X () Quarterly pavments tiom Component Three a?«
cidfed with each quality mefri¢ will be equal to the 1ota] value of Cgin-

onlit Three associated with the quality metric divided by four. ,
sub-~

(D) For purposes of the caleulations described
hs (B) and {C) of this paragraph, each metric will be alfbcated
ortion of the total dollars included in the componenf

2} MCOs will distribute payments to enrolled I\Is as they

meet their¥eporting and quality metric requirements. Paymghts will be
equal to th&portion of the QIPP PMPM associated with fhe achieve-
ment for theWime period in question multiplied by the nugfber of mem-

which the MCO received the QIPP PM

{i} PeKormance requirements,

ber months fi

(n uality metrics.

(A) Y There will be a minimum of thfee quality metrics
for an eligibilit iod,

1ality metrics may changeém eligibility period
to eligibility period. I§ormation regarding s?ﬁc quality mefrics for
)\

an eligibility period wi} be provided annuallyfthrough the QIPP web-
page on the HHSC webske on or before Febryfiry 1 of the calendar year
that also contains the firshmnonth of the eliggbility period.

(C)  Qualigmetric baseli:ﬁ will be based on each in-
dividual NF's average perfognance on y metric as reported by CMS
for the federal quarter that eRds prior tgfthe first day of the eligibility
period and the three prior fedefal quartgls, or as determined by HHSC,

(D) Quality metc bclhmarks will be based on the na-
tional average far the metric as r&orged by CMS for the federal quarter
that ends prior to the first day of (IREligibility period, or as determined
by HHSC,

{2)  Achievement reff ments. In order to receive pay-
ments from Components Two aghl Thi%e for a quality metric, a NF must
show improvement over the bfeline R exceed the benchmark for the

metric, ‘é

(A)  To qualfty for a payngnt from Component Two, a
NF must meet at least the iffitial quarterly Xoal of [.7 percent improve-
ment from the baseline, yith subsequent qRarterly goals increasing to
2 maxitnum of seven peftent by the end of e eligibility period, For
example, to qualify fcf payiment from ComRpnent Two for a quality

metric for the second gharter of the eligibility pliod, the NF must meet
at least the second qfarter goal of 3.4 percent Xprovement from the
baseline,

mponent Three, a
ercent improve-

(B) #To qualify for a payment from
NF must meet at Jast the initial quarterly goal of 5
ment from the bffseline with subsequent quarterly g
a maximum of £0 percent by the end of the eligibili
ample, to qualify for a payment from Component Th
metric for thafsecond quarter of the eligibility period, the
at least the gecond quarter goal of 10.0 percent improver
baseline. ANF that qualifies for a payment from Compon
a metric
for the

for a guality
F must meet

Compenent Three as long as the NF continues to exceed the be
tk for the metric.

(i) Changes of ownership.

on-state government-owned
ity period to another non-

¢ governmental en-
the non-state govern-

nder this section may be subject
301(k) of this subchapter.

(k) Recoupment. Payn
to recoupment as described in §

est possible date of adoption: February 19, 2017
or further information, please call: (512) 424-6900

+ * +

1 TAC §353.1305

The Texas Health and Human Services Commission (HHSC)
proposes new Subchapter O, Delivery System and Provider Pay-
ment Initiatives, §353.1305, concerning Regional Uniform Rate
Increases for Hospital Services.

Elsewhere in this issue, related §353.1301 of this title (relating
to General Provisions), is proposed concurrent with this section
and describes general provisions that apply to this and other sec-
tions under this new Subchapter O.

BACKGROUND AND JUSTIFICATION

The proposed new section describes the circumstances under
which HHSC will direct a Medicaid managed care organization
(MCQ) to provide a uniform percentage rate increase to hospi-
tals in the MCO's network in a participating service delivery area
(SDA) for the provision of inpatient services, outpatient services,
or both. This section also describes the methodology used by
HHSC to determine the percentage rate increase.

Currently, Texas' Medicaid hospital payments, made through ei-
ther the fee-for-service (FFS) or managed care models, do not
fully cover Medicaid allowable costs for hospital services. A por-
tion of the Medicaid shartfall is reimbursed through supplemental
payment programs such as the disproportionate share hospital
(DSH) program and the uncompensated care (UC) pool under
the 1115 waiver known as the Texas Healthcare Transformation
and Quality Improvement Program, These supplemental pay-
ments are paid outside of the managed care capitation appa-
ratus and, for payments to non-state-owned providers, rely on
intergovernmental transfers (1GTs) from non-state governmental
entities or other state agencies for the non-federal share of the
payments.

Healthcare policy experts paosit that reimbursing provider costs
more fully through managed care payments would enhance
care coordination. Flowing additional funds for hospital ser-
vices prospectively through managed care entitias, rather than
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retrospectively reimbursing hospitals for services provided but
not fully reimbursed through Medicaid, would increase the
ability of the state and its managed care contractors to pursue
approaches to provider reimbursement that prioritize achieving
health autcomes versus the delivery of services.

in May, 2016, the Centers for Medicare & Medicaid Services
(CMS) finalized a rule that allows a state to direct expenditures
under its contracts with MCOs under certain limited circum-
stances. Under the new federal rule, a state may direct an MCO
to raise rates for a class of providers of a particular service by
a uniform dollar amount or percentage, subject to approval of
the contract arrangements by CMS. To obtain approval, the
arrangements must be based on the utilization and delivery of
services; direct expenditures equally for a class of providers
of a particular service; advance at least one of the goals and
objectives of the state's quality strategy and have an evaluation
plan to measure the effectiveness of the atrangements at doing
s0; not condition provider participation on an IGT; and not be
automatically renewed.

In light of the recent federal regulation and with the goal of en-
hancing care coordination and achieving better health cutcomes,
this proposed rule authorizes HHSC to use IGTs from non-state
governmental entities or from other state agencies to support
capitation payment increases in one or more SDAs, Each MCO
within the SDA would then be contractually required by the state
to increase hospital payment rates by a uniform percentage for
onhe or more classes of hospital that provide services within the
SDA,

Eligibility

HHSC determines eligibility for rate increases by SDA and class
of hospital. The SDA must have at least one governmental entity
willing to provide IGT to support the rate increase, Also, to be

eligible for the rate increase, a hospital must be within a class
designated by HHSC to receive the increase,

HHSC proposes classifying hospitals into seven groups: state-
owned hospitals, children's hospitals, non-urban public hospi-
tals, rural hospitals, urban public hospitals, institutions for men-
tal diseases, and all other hospitals, The classifications allow
HHSC to direct rate increases where they are most needed to
bring reimbursement closer to cost for all hospitals in the parfici-
pating SDA. The percentage rate increase will be uniform for all
hospitals within each class; but if HHSC directs rate increases
to more than one class within an SDA, the percentage rate in-
crease may vary hetween classes,

Services subject fo rate increase

HHSC may direct rate increases for all or a subset of inpatient
hospital services; all or a subset of oufpatient hospital services;
or all or a subset of both types of services, based on advancing
the goals and objectives of HHSC's quality strategy.

Determination of rate increase

HHSC will consider several factors in determining the percent-
age rate increase that will be directed for one or more classes of
hospital within an SDA, including the amount of available fund-
ing; the class or classes of hospital eligible to receive the in-
crease; the type of service subject to the rate increase; the ac-
tuarial soundness of the capitation payment needed to support
the rate increase: available budget neutrality room under any
applicable federal waiver programs; and other HHSC goals and
priorities.

Reconciliation and recoupment

HHSC will follow the methodology described in §353.1301 of this
subchapter {proposed concurrent with this §353.13095) to recon-
cile the amount of non-federal funds expended under this section
and to authorize recoupments of overpayment or disallowance
amaounts.

SECTION-BY-SECTION SUMMARY

Proposed new §353.1305(a)} describes the circumstances under
which HHSC will direct a uniform percentage rate increase,

Proposed new §353.1305(b) defines key terms used in the sec-
tion.

Proposed new §353.1305(c) describes the classes of hospital
eligible for rate increases.

Proposed new §353.1305(d) describes the eligibility criteria for
receiving the rate increase,

Proposed new §353.1305(e} describes the basis for identifying
hospital services subject to the rate increase.

Proposed new §353.1305(f) describes the methodology for de-
termining the percentage of rate increase.

Proposed new §353,1305(g) describes when sponsoring gov-
ernmental entities must transfer funds to HHSC to support the
rate increases and the amount of funds that must be transferrad.

Proposed new §353,1305(h) describes the effactive date of rate
increases.

Proposed new §363.1305(j) refers to §353.1301(g) for the de-
scription of the reconciliation process.

Proposed new §353.1305() refers to §353.1301{k) for the de-
scription of the recoupment authority.

FISCAL NOTE

Greta Rymal, Deputy Executive Commissioner for Financial Ser-
vices, has determined that for each year of the first five years
the proposed rule is in effect, there may be a fiscal impact to
state government for rate increases to state-owned hospitals, but
there is insufficient information to provide an estimate at this time
because HHSC doss not know what state-owned hospitals or
state agencies will choose to sponsor rate increases under this
section or at what level of funding. There will be no fiscal impact
to state government for rate increases to non-state-owned hos-
pitals because the non-federal share of the increase in capitation
payments will be funded with IGTs from non-state governmental
entities. There may be a fiscal impact to local governments, but
there is insufficient information to provide an estimate because
HHSC does not kiiow which non-state governmental entities will
choose to sponsor rate increases under this section or at what
tevel of funding.

SMALL BUSINESS AND MICRO-BUSINESS IMPACT ANALY-
SIs

HMSC has determined that there will be no adverse economic
effect on small businesses or micro-businesses to comply with
the proposed rule. Hospitals eligible for the rate increases will
not be required to alter their business practices and will recalve
higher reimbursement for providing the same services.

PUBLIC BENEFIT AND COST

Pam McBDonald, Director of Rate Analysis, has determined that
for each year of the first five years the rule is in effect, the public
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will benefit from the adoption of the rule. The anticipated public
benefit will be enhanced care coordination and better health out-
comes as a result of flowing funding through the managed care
organizations.

Ms. McDonald has also determined that there are no probable
economic costs to persons who are required to comply with the
proposed rule,

HHSC has determined that the proposed rule will not affect a
jocal economy. There is no anticipated negative impact on local
employment,

REGULATORY ANALYSIS

HHSC has determined that this proposal is not a "major environ-
mental rule" as defined by §2001,0225 of the Texas Government
Code, A "major environmental rule” is defined to mean a rule the
specific intent of which is to protect the environment or reduce
risk to human health from environmental exposure and that may
adversely affect, in a material way, the economy, a sector of the
economy, productivity, competition, jobs, the environment, or the
public health and safety of a state or a sector of the state. This
proposal is not specifically intended to protect the environment
or reduce risks to human health from environmental exposure.

TAKINGS IMPACT ASSESSMENT

HHSC has determined that this proposal does not restrict or limit
an owner's right to his or her property that would otherwise exist
in the absence of government action and, therefore, does not
constitute a taking under §2007.043 of the Government Code.

PUBLIC COMMENT

Written comments on the proposal may be submitted to Mon-
ica Leo, Staff Counsel, Brown Heatly Building, MC: 1100, 4800
North Lamar Blvd, Austin, TX 78714-8030; by fax to (512) 424-
6586; or by e-mail to Monica.Leo@hhsc.state.tx.us within 30
days of publication of this proposal in the Texas Register.

PUBLIC HEARING

A public hearing is scheduled for February 1, 2017, from 2:00
p.m. to 3:00 p.m. {Central Time) in the Public Hearing Room,
Brown Heatly Building, 4900 North Lamar Bivd, Austin, TX
78714-9030. Persons requiring further information, special
assistance, or accommodations should contact Amy Chandler
at (512) 487-3419.

STATUTORY AUTHORITY

The new rule is proposed under Texas Government Code
§531.033, which provides the Executive Gommissioner of HHSC
with broad rulemaking authority, and Texas Human Resources
Code §32.021 and Texas Government Code §531.021(a),
which provide HHSC with the authority to administer the federal
medical assistance (Medicaid) program in Texas, and with
Texas Government Code §533.002, which authorizes HHSC to
implement the Medicaid managed care program.

The proposed rule implements Texas Human Resources Code,
Chapter 32; Texas Government Code, Chapter 831; and Texas
Government Code Chapter 533.

$353.1305.  Regional Uniform Rate Increases for Hospital Services.

or both, This section also describes the methodotogy used by HHSC
to calculate and administer such rate increase,

{b) Definitions. The following definitions apply when the
terms are used in this section., Terms that are used in (his and other
sections of this subchapter may be defined in §353.1301 of this
subchapter (relating fo Genera] Provisions),

(1) Children's hospital--A Medicaid hospital designated by
Medicare as a children's hospital,

(2) Inpatient hospital services--Services ordinarily fur-
nished in a hospital for the care and treatment of inpatients under
the direction of a physician or dentist, or a subset of these services
identified by HHSC, Inpatient hospital services do not include skilled
nursing facility or intermediate_care facility services furnished by a
hospital with swing-bed approval, and any other services that HHSC
determines should not be subject to the rate increase,

(3) Institution for mental diseases {IMD)--A hospital that
is primarily engaged in providing psychiatric diagnosis, treatment, or
care of individuals with mental illness.

(4) Non-urban public hospital--

{A) A hospital owned and operated by a governmental
entity, other than a hospital described in paragraph (9) of this subsection
defining urban public hospital; or

(B} A hospital meeting the definition of rural public-fi-
nanced hospital in §355.8065(b}(37) of this title (relating to Dispro-
portionate Share Hospital Reimbursement Methodology), other than
a hospital described in paragraph (7) of this subsection defining rural

hospital.

(3} Ouipatient_hospital services--Preventive, diagnostic,
therapeutic, rehabilitative, or palliative services that are furnished to
outpatients of a hospital under the direction of a physician or dentist, ot
a subset of these services identified by HHSC. HHSC may, in its con-
tracts with MCOs governing rate increases under this section, exclyde
from the definition of outpatient hospital services such services as are
not generally furnished by most hospitals in the state, or such services
that HHSC determines should not be subject to the rate increase.

(6) Program period--A period of time for which HHSC will
contract with participating MCOs to pay increased capitation rates for
the purpose of provider payments under this section. Each program
period is equal to a state fiscal year beginning September | and ending
August 31 of the following year,

{1 Rural hospital--A hospital located in a county with
60,000 or fewer persons according to the most recent United States
Census, a Medicare-designated rural referral cenfer, a sole community
hospital, or a critical access hospital,

(8) State-owned hospital--A hospital that is owned and op-
erated by a state university or other state agency.

(9) Urban public hospital--A hospital that is operated by
or undet a lease contract with one of the following entities: the Dallas
County Hospital District, the El Paso County Hospital District, the Har-
ris County Hospital District, the Tarrant County Hospital District. the
Travis County Healthcare District dba Central Health, the University
Health System of Bexar County, the Ector County Hospital District,
the Lubbock County Hospital District, or the Nueces County Hospital

(a) Introduction. This section describes the circumstances un-
der which HHSC directs an MCO to provide a uniform percentage rate
increase to hospitals in the MCO's network in a designated service de-
livery area for the provision of inpatient services, outpatient services,

District.
{c} Classes of participating hospitals.

{1) HHSC may direct the MCOs in a service delivery area
to provide a uniform percentage rate increase to all hospitals within
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one or more of the following classes of hospital with which the MCO
contracts for inpatient or guipatient services:

(A) _children's hospitals,

(B) non-urban public hospitals;

{€) rural hospitals;

(D) state-owned hospitals;

(E) urban public hospitals;

(F) institutions for mental diseases; and

(G) all other hospitals,

(2) If HHSC directs rate increages to more than one ¢lass of
hospital within the service delivery area, the percentage rate increases
directed by HHSC may vary between classes of hospital.

(d)  Eligibility. HHSC determines eligibility for rale increases
by service delivery area and class of hospital,

(1) Service delivery area, Only hospitals in a service deliv-
ery area that includes at least one sponsoring governmental entity are
eligible for a rate increase,

(2) Class of hospital. HHSC will identify the class or

(C) _the type of service or services determined in sub-
section {e) of this section;

(D) _actuarial soundness of the capitation payment
needed to support the rafe increase;

(E) _available budget neutrality room under any applica-
ble federal waiver programs; and

(F) other HHSC goals and priorities.

{2) After determining the percentage of rate increase gs de~
scribed in paragraph (1) of this subsection, HHSC will modify its con-
tracts with the MCOs in the service delivery area to divect the percent-
age rale increases,

(g} Timing and amount of transfer of non-federal share,

(1) Sponsoring governmental entities must complete the
IGT for the first six months of the program period no later than May 1
of the calendar vear that also contains the first menth of the pregram
period, unless otherwise instructed by HHSC,

(2)__Following the transfer of funds described in paragraph
(1) of this subseetion, sponsoring governmental entities must transfer
additional IGT at such times and in such amounts as determined by
HHSC to be necessary to ensure the availability of funding of the non-

classes of hospital within each service delivery area described in

federal share of the state's expenditures under this section and HHSC's

paragraph (1) of this subsection to be eligible for a rate increase.

compliance with the terins of its contracts with MCOs in the service

HHSC will consider the following factors when identifying the class or

delivery area.

classes of hospital eligible for a rate increase and the percent increase
applicable o each class:

(A)  whether a class of hospital contributes more or less

(3) HHSC will instruct sponsoring governmental entities as
to the required IGT amounts. Required IGT amounts will include ail
costs associated with the uniform rate increase, including costs asso-

significantly to the goals and objectives in HHSC's quality strategy, as

ciated with premium taxes, risk margins, and administration, plus ten

required in 42 C.ER, §438.340, relative to other classes;

(B) which class or classes of hospital the sponsoring
governmental entity wishes to_support through intergovernmental

percent,

(k) Effective date of rate increases. HHSC will direct MCOs to
increase rates under this section beginning the first day of the program

transfers (IGTs) of public funds; and

{C) the percentage of Medicaid costs incurred by the
class of hospital in providing care to Medicaid managed care clients
that are reimbursed by Medicaid MCOs prior to any uniform rate in-

period that includes the increased capitation rates paid by HHSC to
each MCO pursuant to the contract between them,

(i) Recenciliation, HHSC will reconcile the amount of the
non-federal funds actually expended under this section during the pro-

crease administered under this section.

{e) Services subject to rate increase. HHSC may direct the
MCOs in a service delivery area to increase rates for all or a subset
of inpatient services, all or a subset of outpatient services, or all or a
subset of both, based on the service or services that will best advance

gram period with the amount of funds transferred to HHSC by the spon-
soring governmental entities for that same period using the methodol-
ogy described in §353.1301(p) of this subchapter.

(i} Recoupment, Payments under this section may be subject
fo recoupment as described in §353,1301(k) of this subchapter,

the goals and objectives of HHSC's quality strategy,

() _Determination of percentage of rate increase,

(1) In determining the percentage of rate increase applica-
ble to one or more classes of hospital, HHSC will consider the follow-

ing factors:

(A) _information from the sponsoring governmental en-
tities on one or both of the following:

() the amount of IGT the sponsoring povernmental
entities propose to transfer to HHSC to support the non-federal share
of the increased rates for the first six months of a program period; and

(i} _the percentage rate increase the sponsoring gov-
ernmental entities propose for one or more classes of hospital for the
first six months of a program period,

{(B) the class or classes of hospital determined in sub-
section (d)(2) of this section;

The agency certifies that legal counsel has reviewed the pro-
posal and found it to be within the state agency's legal authority
o adopt.

Filad with the Office ofthe Secretary of State on January 8, 2017,

TRD-201700105

Karen Ray

Chief Counsel

Texas Health and Human Services Commission
Earliest possible date of adoption: February 19, 2017
For further information, please call: (512) 424-6900
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