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Overview:

• General Definitions
• Basic Reimbursement Methodologies
• Existing “Pricing” Tools
• Act 53
• Payment Variation
• Summary



General Definitions
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Gross Charges – Often categorized as Price. It captures all services (lab, radiology etc) provided to the

patient for a visit or discharge. Captured in Act 53 Reporting.

Contractual Adjustments – Represent the discount arrangements that providers have with private

payers.

Bad Debt – Gross charges that are not collected, when collection was expected.

Free Care or Charity Care - is care for which hospitals do not expect to be reimbursed. All hospitals

have charity care policies that are publicly available within Act 53.

Net Revenue – The green dollars or payment collected for services provided. Typical calculation: gross

charges minus (free care, bad debt and contractual adjustments) = Net Revenue.

Charge Master – Complete set of itemized charges for all services and supplies. Charge master prices

are not set for complete services, they are itemized. For example pricing for a hernia repair would be

comprised of all services and supplies received. Pricing does not vary based on payer, but will differ by

patients based on services delivered.



General Definitions

Rate Sensitivity - Variations in reimbursement rates based on who is paying and what services are being

provided.

MSDRG – Medicare Severity Diagnostic Related Groups sometimes referred to as DRG. The MSDRGs are

utilized to code inpatient discharges; they identify severity and are utilized in reimbursement

methodologies for inpatient discharges.

Payer Mix – Payer mix is the proportion of hospital net revenue received from different public and
private payers. (Medicare, Medicaid, BCBS, MVP)

Service Mix - Some services tend to be reimbursed more favorably than others. For example, surgical
care is more profitable than medical care and tends to lose money on emergency departments.
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Basic Reimbursement Methodologies
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Hospital net revenues (green dollars) are equal to Medicare, Medicaid and Commercial insurance

expenses. A hospital’s net revenue stream is equal to the insurer’s expense. In Vermont, Net Payments

are derived generally from three types of Payments:

1) DRG Payment – A predetermined base payment adjusted for acuity = Net Revenue. Gross

Charge or Price has no impact on Net Revenue often referred to as Rate Sensitivity.

2) Outpatient Prospective Payment - A predetermined base payment adjusted for acuity = Net

Revenue. Gross Charge or Price has no impact on Net Revenue often referred to as Rate

Sensitivity.

3) Percent of Gross Charges – Payment is based on the agreed upon contractual percent amount.

Net Revenue fluctuates based on the amount of the charge.

These reimbursement methodologies are commonly referred to as fee-for-service, meaning

reimbursement is tied to volume.



“Pricing” Information

• Act 53 Reporting – Publishes Hospital Specific Quality and Financial
Information
http://www.dfr.vermont.gov/insurance/insurance-consumer/2013-
hospital-report-card

• Vermont HC Price and Quality Transparency Rule REG-H-07-05 - If the
question is out-of-pocket spending (patient responsibility after insurance)
this would be an insurance company question. The attached rule tries to
get at the out-of-pocket issue.

http://www.dfr.vermont.gov/sites/default/files/REG-H-07-05.pdf

• Health Care Payment Variation Report -
http://gmcboard.vermont.gov/sites/gmcboard/files/Variation_Jun03.pdf
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Act 53 Reporting
Vermont law requires hospitals to publish annual reports containing information
about quality of care, hospital infection rates, patient safety, nurse staffing levels,
financial health, costs for services and other hospital characteristics. The law also
requires the Department of Financial Regulation to publish some of that same
information in comparative format on this website.

Act 53 Captures Average Gross charges for the most utilized Services for:
Inpatient
Outpatient
Physician and Hospital Pricing of Other Common Services: ( Office Visits,
Lab, Cardiology, Emergency Services, Radiology (CT, MRI, Xray,
Mammography)

Following are sample for Inpatient and Outpatient charges reported in Act 53.



CY 2011 Inpatient Average Charges By Hospital
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Source: Act 53 Hospital Report Cards



CY 2011 Outpatient Average Charges By Hospital
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Source: Act 53 Hospital Report Cards



Fundamental Scope of work Included:

Development of Payment Variation Analysis
By Provider
By Payer
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Payment Variation - Phase # 1



How to Read:

Data points represent the % over/under the statewide inpatient system average payment (system=commercial and
Medicaid payments together).

Key Findings:

• Significant variation exists between the highest and lowest payers at the aggregate level, particularly between
Medicaid and all other commercial payers. (Every payer listed has over 100 observations, so small numbers do not
bias the statistical significance of these results.)

• Most commercial payers fall within ten points on either side of Blue Cross, which lies in the middle of the range.
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Inpatient Average Payer Payments - Relative to Statewide System
Average Payment
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Inpatient Average Hospital Payments - Relative to Statewide System Average Payment

How to Read:
Data points represent the percent over/under the statewide inpatient system average payment.
Zero % is the Statewide Average.

Key Findings:
• Hospital rankings are significantly influenced by payer mix. Hospitals with more Medicaid payments will skew to the

left and hospitals with more commercial payments will skew to the right.
• Grace Cottage and Mount Ascutney hospitals are not shown due to small numbers.
• Fletcher Allen, due to its large volume, drives the statewide average payment.



How to Read: Each row represents a payer network. The
payers are ranked according to statewide total payments. Each
data point represents a hospital’s % over/under the payer
network average payment.

Key Findings:
• Significant variation exists between hospitals at the

aggregate level, within payer networks. The majority of
payers have average payments both above and below
the 25% level.

• 81% (57/71 data points) of the data falls within 25% of
the average.

• Greater variation above 25% than below -25%.

• A hospital 25% above the average compared to a
hospital 25% below the average represents a 67%
higher average payment. Again, the larger payers show
less variation.

• Variation is greatest within commercial payers.

• VHP is paying two of the largest hospitals (FAHC and
CVMC) -23% and -35% below the average, which pulls
the average down. VHP pays -8% below all other
commercial payers. CAH are all paid above average.

Note: There are 2 hospitals that appear on the WellPoint line.
FAHC is at -15% and Brattleboro is at -13%.
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Inpatient Payment Variation - Between Hospitals within Payer Networks
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-100% -75% -50% -25% 0% 25% 50% 75% 100% 125% 150% 175% 200%

Apex FAHC n=16

BCBS Giff n=5

BCBS CVMC n=7

BCBS NW n=9

BCBS Port n=10

BCBS Bratt n=10

BCBS SVMC n=11

BCBS Cop n=18

BCBS RRMC n=28

BCBS FAHC n=60

CT Gen FAHC n=13

Medicaid Bratt n=6

Medicaid CVMC n=6

Medicaid NVRH n=7

Medicaid SVMC n=8

Medicaid NW n=9

Medicaid Cop n=10

Medicaid RRMC n=24

Medicaid FAHC n=31

MVP Port n=6

MVP RRMC n=9

MVP Cop n=13

MVP FAHC n=21

VHP CVMC n=5

VHP NCH n=5

VHP RRMC n=9

VHP Cop n=10

VHP FAHC n=22

WellPoint RRMC n=6

FY2012 IP 470 - MAJOR JOINT REPLACEMENT OR REATTACHMENT OF LOWER EXTREMITY W/O
MCC Allowed Payment Amount Variation

CAH PPS Commercial Medicaid

How to Read:

• Each row represents a unique payer-hospital
combination

• The red data point is the average payment
relative to the statewide system average. The
whiskers show the 10th and 90th percentile
payment levels.

Key Findings:

• Significant variation in payments exists
between payer-hospital combinations. In
addition, significant variation exists within
any one payer-hospital. Small numbers
explains some of this variability, but this
highlights payment variation between
individual cases.

• Additionally, differences in reimbursement
rules may play a significant role in payment
variation at this level. For example, Medicaid
pays a DRG across all hospitals.

• Other variation may be explained by provider
specific payer contracts.

Inpatient Payment Variation by Payer, Hospital and DRG (Minimum 5 Discharges)



Outpatient Overview
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How to Read: Each row represents a payer network.
The payers are ranked according to statewide total
payments. Each data point represents a hospital’s %
over/under the payer network average payment.

Key Findings:

• Aggregate outpatient data was not case-mix
adjusted. Variation seen here may be largely a
result of differences in service intensity and
contract terms between providers and payers.

• High degree of concentration falls between
25% plus and minus the statewide average.
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Outpatient Payment Variation Between Hospitals within Payer Networks
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FY2012 Percent Difference in Payment Distribution Within Payer Network
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FY 2012 % Difference in Payment Distributions By Hospital and Payer
Within Payer Network
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Outpatient Payment Variation by Hospital and Payer within Payer network

How to Read: Each row contains a given hospital’s
network of payers. The bubbles for each payer are
sized to reflect payer share for the given hospital. The
data points represent the payer’s average payment to
that hospital, relative to its own payer network
average.

Key Findings:

• Aggregate outpatient data was not case-mix
adjusted. Variation seen here may be largely a
result of differences in service intensity and
contract terms between providers and payers.

• The majority of the data falls within +- 25% of
the payer averages.



-100% -75% -50% -25% 0% 25% 50% 75% 100% 125% 150% 175% 200% 225% 250%

Aetna FAHC n=52

Apex FAHC n=181

BCBS Mt. A. n=26

BCBS Port n=49

BCBS Cop n=52

BCBS NVRH n=54

BCBS Giff n=57

BCBS Bratt n=62

BCBS Spring n=64

BCBS SVMC n=65

BCBS NCH n=78

BCBS NW n=122

BCBS CVMC n=186

BCBS RRMC n=191

BCBS FAHC n=630

CBA Bratt n=15

CBA Spring n=15

CBA NVRH n=17

CBA Port n=19

CBA NCH n=30

CBA FAHC n=44

Cigna FAHC n=15

CT Gen Bratt n=16

CT Gen Spring n=17

CT Gen SVMC n=20

CT Gen Giff n=21

CT Gen NVRH n=22

CT Gen Cop n=23

CT Gen NCH n=27

CT Gen NW n=50

CT Gen RRMC n=72

CT Gen CVMC n=218

CT Gen FAHC n=252

Highmark NW n=16

Medicaid Cop n=15

Medicaid SVMC n=17

Medicaid NVRH n=21

Medicaid Giff n=25

Medicaid Spring n=26

Medicaid NCH n=41

Medicaid Bratt n=41

Medicaid NW n=68

Medicaid CVMC n=71

Medicaid RRMC n=97

Medicaid FAHC n=163

MVP NCH n=15

MVP Port n=16

MVP Bratt n=21

MVP SVMC n=23

MVP Giff n=25

MVP Spring n=28

MVP CVMC n=38

MVP RRMC n=45

MVP NW n=75

MVP FAHC n=279

UHC RRMC n=15

UHC FAHC n=32

VHP Giff n=20

VHP NCH n=21

VHP Bratt n=21

VHP Port n=22

VHP Spring n=22

VHP Cop n=27

VHP NW n=44

VHP CVMC n=86

VHP RRMC n=93

VHP FAHC n=220

WellPoint NCH n=18

WellPoint RRMC n=31

WellPoint FAHC n=49

FY2012 OP 4523 - COLONOSCOPY Allowed Payment Amount Variation

CAH PPS Commercial Medicaid

Outpatient Payment Variation by Payer, Hospital and ICD – 9 (Minimum 15 Discharges)

How to Read:
• Each row represents a unique payer-hospital

combination. Rows are grouped by payer.

• The red data point is the average relative payment
(relative to the statewide system average) for that
payer to that hospital for that principal procedure.

• The whiskers show the 10th and 90th percentile
payment levels.

Key Findings:

• Significant variation in payments exists between payer-
hospital combinations. In addition, significant variation
exists within any one payer-hospital. Small numbers
explains some of this variability, but this highlights
payment variation between individual cases.

• Additionally, differences in reimbursement rules may
play a significant role in payment variation at this level.
For example, Medicaid pays a the same APC rate across
all hospitals.

• Other variation may be explained by provider specific
payer contracts.
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Professional Overview
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How to Read: Each row shows payment data for a given CPT.
The CPTs are ranked by payments. The data points represent a
given payer’s average payment for that CPT, relative to the
system wide average payment for the same CPT, effectively
showing variation between payers for the same CPT. The
bubbles for each CPT are sized to reflect payer share.

Key Findings:

• There is a high degree of variation between Medicaid
and other payers.

• BCBS payments are approximately 25% higher than
statewide averages.

• Medicaid payments are approximately 30% less than
statewide average.

20

Professional Variation by CPT - Service Site = Hospital Inpatient
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Professional Variation by CPT - Service Site = Hospital Outpatient

How to Read: Each row shows payment data for a given
CPT. The CPTs are ranked by payments. The data points
represent a given payer’s average payment for that CPT,
relative to the system wide average payment for the same
CPT, effectively showing variation between payers for the
same CPT. The bubbles for each CPT are sized to reflect
payer share.

Key Findings:

• Chart indicates patterns of payment by specific payer.
For example, BCBS generally pays between 25% to
50% above the system average.

• Aetna pays more for each procedure on average, but
has one of the smallest market share.

• BCBS payments are approximately 25% higher than
statewide averages.

• Medicaid payments are approximately 50% less than
statewide average.
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FY2012 Office Professional Allowed Payment Amount Variation

Medicaid

BCBS

CT Gen

VHP

MVP

CBA

Apex

WellPoint

UHC

Aetna

Cigna

90471 - Immunization Admin

90801 - Psy Dx Interview

90806 - Psytx- Off- 45-50 Min

90807 - Psytx- Off- 45-50 Min
W/E&M

90847 - Family Psytx
W/Patient

97110 - Therapeutic Exercises

98941 - Chiropractic
Manipulation

99202 - Office/Outpatient
Visit, New

99203 - Office/Outpatient
Visit, New

99204 - Office/Outpatient
Visit, New

99212 - Office/Outpatient
Visit- Est

99213 - Office/Outpatient
Visit- Est

99214 - Office/Outpatient
Visit- Est

99215 - Office/Outpatient
Visit- Est

99243 - Office Consultation

99244 - Office Consultation

99392 - Prev Visit- Est- Age 1-4

99395 - Prev Visit- Est- Age 18-
39

99396 - Prev Visit- Est- Age 40-
64

T1015 - Clinic Vst/Encounter
All-Inclusive

Professional Variation by CPT - Service Site = Medical Office

How to Read: Each row shows payment data for a given
CPT. The CPTs are ranked by payments. The data
points represent a given payer’s average payment for
that CPT, relative to the system wide average payment
for the same CPT, effectively showing variation
between payers for the same CPT. The bubbles for
each CPT are sized to reflect payer share.

Key Findings:

• Average commercial payments are grouped around 15
- 25% above the system average. This distribution is
more closely correlated when compared with
inpatient, outpatient and other professional
categories.

• BCBS payments are approximately 20% higher than
statewide averages

• Medicaid payments are approximately 25% less than
statewide average.



Act 53 and Payment Variation
Transparency
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FY 2012 Inpatient Average Gross Charge Vs Payment (Net Revenue)
*Does Not Include Medicare
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FY 2012 Outpatient Average Gross Charge Vs Payment (Net Revenue)
*Does Not Include Medicare
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Hospitals Position:
Hospitals are challenged and agree that the current fee-for-service payment system makes is cumbersome and
not easily understood.

Hospitals are in agreement that it is necessary to move away from the fee-for service payment methodologies.

We believe that the “larger” health care reform efforts combined with the transition away from fee-for-service
will enhance the value proposition of: 1) enhancing the delivery of high quality care, 2) creating opportunities to
improving access and 3) helping to slow the growth in health spending.

Our Actions:
We are participating Health Care Reform at all levels: (ACO participation, Controlling Hospital Budget Growth,
Enhancing Health Information Technology, Payment reform, State Innovation Model participation)

We are engaged in payment reform pilots aimed at improving population health, such as global budgeting and
bundle payments.

Financial Realities:
Even with its complexities the current fee-for-service structure yields net revenue that meets the criteria of the
GMCB budget guidelines (3% growth in net revenue) and supports innovation.

New payments methodologies must allow for appropriate revenues to cover operating expenses and allow for
investment/innovation necessary to create efficiencies and improve the coordination of patient care.
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Summary:


