita trests. High ALOSfor just afew DRGs
may point to issues with the way that particular illnesses are treated or may be a reault of a few outlier
cases. High ALOS acrossthe board, however, may point to issueswith overall medica practice patterns,
problemswiththe availability of placementsfor discharged patients, or other more systemic issues. Aswith
the other data discussed here, comparison to peer hospitalsis helpful in ng these effects.

e How does ALOS for the most prevaent DRGs compare to the Medicare arithmetic mean length
of stay for these DRGs?

The Centersfor Medicare and Medicaid Services(CM S) calculatesthe nationwide arithmetic meanlength
of stay for each DRG on a yearly basis. These figures are reported in publications such as the DRG
Guidebook, cited above. Although these averagesare used by CM S primarily for determining payment,
they are aso a useful measure for hospitals to compare their ALOS experience to the national averages
for particular DRGs.

When utilizing these figures for comparison purposes, it is important to keep in mind that the arithmetic
mean length of stay accounts for staysindl acute care hospitas, ranging fromsmdl rurd hospitasto large
tertiary care teaching facilities. Because samdl rurd hospitds typicaly treat aless complex mix of patients
than their larger counterparts, rural hospita ALOS will tend to be lower than that of urban facilities. For
example, severa commondiagnoses, such as Heart Failure and Shock (DRG 127), Chronic Obstructive
Pulmonary Disease (DRG 88), and Smple Pneumonia and Pleurisy (DRG 89), dl have arithmetic mean
lengthof stay greater than four days. If asmdl rurd hospita treatsalarge proportion of patientswiththese
diagnoses and ALOS is equivaent to the nationwide mean, the hospital would not be conggtent with the
CAH glandard. Asareault, dthough useful for comparison purposes, to develop meaningful conclusions,

3Two meanlength of stay measurements, aithmetic mean lengthof stay and geometric meanlength
of stay, are commonly used. Arithmetic mean length of stay is the average number of days that patients
within agiven DRG day in the hospitd. 1t isequivaent to ALOS as used in this monograph. Geometric
mean length of stayisadaidicdly adjusted vaue for dl caseswithina DRG, adjusted for outliers, transfer
cases, etc. Arithmetic mean lengthof stay, whichmeasuresthe actual lengthof hospital stays, isused here.
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nationd figuresare best used in conjunctionwithloca dataand datafrompeer hospitds. Itisclear, though,
that if asmdl rura hospital has an ALOS for a particular DRG that is higher than the Medicare arithmetic
mean for that DRG, further andysisiswarranted.

ée What isthe ALOS by DRG for each physician that admits to the hospitd? 1s ALOS high for dl
physicians or just afew physcians? Doesit vary depending on DRG?

Another key data dement for hospitals examining length of stay issuesisthe ALOS of patients treated by
particular physicians. Aswith patient census, in asmal rura hospitd, the practice patterns of one or just
afew physcdans can have aprofound effect on ALOSfor the entirefadility. If akey admitter keepshigher
patients in the hospital longer than other physicians on the staff, the ALOS for the entire facility will be
higher. Discharge patterns canvary by physicianor evenby DRG (e.g., aphysicianmay have appropriate
ALOS for dl patients except those with a particular diagnosis), so this type of andyss can be ussful in
pinpointing exactly where the problems lie. Again, comparison among physicianson the staff can be useful
in determining whether practice patterns are appropriate.

é Does the hospital have a swing bed program? Are swing beds being used appropriately? Does
the hospital provide observation services? Are observation services being used appropriately?

In addition to assgting in decreasing census, swingbeds and observation services can hdp in managing
ALOS. Prudent and appropriate use of these servicesis one of the most direct waysto control ALOSto
keep it under the CAH limits.

D. Reason for Not Converting:_Little Interest in the Program

Many rurd hospitals that are digible and may benefit from CAH conversionnever assess or evenconsider
the option. Aswith the other reasonsfor not pursuing conversion, it isimportant to understand why hospital
boards, adminigtrators, and/or physicians are not interested in the program. The issues and questions
presented below will help to determine the reasons for this lack of interest and approaches to addressing
the issue,

e Who isn't interested? Why aren’t they interested?

Tofully andyze a lack of interest in CAH conversion, it isimportant to understand where the hospitd’s
dekeholders tand. In Stuations such asthis, it is most often members of the medical staff who object to
converson. Typicaly, thisisdueto perceptions by these physiciansthat the program will dictate the types
of patients they can treat and how these patients are cared for. These perceptions are often shared by
hospita boards and management. Boardsand community membersmay be further concerned that aCAH
isadownszed or “limited service” facility and will no longer be viewed as afull service hospitd.
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Many of these perceptions can be addressed by providing accurate information and analyzing hospita and
physician data. In some cases, particularly in hospitals that must decrease utilization or make other
operational changes to comply with the CAH requirements, these perceptions may accurately reflect the
impacts of conversion. In other instances, however, these views are based on inaccurate informetion or
amply anaturd reluctance to change.

é Has adequate education been provided?

Although the stuation hasimproved as more and more hospitals have converted to CAH gatus, thereis
dill a subgtantia amount of misinformation about the program that is accepted in the hospital community.
The perception of a CAH as smply astepinthe processof dodng or a*“glorified band-aid sation” is not
unusua. As noted above, physicians are often under the impression that CAH conversion will somehow
limit the types of patients they can see or dictate how they care for their patients. The belief that surgery
and obstetrics are not permitted in CAHSs is il fairly common. Other common misperceptions indude
confusionabout the difference betweenthe CAH program and Flex Programgrantsand abelief that CAH
datus istime-limited, abdlief by hospita employeesthat CAH conversion threatens their jobs, and Smple
skepticism that the Medicare program will actudly reimburse a provider on acost basis.

Most of theseissues can be addressed through acomprehensive educati on programthat provides accurate
information that is appropriate to each of the stakeholder groups. Boards, for example, may not need to
know the details of the CAH clams process and cost report reconciliation, but should understand wheat
cost-based reimbursement will mean for the financid datus of the hospitd.  Physicians are generdly
interested in how CAH converson will affect their practices and patients and may be less interested, for
example, in the requirements of the State's Rurd Hedlth Plan.  All of these groups and individuas must
receive accurate information in order to and understand how conversion affects the hospital and their
interests and make awe | informed decison about conversion.

It isimportant, aswell, that data be used, to the extent possible, to fully inform the educational process.
For example, assessments of physcian admissions often demonstrate, to the surprise of physicians who
object to the ALOS limit, that the ALOS of their patientsover the last severd years has been well below
the 96 hour cgp. In hospitds that must reduce utilization to comply with the CAH requirements, data
andysis showing the likely impact on each physicians practice and patients can be conducted. Data on
the effect of operating asa CAH on facilities that have aready converted can be invauable.

The bottom line is that stakeholders should understand that for most hospitals, CAH conversion is
essentidly transparent and results in no changesin operations or medica practice. On the other hand, for
those hospita's in which change must occur to comply with program requirements, stakeholders mugt fully
understand the scope of these changes and their implications.

Communityand hospita educationonthe CAH programisfrequently provided by State Flex Programstaff

Rurd Hedth Consultants
October 2002 Page 14



or other locd individuds. While often appropriate, in some cases the message is better received if
delivered by an*“outsider” or a party that is perceived to have no direct connection to the outcome of the
process. Outside educators and facilitators can be used in these casesto present informationthat may be
seen as more informed and less biased than that provided by more familiar individuds. Outside experts
canasobe ussful in“teaching the teachers,” and providing informationand datato State Flex Programdtaff
and othersthat may not be available otherwise. Likefeashility studies, funding for community and hospitd
education is often provided through Fex Program grants, making it easier for hospitals to utilize these
resources if necessary.

e Have board members, adminigtrators, and/or physicians from hospitas that have converted to
CAHSs been consulted?

One of the mogt effective ways to provide education about the CAH program is to obtain advice and
guidance from stakeholders in hospitals that have converted and are operating as CAHs.  With the
widespread popularity of the program, it makes sense to utilize the vast pool of CAH experiencethat now
exigs across the nation. For example, physicians who are concerned about the impact of conversion on
their practicesand patientsareoftenreassured after speaking to physcans who provide servicesin CAHSs.
Likewise, administrators often communicate best with other administrators and board memberswithother
board members. Inthisway, the concerns of each of these groups can be addressed by those with smilar
backgrounds and interests. At the same time, those with CAH experience can provide firs hand
information on both the positives of the program and any potentiad downsides or obstacles to providing
quality servicesthat may have been encountered.

Many experienced CAH stakeholdersare happy to make themsdves available for suchexchanges. Some
go as far as to invite interested parties to vigt their communities, tour their facilities, and meet with
adminigrators, physicians, and others. Using this resource is smilar to the vaue added of using an
experienced outsidefacilitator, as discussed above. State Offices of Rural Health and hospital associations
are aware of the hospita's that have converted in their States and can often provide assistance in matching
interested stakehol derswithappropriate individuas with CAH experience and coordinating these types of
meetings.

e Has community input been sought?

One of the foundations of the Flex Programisthe vaue in engaging communities in decisons regarding the
future of the hospita and the local hedthsystem.  Although the program may have little impact on hospitd
operations and it ispossible to convert to CAH status without community input, hospital administratorsthat
choose this route do so at ther own peril. The effectiveness of the community “grapevine’ is well
understood by community organizersand otherswho work in smal towns. A hospitd that makes changes
without informing and educating the community risks a backlash of community reaction fueled by rumor,
misinformation, and fear of change. Even if CAH conversion will cause no changesin the way the hospita
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operates, it is criticd that hospital boards and administrators manage the information process in away that
effectively informs citizens about the program and itsimplications.

E. Reason for Not Converting: Presence of aGeriatric Psychiatric Unit (or Other Didtinct-Part Unit)

A sgnificant barrier to CAH conversonisthat CAHs are not permitted to maintain distinct-part unitsother
than a digtinct-part skilled nurang facility (DP-SNF). Asaresult, services such as Geriatric Psychiatric
(Geri-Psych) Units and Rehabilitation Units must be included when determining the CAH bed count,
census, and ALOS. Thelong ALOS of most patientsin suchunitswill generdly disgudify the fedility from
meeting the CAH AL OSIimit. Congress hasrequested that GA O assessthisissue as part of the sudy that
will aso address seasond variationsin utilization, but a report onthe study has not yet been released. At
thistime, therefore, the presence of adistinct-part unit, most oftena Geri-Psych Unit, is a common reason
that hospitals that may otherwise benefit have not converted to CAHs.

Over the past decade, the operation of Geri-Psych Unitshas become a popular and effective way for rura
hospitas to provide a needed community servicethat can dso have a postive financid effect onthe fadllity.
These units, which are usudly developed and managed by third party entities that specidize in these
services, address the sgnificant need for psychiatric trestment and servicesfor the rura ederly population.
They are rembursed by Medicare on a cost-reated bads and, if wdl utilized, can be a subgtantid profit
center for the hospitd. Likethe CAH program, the ability of Geri-Psych Unitsto providefinancid benefits
to otherwise struggling rura hospitals has fueled their popularity. Hundreds of these units are located in
small hospita's across the nation.

Hospitals with Geri-Psych Units that conduct an assessment and find that they can benefit from CAH
conversion are faced with adilemma. At thistime, the two programs are mutudly exclusive and ahospital
may participateinone or the other, but not both. Hospitalsin thisstuation must assessthe rdaivefinancid
impacts and effects on other hospita services, dong with community needs, to decide on an appropriate
course of action. In most cases, CAH conversion does not provide the leve of financia benefit that is
produced by a Geri-Psych Unit, so hospitas choose to continue to operate psychiatric servicesand forego
participation in the CAH program.

Thereare several options for hospitds that are confronted withthisissue and dill wishto convert to CAHSs.
All of theseoptions, whichaddress ways of separating the distinct part unit fromthe hospita, have pros and
cons and mugt be carefully evaluated. First, if CAH conversion is projected to provide a substantial
financid benefit, the facility may choose to discontinue the provisionof Geri-Psych services. In this case,
the space occupied by the unit could remainempty or be reconfigured for other purposes. Unless provided
by another locd entity, inpatient psychiatric servicesfor the dderly populationwould no longer be available
in the community.

Second, a* hospital within a hospita” can be created and licensed, for example, asapsychiatric hospitd.
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Aslong asthis new facility is separately licensed and certified and has its own provider number, it would
not be considered part of the CAH even though it is located in the same physicad plant or on the same
campus. Asareault, the CAH ALOS and census limitations would not apply; smilarly, the new faclity
would not be cost reimbursed as part of the CAH. Space, services, and staff could be leased from the
CAH, credting asource of revenue. The feashility of this option, however, isusudly margind, given the
limited number of beds and space avalable and the difficulty in meating gaffing and other conditions of
participation for a “freestanding” psychiatric hospitd. Reimbursement is not likely to be as favorable as
reimbursement of the hospital-based unit and there may be State regulatory congtraintsto carrying out such
aplan.

Third, the Geri-Psych Unit can be converted to a DP-SNF, currently the only type of distinct part unit that
may be operated aspart of a CAH. Clearly, the services provided inaDP-SNF are not the same asthose
provided in a Geri-Psych Unit and reimbursement is unlikely to be as favorable. Nevertheless, some of
the same patientsthat are currently treated in the Geri-Psych Unit may beable to betreated inaDP-SNF.
Agan, giventhe limited number of beds and possible regulatory constraints, induding limitsin some States
on new SN beds, this option may not be feasible.

Fourth, the unit can be leased to another provider, idedly an afiliated network or system partner. This
optionisamilar to the hospital ina hospita option discussed above, but instead of creating anew provider,
the Geri-Psych Unit would become part of another hospita’ s license and Medicare certification. Again,
space, daff, and ancillary and support services could be leased, if necessary, from the CAH by the other
provider. Thismay be a cregtive way for anetwork to utilize the space and continue to provide services
that are needed by the community. Again, however, reimbursement for psychiatric servicesinthisscenario
may not be as favorable.

The presence of a Geri-Psych Unit is one of the primary reasons that some hospitals have not converted
to CAHs, despite the benefitsto themof participating inthe program. Unlesslegidaionisenactedtodlow
CAHsto retain these units, it is likely that thiswill continue to be amgjor obstacle.
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[1. Doesthe Hospital Plan to M ake Capital | nvestments?

If ahospita has not invested in capital improvement in 10 yearsor longer, it islikdy that substantia capita
needs exist. In CAHS, capital costs, like other cogts, are reimbursed by Medicare on a reasonable cost
basis. Asaresult, for hospitasthat needtoinvest in physical plant renovation or new congtruction, asmany
gnd| rurd hospitds do, CAH converson may represent an effective method of financing these
improvements. Mogt rurd hospitas will recover far more of their capitd investmentsthrough cost-based
reimbursement than through the Medicare hospita inpatient PPS.

It isimportant to note, as well, that CAH conversonmay improve the chancesthat a hospitd will be able
to secure finanang for capitd improvements. To approve a loan, lenders require that the borrower
demondtrate that it will be able to cover debt service over the life of theloan. It iscommon, as well, that
the borrower demongtratethat it has operated on sound financia footing for severa yearsprior to receiving
the loan. Somelenders and guarantors, most notably the Department of Housing and Urban Deve opment
(HUD), through the HUD 242 Program, will permit a CAH to demonstrate pre-conversion financid
dability by caculating the financid status of the hospita asif it had beena CAH over the period inquestion.
Because the hospital presumably converted to CAH gatus because the program provided a financia
benefit, these pro forma caculaions should show improved financia Status relative to operations as a
hospitd. Future financid status should be improved as wdll, enhancing the likelihood that a loan will be
approved. It must be noted, however, that alarge proportion of CAHSs still operate at aloss. These
facilities may Hill experience greet difficulty in securing loans or guaranteesin the capitd markets.
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V. Doesthe State M edicaid Program Reimburse CAHs on a Cost-Basis?

In most of rurd America, Medicare is the dominant payor for hedlth care services, often accounting for
more than hdf of the revenuein rurd hospitals. Asaresult, Medicare payment policy largely determines
the financid viability of hospitals and the rdaive influence of other payors, such as Medicad and
commercid insurers, are comparatively modest. 1n someregionsof theU.S., however, such asmany parts
of the Southeast, Medicaid is often the predominant payor for health care services. In these areas, while
it may be hdpful, cost-based Medicare payment to CAHs may not be sufficient to assure finanad viahility.
I nstead, payment for Medicaid services plays alarger role in determining the feasibility of CAH conversion.
Thereis subgtantia datathat demonstrates that cost-based Medicaid payment isnecessary to make CAH
afeasble option for some hospitals.

Medicaid coverage and payment varies widdy from State to State. The FHex Program Tracking Project
reportsthat 23 States provide enhanced Medicaid paymentsto CAHsfor inpatient servicesand 13 provide
enhanced payment for outpatient services. These enhanced payment policies generdly do not apply to
CAH paymentsfrom Medicaild managed care organizations and may not follow the cost-based Medicare
payment methodology.* Presented below are a series of questions that will help to determine whether
Medicaid payment to CAHsis adequate or if the Medicaid program is an obstacle to CAH conversion.

é How does the Medicaid program pay for servicesin CAHsS? Does Medicaid use the Medicare
reimbursement methodology for CAHS?

The firg step in determining the adequacy of Medicaid rembursement to CAHSs is understanding the
methodology under whichCAHsarepaid. Most Medicaid programs do not change the way that services
are reimbursed if ahospital convertstoaCAH. Of the 23 States that report enhanced inpatient payment
to CAHSs, only 17 have created a specid payment policy specificdly for CAHs, the other six provide
enhanced paymentsto dl smal and/or rura hospitals® Even among these States, however, payment isnot
necessarily “ cost-based,” asrecognized by Medicare. Many State Medicaid programs report that CAHs
(and other rura hospitals) are reimbursed onacost basis, but uponfurther evauation, few of the payment
methodologies used in these States mirror the cost-based methodology used for Medicare payment and
are rarely as generous as this methodology. In some cases, Medicaid payment representsonly a fraction
of the actual codts of treating Medicaid patients.

“Rurd Hospital Hexihility Program Tracking Team. Rural Hospital Flexibility Program
Tracking Project, Year 3 Report (covering fiscal year 2001-2002), September 6, 2002.

*lbid.
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é What is the impact on the State Medicaid Program of paying CAHs on a cost-bads (using the
Medicare methodology)?

It is often assumed that paying CAHs (or other providers) on a cost-basis isfinandaly irrespongble and
will ultimately lead to anexplosioninpayments. Thereisacommon belief among regulatorsand othersthat
cost-based payments diminae incentives to contain codts, resulting in inefficiency and excessve
rembursement. Despite its seeming logic, however, thereis little evidence to support this view.

By definition, CAHs are smdl, low volume providers. Payments to these facilities represent avery small
fractionof total Medicaid payments. Even if cost-based, therefore, reimbursement to CAHs s unlikely to
lead to sgnificantly higher program cogs. Furthermore, if smdl rurad hospitals close as a result of
inadequaterevenues, many of the patientsthat would have beentreated inthesefacilitieswill instead receive
care in high cost urban hospitals, where reimbursement may well exceed cost-based payment to CAHSs.
Some patientswill be unable to travel outside the community for care, resulting in delays in treetment that
can result in more serious illness higher cogts later on. Medicaid must typicaly reimburse for the cost of
travel, aswdl, which will be much higher if services are not available locally.

The Flex Program Tracking team reports that Medicaid officdas who were interviewed were “nearly
unanimous in thar opinion that the impact of cost-based payment for CAHs on total state Medicaid
expendituresisminimal.”® In addition, studies conducted in K ansas found no evidencethat costsin CAHs
have increased at a greater rate than costs in hospitas that have not converted.”® Nevertheless, most
States have not changed the way that CAHs are paid nor assessed the impact of cost-based payment on
State Medicaid budgets.

In States in which Medicaid payment is an obstacle to CAH conversion, it is strongly recommended that
State Flex Program managers and other interested parties, suchas hospital associations, work to educate
Medicad offidds about the CAH program and its importance to the hedth of rura resdents and the
economic well being of rural hospital's and communities. Data-based analyses showing the impact of cost-
basaed reimbursement, using various assumptions for the future viahility of hospitals, can be very useful in
demondrating the likely minimd effect of the CAH program on the State Medicaid budget (and may, in
some cases, show that costs will decrease).

®lbid.

'Rurd Hedth Consutants and Wendling, Noe, Nelson & Johnson. The Impact of the
EACH/RPCH and CAH Programs on Participating Kansas Communities. Kansas Rural Health
Options Project, July 2000.

8Wendling, Noe, Nelson & Johnson. Financial Success of the Critical Access Hospital
Programin Kansas. A Comparative Sudy. Kansas Rura Health Options Project, February 2002.
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V. Conclusions

Itislikely that most of the hospitals that are legitimate candidates for CAH conversion and will benefit from
the program have already converted. Nevertheless, it isdso likdy that anumber of hospitals that could
benefit have not converted, for avariety of reasons. A systematic assessment of small rura hospitals that
have not converted, using the questions and issues raised inthis monograph, will help State Flex Program
managers ensure that the programis reaching dl of the hospitals and rural communitiesthat can benefit from
it. Evenif thisprocessdoesnot lead to CAH conversion, it will benefit the affected facilities by spotlighting
issues that, if addressed, could improve the access, efficiency, and qudity of the health care services
avallable to the community.
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