MEETING SUMMARY
RURAL & FRONTIER HEALTHCARE SOLUTIONS WORKGROUP MEETING
Thursday, February 13, 2020 | 9:00 a.m. — 4:00 p.m. MST
JRW Building, 700 W. State St., Boise
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Participants

Members: Janet Reis, Mike Fenello, Abner King, Darin Dransfield, Paul Smart, Mike Blauer, Lenne
Bonner, Jake Erickson, Hilary Klarc, Linda Rowe, Brad Turpin, Patt Richesin, Keith Gnagey, Larry Tisdale,
Chris Thomas, Brad Turpen

Staff: Matt Walker, Stephanie Sayegh, Ann Watkins, Mary Sheridan
Guests: Kim Beauchesne, Ethan Despain
Facilitators: Elizabeth Spaulding, Anna Wiley

Welcome & Introductions

Elizabeth Spaulding, facilitator, began the meeting with an overview of changes to the charter that were
identified by the workgroup at the January 2020 meeting. The workgroup did not have any further
questions or concerns regarding the charter update. Lenne Bonner motioned to approve the changes;
Larry Tisdale seconded the motion. Additionally, the group reviewed the meeting minutes from the
January 2020 meeting. Lenne motioned to approve the meeting minutes; Keith Gnagey seconded the
motion. Both motions were approved.

The workgroup discussed the Value-Based Care Tool, an assessment tool introduced to the workgroup
by Janice Walters from the Pennsylvania model. Discussion revolved around the importance of knowing
the readiness and capacity of CAH’s. After reviewing the tool, the group agreed that going through the
assessment could provide different, more nuanced questions to consider in the model and help develop
a baseline of where organizations currently stand in relation to adopting a value-based model. There
was also discussion about researching additional tools and/or surveys that might provide similar value
for CAH'’s. Stephanie Sayegh, DHW, will research additional tools available and report back to the
workgroup.

Develop Vision for Value-Based Model

Dr. Craig Jones led a presentation and discussion about key elements to consider during model
development. Dr. Jones stated that the goal was to provide the workgroup an opportunity to brainstorm



Idaho-specific ideas and offer his insights on elements of a value-based model. The discussion revolved
around the following key questions:
e Isthere an Idaho-specific model that can be built? What special considerations for Idaho need to
be included?
e Can ashared-interest model be developed? Is there room for coordination between larger
centers and CAH’s?
e How do primary care services, and services such as telehealth and home-based services, fit into
the model?
e Who and what are the disrupters?
e How can entities with different interests, who have traditionally worked in silos, collaborate and
work together?

A robust discussion followed Dr. Jones’ presentation regarding what an Idaho value-based model might
look like. Topics included the role of primary care within organizations and communities; what the
financial aspects of a potential model might look like; working with Medicaid and Medicare within a
potential model; incentives for providers within a potential model; and collaboration between larger
centers and rural centers.

The workgroup was then tasked with identifying the purpose that will steer the direction of the
development of the model. The workgroup purpose was generally defined as follows:
Create a new, value-based, sustainable rural healthcare model that is patient-centric, provides
financial incentives to manage the cost and quality of care, and creates efficiencies that address
the needs of the community and its population.

Budget Templates

Larry Tisdale motioned to begin executive session; Jake Erickson seconded the motion and the motion
was approved.

Two members of the workgroup presented a potential budget template to the group using data from
their organizations. It was stated that this process was complex and that a number of unknown
guestions came up and assumptions were made. The workgroup then discussed a wide variety of
scenarios regarding the financial aspect of a potential model. This discussion resulted in the creation of a
subcommittee that will start creating the framework of a potential model. This subcommittee will
convene and report back at the next meeting.

Abner King motion to end executive session; Darin Dransfield seconded the motion and the motion was
approved.

Data Collection

Mary Sheridan, DHW, asked the group to identify specific data requests to submit to Medicaid. The
workgroup identified that understanding their populations better and understanding the differences
between where the money goes at CAH hospitals versus PPS hospitals and urgent care would be
valuable information. Mary Sheridan will submit a request to Medicaid and have this data available at
the next meeting. Additionally, various workgroup members will pull and share data that they have
access to from both the provider side and the payer side.
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Communication and Outreach Strategy

As identified in the previous meeting, the workgroup agreed that creating talking points and processes
for consistent messaging is an integral step in the process of creating a potential model. It was noted
that the messaging will vary depending on the audience (providers, boards, medical staff, etc.) and two
one-sheet information flyers should be developed. The workgroup discussed the following questions
and identified them as important questions to address:

e What are we doing and why? Who are we?

e  What is CMMI? Why is this workgroup engaging with them?

e  Why is the evaluation tool important? Where is it coming from?

e “How will this affect me?”

e What does this mean for certain populations?

Mary Sheridan will draft a one-page brief to give an overview of a potential model and answer general
guestions about the potential model. If there are any questions about the process or model itself, those

should be directed to Stephanie Sayegh.

Identify Action Items and Next Steps

Action Items:
e Stephanie Sayegh to research additional evaluation tools and draft messaging to provide
with the assessment when sent to CAH’s.
e Mary Sheridan to ask CMMI for copies of the Pennsylvania and Vermont proposals.
o DHW will help Keith Gnagey convene the model- development subcommittee and schedule
meeting times.
e Mary Sheridan, Linda Rowe, Hilary Klarc, Patt Richesin and Lenne Bonner to research and
compile data for next meeting.
e Mary Sheridan to develop one-page brief that outlines the current transformation initiative.
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Division of Public Health
Rural & Frontier Healthcare Solutions Workgroup and Value-Based Healthcare
Background

Value-based healthcare is a delivery model whereby providers, including hospitals, clinics and
physicians, receive payments based on patient health outcomes and cost of care. Value-based payment
agreements reward providers for helping patients to receive appropriate health screenings, benefit from
preventive health care, improve their health, reduce the effect and incidence of chronic diseases, and
live healthier lives. Patients receive cost-effective care that is designed to avoid unnecessary services,
duplicative testing, or more expensive care than is necessary to achieve the desired outcome.

In February 2019, the state established the Healthcare Transformation Council of Idaho (HTCI) to
continue ldaho’s transformation efforts and movement toward value-based payment models. HTCI and
its workgroups receive support from the Office of Healthcare Policy Initiatives (OHPI) in the Bureau of
Rural Health and Primary Care, Division of Public Health, Idaho Department of Health and Welfare. HTCI
recognized that, although the national focus on value-based healthcare strategies has predominantly
addressed the urban and suburban markets, rural and frontier areas can also benefit from
transformational efforts. As a result, in November 2019, HTCI established the Rural & Frontier
Healthcare Solutions Workgroup to develop an Idaho-specific value-based model for rural and frontier
health systems. The Rural & Frontier Healthcare Solutions Workgroup includes leadership from Idaho
Critical Access Hospitals, Idaho Hospital Association, Kootenai Care Network, Comagine Health, Boise
State University, and PacificSource.

(Who we are and what we’re doing)

Implementing value-based payment models remains particularly difficult for rural and frontier providers,
hospitals and clinics. They often have limited financial resources to invest, lack interoperable data
systems, face challenges managing population health over large, sparsely populated geographical areas,
and experience burdens satisfying performance measurement and reporting requirements. The
workgroup is developing an Idaho solution that focuses on improving rural community health and
increasing healthcare access through a sustainable value-based model. While participation is voluntary,
the workgroup is committed to finding solutions to complex problems that impact health and healthcare
delivery in rural Idaho. Upon completion, the group will seek opportunities to implement the model as a
demonstration project.

(Why)

Idaho’s rural health safety net includes Critical Access Hospitals (CAHs), Rural Health Clinics, Federally
Qualified Health Centers, and Free Medical Clinics. Idaho has 27 certified CAHs that strengthen Idaho’s
rural economy through employment and serve as healthcare service hubs. They deliver a unique set of
healthcare services important to maintaining and improving rural community health, such as emergency
care, inpatient services, primary and specialty care, diagnostic services, and more. While Idaho’s vast
geography and open spaces supports an active lifestyle for many Idahoans, it also makes delivering
healthcare services challenging. Health workforce shortages, supply and equipment costs, and limited
resources contribute to higher health service delivery costs.
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Based on 2017 cost report data, 12 out of 27 Idaho CAHs have negative operating margins. This makes
day-to-day operations challenging and leaves few resources to efficiently and innovatively meet the
changing needs of their communities. Additionally, the current reimbursement environment penalizes
CAHs with lower revenues and less ability to implement essential transformational strategies deployed
by their urban healthcare counterparts. Doing the right thing can translate into escalating the
vulnerability of the rural health delivery system.

(How/what)

Finding a path to stabilizing and transforming valuable healthcare resources is as important as anything
we could be doing for Idaho residents, communities, providers, and rural healthcare systems. The Rural
& Frontier Healthcare Solutions Workgroup is convening to identify an Idaho solution by developing a
value-based model for rural healthcare. The model will focus on improving access, enhancing
community health, and sustaining the healthcare infrastructure necessary to meet the changing needs
of Idaho’s rural communities. As development progresses, input from stakeholders and healthcare
leaders will be key to defining and advancing model concepts. When finalized, the workgroup will seek
resources to conduct a pilot test for CAHs that volunteer to participate.

Link to the value-based brief? Can supplement by also including brief.

What’s missing? What can be eliminated? With graphics and formatting, this is ample content for one-
page front and back.

DRAFTV 1.0
March 4, 2020



VERMONT ALL-PAYER ACCOUNTABLE CARE ORGANIZATION MODEL AGREEMENT

The increasing costs of health care are not affordable for Vermonters. Many struggle to access preventive primary care
services, and health care outcomes for substance abuse, mental health, and chronic disease need to improve.

Goal

>
>
>

Limit health care cost growth to no more than 3.5% in aggregate across all payers.
Increase access to primary care.
Improve health outcomes for Vermonters.

All-Payer Model Framework for Transformation

>

Moves from volume-driven fee-for-service payment to a value-based, pre-paid model for Accountable Care
Organizations (ACOs).

Requires alignment across Medicare, Medicaid, and participating Commercial payers.

Provides a coordinated, system-wide, and integrated reform plan, addressing cost and quality, through 2022.

Protect Beneficiaries
e Medicare and Medicaid beneficiaries keep all their benefits, covered services, and choice of providers, and
an ACO cannot narrow their networks.

e Vermonters with private insurance keep care decisions and provider choice between them and their
insurers.

Foster Provider-Led Reform
e Vermont’s doctors, hospitals, Federally Qualified Health Centers and community service organizations drive
innovation, including the design of reimbursement methodologies, on behalf of their patients and clients.

e  Full choice to participate. The agreement does not require hospitals or doctors to join an ACO.

Focus on Health and High Quality Care
e Three goals, linking the health care delivery system to population health improvement and public health: 1.)
Increase access to primary care 2.) Reduce deaths due to suicide and drug overdose 3.) Reduce the

prevalence and morbidity of chronic disease.

Ensure Accountability

e State law requires the Green Mountain Care Board (GMCB) to closely regulate ACOs to ensure high quality
care, access to services, financial sustainability, and coordination with community-based services.

e The Model agreement would require the GMCB to set the benchmark for participating Medicare ACOs,
review and approve participating commercial plan rates for ACOs, and review Medicaid ACO payment rates.

Local Control and Preservation of Successful Programs

e Extends Medicare participation in the Blueprint for Health, Vermont’s nationally recognized initiative for
transforming primary care.

e Continues federal Medicare funding for the Support and Services at Home (SASH) program, which has a
track record of saving money while keeping seniors in their homes and out of hospitals.

e Enables Vermont, through its Medicaid waiver, to support investments in the ACO and in community-based
providers.

e Allows providers to earn incentive payments in Medicare’s new payment model in a way that is consistent
with the goals of the U.S. Secretary of Health and Human Services, yet customized to Vermont.
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6. Phased-In Approach with Ability to Terminate Agreement
e Provides a phased-in approach for implementation, allowing a “year zero” for preparation in 2017.
e The percentages of Vermont’s all-payer beneficiaries and Medicare beneficiaries who are aligned with an

ACO, increase incrementally over the term of the agreement as specified in the table below:

By end of By end of By end of By end of By end of
2018 2019 2020 2021 2022
% of Vermont All-Payer | At least At least At least At least At least
Beneficiaries Aligned 36% 50% 58% 62% 70%
with ACO
% of Vermont At least At least At least At least At least
Medicare Beneficiaries | 60% 75% 79% 83% 90%
Aligned with ACO

Allows the State to terminate the Agreement at any time for any reason with at least 180 calendar days’

advance written notice to CMS.
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Executive Summary

With the advent of health care reform, rural hospital

closures have increased, particularly in the South. Tennessee is one of the

Tennessee is one of the hardest-hit states with the hardest-hit states with the
second highest number of closures since 2010. Global second highest number of
budgets have been suggested as an alternative closures since 2010.

payment policy to stabilize rural hospital finances.
They have been adopted as a payment methodology in Maryland’s All Payer Model,
and a pilot program for rural hospitals has been initiated in Pennsylvania.

Under global budgets, hospitals receive fixed revenue, regardless of the volume of
services provided. Hospitals are at risk for volume increases, so if inpatient discharges,
emergency room visits or clinic visits increase, the hospital may lose money. Hospitals
also keep the revenue if services are reduced. The methodology dramatically shifts
economic and financial rewards from traditional incentives to increase volume
under fee-for-service payments. Incentives to increase discharges and visits are
shifted toward reducing unnecessary care and improving coordination of services
across the health care continuum. Hospitals reap the rewards for any improvement in
operations and reduction in services through an improved operating margin. Global
budgets can be supplemented with pay-for-performance incentives to ensure that
providers do not reduce access to essential services to control costs, and clear
expectations should be established between hospitals and payers for measurement and
expected levels of achievement.

This payment model has drawbacks and risks for hospitals, and it is not universally
applicable to all rural hospitals. However, it may offer an effective alternative to a
long list of state and federal policies that have not prevented rural hospital
financial distress.

This study, commissioned by the Tennessee Hospital Association, describes the
use of global budgets as a rural hospital financing mechanism in national
demonstration models and discusses the necessary conditions for this model to
serve as a viable payment option for Tennessee rural hospitals. The overarching
issue is guaranteeing that a predominant portion of the hospital’s revenue is covered
under the budget. Otherwise, the hospital is still exposed to substantial variations in
revenue, and more important, the hospital would face conflicting incentives between the
global budget and the fee-for-service segments of its business. This study demonstrates
the issues in budget development based on data from two volunteer hospitals.

If Tennessee chose to pursue a global budget model for its rural hospitals, the preferred
approach would be to include Medicare fee-for-service, Medicare Advantage,
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TennCare, and commercial payers in the State. An important issue would be Medicare’s
willingness to include fee-for-service Medicare. As noted above, CMS is currently
pursuing a global budget demonstration model in Pennsylvania, but the model is in the
early stages of implementation. It is unknown whether CMS would be interested in or
willing to extend the model outside of Pennsylvania until some results on the model’s
performance are known.

As an alternative, Tennessee rural hospitals could partner with TennCare and large
commercial payers in the State, potentially as a prelude to Medicare fee-for-service
participation. Because two of the Medicaid Managed Care Organizations in the State
are part of organizations with commercial and Medicare Advantage products, a large
portion of payments could be covered with a cooperative initiative.

A voluntary program for the State’s rural hospitals could offer a means of
stabilizing rural hospital finances while the hospitals and the systems they are a
part of develop strategic responses to rationalize their delivery of services in the

long run.

Introduction

The emphasis of health care reform has been to contain health care spending by
government, business, and consumers. But that laudable goal, combined with clinical
and technological innovation, increasing information technology requirements, service
shifts from inpatient to outpatient settings, and declining rural populations have placed
increasing financial pressure on rural hospitals. This ongoing pressure has resulted
in rural hospital closures and mergers.

According to Becker’'s Hospital CFO Report, “Of the 26 states that have seen at least
one rural hospital closure since 2010, those with the most closures are located in the
South, according to research from the North Carolina Rural Health Research Program.”
Texas had the most closures during that time at fourteen. Tennessee followed with eight
while Georgia experienced six with Alabama, Mississippi and North Carolina seeing five
closures each. (Becker’s, 2018) Since the publication of the Becker's CFO report,
Tennessee has experienced additional closures, adding yet another with the closure of
Cumberland River Hospital on March 1, 2019. In addition to these closures, the NC
Rural Health Research Program finds that there were also 380 rural hospital mergers
between 2005 and 2016. Rural hospital mergers, like closures, occurred
disproportionately in the South.
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As the pressure to constrain health care spending continues, these pressures are
unlikely to abate. The result may be limited access to care for rural residents,
particularly for elderly and low-income patients unable to travel for alternative providers.

This study was commissioned by the Tennessee Hospital Association (THA) to explore
the viability of global budgets as an alternative payment approach for rural hospitals in
the State. Global budgets have been used as an alternative payment methodology in
other states and have been a particular focus of attention in recent CMS demonstration
models in the United States. This study describes the use of global budgets as a
rural hospital financing mechanism in these demonstration models and
discusses the necessary conditions for this model to serve as a viable payment
option.

Background

Rural hospital closures are not a recent phenomenon or consequence of recent health
care reform activities. According to the U.S. Government Accountability Office (GAQO),
140 rural hospitals closed between 1985 and 1988 following the introduction of
Medicare’s Inpatient Prospective Payment System (IPPS) that established
predetermined rates by Medicare hospital discharge based on diagnosis related groups
(DRGSs), (GAO 2018, 1990). The intent was to provide hospitals financial incentives to
deliver inpatient services more efficiently, but some small rural hospitals experienced
large financial losses and increased financial distress.

In response, the federal government adopted several policies to assist these and other
safety-net hospitals. Specific payment programs for Medicare include designations for
Critical Access Hospitals, Sole Community Providers, Medicare Dependent Hospitals,
Low Volume Hospitals, and Rural Referral Centers. In each of these categories,
Medicare payments differ from the standard prospective payment system for inpatient
and outpatient services to acute care hospitals, and the goal is to provide additional
resources for qualifying facilities (GAO, 2018). These designations are supplemented
with other programs targeted toward rural facilities such as grants, cooperative
agreements and contracts as well as special recognition of rural status in health care
reform policies. Closures and mergers have continued, despite these targeted policies.
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These targeted policies have been juxtaposed against broader health care reform
efforts, clinical and technological trends shifting care from inpatient to outpatient
settings, and demographic trends that have lowered demand for rural hospital services.
As part of national health care reform, Medicare

spending growth has slowed or declined year over Combined with declining rural
year, and Medicare bad debt reimbursements for populations that are aging and
hospitals were reduced in response to Medicaid characterized by relatively low
expansion. In non-expansion states, however, incomes, relatively high
expanded Medicaid payments did not offset these unemployment rates, and low
reductions in revenue. Further exacerbating these labor force participation rates,
policy changes are the shift of services from the financial viability of many
inpatient to outpatient settings, depleting rural rural facilities is in question.

hospitals’ ability to cover the fixed costs of existing
facilities. Combined with declining rural populations that are aging and characterized by
relatively low incomes, relatively high unemployment rates, and low labor force
participation rates, the financial viability of many rural facilities is in question.

Global Budgets as an Alternative Payment Mechanism

While rural hospital financial distress is not new, neither is the use of global budgets to
finance hospital operations. This financing mechanism has been used in other countries
such as Canada and France at various times and was the subject of a demonstration
model in the Finger Lakes in New York in the 1980s (Redmon and Yakoboski (1995),
Chen and Fan (2016), Global Health Payment, LLC (2018), Murray and Berenson
(2015)).

More recently, global budgets have been used in Maryland’s all payer rate-setting
system. Maryland’s unique waiver from Medicare prospective payment systems has
allowed the State to regulate hospital rates for commercial and governmental payers,
including Medicare and Medicaid. In 2010, the State’s hospital regulatory agency — the
Health Services Cost Review Commission (HSCRC) — established a pilot program
called the Total Patient Revenue (TPR) model, consisting of 10 rural hospitals with
relatively self-contained service areas. The program established baseline service
volumes and associated revenue for these hospitals based on their historical
performance and created a three-year agreement for updating hospital rates based on
annual inflation expectations, population aging and other anticipated demographic
shifts, and planned changes in service mix.

The purpose of the TPR model was to establish a predictable revenue stream for rural
hospitals in the State. Under Maryland’s largely fee-for-service system, rural hospitals
could see dramatic fluctuations in revenue from year-to-year, making planning for the
future difficult. The TPR model established predictability in exchange for predictable-
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but-limited update factors from year to year. The program was designed to reward
hospitals for reducing the cost of care by eliminating avoidable and unnecessary
utilization. Quality performance targets were put in place to guarantee that patient care
did not suffer from overly zealous reductions in hospital services.

In 2014, this pilot was absorbed into a larger demonstration model for the entire State of
Maryland. At that time, the State and the Centers for Medicare and Medicaid Services
(CMS) announced a demonstration model to replace the all-payer rate-setting system
that had been developed in the 1970s. Under the new model, the State would continue
its waiver from the Medicare prospective payment systems and maintain its status as an
all-payer regulator. However, all hospitals in the State would be subject to a new model
that limited all-payer hospital spending in the State to 3.58% per capita annual growth
(the long-term growth rate of the Maryland economy), required minimum Medicare
cumulative savings of $330 million over the five-year demonstration model, established
specific targets for future quality performance, and required population-based payment
methods to cover at least 80% of hospital revenue by the end of the five-year
demonstration. The model could be renewed if performance was successful but would
be required to transition beyond hospital revenue only to Medicare total cost of care in
the second phase of the model.

The Pennsylvania Rural Hospital Model was announced by CMS in January 2017 with
planned implementation for January 2019. Under this model, at least six rural hospitals
would operate under global budgets with participating governmental and commercial
payers to pay proportionate shares of each hospital’s fixed budget. In combination with
the fixed budget, hospitals would develop a transformation plan that specifies how the
hospital would redesign care to invest in quality and preventive care tailored to meet the
local community’s needs. The model is intended to cover the period CY 2017 — CY
2024, with CY 2017 — CY2018 serving as the base period for model development.
Pennsylvania expects to have at least 30 of the 67 qualifying hospitals participating in
the model for CY 2021 — CY 2024.

Benefits

From the rural hospital’'s perspective, the chief benefit of a global budget is a stable,

predictable flow of revenue. Payment arrangements are generally based on a hospital’s
historical revenue base?, and they are prospectively determined and trended year over
year by a factor that covers inflation in the costs of hospital inputs. Further adjustments

1 Approaches other than historical revenue have been suggested with the intent of eliminating payment
for excess utilization, but hospitals would have little incentive to forego revenue to participate in a global
budget experiment at the outset of the model.
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may be considered to cover expected changes in population, aging, or expected
demographic shifts that providers and payers would recognize as affecting the demand
for necessary hospital services. This arrangement provides hospitals with a predictable
revenue flow, giving hospital management flexibility and autonomy in providing patient
care.

Under these arrangements, hospitals receive fixed revenue, regardless of the volume of
services provided. Hospitals are at risk for volume increases, but hospitals also keep
the revenue as services are reduced. Because

the methodology dramatically shifts economic Global budgets provide incentives
and financial rewards from traditional fee-for- to invest in streamlined operations
service incentives toward volume, it supports by rewarding hospitals for any

improvement in operations through

other value-based payment methods such as _ ) .
an improved operating margin.

ACO and bundled payments. Global budgets
provide incentives to invest in streamlined
operations by rewarding hospitals for any improvement in operations through an
improved operating margin. They can be supplemented with pay-for-performance
incentives to ensure that providers do not reduce access to essential care to control
costs, and clear expectations should be established between hospitals and payers for
measurement and expected levels of achievement.

Finally, this approach offers the potential for administrative simplification. While no
reimbursement methodology in health care could be considered simple, the global
budget approach offers an opportunity for reductions in reviews for medical necessity
and denials (although anecdotal evidence in Maryland suggests that has not been the
case thus far). Under the global budget, the hospital has no financial incentive to
provide unnecessary services and clear incentives to avoid doing so. Further, the
payer has a fixed budget, regardless of the number of services actually provided by the
hospital. This alignment of interests offers the potential for some streamlining of
administrative costs, particularly for denials and reviews of medical necessity.

Challenges

Global budgets have attractive features, but they are not a panacea for rural hospital
financial problems. Because they are often based on historical revenues, the revenue
base may not cover existing costs if a hospital is currently experiencing financial losses.
That issue must be addressed with payers in establishing the baseline budget. Likely
such a discussion will lead to suggestions for operational improvements for the hospital
in addition to possible revenue solutions. Further, global budgets are not easily
implemented outside an all payer model. To do so requires either a series of bilateral
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discussions with each potential payer participant or a multilateral negotiation among
willing participants — either of which is a complex and time-consuming process.

Further this model can encourage the shifting of services from the rural hospital to non-
hospital settings, resulting in payers effectively paying for the same health care services
in two settings. To prevent this potential outcome requires careful monitoring of patient
volumes as a condition of the ongoing relationship.

Adopting a global budget for hospital services only can cause misalignment between
hospitals and physicians. To the degree that physicians are reimbursed on a fee-for-
service basis, financial incentives still revolve around volume. Physician revenue will be
determined by the number of services provided. As the hospital management works to
reduce unnecessary and avoidable utilization, it could conflict with physicians’ business
interests, although the problem may be somewhat mitigated as physicians participate in
related value-based reimbursement programs under MACRA or other performance-
based arrangements.

A further issue for rural hospitals under global budgets is the financial risk
presented under a global budget. Under a global budget, the hospital bears the risk
for containing costs of care, but a single severe patient that is an outlier from the
baseline budget could result in losses under the global budget. The participating
hospital can acquire reinsurance to limit such risk or address these issues in the global
budget agreement with payers prospectively. Protection from other risks may also need
to be addressed. For example, rising drug and device prices can increase hospital costs
outside its ability to control them. While the hospital can benefit from exogenous
decreases in input costs, the trend is toward higher costs in healthcare, placing
hospitals at risk beyond the annual update factors for the global budget unless some
arrangement is predetermined for addressing these issues.

The static nature of the budget may present a problem as well for global budget
processes over time. Because the base budget is a snapshot of hospital operations at
the time of its development, updated budgets that reflect inflation and demographic
trends are unlikely to capture technical and clinical innovations. This limitation may
prevent the hospital from updating services, equipment, and infrastructure to reflect
modern clinical requirements. If the global budget process extends over long periods of
time, periodic negotiations may be needed to address modernization of services as part
of future budget adjustments.

In addition, the global budget is difficult to administer as the degree of overlapping
service areas increases. No rural hospital will supply all of the services within its
catchment area, but global budgets are easiest to administer when the service area is
largely self-contained. The greater the degree of overlap, the greater the degree of
uncertainty that improved utilization at one facility is the shifting of services to other
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providers in the area. These may be addressed, to the degree needed, through a pre-
arranged formula for adjusting future budgets to realign revenue with actual patient
volumes.

Finally, some consideration of the end game is necessary for hospitals that are
successful in reducing preventable or unnecessary utilization. Payers reap
immediate rewards under the global budget through reduced update factors (in
exchange for hospital revenue stability). Hospitals reap an improved operating margin to
the degree that costs can be reduced, including volume reductions from historical
levels. Because hospitals keep established revenues with a declining volume of
services, the effective price for each unit of service rises. Over time, the effective unit
price of services can rise substantially, with consequences for patient cost-sharing.
Hence, this issue could also be addressed periodically in negotiations as global budget
arrangements are renewed.

Necessary Conditions for the Global Budget

For the global budget methodology to be feasible as an alternative payment model,
there are some necessary conditions that must be met. The arrangement should be
structured in a manner to guarantee that payers do not pay for services more than once.
Otherwise the arrangement will not be attractive for payers and will not be sustainable.
Generally, decreases in rural hospital utilization must come from reductions in avoidable
or unnecessary services. To the degree that services are shifted from the hospital
setting to non-hospital facilities or to other hospital providers in another or overlapping
service area, the payer would be paying twice for the same care.

For the global budget to be sustainable, the hospital must be transparent in the
services it is providing on an ongoing basis, and budgets must be adjusted to
recognize those shifts in services. To the degree that services should be shifted from
the hospital setting, payers may choose to cover some of the hospital’s fixed cost for
those services for a limited time to the degree that both payer and provider benefit from
the resulting realignment. As an example, in Maryland’s global budget model, shifts of
services between hospitals generally occur at 50% of the regulated revenue — for
hospitals giving up a service, 50% of the revenue in the global budget is transferred to
the acquiring hospital.? Revenue follows the patient to some degree, but the hospital
losing the patient retains some of the revenue in its budget for some time to cover the
hospital’s fixed costs as well as to mitigate the link between revenue and volume.
Likewise, the payer cannot attempt to shift new patients to the rural hospital under the

2 The HSCRC began market shift adjustments in Maryland as an annual adjustment in the following
year’s global budget but has increased the frequency of the adjustment to every 6 months.
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global budget unless provisions are made for additional compensation beyond that for
the existing covered populations and/or service area.

For this approach to be worthwhile, there must be some minimum efficient share
of the patient population to be covered under this reimbursement model. While in
theory the approach could be adopted for small subsets of the hospital’s patient base,
the benefits associated with the global budget are unlikely to be realized if only a small
portion of the hospital's patients is subject to this approach. For a hospital to invest in
the infrastructure to transform its existing model of service delivery, a substantial
proportion of its patients must be covered by the global budget model. Otherwise,
conflicting incentives between the global budget approach that decouples revenue and
volume and a substantial fee-for-service patient population that pays for volume for
services will present an unstainable conflict for the hospital. Under Maryland’s unique
All Payer Model, 100% of patients are under the global budget for most hospitals,
providing strong, consistent incentives to reduce avoidable and unnecessary care.
Under the Pennsylvania Rural Health Model, the State has committed to having each
participating rural hospital’s global budget account for at least 75% of its net patient
revenue by CY 2019 and at least 90% during CY 2020 — CY 2024 (Global Health
Payment LLC 2018). The precise minimum proportion of net patient revenue to be
covered by the global budget for the model to provide improved financial performance is
not known, but logic suggests that the incentives become stronger as the proportion
covered by the budget increases. Financial performance is also likely to be related to
other value-based endeavors the hospital participates in, such as membership in an
ACO, and whether non-covered revenues are based on fee-for-service payments
versus capitation.

While the basic mechanics of constructing a budget for each payer is operationally the
same independent of size, the transactions costs of

discussions are high. Each payer is likely to have The provider’s largest
different concerns and perhaps have little interest in payers are the most likely
the approach for a small hospital where it has only a candidates for the
small amount of business. The cost of designing and development of a global
managing the global budget within its existing budget approach.

infrastructure may not be worthwhile for that payer.
Hence, the provider’s largest payers are the most likely candidates for the development
of a global budget approach.

Along with the establishment of the global budget, the participating hospital must
begin the implementation of a strategic plan that changes the business model
under which the hospital operates. While the global budget provides stability in
revenue for the hospital, it will also grow slowly to provide payers in the market stability
for their hospital payments over a defined time horizon. For the hospital to generate
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improved financial earnings, the hospital must strategically modify the way that it
delivers care — ideally by expanding access to primary care and keeping patients in
appropriate settings with lower acuity than the hospital. By improving care delivery,
the hospital will lower the cost of patient care, allowing it to improve financial
performance.

Application to Tennessee Rural Hospitals

With the shifts in economic and financial incentives from traditional fee-for-service
incentives toward volume, the global model supports other value-based payment
methods. This fact is particularly important with respect to Tennessee’s bundling
approach under TennCare. For bundled payment

incentives to provide effective incentives for Global budgets, by rewarding
improvement, hospitals must have sufficient scale in hospitals for any improvement
these programs to make investments in performance in operations through an
improvement economically feasible. That is unlikely for improved operating margin,
small rural hospitals. Global budgets, by rewarding provide incentives for a rural

hospital to invest in
streamlined operations without
specifically designating
programs for improved
operations.

hospitals for any improvement in operations through
an improved operating margin, provide incentives for a
rural hospital to invest in streamlined operations
without specifically designating programs for improved
operations. The global budget model provides stronger
incentives for improvement in the rural context than the targeted incentives under
TennCare by allowing rural hospitals more flexibility to achieve improved outcomes.

For Tennessee rural hospitals as a whole, the largest payers are Medicare fee-for-
service at about 33% of hospital payments and Medicare Advantage at another 14% for
a combined Medicare presence of 47%. (Note that payments are the basis of the global
budget for the hospital.) This is followed by TennCare with about 12%. Government
payers combined then account for 59% of hospital payments. If they participated in a
global budget approach, rural hospitals would have a substantial proportion of their
revenue stabilized and subject to the incentives of the alternative payment approach.
Without government participation, however, the maximum achievable would be 41% if
all other payers were willing to participate. If Blue Cross Blue Shield (BCBS) would
participate with its 19% of payments to rural hospitals, government and BCBS combined
would represent the vast majority of payments at 78% -- more than Pennsylvania’s first
year goal for its program but less than its later target of 90%.

Table 1: Tennessee Rural Hospital Payment Summary by Payer Type
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Rural Hospital Percentof = Accumulated Payment

Payer Type Payments (S) Total (%) Percent (%) Rate (%)

Medicare FFS S 749,151,928 32.92% 32.92% 20.80%
TennCare S 266,289,562 11.70% 44.62% 13.99%
Medicare MCO S 326,839,477 14.36% 58.98% 21.19%
BCBS S 442,261,445 19.43% 78.42% 32.33%
Commercial S 304,292,507 13.37% 91.79% 39.23%
Self Pay S 69,410,909 3.05% 94.84% 10.87%
Workers Comp S 16,389,476 0.72% 95.56% 27.82%
Other S 101,112,566 4.44% 100.00% 25.99%
Total Charges: S 2,275,747,870 100.00% 22.14%

While there is no magic minimum share that must be reached for a global
budgeting model, a predominant portion of the hospital’s revenue should be
covered by the global budget. Otherwise, the hospital is still exposed to substantial
variations in revenue. More important, however, is the fact that the hospital would face
conflicting incentives. The global budget would provide stability for the revenue under
the budget, but it also provides incentives to reduce avoidable and unnecessary care. If
a large portion of the patients are still under fee-for-service payments, however, actions
to reduce avoidable and unnecessary care will reduce fee-for-service revenue for that
portion of the hospital's revenue not under a global budget. The conflicting incentives
would likely defeat the attempt to move to a value-based care approach.

If Tennessee chose to pursue a global budget model for its rural hospitals, the
first (and most appealing) option would be to build a model based on Medicare
fee-for-service, Medicare Advantage, TennCare, and commercial payers in the
State. With this broad participation, over 90% of payments to Tennessee rural hospitals
would be included, providing comprehensive incentives toward value-based care and
away from fee-for-service incentives.

Because Medicare has initiated this policy in selected states, it is not clear if CMS would
be interested in expanding the demonstration model until further evidence is available to
assess its efficacy. Hence, Medicare fee-for-service likely would not be available for
inclusion in the short run for a Tennessee global budget initiative.

A second option could be based on TennCare, however. Because global budgets are
designed to achieve many of the same goals the State has targeted with its bundling
initiative, the payment approach may hold some appeal for State officials. Because the
Medicaid Managed Care Organizations are parts of the largest commercial insurers in
the State, the approach also offers the possibility of including the TennCare MCO
commercial payers and their Medicare Advantage products to stabilize rural hospital
finances while reinforcing value-based economic incentives. From the aggregate State
data in Table 1, Medicaid, Medicare Advantage and commercial payments (including
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BCBS) account for 59% of rural hospital payments. This would account for a
predominant share of payments under the global budget, even without Medicare fee-for-
service participation. For a more detailed analysis of potential Tennessee hospital
candidates for global budgets, see the appendix to this report.

While volume-based incentives would represent some conflict between global budgets
and Medicare, CMS’s persistent move towards value-based care (with Accountable
Care Organizations, for example) would be aligned with global budget incentives,
though not as completely as if Medicare were an active participant in the budget.

Constructing a Global Budget

The process of constructing a global budget begins with an analysis of a hospital’s
historical revenues to develop the base budget. This base budget is established to
cover a specific set of services for a defined population of patients to be treated at the
hospital. Historical payment levels may need to be adjusted if the service mix differs
from past levels, if the hospital is relatively inefficient, or if the hospital cannot cover
costs at historical revenue levels. Once the base budget is established, it would be
updated over time to adjust for factors affecting hospital costs and demand for services
outside of the hospital’s control. This process includes (but may not be limited to) the
following steps:

e Determining services to be included in the global budget

e Defining covered patient populations

e Establishing participating payers

e Updating base-year budgets over time

e Adjusting base budgets (e.g., annual adjustments for changing demographics of
reference population, addition of “seed funding” to jumpstart care management
activities, changes in planned service composition, improving the base budget to
reduce financial losses, etc.)

e Administering and complying with budget caps

e Using reinsurance and/or other risk mitigation

e Accounting for market share changes

e Establishing quality performance requirements, potential incentive structure

e Developing and implementing the contractual agreement between parties

Below are data from two Tennessee rural hospitals. Hospital leadership in each hospital
volunteered to participate in the global budget evaluation by providing three years of
detailed data for analysis. These exercises demonstrate the practical process of
developing the model for each facility and the feasibility of applying the approach.
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Each hospital provided three years of data with patient demographic information,
primary payer, diagnosis and procedure codes, and payment information for each
patient encounter. These data provided the basis to develop a simple global budget for
each hospital. The purpose of this exercise is to demonstrate the process of budget
development and the unique considerations that must be taken into account in a
practical application of this payment model. Note, however, that final budgets could
differ considerably — the negotiations between the hospital’s leadership and participating
payers committed to this process would shape the final base budget and process, given
the specific realities of each market.

For purposes of this white paper, the hospitals have not been identified by name, but
they provided actual data to illustrate model development. The process begins with an
analysis of the hospital’'s payer mix and volume of services provided. The purpose is to
determine the feasibility of working with payers to construct a budget. Preparing an
actual budget is most feasible if the hospital’s services are distributed among a few
payers.

Hospital 1
The following data from Hospital 1 provide the general profile of volume and revenue by
inpatient and outpatient services.

Table 2: Hospital 1 Payments by Payer Type

HOSPITAL 1
INPATIENT & OUTPATIENT PAYMENT BY FINANCIAL CLASS [1]

FY18

Payer IP Discharges IP Payments OP Visits OP Payments Total Payments % of Total
Commercial 395 54,809,793 13,925 $10,126,192 $14,935,985  35.23%
Medicare Advantage 1,373  $7,757,571 15,767 $4,169,468 $11,927,038  28.14%
Medicare 1,032  $6,660,125 12,807 $2,640,861 $9,300,986 21.94%
Managed Medicaid 368 51,718,567 10,322 $3,283,781 $5,002,348  11.80%
Other 340 $471,861 5,495 $752,256 $1,224,117 2.89%
Total 3,508 $21,417,917 58,316 $20,972,558 $42,390,475 100.00%

[1] Note: Total pyament exclude accounts receivables

In this case, the hospital receives 50.08% of its payments from Medicare (21.94% from
Medicare fee-for-service and 28.14% from Medicare Advantage) and 11.80% from
TennCare. The combined governmental share is 61.88%. A global budget approach
with governmental participation would provide a strong foundation for a global budget.
Medicare and Medicaid combined would approach a sufficient volume to devote
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resources to transform from a fee-for-service to a value-based model that focuses on
removing unnecessary utilization. Governmental payers in combination with large
commercial payers would certainly achieve that result, with the remaining inpatient and
outpatient volumes representing random variation in volume, for the most part.

For purposes of this exercise, commercial insurance, Medicare (both fee-for-service and
Medicare Advantage), and Medicaid will be treated as part of the hospital’s global
budget. Table 3 provides the payer distribution from Table 2 but excludes non-
participating payers. Note that the percentage by payer differs from the distribution in
Table 3 because other payers have not been included in the designated budget. Non-
participating payers would continue to operate under the mutually agreed upon payment
arrangements between the payer and hospital.

Table 3 provides the revenue for the base year for Medicare and Medicare Advantage,
Medicaid, and participating commercial payers (this exercise assumes 100%
participation). The base year for the model is FY2018 with the budget becoming
operational in FY20. FY18 revenue is updated for the IHS Hospital market basket
forecast of 2.33% for FY19 to update revenue for forecasted price increases. For FY20,
the IHS Hospital market forecast rises to 2.41% and that rate is applied with no further
adjustment for the first year of operation of the model. Note that possible adjustments
include the annual market basket for inflation, a demographic adjustment to reflect
population growth, aging, and a potentially shifting demographic mix. For this
illustration, demographic changes are kept at O for the three-year model, but population
forecasts may easily be applied to allow for expected utilization changes due to shifting
population characteristics.

Another potential adjustment may be made for changes in market share, although in
rural markets this may not be necessary to the degree that the hospital’'s service area is
relatively self-contained. Similarly, adjustments to the budget would need to be made if
the hospital changed its service mix by offering services not originally included in the
budget or if offered services are discontinued and no longer available from the hospital.

Finally, this exercise shows the introduction of an efficiency adjustment to require
improved productivity from the hospital. The size of such an adjustment would be the
subject of negotiations and could differ by hospital, depending on market conditions.
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Table 3: Hospital 1 Potential Global Budget for Commercial, Medicare, and Medicaid
Payments

MODEL BUDGET FOR HOSPITAL 1
INPATIENT & OUTPATIENT SERVICES BY FINANCIAL CLASS

FY18 FY20 FY21 FY22
Major Payer Payment % of Total Payment Payment Payment % of Total
Commercial 514,935,985 36.28% $15,652,338 $16,013,907 $16,359,807 36.28%
Medicare Advantage $11,927,038  28.97% $12,499,077 $12,787,806 $13,064,023 28.97%
Medicare $9,300,986 22.59%  $9,747,076 $9,972,233 $10,187,633  22.59%
Managed Medicaid $5,002,348 12.15%  $5,242,268 $5,363,364  S$5,479,213  12.15%

Total Payments:  $41,166,357 100.00% $43,140,759 $44,137,310 $45,090,676 100.00%

Annual Market Basket: 2.41% 2.41% 2.41%
Demographic Adjustment: 0.00% 0.00% 0.00%
Efficient Adjustment: 0.00% -0.10% 0.00%
Market Share Adjustment: 0.00% 0.00% -0.25%
Planned Service Adjustments: 0.00% 0.00% 0.00%
Total Adjustments: 2.41% 2.31% 2.16%

*Note: Assumed that FY19 adjustment is 2.33%.

This approach is clearly a stylized approach to demonstrate some of the considerations
in budget development. A number of additional hospital-specific issues could be
introduced in the negotiations. Note that this budget could be negotiated jointly with a
group of payers (the most efficient approach probably), with each payer making periodic
payments for their share of the budget to the hospital. However, a similar approach
could be taken payer by payer, but separate uncoordinated budgets would be difficult to
administer and would complicate the process for budget development and revenue
stability over time.
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Hospital 2
For Hospital 2, the global budget approach is similar. The volume and payer mix for the
hospital are shown in Table 4 below.

Table 4: Hospital 2 Payments by Payer Type

HOSPITAL 2
INPATIENT & OUTPATIENT PAYMENT BY FINANCIAL CLASS [1]

FY18
Payer IP Discharges IP Payments ~ OP Visits ~ OP Payments Total Payments % of Total
Commercial ’ 43°$ 361,338 7091 § 4298039 'S 4659377  43.94%
Medicare Advantage 93 $ 341,600 3476 & 879524 S 1,221,124 11.52%
Medicare 304 $1,585,297 9,186 S 1,972,453 $§ 3,557,750 33.55%
Managed Medicaid 26 5 66271 3,408 S 933469 S 999,740 9.43%
Other 8 S 23360 1,342 § 142303 S 165,664 1.56%
Total 474 52,377,867 24,503 S 8,225,788 S 10,603,655 100.00%

[1] Note: Total payments excludes accounts receivables

For this hospital, government payers account for about half of the payments, with much
of the remaining patient volume concentrated among commercial payers. Of the $5.4
million in commercial payments, $2.2 million are from Blue Cross Blue Shield (BCBS),
accounting for 17.2% of the hospital’s payments in FY2018. The remaining commercial
payments are spread across a number of payers, all of whom are secondary in size.
Combining BCBS payer share with governmental payers, accounts for nearly 72% of
the hospital’'s payments, and all commercial and governmental payments comprise
98.4% of the hospital’'s payments.

The small size of this hospital makes it unlikely that payers would be interested in
engaging in discussions around a global budget because of limited opportunities for
savings and impactful change. As part of a system-wide program or a demonstration
program with a systematic approach that could be applied across several hospitals,
hospital 2 could be an attractive candidate.

Even with its small scale, the hospital’s data can be used to construct a budget — the
mechanics are the same as for Hospital 1. This is demonstrated in Table 5 below with
the same market basket trends and other adjustments.
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Table 5: Hospital 2 Potential Global Budget for Commercial, Medicare, and Medicaid
Payments

MODEL BUDGET FOR HOSPITAL 2
INPATIENT & OUTPATIENT SERVICES BY FINANCIAL CLASS

FY18 FY20 FY21 FY22

Major Payer Payment % of Total Payment Payment Payment % of Total
Commercial $4,659,377 44.64%  $4,882,848 S$4,995,641  $5,103,547 44.64%
Medicare Advantage $1,221,124 11.70%  $1,279,691 $1,309,252 $1,337,532 11.70%
Medicare $3,557,750 34.08%  $3,728,385 53,814,511  $3,896,905 34.08%
Managed Medicaid $999,740 9.58%  $1,047,689 $1,071,891  $1,095,043 9.58%
Total Payments: $10,437,991 100.00% $10,938,613 $11,191,295 $11,433,027 100.00%

Annual Market Basket: 2.41% 2.41% 2.41%

Demographic Adjustment: 0.00% 0.00% 0.00%

Efficient Adjustment: 0.00% -0.10% 0.00%

Market Share Adjustment: 0.00% 0.00% -0.25%

Planned Service Adjustments: 0.00% 0.00% 0.00%

Total Adjustments: 2.41% 2.31% 2.16%

*Note: Assumed that FY19 adjustment is 2.33%.

Conclusions and Next Steps

Global budgets offer an interesting alternative to conventional payment methodologies
for rural hospitals. They modify traditional provider economic incentives away from
driving volume toward using financial resources to improve care for the population the
hospital serves. However, this paper demonstrates that public payer participation
is the best option for the global budget approach to work — accounting for 59% of
Tennessee rural hospital revenue, Medicare and Medicaid cover the majority of
the patients treated. Combined with commercial participation, these payments account
for more than 90% of rural hospital revenue in the State.

If Tennessee rural hospitals were to pursue global budgets as a payment approach, an
important issue would be Medicare’s willingness to participate. As noted above, CMS is
currently pursuing a global budget demonstration model in Pennsylvania, but the model
is in the early stages of implementation. It is unknown whether CMS and CMMI would
be interested in or willing to extend the model outside of Pennsylvania until some results
on the model’'s performance are known.
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As an alternative, Tennessee rural hospitals
could partner with TennCare and large A voluntary program for the State’s
commercial payers in the State, potentially as a | "Ural hospitals could offer a means
. . of stabilizing rural hospital

prelude to Medicare fee-for-service . . .

ticipati B the Medicaid M q finances while the hospitals and
participa |o.n. .ecagse e Medicaid Manage the systems they are a part of
Care Qrggnlzatl'ons in the S'Fate are part. of develop strategic responses to
organizations with commercial and Medicare rationalize their delivery of
Advantage products, a large portion of payments services in the long run.
could be covered with a cooperative initiative. A
voluntary program for the State’s rural hospitals could offer a means of stabilizing rural
hospital finances while the hospitals and the systems they are a part of develop
strategic responses to rationalize their delivery of services in the long run.

In the broader policy environment, global budgets could eventually replace the
patchwork of federal programs designed to support rural hospitals and the access to
care that they represent. Instead of a list of methodologies that continue to operate
within the context of traditional fee-for-service reimbursement for services, global
budgets directly move toward paying for value over volume to improve health
outcomes.

Tennessee rural hospitals have faced substantial financial distress with the second
highest closure rate in the nation in recent years. To the degree that this approach could
be applied to stabilize hospital finances while the rural delivery model is strategically
recast, this approach offers an opportunity for substantial reform.

Clearly, the model cannot address all issues of concern to rural
hospitals, but the benefits may be worth exploring in concert with
TennCare and commercial payers in the State — and eventually with
CMS.

Questions & Further Interest

If you have questions, comments, or further interest in learning about global budgets
and how they could be relevant to Tennessee rural hospitals, contact Bill Jolley, Senior
Vice President, Rural Health Issues at the Tennessee Hospital Association.
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Appendix

Global budgets provide their strongest incentives to reduce avoidable and unnecessary
care when all hospital services are included — to the degree that some payers provide
payment on a fee-for-service basis, efforts to reduce and rationalize care reduce
hospital revenue. Consequently, a predominant share of the hospital’'s revenue must be
covered by a global budget if the desired result is a realignment and rationalization of
current services and operations. There is no precise minimum threshold, but the table
below summarizes the number of hospitals that would qualify under some selected
scenarios. The hospitals are located outside a Metropolitan Statistical Area (MSA) or
have been serving a rural population even though they are located within an MSA. 68
Tennessee hospitals have been identified by THA as potential candidates for a global
budget under this approach.

Further, three options have been identified as potential definitions in this appendix. In
the main discussion of the paper, the global budget aggregates all commercial payers
together, recognizing that most of the commercial payments are made by a few large
payers. However, that approach is expanded in this appendix to include a more refined
focus on hospitals that might have interest in global budgets and meet the basic
conditions for this alternative payment approach. Three options are assessed here. For
each hospital, payer mix was examined and the share of revenue was computed for
each of the following three options:

e Option 1: Medicare (FFS and MA), TennCare, BCBS & United
e Option 2: Medicare MA, TennCare, BCBS & United
e Option 3: Medicare MA, TennCare, BCBS, United, CIGNA & Aetna

Option 1 includes all Medicare payments along with revenue from TennCare and the
largest commercial payers (BCBS & United). This represents a substantial share of
revenue for most hospitals. It is not clear that Medicare would participate in the global
budget approach, however, given the existence of current demonstrations, unless
directed to do so by legislation. Medicare Advantage (as private payers of Medicare)
and commercial payers might participate with TennCare and their MCO siblings if
TennCare chose to participate in the alternative payment model. Therefore, option 2
examines the share of revenue that remains if Medicare FFS is not part of the model.
Option 3 starts with option 2 as its foundation and adds CIGNA and Aetna commercial
payments to determine the effect if more commercial payers could be brought into the
model for rural hospitals.

Table Al below summarizes the results. For option 1, 42 hospitals have at least 80% of
their revenue accounted for by Medicare, TennCare, BCBS and United. By this
definition, they “qualify” for a global budget at this threshold. (Note that the term qualify
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is not imply an official requirement — it is only a guideline for this exercise.) More
hospitals qualify as the threshold is lowered, as one would expect. If the threshold is
lowered to 60% for option 1, all 68 hospitals are considered qualified.

For option 2, with Medicare FFS removed from the option 1 revenue base, far fewer
hospitals would meet the threshold. While all hospitals qualify at 60% for option 1, only
7 meet that threshold under option 2 that excludes Medicare FFS. If the threshold is
reduced to 50%, 28 hospitals qualify.

Finally, option 3 begins with the option 2 revenue base that excludes Medicare FFS and
adds CIGNA and Aetna, to expand the commercial base patrticipating. If CIGNA and
Aetna chose to participate, 17 hospitals would qualify for a global budget at the 60%
threshold, rising to 35 if the threshold were established at 50%.

Table Al: Number of Hospitals Qualifying as Candidates for a Global Budget

% of
Hospital
Payments |Total Qualified
Optionl: Medicare, TennCare, BCBS, & United 80% 42
75% 57
70% 65
65% 67
60% 68
Option 2: Option1 without Medicare FFS 65% 6
60% 8
55% 16
50% 28
Option 3: Option2 with CIGNA & Aetna 65% 11
60% 18
55% 29
50% 35

Total Potential Participating Hospitals: 68

Table A2 below summarizes the results of this analysis for each Tennessee rural
hospital considered in this analysis. While option 1 is clearly the preferred scenario with
the largest proportion of revenue covered by the global budget, both options 2 and 3
present viable options for consideration. Option 3 results in more inclusive budgets with
their resulting benefits, but option 2 results in 28 hospitals with at least half their
revenue under the included payers. To the degree that payers without TennCare
business would be willing to participate, the global budget approach would be stronger
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with 35 of the 68 candidate hospitals having at least 50% of their revenue concentrated
among TennCare, Medicare Advantage and large commercial payers. Even without
Medicare FFS, the model may be a viable option for a number of rural facilities.
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Table A2: Hospitals Qualifying as Candidates for a Global Budget

Option1: Medicare, Option 2: Optionl Option 3: Option2 with
TennCare, BCBS, & without Medicare FFS CIGNA & Aetna
United
Hospital 80% 50% 50%
Baptist Memorial Hospital-Tipton Qualified Qualified Qualified
Blount Memorial Hospital Qualified Qualified Qualified
Cumberland Medical Center Qualified Qualified Qualified
Hawkins County Memorial Hospital Qualified Qualified Qualified
Henderson County Community Hospital Qualified Qualified Qualified
Johnson County Community Hospital Qualified Qualified Qualified
Lincoln Medical Center Qualified Qualified Qualified
Rhea Medical Center Qualified Qualified Qualified
Riverview Regional Medical Center Qualified Qualified Qualified
Saint Thomas DeKalb Hospital Qualified Qualified Qualified
Southern Tennessee Regional Health System-Winch Qualified Qualified Qualified
Sumner Regional Medical Center Qualified Qualified Qualified
Sweetwater Hospital Association Qualified Qualified Qualified
Sycamore Shoals Hospital Qualified Qualified Qualified
Takoma Regional Hospital Qualified Qualified Qualified
Tennova Healthcare-Harton Qualified Qualified Qualified
Tennova Healthcare-Jefferson Memorial Hospital Qualified Qualified Qualified
Tennova Healthcare-LaFollette Medical Center Qualified Qualified Qualified
Tennova Healthcare-Newport Medical Center Qualified Qualified Qualified
Trousdale Medical Center Qualified Qualified Qualified
West Tennessee Healthcare Dyersburg Hospital Qualified Qualified Qualified
Fort Loudoun Medical Center Qualified Not Qualified Qualified
Hardin Medical Center Qualified Not Qualified Qualified
Holston Valley Medical Center Qualified Not Qualified Qualified
Bolivar General Hospital, Inc. Qualified Not Qualified Not Qualified
Camden General Hospital Qualified Not Qualified Not Qualified
Cookeville Regional Medical Center Qualified Not Qualified Not Qualified
Erlanger Bledsoe Hospital Qualified Not Qualified Not Qualified
Henry County Medical Center Qualified Not Qualified Not Qualified
Jackson-Madison County General Hospital Qualified Not Qualified Not Qualified
Jamestown Regional Medical Center Qualified Not Qualified Not Qualified
Livingston Regional Hospital Qualified Not Qualified Not Qualified
Macon Community Hospital Qualified Not Qualified Not Qualified
Milan General Hospital Qualified Not Qualified Not Qualified
NorthCrest Medical Center Qualified Not Qualified Not Qualified
Perry Community Hospital, LLC Qualified Not Qualified Not Qualified
Roane Medical Center Qualified Not Qualified Not Qualified
Saint Thomas Highlands Hospital Qualified Not Qualified Not Qualified
Saint Thomas River Park Hospital Qualified Not Qualified Not Qualified
Saint Thomas Stones River Hospital Qualified Not Qualified Not Qualified
Starr Regional Medical Center-Etowah Qualified Not Qualified Not Qualified
Three Rivers Hospital Qualified Not Qualified Not Qualified
Hancock County Hospital Not Qualified Qualified Qualified
Morristown-Hamblen Healthcare System Not Qualified Qualified Qualified
Southern Tennessee Regional Health System-Sewan Not Qualified Qualified Qualified
Starr Regional Medical Center-Athens Not Qualified Qualified Qualified
Tennova Healthcare-Shelbyville Not Qualified Qualified Qualified
TriStar Ashland City Medical Center Not Qualified Qualified Qualified
TriStar Horizon Medical Center Not Qualified Qualified Qualified
LeConte Medical Center Not Qualified Not Qualified Qualified
Marshall Medical Center Not Qualified Not Qualified Qualified
Maury Regional Medical Center Not Qualified Not Qualified Qualified
West Tennessee Healthcare Volunteer Hospital Not Qualified Not Qualified Qualified
Total Qualified Hospitals: 42 28 35
Total Not Qualified Hospitals: 11 25 18
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Optionl: Medicare,
TennCare, BCBS, &

Option 2: Optionl

Option 3: Option2 with

United without Medicare FFS CIGNA & Aetna

Hospital 80% 50% 50%
Baptist Memorial Hospital-Huntingdon Not Qualified Not Qualified Not Qualified
Baptist Memorial Hospital-Union City Not Qualified Not Qualified Not Qualified
Claiborne Medical Center Not Qualified Not Qualified Not Qualified
Decatur County General Hospital Not Qualified Not Qualified Not Qualified
Jellico Community Hospital, Inc. Not Qualified Not Qualified Not Qualified
Lauderdale Community Hospital Not Qualified Not Qualified Not Qualified
Laughlin Memorial Hospital, Inc. Not Qualified Not Qualified Not Qualified
Saint Thomas Hickman Hospital Not Qualified Not Qualified Not Qualified
Southern Tennessee Regional Health System-Lawre Not Qualified Not Qualified Not Qualified
Southern Tennessee Regional Health System-Pulask Not Qualified Not Qualified Not Qualified
Tennova Healthcare-Cleveland Not Qualified Not Qualified Not Qualified
Tennova Healthcare-Cleveland Westside Not Qualified Not Qualified Not Qualified
Unicoi County Hospital Not Qualified Not Qualified Not Qualified
Unity Medical Center Not Qualified Not Qualified Not Qualified
Wayne Medical Center Not Qualified Not Qualified Not Qualified

Total Not Qualified Hospitals: 15 15 15

Total Potential Participating Hospitals: 68 68 68
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# of Unique # of Medicare FFS  [Total Payment | Total Payment/# of
Beneficiaries Beneficiary Years  (Part A & B) Medicare FFS
(Accounting for partial Beneficiary Years
year coverage)

County
Grand Total 219,418 207,458 | 1,530,784,848 7,379
Ada County 40,893 38,447 260,302,891 6,770
Adams County 1,037 985 6,051,613 6,146
Bannock County 10,721 10,119 88,661,157 8,762
Bear Lake County 1,369 1,305 10,678,360 8,185
Benewah County 2,698 2,542 17,131,141 6,738
Bingham County 6,171 5,793 49,157,418 8,486
Blaine County 3,720 3,520 26,374,772 7,494
Boise County 892 834 4,980,527 5,974
Bonner County 8,220 7,780 48,557,074 6,241
Bonneville County 14,733 13,947 116,726,780 8,369
Boundary County 2,334 2,189 12,384,737 5,657
Butte County 675 641 5,952,764 9,285
Camas County 191 181 1,254,421 6,938
Canyon County 18,392 17,332 123,327,980 7,115
Caribou County 1,388 1,312 11,852,953 9,036
Cassia County 3,121 2,960 22,402,049 7,568
Clark County 93 88 475,359 5,425
Clearwater County 2,822 2,697 20,084,809 7,447
Custer County 1,216 1,155 7,705,974 6,671
Elmore County 3,503 3,328 25,794,799 7,751
Franklin County 1,968 1,858 13,450,336 7,239
Fremont County 2,071 1,966 14,562,049 7,408
Gem County 2,541 2,404 15,985,508 6,649
Gooding County 2,275 2,165 20,052,405 9,262
Idaho County 4,082 3,905 29,075,442 7,445
Jefferson County 3,215 3,056 23,145,683 7,574
Jerome County 2,382 2,249 17,081,277 7,595
Kootenai County 26,184 24,789 175,272,474 7,070
Latah County 5,661 5,376 38,921,098 7,240
Lemhi County 2,575 2,456 16,241,497 6,613
Lewis County 1,960 1,879 14,412,564 7,670
Lincoln County 689 658 4,917,225 7,474
Madison County 2,481 2,351 16,800,849 7,147
Minidoka County 2,925 2,786 20,841,568 7,481
Nez Perce County 7,553 7,135 58,082,064 8,141
Oneida County 970 927 8,065,587 8,701
Owyhee County 1,290 1,222 7,779,725 6,366
Payette County 3,284 3,117 20,999,855 6,738
Power County 974 926 7,225,188 7,801
Shoshone County 3,732 3,528 26,134,822 7,407
Teton County 1,302 1,227 8,751,237 7,130
Twin Falls County 10,946 10,369 82,942,459 7,999
Valley County 1,977 1,876 14,417,951 7,684
Washington County 2,192 2,077 15,768,410 7,591




CY 2018

# of Unique # of Medicare FFS Total Payment (Part| Total Payment/# of
Beneficiaries  Beneficiary Years A & B) Medicare FFS
(Accounting for partial Beneficiary Years

year coverage)

County

Grand Total 217,503 197,771 1,585,891,881 8,019
Ada County 40,372 36,612 260,603,544 7,118
Adams County 1,042 944 7,339,987 7,775
Bannock County 10,483 9,490 89,272,617 9,407
Bear Lake County 1,346 1,248 11,322,889 9,073
Benewah County 2,695 2,501 19,282,917 7,710
Bingham County 6,153 5,528 50,748,944 9,180
Blaine County 3,766 3,494 30,537,070 8,740
Boise County 913 830 5,580,049 6,723
Bonner County 8,294 7,523 49,610,455 6,595
Bonneville County 14,499 13,140 120,795,351 9,193
Boundary County 2,353 2,142 13,487,009 6,296
Butte County 683 603 6,083,919 10,089
Camas County 186 167 1,536,372 9,200
Canyon County 18,100 16,354 124,745,394 7,628
Caribou County 1,354 1,232 13,801,550 11,203
Cassia County 3,064 2,815 23,311,241 8,281
Clark County 101 91 703,319 7,729
Clearwater County 2,804 2,594 20,516,651 7,909
Custer County 1,208 1,102 8,923,052 8,097
Elmore County 3,505 3,176 26,408,338 8,315
Franklin County 1,990 1,796 14,984,956 8,344
Fremont County 2,045 1,879 14,124,711 7,517
Gem County 2,489 2,258 16,699,422 7,396
Gooding County 2,251 2,056 21,512,692 10,463
Idaho County 4,130 3,775 30,944,330 8,197
Jefferson County 3,247 2,940 24,511,136 8,337
Jerome County 2,418 2,170 19,154,365 8,827
Kootenai County 25,899 23,607 184,361,911 7,810
Latah County 5,659 5,209 38,633,668 7,417
Lemhi County 2,568 2,353 18,618,338 7,913
Lewis County 1,983 1,831 14,993,251 8,189
Lincoln County 703 631 5,700,040 9,033
Madison County 2,544 2,277 18,432,611 8,095
Minidoka County 2,909 2,617 21,776,670 8,321
Nez Perce County 7,504 6,864 58,681,907 8,549
Oneida County 975 888 9,587,404 10,797
Owyhee County 1,259 1,147 7,629,629 6,652
Payette County 3,205 2,937 23,247,149 7,915
Power County 973 886 8,086,396 9,127
Shoshone County 3,665 3,377 25,987,908 7,696
Teton County 1,317 1,210 9,315,343 7,699
Twin Falls County 10,614 9,613 82,630,674 8,596
Valley County 2,022 1,832 14,725,495 8,038
Washington County 2,213 2,032 16,941,207 8,337




Rural & Frontier Healthcare Solutions
Workgroup Charter

Workgroup Summary:

Co-Chairs: Patt Richesin, President, Kootenai Care Network and Larry Tisdale, VP Finance, Idaho Hospital
Association

Bureau of Rural Health & Primary Care Staff Lead: Mary Sheridan

Workgroup Charge (from HTCI): Convene a workgroup to develop a sustainable value-based model for
rural and frontier health systems, their hospitals, outpatient clinics, and other healthcare providers to
optimize the value provided and sustained. The model will be submitted to the Center for Medicare and

Medicaid Innovation as a demonstration project when the opportunity becomes available.

Function Alignment: Promote and support transformation by identifying opportunities for change and
innovation that will help shape the future of healthcare.

Identify delivery system barriers that are preventing healthcare transformation and prioritize and
recommend solutions.

Promote alignment of the delivery system and payment models to drive sustainable healthcare
transformation.

Utilize accurate and timely data to identify strategies and drive decision making for healthcare
transformation.

Help define and understand workforce and resource needs sufficient to test the proposed model.

Driver Alignment and Measurement:

HTCI Driver Alignment Desired Outcome Measurement Workgroup Role
Finance 1. Rural and frontier Proposal accepted by  Develop proposal.
health system value- HTCI.
based model
developed.
Infrastructure development 2. Resources needed Framework for Identify changes
to support alignment  necessary needed for successful
with new value-based infrastructure model adoption.
model identified. changes addressed in

proposal.




Planned Scope:
Deliverable 1:

Description: Develop a value-based model for rural and frontier health systems and their primary

care clinics.

Timeframe: Anticipated Dates
December 2019
January 2020

February 2020

March 2020

April 2020

Description

Preliminary planning with co-chairs, staff, facilitator. Identify
issues the workgroup will try to solve.

Review existing VBP models being deployed in rural and
frontier communities.

Develop a shared understanding about existing models that
may help resolve or support the identified issues.

Use existing models as the foundation for developing a
proposed solution to meet the needs of Idaho CAHs.
Develop agreed-upon core concepts of a model, which may
Include waivers. Review state and federal regulations and
policies that may create barriers to the proposed CAH value-
based payment model.

Identify CAH resources and infrastructure needed to test and
transition to the proposed value-based payment model.
Identify data to describe current financial challenges and how
the proposed model will facilitate improvement.

Seek feedback from payers, HTCI, CAHs, and CAH community
stakeholders about the proposed model.

Refine model based on feedback.

Seek commitment from Idaho CAHs willing to test the new
model.

Milestones: e Core model concepts developed and agreed upon by workgroup members.
e Model presentation to HTCI.
e Finalize proposed model for inclusion in an application to CMMl as a
demonstration project.

Deliverable 2:

Description: Create training and educational models to support rural and frontier leadership, boards,
communities, and staff to successfully transition to the proposed value-based payment model.

Timeframe: Anticipated Dates
February 2020

March 2020

Description

Develop a comprehensive list of stakeholders to educate
about the proposed value-based payment model.

Identify the type of education needed by each stakeholder
group and the optimal delivery method.

Research existing educational modules that may address
identified needs.

Identify gaps in educational needs and develop solutions.




Milestones:

Seek feedback from HTCI, CAHs, boards, and stakeholders
April 2020 regarding educational needs and solutions.
Include the comprehensive list of educational needs and
solutions in application to CMMI.
e Comprehensive list of education needs, gaps, and solutions developed.
e Education addressed in application to CMMI.

Deliverable 3:

Description:

Timeframe:

Milestones:

Create plausible, community-specific rural and frontier staffing and infrastructure

changes needed to successfully implement proposed model.

Anticipated Dates Description

February 2020 Review repurposing efforts underway nationwide as it relates
to value-based models in rural and frontier communities.
Identify Idaho CAH infrastructure changes that must occur to

March 2020 support the proposed model.
Identify strategies and resources needed for infrastructure
April 2020 transition.

e Idaho-specific repurposing scenarios developed.
e Resource needs and strategies to support repurposing efforts identified.
e Resource needs addressed in application to CMMI.

Project Reporting and Scope Changes:
Changes to scope must be approved by HTCI.

Version Information:

Version Author Summary Date

1.0 Ann Watkins Initial draft 10/25/19

1.1 Mary Sheridan Revised 11/15/19

1.2 Mary Sheridan Co-chair update 12/11/19

1.3 Matt Walker/Mary Incorporated feedback from 2/3/2020
Sheridan workgroup members

Final Acceptance:

Name/Signature Title Date Approved via Email

HTCl approved on 12/17/19 HTCI advisory group 12/17/19
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