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Disclaimer:

Data contained in this presentation represent analyses prepared by HSCRC staff based on data summaries
provided by the Federal Government. The intent is to provide early indications of the spending trends in
Maryland for Medicare FFS patients, relative to national trends. HSCRC staff has added some projections to
the summaries. This data has not yet been audited or verified. Claims lag times may change, making the
comparisons inaccurate. ICD-10 implementation and EMR conversion could have an impact on claims lags.
These analyses should be used with caution and do not represent official guidance on performance or
spending trends. These analyses may not be quoted until public release.
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Medicare Hospital Spending per Capita

Actual Growth Trend (CY month vs. prior CY month)
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Medicare Total Cost of Care Spending per Capita

Actual Growth Trend (CY month vs. prior CY month)
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Medicare Non-Hospital Spending per Capita

Actual Growth Trend (CY month vs. prior CY month)
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Update Factor for Drug Costs

April 2019
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Overview: Drug Inflation Update
Recommendation

» Prior analysis has shown drug funding is adequate
overall but has some issues with distribution

» Growth is concentrated in the high cost outpatient
and oncology drugs rather than all drugs.

» Staff is proposing to narrow the drug inflation factor
to apply to only these drugs with the remaining drug
inflation funded through the standard inflation factor

» Staff is recommending drug inflation of 10%

» Inflation factor covers price inflation and drug mix
impacts, a separate increase is provided for drug volumes.



Data Review

* CAGR = Compounded Annual Growth Rate.

* 340B programs= discount programs under federal rules, which are provided
to hospitals (and other qualified providers) with higher proportions of
Medicaid use. After the ACA Medicaid expansion, additional hospitals
qualified for discounts.



Inflation factor is primary source of drug
funding

» Revenue sources captured include:

Sources of Funding for Drug Cost Growth

From Jan. 2014 through FY 2018
(In Millions of Dollars)

Inflation provided through annual update $215.8 < Subject of this discussion

High cost drug adjustment and deregulation $15.1 <«—— Volume adjustment
Car-T and Spinraza $8.6 before deregulations
reflects ~$30 M or 12%
Total $239.5 of total growth.

» Additional sources not included in the analysis are:

Special revenue adjustments (e.g. Anne Arundel rate review)
Demographic adjustment

Categorical and intensity adjustment, except CAR-T and Spinraza

Market shift for inpatient and outpatient services, other than oncology
and infusion drugs, PAU adjustments for inpatient services

v v Vv Vv



Outpatient Oncology and Infusion Drug
Growth is the Inflationary Driver

Drug Costs by Category, FY 2014 - FY 2018
(in Millions of Dollars)

Outpatient
Oncology and Other Annual
Inpatient Infusion Outpatient Total Growth
FY 14 $335.9 $250.0 $170.2 $756.1
FY 15 $337.0 $277.8 $187.2 $802.0 6.1%
FY 16 $327.3 $322.7 $194.7 $844.6 5.3%
FY 17 $336.0 $345.7 $168.7 $850.4 0.7%
FY 18 $326.8 $366.3 $154.6 $847.6 -0.3%
(FYCI:?_E; g 0T 10.0% 2.4% 29%

»  Total cost is from hospitals’ annual cost report with HSCRC, where available.
»  The split between inpatient and outpatient costs was estimated based on the proportion of IP and OP drug revenues.
»  High cost oncology and infusion services were split based on the CDS-A supplemental drug report, increased by dividing reported

cost by .8 to estimate 100 percent of cost.
> FY 2014 CDS-A figures, which were not available, were estimated at 90% of FY 2015 figures, based on outpatient drug cost trends. This may underestimate the actual
growth of oncology and infusion drugs for FY |5 over FY 14, based on the general trend in inflation for other outpatient drugs.



Drug Cost Inflation Mitigating Factors

» Since FY 15! 340B expansion significantly reduced the total trends:

Outpatient and

All Drugs Oncology Infusion
Excluding 340B Outpatient and Excluding 340B
All Drugs Expansion Oncology Infusion Expansion?
FY16 over FY15 5.3% 9.7% 16.1% 24.2%
FY17 over FY 15 0.7% 4.7% 7.2% 13.9%
FY18 over FY15 -0.3% 1.7% 5.9% 7.8%
CAGR FY15 to FY18 1.9% 5.3% 9.7% 15.1%

l. 340B did not impact periods prior to FY |5 so current slides only reflects trends since then.
2. Impact on Outpatient and Oncology Infusion is slightly overstated as some of the 340-B impact relates to IP drugs, but the HSCRC
does not have the data to segregate at that level

» In addition to the 340-B savings hospitals have been able to suppress trend by
negotiating discounts where previously there was no incentives for hospitals to
seek price discounts.



Recap of Drug Cost Trends

» Most drug cost growth is high cost oncology and infusion drugs

» Drug cost growth was higher in FY 2015 and FY 2016, but moderated in FY 2017
and FY 2018.

» Frederick Hospitals deregulation of infusion drugs in FY 2017 reduced costs by approximately
$15 million. Growth in new programs at Johns Hopkins Bayview and Garrett Memorial Hospital
offset this decline.

» 340 B programs helped reduce outpatient drug spending for several new hospitals in 2016,
2017,and 2018, in addition to reducing ongoing costs for hospitals already in the program.

Total 340B savings increased by $103 million between 2015 and 2018 resulting in significant trend mitigation.

» There were modest changes in spending for inpatient and outpatient drugs that are
not high-cost oncology and infusion drugs across the entire period from 2014
through 2018.

» There may be some shifting in reported costs between high cost oncology and infusion drugs and
other outpatient drugs.



Proposed Inflation Factor

» From FY 2014 to FY 2018 Outpatient and Oncology Infusion Drugs have
grown at an average annual rate of 10%:

» Adding back incremental savings from 340B would increase cost growth
CAGR to 15%

» Excluding the amount funded through volume adjustments would decrease
cost growth CAGR to ~9%

» But the 2017 to 2018 growth rate was only 7.8% (after adding back
incremental 340B savings)

» High-level staff modeling excluding incremental 340B benefits and volume
adjustments, and normalizing trends for drug adoption status supported 9%
annual trend.

» HSCRC is proposing 10% drug inflation factor to balance these various
indicators.



Recommendation




Drug funding policy recommendations

» Policy change recommendation:
Limit additional inflation in annual update to oncology and
infusion drugs

Leave remainder of other drug inflation dollars in general update
factor

Consider refinements based on the mix of drugs (high growth vs. low
growth drugs)

» Continue to adjust for use changes in high cost oncology and
infusion drugs through the CDS-A

Move toward populating the CDS-A from the case mix data



Drug funding policy recommendations

» Eligible drugs determined as

follows: .
» For RY 2020, use CDS-A drug list

_ FY2018 CDS-A $20 M
» For RY 2021, develop a list of drugs Cost Reported
for CDS-A that will be populated by Inflation Factor 10%
all hospitals. All listed outpatient
Inflation Cost $2 M

drugs will be eligible for the
additional inflation. Update the list Mark Up 10%
periodically to add new drugs and

Added R
remove drugs annually as needed. ST $22M

. . . FY2018 Actual
» Fund high cost drugs inflation at Revenue $300 M
0% for RY 2020 Drug Inflation 0.44%
Factor S

» Other drugs will get state wide
inflation



Inflation

Staff uses Global Insights Healthcare Cost Review forecast data to calculate inflation
Blended Statistic:

91.2% for Total Market Basket

8.8% for Capital

Year Publication Base Market Basket Capital Total

FY20 2018 Q4 2014 3.20% 1.50% 3.05%

There are many price and wage indexes embedded in the overall inflation calculation.
One index of interest and importance is shown in the table below:

Index 2014 Weight Moving Average Inflation
Compensation* 55.80% 3.30% 1.84%
*This includes wages, salaries, and fringe benefits
Moving Average = percentage change from earlier fiscal year index, 4 quarter change




The correction factor/forecast error is the difference between forecasted inflation and actual inflation.

Correction Factor/Forecast Error

Staff calculates an average correction based on the difference between data from the Q1 Global Insights book and compares it to data
from the Q4 Global Insights book.
Historically staff has calculated the correction error by taking a 3 year average.

Forecast Inflation

Actual Inflation

FY Update |Publication| Base | MB Cap | Total | Publication | Base MB Cap Total Error
FY 2017 2016 Q1 | 2010 | 2.60% |1.20%| 2.48% 2016 Q4 | 2010 | 2.40% |1.20% 2.29% -0.18%
FY 2018 2017 Q1 | 2010 | 2.80% |[1.20%| 2.66% 2017 Q4 | 2010 | 2.50% |1.20% 2.39% -0.27%
FY 2019 2018 Q1 | 2014 | 2.90% |1.40%| 2.77% 2018 Q4 | 2014 | 2.70% |1.40% 2.59% -0.18%

3yr avg error (FY17-19) | -0.21%




Balanced Update Model for Discussion

Components of Revenue Change Linked to Hospital Cost Drivers/Performance

Weighted Allowance

Adjustment for Inflation (this includes 1.8% for compensation) 2.86%
- Total Drug Cost Inflation for All Hospitals* 0.19%
Gross Inflation Allowance A 3.05%
Care Coordination/Population Health B 0.00%
Adjustment for Volume
-Unfunded Inpatient Market Shift/Demographic 0.30%
-Transfers
-High/Low Efficiency Outliers
-Drug Population/Utilization
Total Adjustment for Volume C 0.30%
Other adjustments (positive and negative)
- Set Aside for Unknown Adjustments D 0.00%
- Capital Funding -Adventist White Oak Medical Center E 0.09%
- Categoricals (1%) F 0.23%
-Reversal of one-time adjustments for drugs G -0.03%
Net Other Adjustments H= Sumof D thruG 0.29%
Quality and PAU Savings
-PAU Savings | -0.33%
-Reversal of prior year quality incentives J 0.53%
-QBR, MHAC, Readmissions
-Positive incentives & Negative scaling adjustments K 0.18%
Net Quality and PAU Savings L= Sumoflthruk 0.38%
Total Update First Half of Fiscal Year 20
Net increase attributable to hospitals M= SumofA+B+C+H+L 4.02%
Per Capita First Half of Fiscal Year (July - December) N = (1+M)/(1+0.30%) 3.71%
Adjustments in Second Half of Fiscal Year 20
-Oncology Drug Adjustment 0 TBD
-QBR P -0.37%
Total Adjustments in Second Half of Fiscal Year 20 Q= 0O+P
Total Update Full Fiscal Year 20
Net increase attributable to hospital for Fiscal Year R= M+Q 3.65%
Per Capita Fiscal Year S= (1+R)/(1+0.30%) 3.34%
Components of Revenue Offsets with Neutral Impact on Hospital Finanical Statements
-Uncompensated care reduction, net of differential T 0.03%
-Deficit Assessment U -0.13%
Net decreases V= T+U -0.10%
Total Update First Half of Fiscal Year 20
Revenue growth, net of offsets W= M+V 3.92%
Per Capita Revenue Growth First Half of Fiscal Year = (1+W)/(1+0.30%) 3.61%
Total Update Full Fiscal Year 20
Revenue growth, net of offsets Y= R+V 3.55%
Per Capita Fiscal Year Z= (1+Y)/(1+0.30%) 3.24%
Private Payer Growth Rate, based on Total Update for Full Fiscal Year 4.75%
Public Payers Growth Rate 3.05%




Estimated Position on Medicare Target

Actual Revenue CY 2018

17,341,823,084

Step 1:
Estimated Approved GBR FY 2019
Actual Revenue 7/1/18-12/31/18

17,419,860,102
8,596,133,432

Projected Revenue 1/1/19-6/30/19 A
Step 2:

Estimated Approved GBR FY 2020
Permanent Update

Step 3:

Estimated Revenue 7/1/19-
12/31/19 (after 49.73% &
seasonality)

8,823,726,670

18,103,429,088
3.92%

9,002,835,285

Hopkins & Shady Grove* 14,000,000
B 9,016,835,285

Step 4:

Estimated Revenue CY 2019 A+B 17,840,561,955

Increase over CY 2018 Revenue 2.88%

*Hopkins Payback & Shady Grove GBR Adj.




Meeting Medicare TCOC Requirements

Maximum Increase that Can Produce Medicare Savings
Medicare

Medicare TCOC Growth (CY 2018 3.7%) A 3.72%
Savings Goal for FY 2020 B 0.00%
Maximum growth rate that will achieve savings (A+B) C 3.72%
Conversion to All-Payer
Actual statistic between Medicare and All-Payer with conservatism 0.83% Recommendation: Savings:
Excess Growth for Non-Hospital Cost Relative to the Nation -0.43%  no conservatism built in
Net Difference Statistic Related to Total Cost of Care D 0.40%
Conversion to All-Payer growth per resident (1+C)*(1+D)-1 E 4.13% 2.57% 1.56%
Conversion to total All-Payer revenue growth (1+E)*(1+0.30%)-1 F 4.45% 2.88% 1.57%
The tables above uses CY2018 actual TCOC growth

Maximum Increase that Maintains Affordability Using GSP
Maximum Increase that Maintains Affordability
Gross State Product per Capita (3 year CAGR 3.42%) A 3.42% Recommendation: Savings:
Savings Goal for FY 2020 B 0.00%
Maximum growth rate that will achieve savings (A+B) C 3.42% 2.57% 0.85%
Conversion to total All-Payer revenue growth (1+C)*(1+0.30%)-1 D 3.73% 2.88% 0.85%

The tables above uses 3YR CAGR using Maryland GSP
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Executive Overview

» Analysis of Volume Methodologies that adjust GBR budgets
indicate that funding is sufficient at a statewide level but
distribution and predictability can be improved by:

» Modifying Distribution of the Demographic Adjustment

» Simplifying Market Shift by reducing number of cells/markets
Not discussed in this presentation
» AND at the same time maintain the incentives of the TCOC Model

» If a hospital has retained revenue with poor cost outcomes,
staff proposes to address this through Efficiency
methodologies, including:

» Interhospital Cost Comparison
» Total Cost of Care Analyses

Review Commission




Visual Representation of Revenue Adjustment Methodologies

] Upcoming
In Process
Efficiency
. TCOC . In Place
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Definitions

» Unfunded Volume Growth —The differential between
volume funding from various Volume Methodologies and
funding of all volume at a 50% variable revenue factor; i.e.
a volume variable system.

» Retained Decline — The differential between volume
funding from various Volume Methodologies and the
defunding of all volume at a 50% variable revenue factor,
i.e.a volume variable system.




Scope of Volume Funding Addressed

Included (~70% of revenue) Not Included (30% of revenue)

Cases
In-state cases »  Out-of-state

» Case-mix adjusted » Radiation and Infusion Therapy and
discharges Drugs (drugs addressed separately)

: . » Defined quaternary cases, (“Categorical”
» Case mix adIUSted exclusions such as transplants, research,

outpatient cases (gI’OUPEd severe burn, Car-T, Spinraza)
into Enhanced Ambulatory » Readmissions and Prevention Quality
Patient GI‘OUPS) Indicators (classified as potentially
] avoidable utilization, “PAU”)
Mechanisms Mechanisms
» Market Shift Adjustment » Volume Variable for select cases

) Demographic Adjustment » Rate review or special GBR adjustments
» Other Adjustments » Intensity Adjustment



The Demographic Adjustment Reduces Unfunded
Growth but Increases Retained Revenue for Hospitals

with Volume Declines

Market Shift moves 50% of the average charge for volume growth that has a corresponding decrease in a given service
line and geography. This formulation is not applied to excluded volumes (readmissions, out-of-state, defined
quaternary cases, oncology).

Demographic Adjustment is a measure of age adjusted population growth that is distributed based on current market
share and is capped to the total population growth rate of the State. It does not distribute revenue based on volume

growth.
Residual Funding Differences of In-State Volume CY 14-CY | 7 Market Shift and Demographic
Adjustment*
$25,000,000
$20,000,000
$15,000,000
$10,000,000
$5,000,000
$0 J J :
SUT L @2e v >xc 0 ER» VXA SCERF X EETITXETCQUOT O 202 cUR O=>EcE O EF
500000 ESESEBS SSRGS LD STt FiE i e s EsP 0L P EEEETE
s z:ugacg‘d=w=-azsew,g_w‘gw:w&:E>L3‘:dwutw§—.,-;&°°8mzsg‘”z-==ww
SEE E oy i 20 PE s S0 5235 8Gcf855as0T09Yz0580% 537
$10000000 = 8 LI FL O 552 b o282 0¥ 5Tl SE @ Sa 2
D ccID Eg o 280 ¢ & 0 S 6 L ZZ> °; o= 9} o S s O
: s : OiE5g £z ExT 27 5325746 z @ J855
= : tfe° ¢ 83 I & § 3 §ed;
* 508 8§ ¢ <8 $ = = $h339
L s : ] 3 Ty
z b3 ® = z
> =) >
(Unfunded Volume Growth) and Retained Decline Funding with Market Shift - CY14-CY 17 relative to a Variable Volume System
==@— (Unfunded Volume Growth) and Retained Decline Funding with MS & Demographic Adjustment - CY[4-CY |7 relative to a Variable Volume System
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Problems with Demographic Adjustment

» The demographic adjustment was intended to tie revenue growth to
a population

» It does remove revenue in parts of the state that are experiencing
population declines and adds to areas with growth

» But—

» Changes in utilization do not necessarily correlate with changes in
population

Especially true for dense portions of the state and/or locales with more
competitive hospital markets

Confounded by hospitals that are moving services to deregulated settings and by
hospitals responding differently to the incentives of the Total Cost of Care Model

Health Services Cost
Review Commission




If there is a distributional problem, what policy can address
this while maintaining the incentives of the TCOC model?

Potential Options:

.  Move all volume to a volume variable system that recognizes growth at a 50% variable revenue factor and declines at a
40% variable revenue factor

|.  See Hopkins white paper for additional details

2. Modify the demographic adjustment to recognize volume growth not accounted for in the Market Shift at a 50% variable
revenue factor and distribute residual funding if available, per the current Demographic Adjustment methodology or
some other algorithm/policy.

. WhatVolume growth should be recognized and prioritized? Should it just be for high intensity services, e.g.
inpatient services and major outpatient surgeries? Especially since the vast majority of unrecognized growth has
been IP?

2. When should the HSCRC investigate unrecognized volume growth and what actions should the Commission

utilize to account for this(90/10 rule)?

I.  EX:General Surgery volume increases related to ICD-10 conversion
2. EX:Deregulation adjustments for volume declines related to utilization shifts as opposed to avoided
utilization.

Should the residual demographic adjustment be distributed as permanent revenue or even at all?

4. If demographic adjustment funding is not sufficient, unrecognized growth will not be reimbursed. How should this
potential situation be handled?

w

3. Continue pursuing deregulation adjustments for the movement of services from OP to unregulated settings.

4. Pursue #2 and #3 while also working to simplify the Market Shift by reducing the number of service lines and
geographies.

Health Services Cost
Review Commission



Demographic Adjustment Sufficiency

Since the start of the All-Payer Model, the Demographic Adjustment has been sufficient to cover unrecognized growth.
In CY 14 it was narrowly sufficient but the gap has widened since, presumably because of the incentives of the Model.

Demographic Adjustment vs. Unrecognized In-State Growth*
$70,000,000

$60,000,000

$50,000,000

$40,000,000

$30,000,000

$20,000,000

$10,000,000 I
$0
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B Unrecgonized Growth (50% VCF) B Demographic Adjustment

*CY 14 is not inclusive of the funding the Commission provided for Medicaid Expansion - $57M.
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CY14-CY17 Funding with Modified Demographic Adjustment

Residual Funding Differences of In-State Volume CY 14-CY |7
Market Shift and Demographic Adjustment Funding*
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(Unfunded Volume Growth) and Retained Decline Funding with Market Shift - CY14-CY 17 relative to a Variable Volume System
==@==(Unfunded Volume Growth) and Retained Decline Funding with MS & Demographic Adjustment - CY[4-CY |7 relative to a Variable Volume System

==0O==(Unfunded Volume Growth) and Retained Decline Funding Relative to Volume Variable System with MS & NEW Demographic Adjustment (Fund all Growth at 50%
and Residual Demographic Apportioned by Current Methodology)

} 10 *Modified Demographic Adjustment distributes residual Demographic Adjustment per existing methodology. HSCRC

*Residual Market Shift Funding is inclusive of Medicaid Expansion and Deregulation/Special Adjustments i ks i




CY14-CY17 Effective Revenue Factor Analysis (Unrecognized
Increase & Decreases)

The new predictability of the volume system is that hospitals can expect an effective 50% variable revenue factor for
growth and a retention of 100% of revenue for declines that are not market shifts or deregulation.

MSA Effective

Revenue
Factor

MSA PLUS
Revised
Demograph
Adjustment

Effective
Revenue
Factor*®

Unrecognized Increases

CYl4

CYI5

CYl6

Cyl17

4.02%

29.5%

20.1%

31.2%

ic

50%

50%

50%

50%

MSA Effective
Revenue Factor

27.7%

27.8%

25.7%

12.1%

MSA PLUS
Revised
Demographic
Adjustment
Effective
Revenue Factor

27.7%

27.8%

25.7%

12.1%

Residual
Demographic
Adjustment
Revenue

$1.8M
$44.5M

$20.I1M

$32.3M

*There is a high degree of variation in the effective revenue factor — 17% to |1 10%.

Health Services Cost
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Potential Uses of the Residual Demographic Adjustment

» After funding unrecognized growth through the Demographic Adjustment, there is a residual amount of
funding referred to as the Residual Demographic Adjustment.

» The question staff would like to explore is how this funding should be distributed given that the
Market Shift and revised Demographic Adjustment create a more predictable system, whereby net
growers received 50% for all volume and net decliners retain on average 75% of all declines.

» Possible options include:

» Distribute residual per current Demographic Adjustment methodology (demonstrated in earlier
modelling slides)

» Distribute based on a hospital’s lack of opportunity to reduce potentially avoidable utilization,
thereby narrowing the budget opportunity of medically based hospitals and high intensity based
hospitals.

» Do not distribute

» Distribute as a cumulative one-time adjustment that may be pulled back in order to finance
appropriate large scale capital projects

Health Services Cost
Review Commission



Implications for Payment Model Workgroup

» The Demographic Adjustment in RY20 is .3%,
approximately $50M.

» Unfunded Growth for the first six months of calendar

year 2018, i.e. volume growth not recognized by the
Market Shift, was $12.7M

» If the staff proposal for a revised distribution of the
Demographic Adjustment is approved, there is a question
to the payment models workgroup about whether or not
the residual Demographic Adjustment is distributed.

Health Services Cost



Drug Cost Appendix:
Background and Context of Rate Setting
Mechanisms




Overview of Drug Funding-Pre Global

» Prior to 2014, drug costs were funded through four mechanisms:

I, Inpatient drugs were part of a DRG.
Growth in the volume of cases was funded at 85 percent variable cost, or a

Substitution of drugs for a service within the DRG that offset typical expected
costs (e.g. drug related reductions in length-of-stay) provided funding at 100
percent retention.

2. Drug price inflation was provided through the annual update factor, which
increased DRG rates per case.

3. Inpatient categorical cases (cancer research, transplants, burns) provided a
pass through of included inpatient drug costs (“categorical adjustment”)
for AMCs.

4. Outpatient drugs were funded at reported cost.

Cost growth was funded at 100 percent during the year of increase when billed,
and 85 percent of the growth was funded on a permanent basis after removing
|5 percent of the change in cost.



Overview of Drug Funding-Post 2014

Under the global revenue model:

» Inpatient and outpatient drugs were incorporated into global revenues.

» Hospitals could substitute drugs for other services and this would provide funding source
(e.g. drug substitutes for surgery or drug-related reductions in length of stay).

»  Other funding mechanisms included the demographic adjustment and reductions in
avoidable or unnecessary utilization.

» Inflation provided through the annual update process: all hospitals received the
same inflation percentage, including a specific component for drugs.

» This was regardless of the portion of a hospital’s costs attributable to drugs.

» Inpatient categorical cases (cancer research, transplants, burns) provided an update
for changes in inpatient drug costs annually, based on a “cost report” from two
AMC hospitals.

Concerns under global revenues:

» There was extensive growth in outpatient drug costs, particularly for new oncology
and biological drugs.

» Hospitals and doctors complained that drugs were underfunded.



HSCRC Changes to Drug Funding in Rate
Year 2017

» Changed the distribution of drug inflation provided on July [,2016.

» Not all hospitals provide outpatient oncology services, the largest source
of drug cost growth.

» Redistributed drug cost inflation using each hospital’s drug costs as a
proportion of total costs.

» Provided an adjustment for increases in the volume of top 80
percent spend for high cost oncology and infusion drugs (RY 2016
over RY 2015 use), the intent was to fund growth in new drugs.

» 50 percent permanent, and
» 50 percent one-time funding.

» Replaced categorical adjustment for AMCs with a /2 percent
intensity adjustment to simplify the adjustment.

» HSCRC and AMCs experienced difficulty in administration as some
services shifted to outpatient settings and there were delays in the cost
reports.



Rate Year 2018 Funding

» In July 2017, the new drug inflation distribution method
approach was continued, providing higher inflation revenues to
hospitals with a higher proportion of drug costs.

» The HSCRC also provided a prospective growth estimate for

changes in the volume of high cost outpatient oncology and
infusion drugs for RY |7 over RY |6.

» The HSCRC used 50 percent of the total dollar figure determined
from the volume adjustment made in the preceding rate year to
develop the estimate.

» The HSCRC replaced this prospective growth estimate with the
actual growth (or reduction) for RY 2017 over RY 2016, using data
collected from hospitals on changes in the top 80 percent of cancer
drugs, as identified by each hospital.



Rate Year 2019 Funding

» In July 2018, HSCRC continued the drug inflation distribution
method approach, providing higher inflation revenues to
hospitals with a higher proportion of drug costs.

» The HSCRC did not provide a prospective growth estimate
for changes in the volume of cancer drugs for RY 18 over RY |7,
due to lower cost growth

» AMCs were provided a one percent intensity adjustment for
certain high cost inpatient cancer and biologic drugs and
related treatments

» Deregulation adjustments were made for drugs shifted to
outpatient settings

» CDS-A schedules were submitted earlier; leading to inclusion
of changes in usage for high cost drugs for FY 2018 over FY
2017 in the January 2019 rate order update process



