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VA 
	
                                  
      U.S. Department 
  of Veterans Affairs


Office of the Secretary					In Reply Refer To: 00REG Washington DC 20420

Date:  December 4, 2017


Subj:	Regulatory Impact Analysis for RIN 2900-AP02/WP2010-004, Civilian Health and Medical Program of the Department of Veterans Affairs (CHAMPVA) 


	I have reviewed this rulemaking package and determined the following.

1.  VA has examined the economic, interagency, budgetary, legal, and policy implications of this regulatory action and has concluded that it is an economically significant rule under Executive Order 12866 because it is likely to result in a regulatory action that may have an annual effect on the economy of $100 million or more.   

2.  This regulatory action is also a major rule under the Congressional Review Act, because it is likely to result in an annual effect on the economy of $100 million or more.  
VA will submit a copy of this regulatory action and VA’s Regulatory Impact Analysis to each House of the Congress and to the Comptroller General before it takes effect. 

3.  This regulatory action will not have a significant economic impact on a substantial number of small entities under the Regulatory Flexibility Act, 5 U.S.C. 601-612.   

4.  This regulatory action will not result in the expenditure of $100 million or more by State, local, and tribal governments, in the aggregate, or by the private sector, under the Unfunded Mandates Reform Act of 1995, 2 U.S.C. 1532. 

5.  Attached please find the relevant cost impact documents. 

(Attachment):  Agency’s Regulatory Impact Analysis, dated November 29, 2017


Approved by:
Michael Shores
Director,
Regulation Policy & Management (00REG)
Office of the Secretary

(Attachment)

Regulatory Impact Analysis for RIN 2900-AP02/WP2010-004 

Title of Regulation:  Civilian Health and Medical Program of the Department of Veterans Affairs (CHAMPVA) Modernization of Regulations

Estimated Impact:  The transfer costs associated with this rulemaking are estimated to be $17,021,673 in FY2018 and $98,928,713 over a five (5) year period (FY2018-FY2022).  VA will also experience a transfer savings of $128,245,349 in FY2018 and $769,266,105 over a five (5) year period (FY2018-FY2022).  As a result of both transfer costs and savings to VA, the agency may actually experience a total net transfer savings of $111,223,676 in FY2018 and $670,337,392 over a five (5) year period.  

Alternatives to regulatory action:  VA considered several alternatives to regulatory action. If no action by VA is taken to modernize CHAMPVA’s current reimbursement methodologies and extend certain health care benefits, then VA would continue to reimburse outpatient facility services, home health services, and certain hospitals several times higher than industry and other government agencies.  Extending health care benefits to allow for smoking cessation, preventive services, and expand treatment options for opioid addiction are consistent with industry and VA’s current practices.  As a result of this review, VA has determined there are no other viable alternatives which exist to accomplish the intent of this regulatory action. 

Executive Order 12866 and 13563: Executive Orders 12866 and 13563 direct agencies to assess the costs and benefits of available regulatory alternatives and, when regulation is necessary, to select regulatory approaches that maximize net benefits (including potential economic, environmental, public health and safety, and other advantages; distributive impacts; and equity).  Executive Order 13563 emphasizes the importance of quantifying both costs and benefits, of reducing costs, of harmonizing rules, and of promoting flexibility.  Executive Order 12866 defines  a “significant regulatory action,” which requires review by the Office of Management and Budget (OMB), as any regulatory action that is likely to result in a rule that may:  (1) have an annual effect on the economy of $100 million or more or adversely affect in a material way the economy, a sector of the economy, productivity, competition, jobs, the environment, public health or safety, or State, local, or tribal governments or communities; (2) create a serious inconsistency or otherwise interfere with an action taken or planned by another agency; (3) materially alter the budgetary impact of entitlements, grants, user fees, or loan programs or the rights and obligations of recipients thereof; or (4) raise novel legal or policy issues arising out of legal mandates, the President’s priorities, or the principles set forth in the Executive Order.  This rule has been designated a “economically” significant regulatory action under section 3(f)(1) of Executive Order 12866.  Accordingly, the rule has been reviewed by the Office of Management and Budget.  

VA has examined the economic, interagency, budgetary, legal, and policy implications of this regulatory action and followed OMB Circular A-4 to the extent feasible in this Regulatory Impact Analysis.  The circular first calls for a discussion of the need for the regulatory action.  

Statement of Need: The statutory authority for the CHAMPVA program is based on 38 United States Code (U.S.C.) § 1781, Medical care for survivors and dependents of certain Veterans.  The statute authorizes the Secretary to provide medical care to certain spouses, surviving spouses, and children of Veterans who have a disability, permanent in nature, resulting from a service-connected disability.  The statute mandates the Secretary to provide medical care in the same or similar manner and subject to the same or similar limitations as medical care is furnished to certain dependents and survivors of active duty and retired members of the Armed Forces.

The National Defense Authorization Act (NDAA) of Fiscal Year (FY) 2009 (Public Law 110-417, § 711), signed into effect October 14, 2008, and issued within TRICARE policy June 18, 2009, provides TRICARE with the authority to waive all copayments for TRICARE beneficiaries for certain preventive services (i.e. cancer screenings, physical examinations, immunizations) even if the beneficiary has not paid the deductible for the year.  In addition, this action would apply to well-child visits for children under age six.  This waiver does not apply to any TRICARE beneficiary entitled to Medicare because Medicare already provides these benefits, with the exception of well-child visits, as well as the waiver of copayments.  

The NDAA also authorizes TRICARE to provide its beneficiaries with smoking cessation counseling that includes coverage of pharmaceuticals at no cost to the beneficiary.  This program, issued within TRICARE policy November 13, 2009, does not apply to any TRICARE beneficiary entitled to Medicare because Medicare already provides this benefit.  

In addition to amending the existing regulations to conform to 38 U.S.C. § 1781, the rulemaking will clarify payment methodologies for the reimbursement of health care claims.

Potential Benefits: There are several potential Veteran’s benefits and cost benefits to VA associated with this rulemaking.  The following bullets will be explained in greater detail, later in the analysis. 

· Currently, CHAMPVA’s regulation, 38 CFR § 17.272 has a general exclusion for preventive services, with a few exceptions.  VA would add colorectal screening, prostate cancer screening discussion and testing, annual physical examination, and vaccination/immunization to the list of exceptions to the general exclusion for preventive services.   The cost share[footnoteRef:1] for these preventive services would be removed as well as the cost share for preventive breast cancer and cervical cancer screenings. [1: CHAMPVA is a cost-sharing program where CHAMPVA pays 75 percent of the allowed amount and the CHAMPVA beneficiary is responsible for the other 25 percent. While a cost-share is similar to a copayment, there are distinctions.] 


· VA would authorize CHAMPVA to cover smoking cessation counseling including coverage of pharmaceuticals at no cost to the beneficiary when CHAMPVA is the primary payer.

· The rulemaking would add the Outpatient Prospective Payment System (OPPS) reimbursement methodology as a new reimbursement method for facility charges provided in a hospital subject to Medicare OPPS.

· Currently, CHAMPVA reimburses intermittent and part time skilled nursing services at the CHAMPVA Maximum allowable charge (CMAC) rate per service.  The Home Health Prospective Payment System (HH PPS) would replace the CMAC rate thus aligning our reimbursement methodologies with the standard industry reimbursement and our governing authority which states CHAMPVA shall be administered “subject to the same or similar limitations” as TRICARE.

· CHAMPVA’s proposed regulation would add the Sole Community Hospitals (SCHs) reimbursement methodology as a new reimbursement method. This reimbursement method will only affect payments made to SCHs, which are currently reimbursed at 100 percent of the billed amount minus any non-covered services.  

Assumptions and Methodology of the Analysis:VA assumes that by amending 38 Code of Federal Regulations (CFR) §§ 17.272 through 17.278, to provide medical benefits for preventive services and smoking cessation programs will result in additional costs to VA.  Additionally, there will be changes to CHAMPVA’s reimbursement methodologies, which will result in a cost savings to VA.

Estimated costs/savings and projections are based on the best reasonably obtainable and available economic information.  This analysis sets forth the basic assumptions, methods, alternatives and data underlying the analysis and acknowledges the uncertainties associated with the estimates. 

Preventive Services 

This rulemaking will revise the general CHAMPVA exclusion for preventive services so that CHAMPVA beneficiaries will be covered for the preventive services defined in the 2009 NDAA with no cost share. Currently, CHAMPVA’s regulation, 38 CFR § 17.272 has a general exclusion for preventive services, with a few exceptions. The rulemaking would add colorectal screening, prostate cancer screening discussion and testing, annual physical examination, and vaccination/immunization to the exemptions. The rulemaking would also remove the cost share for these preventive services as well as the cost share for preventive breast cancer and cervical cancer screenings.

Chronic diseases are among the most common, costly, and preventable health problems within the United States.[footnoteRef:2]  Chronic diseases are the leading cause of death in the United States.[footnoteRef:3] These diseases also cause major limitations in daily living for almost one out of 10 Americans or about 25 million people.[footnoteRef:4] In total, chronic diseases account for over 75 percent of the $2.5 trillion spent on health care annually.[footnoteRef:5] [2:  CDC, Chronic Disease and Health Promotion, available at http://www.cdc.gov/chronicdisease/overview/index.htm.]  [3:  CDC, Chronic Disease Prevention and Health Promotion,  available at  http://www.cdc.gov/chronicdisease/overview/index.htm]  [4:  CDC, Coordinated Chronic Disease Prevention and Health Promotion available at  http://www.cdc.gov/coordinatedchronic/about.html.]  [5:  Testimony from Howard K Koh  M.D., M.P.H., Assistant Secretary for Health  U.S. Department of Health and Human Services (HHS) in 2011 available at http://www.hhs.gov/asl/testify/2011/10/t20111012b.html.] 


Currently, both TRICARE and Medicare provide certain preventive services without a cost-share. Section 711 of the 2009 NDAA already authorizes TRICARE to cover colorectal screening, prostate cancer screening discussion and testing, annual physical examination, and vaccination/immunization, breast cancer screening, and cervical cancer screening without a cost share. Medicare provides a one-time preventive physical examination (wellness examination) that includes a general health checkup, cardiovascular screening, certain blood tests, and diabetes screening tests, as well as an array of cancer screenings.  Under the Medicare Modernization Act, beneficiaries are allowed to be screened every five years in keeping with the recommendations from the United States Preventive Services Task Force.  Medicare does not apply a copay or deductible for these services. These benefits are in accordance with guidelines from the United States Preventive Services Task Force and are in line with, and complement, administrative initiatives such as Healthy People 2020.  The proposed regulations are necessary to ensure CHAMPVA’s preventive services coverage cost share is similar with other federal agencies.

· Currently (FY2016), there are approximately 168,000 beneficiaries accessing medical benefits where CHAMPVA is the primary payer.  
· VA anticipates the beneficiary population to increase by 3.8 percent annually in FY2018, 3.7% in FY2019, 3.5% in FY2020, 3.3% in FY2021 and 3% in FY2022.  
· Of the estimated 168,000 beneficiaries in FY2016, 85 percent or 142,800 are estimated to be receiving treatment for existing disease or illness (i.e. diagnostic services).  As a result, most of the care the beneficiaries receive is considered disease focused rather than preventive in nature.  
· VA estimates that the remaining 15 percent or 25,200 CHAMPVA beneficiaries may access preventive services.
· The annual cost of preventive services per beneficiary is estimated to be $197.00[footnoteRef:6] in FY2016.  This amount includes a 3.9% inflationary increase for FY2017, a 3.7% increase for FY2018 and a 3.9% inflationary increase for FY2019 - FY2022.    [6:  The yearly cost estimate was derived from the national average CMAC rates for prostate cancer screening (G0103=$25.90); annual physical (99385=$132.12); and colorectal cancer screening (G0105= $38.53). Note: the colorectal cancer screening cost was divided by 10 since the most popular exam is a colonoscopy which is performed every 10 years. 
] 


· The total cost of implementing preventive health care services is estimated to be $5.7 million in FY2018 and $33.5 million over a five year period.  

Table 1 – Preventive Services
	FY
	Caseload as Primary Payer
	Beneficiaries to Access New Preventive Services (15%)
	Annual Cost of New Preventive Services per Beneficiary
	 Cost of New Preventive Services With Beneficiary Cost Share 

	2018
	181,359
	27,204
	$212
	$5,767,248

	2019
	188,069
	28,210
	$220
	$6,206,200

	2020
	194,651
	29,198
	$229
	$6,686,342

	2021
	201,074
	30,161
	$238
	$7,178,318

	2022
	207,106
	31,066
	$247
	$7,673,302

	5 Year Total
	 
	 
	 
	$33,511,410


*Numbers may not add up due to rounding.


Evidence provided by Medicare suggests that diagnosing and addressing a disease in its early stages brings better prognosis for treatment.  The course of many of these chronic diseases can be dramatically slowed with early detection. Early detection and treatment of diseases and illnesses will decrease overall treatment costs in diseases such as diabetes mellitus type II and chronic obstructive pulmonary disease (COPD), as well as a reduction in strokes and cardiovascular disease related to untreated hypertension (HTN).  In 2012, the CDC released a report, Use of Selected Clinical Preventive Services Among Adults, which showed treatment of HTN was associated with a 35-40 percent reduction in strokes, and 20-25 percent reduction in myocardial infarctions among adults.[footnoteRef:7] Strokes alone cost the United States over $36 billion annually in health care costs, and lost productivity.[footnoteRef:8] [7:  CDC, Use of Selected Clinical Preventive Services Among Adults 19, available at http://www.cdc.gov/mmwr/pdf/other/su6102.pdf]  [8:  See CDC, Stroke Frequently Asked Questions, available at http://www.cdc.gov/stroke/faqs.htm] 


Smoking Cessation Program

Cigarette smoking has become a national health crisis, and is the single most preventable cause of disease and death in the United States.[footnoteRef:9] The CDC has estimated there are 42.1 million adult smokers in the United States, or 18.1 percent.[footnoteRef:10]An estimated 438,000 people in the U.S. die from smoking, and 8.6 million individuals have a serious illness because of smoking. The CDC estimates the annual smoking-attributable economic costs for the years 2009-2012 were greater than $289 billion, with at least $133 billion in direct medical cost for adults.[footnoteRef:11] A target objective for the federal government, published through Healthy People 2020, is to reduce the number of adult smokers to 12 percent.[footnoteRef:12]   [9:  U.S. Department of Health and Human Services. The Health Consequences of Smoking—50 Years of Progress: A Report of the Surgeon General. Atlanta: U.S. Department of Health and Human Services, Centers for Disease Control and Prevention, National Center for Chronic Disease Prevention and Health Promotion, Office on Smoking and Health, 2014]  [10:  Centers for Disease Control and Prevention, Current Cigarette Smoking Among Adults- United States 2005, 2012,Morbidity and Mortality Weekly Report 2014 available at http://www.cdc.gov/tobacco/data_statistics/fact_sheets/adult_data/cig_smoking/index.htm]  [11:  CDC, Smoking & Tobacco Use, available at http://www.cdc.gov/tobacco/data_statistics/fact_sheets/economics/econ_facts/]  [12:  Healthy People 2020, Tobacco Use, available at https://www.healthypeople.gov/2020/topics-objectives/topic/tobacco-use/objectives.] 


VA and DoD released a report that recommended a comprehensive smoking cessation program that included access to counseling and pharmacotherapy.[footnoteRef:13]  The Department of Health and Human Services (HHS) also released evidence-based report, Treating Tobacco Use and Dependence: 2008 update, and continues to support first-line pharmacologic therapies (bupropion SR, as well as nicotine gum, patches, inhalers, and nasal sprays) and second-hand therapies (clonidine and nortriptyline) to treat tobacco dependence. Evidence based research has shown that a comprehensive smoking cessation program can achieve an abstinence rate between 25 and 30.3 percent.[footnoteRef:14] [13:  VA & DOD Clinical Practical Guideline for the Management of Tobacco Use (2008), available at http://www.healthquality.va.gov/guidelines/CD/mtu/]  [14:  Treating Tobacco Use and Dependence: 2008 Update, Tobacco Use and Dependence Guideline Panel, U.S. Department of Health and Human Services, May 2008 available at https://www.ncbi.nlm.nih.gov/books/NBK63952/] 


Despite these statistics and recommendations, current CHAMPVA regulations exclude smoking cessation supplies and services.[footnoteRef:15] The proposed regulations would authorize CHAMPVA to cover smoking cessation counseling including coverage of pharmaceuticals at no cost to the beneficiary when CHAMPVA is the primary payer. Effective smoking cessation services, like the ones in the proposed regulations, advance the federal government’s goals in reducing the number of adult smokers to 12 percent.[footnoteRef:16] [15:  See 38 CFR 17.272(a)]  [16:  See footnote 12.] 


HHS studies have shown that 70 percent of adult smokers would like to quit.[footnoteRef:17] However, a CDC report found only 52 percent of adult smokers make an attempt to quit smoking each year.[footnoteRef:18]  [17:  CDC, Quitting Smoking Among Adults- United States, 2001-2010, available at http://www.cdc.gov/tobacco/data_statistics/mmwrs/byyear/2011/mm6044a2/intro.htm ]  [18:  Centers for Disease Control and Prevention, Quitting Smoking Among Adults- United States, 2001-2010, available at http://www.cdc.gov/tobacco/data_statistics/mmwrs/byyear/2011/mm6044a2/intro.htm.] 

· Currently (FY2016), there are approximately 168,000 beneficiaries accessing medical benefits where CHAMPVA is the primary payer. 
· VA anticipates the beneficiary population to increase by 3.8 percent annually in FY2018, 3.7% in FY2019, 3.5% in FY2020, 3.3% in FY2021 and 3% in FY2022.Of the 168,000 beneficiaries in FY2016, CHAMPVA estimates approximately 30,240 or 18 percent are smokers and 52 percent of smokers would take advantage of the smoking cessation programs.[footnoteRef:19] [19:  Centers for Disease Control and Prevention, Quitting Smoking Among Adults- United States, 2001-2010, available at http://www.cdc.gov/tobacco/data_statistics/mmwrs/byyear/2011/mm6044a2/intro.htm.] 

· VA projects that the number of beneficiaries that will attempt to quit smoking will continue to remain at 52 percent annually. 
· The annual cost of the smoking cessation program per beneficiary is estimated to be $615.00[footnoteRef:20] in FY2016. This amount includes a 3.4% inflationary increase for FY2016, a 3.9% inflationary increase for FY2017, a 3.7% increase for FY2018 and a 3.9% inflationary increase for FY2019 - FY2022. [20:  Report: The Business Case for Coverage of Tobacco Cessation 2012 Update, Leif Associates, Inc, available at http://www.ctri.wisc.edu/documents/Actuarial.Analysis.pdf] 

· The total cost of the smoking cessation program is estimated to be $11.2 million in FY2018 and $65.4 million over a five year period.

Table 2 – Smoking Cessation
	FY
	Estimated Number of CHAMPVA Smokers
	Estimated Number of Beneficiaries to Access Smoking Cessation Program
	Cost of Smoking Cessation Program
	Total Cost of Smoking Cessation Program

	2018
	32,645
	16,975
	$663
	$11,254,425

	2019
	33,853
	17,604
	$689
	$12,129,156

	2020
	35,038
	18,220
	$716
	$13,045,520

	2021
	36,194
	18,821
	$744
	$14,002,824

	2022
	37,280
	19,386
	$773
	$14,985,378

	5 Year Total
	 
	 
	 
	$65,417,303


*Numbers may not add up due to rounding.


Outpatient Prospective Payment System (OPPS) Reimbursement Methodology

Medicare adopted the Outpatient Prospective Payment System (OPPS) reimbursement method on August 1, 2000 due to the Federal Balanced Budget Act of 1997, which mandated Medicare create an outpatient prospective payment system for hospital outpatient services which would be comparable to the inpatient prospective payment system it was currently utilizing.  To accomplish this, Ambulatory Payment Classifications (APCs) were created to reimburse for similar groupings for outpatient facility services. 

TRICARE adopted the OPPS reimbursement method utilizing Medicare’s model to the fullest extent practicable.  However, additional APCs and status indicators (SIs) were necessary due to beneficiary population differences.   The status indicators tell the contractor/provider which codes may be reimbursed under OPPS and describe different variances of payments under OPPS.

The rulemaking will add the OPPS reimbursement methodology as a new reimbursement method for facility charges provided in a hospital subject to Medicare OPPS.  CHAMPVA is utilizing TRICARE’s OPPS reimbursement methodology due to the similarities in TRICARE’s beneficiary population and CHAMPVA’s beneficiary population.  For example, TRICARE OPPS reimburses for maternity observation charges, where Medicare does not; as well as allow for pediatric reimbursements which Medicare’s OPPS methodology does not include.  Because many CHAMPVA beneficiaries are within child bearing ages, CHAMPVA would need to have these reimbursement options.  The reimbursement method will be aligned with TRICARE’s current guidelines, including the use of its APCs and SIs as indicated in 32 CFR 199.14.  

Currently, CHAMPVA reimburses hospital facility claims using TRICARE’s previous method of paying the CHAMPUS/CHAMPVA Maximum Allowable Charge (CMAC) for certain services then reimbursing the full billed amount for other facility service charges within the bill.  For example, if the beneficiary presented to the emergency room for a broken ankle, the emergency room facility charges are paid at the billed rate and services like radiology and laboratories are reimbursed at the CMAC rate.  

TRICARE implemented OPPS with a five year transitional phase that CHAMPVA would be unable to replicate.  This is because the beneficiary population utilizing CHAMPVA health benefits without other health insurance is currently estimated to be around 168,000, which is a population substantially less than other programs currently reimbursing with the OPPS methodology.  In contrast, 2013 data for Medicare shows 52,255,162 enrolled in hospital or supplementary insurance. 2012 data for Medicare shows 47,047,913 beneficiaries with Medicare Part A & B in the U.S. and other areas.[footnoteRef:21] TRICARE currently serves approximately seven million beneficiaries with their TRICARE Prime Plan and TRICARE Standard and Extra plans, which are used as a means of primary health insurance. [footnoteRef:22]Implementing the OPPS without a transition phase will not have a significantly negative financial impact on providers servicing our beneficiary population.  Furthermore, as Medicare and TRICARE already reimburse with the OPPS reimbursement methodology, the providers are already accustomed to receiving these allowed amounts.  Therefore, CHAMPVA will not use a transition phase with moving to the OPPS reimbursement method. [21:  http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/MedicareEnrpts/index.html]  [22:  http://www.health.mil/I-Am-A/Media/Media-Center/Patient-Population-Statistics/Patients-by-TRICARE-Plan] 


According to 73 FR 74945, TRICARE estimated a total impact cost avoidance of 33 percent by implementing OPPS without a transition period.  As CHAMPVA will not be making transition payments and is currently reimbursing hospital outpatient claims the same as TRICARE was at the time of OPPS implementation, we are making the assumption that CHAMPVA can expect the same 33 percent cost avoidance.  To further back this assumption, CHAMPVA may have a much smaller beneficiary population, but the reimbursement claims for both TRICARE and CHAMVPA are very similar.  CHAMPVA will be more aligned with both Medicare and TRICARE and will have fewer inconsistencies with CHAMPVA payments.  Services reimbursed with the OPPS payment methodology include surgery, observation, emergency room and clinic visits, radiology and pathology, and other various medical non visits, supply and facility “dump codes.”  Some services billed with hospital facility charges may still be paid using different payment methodologies, for example durable medical equipment and those codes which do not have a status indicator grouping them into an APC.  Based on these assumptions, VA also estimates a costs savings similar to TRICARE.  

· Currently (FY2016), there are approximately 168,000 beneficiaries accessing medical benefits where CHAMPVA is the primary payer.
· VA anticipates the beneficiary population to increase by 3.8 percent annually in FY2018, 3.7% in FY2019, 3.5% in FY2020, 3.3% in FY2021 and 3% in FY2022.
· CHAMPVA paid a total of $291,568,878 for facility charges from August 2013 through August 2014, which would be subject to the outpatient prospective payment system.  At that rate, the cost per beneficiary per year for claims reimbursed through OPPS would be $1,933 in FY2016. This amount includes a 3.4% inflationary increase for FY2016, a 3.9% inflationary increase for FY2017, a 3.7% increase for FY2018 and a 3.9% inflationary increase for FY2019 - FY2022.  When implementing the OPPS payment methodology, CHAMPVA will use full time employees currently employed in the center.  Thus, there will not be an additional expenditure for added contractors or employees to create the reimbursement infrastructure in our artificial intelligence system.  The efforts of these employees does have an opportunity cost associated with their time, but at this time is unquantifiable. 
· Assuming CHAMPVA experiences a similar 33% cost avoidance predicted by TRICARE when implementing OPPS without a transition period, the total cost savings is estimated to be $124.6 million in FY2018 and $724 million over a five year period. The cost avoidance of 33% determined by TRICARE is the total impact of the percentage for both cost avoidance and additional new costs. 

Table 3 – Outpatient Prospective Payment System
	FY
	Estimated number of Beneficiaries
	Cost per Beneficiary per year
	Total Cost of Hospital Facility Claims Subject to OPPS
	Total Cost Savings Implementing OPPS (33%)

	2018
	181,359
	$2,082
	$377,589,438
	$124,604,515

	2019
	188,069
	$2,163
	$406,793,247
	$134,241,772

	2020
	194,651
	$2,247
	$437,380,797
	$144,335,663

	2021
	201,074
	$2,335
	$469,507,790
	$154,937,571

	2022
	207,106
	$2,426
	$502,439,156
	$165,804,921

	5 Year Total
	 
	 
	$2,193,710,428
	$723,924,442


*Numbers may not add up due to rounding.
Home Health Prospective Payment System (HH PPS)

Currently, CHAMPVA reimburses intermittent and part time home health aide and skilled nursing services at the CHAMPVA Maximum Allowable Charge (CMAC) rate per service.  The Home Health Prospective Payment System (HH PPS) will replace the CMAC rate thus aligning our reimbursement methodologies with the standard industry reimbursement and our governing authority which states CHAMPVA shall be administered “subject to the same or similar limitations” as TRICARE. [38 U.S.C. 1781(b)]

The Balanced Budget Act of 1997 (BBA) called for the development and implementation of a prospective payment system for Medicare home health services.  Effective October 1, 2000, Medicare implemented the HH PPS.  Under the prospective payment system, Medicare pays Home Health Agencies (HHAs) a predetermined base payment which is adjusted for the health condition, care needs of the beneficiary and differences in geographic wages.  This is referred to as the case-mix adjustment.  The HH PPS will provide payment for a 60 day episode of care.  If a beneficiary is still eligible after the first 60 day episode of care, a second episode may begin. 

The case-mix adjustment payment amounts are determined by utilizing the Outcome and Assessment Information Set (OASIS) instrument to determine the patient’s condition.  This is completed by the HHA from an initial assessment of the patient. OASIS items describing the patient’s condition as well as the expected therapy needs (which include physical, speech, or occupational therapy) that are used to determine the case-mix adjustment to the standard payment rate.  There are eight case-mix groups, or Home Health Resource Groups (HHRG), to classify patients.   

The rulemaking states CHAMPVA will adopt the HH PPS currently used by Medicare and TRICARE.  CHAMPVA will pay 60 percent of the determined allowed amount at the start of the initial 60 day episode of care to the HHA based on the submitted HHRG.  At the end of the 60 day period, the remaining 40 percent will be paid.  There are also factors which will determine if a different payment amount from the initial rate determined for the episode of care should be used.  The HHA may be eligible for a cost outlier due to unusually large costs incurred, and there is a low-utilization adjustment for beneficiaries whose episodes consist of four or fewer visits.  These episodes will be paid by using the standardized, service-specific per-visit amount multiplied by the number of visits actually provided during the episode.  The HH PPS will also take into account adjustments for beneficiaries who elect to transfer to another HHA during the 60 day episode of care. 

When TRICARE implemented the HH PPS, they estimated a 20 percent reduction in home health payments. [70 FR 61368]  Due to changes required in the Affordable Care Act to HH PPS rebasing, wage indexes and case mixes, Medicare determined a decrease of approximately 0.3 percent for 2014-2015 payments. [79 FR 66031]  However, we feel because Medicare has a much larger beneficiary population utilizing the HH PPS benefit, CHAMPVA would be minimally affected by the changes.  CHAMPVA also assumes it would experience a 20 percent reduction in home health payments as well, which would be a costs savings to VA.  These assumptions are based on the fact that CHAMPVA’s beneficiary population is most similar to TRICARE.  Also, per the rationale stated above regarding a transition phase, CHAMVPA will not implement the HH PPS over a transitional phase.  

Again, we believe this non transitional phase will have a nominal financial impact on the providers providing services to our beneficiary population, as they do not depend on CHAMPVA reimbursements as a significant source of income. 

· Currently (FY2016), there are approximately 168,000 beneficiaries accessing medical benefits where CHAMPVA is the primary payer, and approximately 994 beneficiaries utilizing the home health benefit. 
· VA anticipates the beneficiary population to increase by 3.8 percent annually in FY2018, 3.7% in FY2019, 3.5% in FY2020, 3.3% in FY2021 and 3% in FY2022.
· CHAMPVA paid a total of $3,966,789.15 on home health claims for FY14.  At that rate and based on the annual increase above, the cost per beneficiary per year would be $4615.00 in FY2016. This amount includes a 3.4% inflationary increase for FY2016, a 3.9% inflationary increase for FY2017, a 3.7% increase for FY2018 and a 3.9% inflationary increase for FY2019 -2022.  Assuming CHAMPVA experiences a similar 20% reduction in home health payments, the total cost savings is estimated to be $1.06 million in FY2018 and $6.2 million over a five year period.   


Table 4 – Home Health Prospective Payment System
	FY
	Estimated Number of Beneficiaries
	Cost per Beneficiary per year
	Cost of Home Health Payments/Beneficiary Claims
	Total Cost Savings Implementing HH PPS (20%)

	2018
	1,073
	$4,972.00
	$5,334,956
	$1,066,991

	2019
	1,113
	$5,166.00
	$5,749,758
	$1,149,952

	2020
	1,152
	$5,367.00
	$6,182,784
	$1,236,557

	2021
	1,190
	$5,576.00
	$6,635,440
	$1,327,088

	2022
	1,226
	$5,793.00
	$7,102,218
	$1,420,444

	5 Year Total
	 
	 
	$31,005,156
	$6,201,032


*Numbers may not add up due to rounding.

Sole Community Hospitals (SCHs) Reimbursement Methodology
CHAMPVA’s rulemaking would add the Sole Community Hospitals (SCHs) reimbursement methodology as a new reimbursement method. This reimbursement method will only affect payments made to SCHs, which are currently reimbursed at 100 percent of the billed amount minus any non-covered services.  
Medicare pays for most hospital care under Medicare’s prospective payment system (PPS); however, certain types of short-term general hospitals are reimbursed differently than the majority of institutions.  When the Health Care Financing Administration (HCFA) established the routine cost-per-diem limitation under Section 223 of the 1972 Social Security Amendments, all SCHs- both urban and rural- were exempt from this per diem limitation. (Health Care Financing Review/Winter 1987/Volume 9, Number 2) Therefore, Medicare pays SCHs the higher of the general inpatient prospective payment system based on Diagnosis-Related Groups (DRGs) or the Federal rate applicable to the hospital (Medicare Cost-to-Charge ratio, based on hospitals reported costs). Providers generally have a Medicare CCR in the range of 30 to 50 percent.  Per the Consolidated Omnibus Budget Reconciliation Act of 1985 [Public Law 99-272], SCHs are to be reimbursed indefinitely using the hospital-specific, Federal-regional weighting method. 
TRICARE has adopted the Medicare CCR reimbursement methodology for SCHs and has implemented it as of January 1, 2014, in accordance with statutory provision Title 10, United States Code (USC), Section 1079(j)(2), which states ”the amount to be paid to hospitals, Skilled Nursing Facilities (SNFs), and other institutional providers under TRICARE, shall be determined to the extent practicable in accordance with the same reimbursement rules as apply to payments to providers of services of the same type under Medicare.” 
TRICARE pays for most inpatient hospital care under a DRG-based prospective payment system similar to Medicare’s and also exempts SCHs from that system.  Prior to January 1, 2014, TRICARE reimbursed SCHs at 100 percent of the allowable charge (which is either the billed charges or in the case of network hospitals, a voluntary discounted charge).  For admissions on or after January 1, 2014, for inpatient services provided by SCHs, TRICARE will reimburse using its primary methodology referred to as a Cost-To-Charge Ratio (CCR) methodology.  That is, claims will be reimbursed by multiplying the SCH’s specific Medicare overall inpatient CCR obtained from the CMS Inpatient Provider Specific File (PSF) by the hospital’s billed charges.  Claims will also be priced using the secondary methodology, the Diagnosis Related Group (DRG)-based payment methodology, for accumulation and subsequent comparison to the primary methodology amount at the year-end.  At the year-end, the TRICARE contractor shall compare the aggregate allowed amount under the primary (CCR) and secondary (DRG) methodology.  In the event that the DRG allowed amount is the greater of the two calculations, the contractor shall reimburse the hospital the difference between the aggregate allowed amount under the primary (CCR) methodology and what would have been allowed under the secondary methodology (DRG).  This comparison is applied at the end of the TRICARE SCH year, based on a 12-month period after the effective date of implementation. TRICARE’s first SCH year is January 1, 2014 to December 31, 2014. 
TRICARE created a multi-year transition period to buffer the impact from any potential decrease in revenue that hospitals may experience during the implementation of a revised SCH inpatient payment system. This transition period provides SCHs with sufficient time to adjust and budget for potential revenue reductions. The transition is as follows:
· TRICARE measured the ratio of allowed charges to billed charges during Fiscal Year 2012 (FY12) (the base year) for inpatient hospitalizations where TRICARE was the primary payer and a ratio of allowed to billed charges was established for each SCH during FY2012.  This ratio was used in calculating the modified CCR during the transition period.  In the first year of the transition, the allowed amount for each claim under the modified CCR methodology was equal to the billed charge multiplied by the modified CCR. The modified CCR is determined separately for each SCH.  For network hospitals, the modified CCR is equal to the base year ratio of the allowed to billed amount, minus10 percent.  Each year thereafter, the modified CCR will decline by 10 percent until it reaches the SCH’s Medicare CCR. The SCH’s specific Medicare CCR is equal to the sum of the SCH’s operating and capital CCR taken from the most recently available CMS Inpatient PSF.  For non-network SCHs, the base year rate will decline by 15 percent each year until the SCH reaches its specific Medicare CCR as taken from the most recently available CMS Inpatient PSF.

Currently, CHAMPVA also exempts SCHs from the Diagnosis Related Group (DRG)-Based Payment methodology, and payment is equal to billed charges.  This new reimbursement method would be used for inpatient services that are provided by SCHs, and the ultimate payment method would be the higher allowed amount of the two payment methods: Medicare’s CCR methodology or the DRG-Based payment methodology.
Establishing a CHAMPVA SCH inpatient reimbursement method exactly matching that of Medicare and TRICARE is not practicable, due to the beneficiary case mix and Medicare average cost per discharge not directly applicable to CHAMPVA purposes. CHAMPVA would also gradually transition from base year of reimbursing 100 percent of billed charges to paying the percentage equal to the Medicare CCR similar to TRICARE transition. CHAMPVA would adopt the 15 percent transition rate that TRICARE applies to non-network providers, due to CHAMPVA not having networks, until the payment percentage is equal to the Medicare/TRICARE CCR rate. CHAMPVA would also change the payment calculation so the claim will be priced under both the DRG-based payment method and the CCR methodologies and allow the higher of the two payment methods.
For example, in FY2018 CHAMPVA would reduce payments for billed charges from 100 percent to 85 percent (modified CCR) multiplied by billed charges. In FY2019, CHAMPVA would reduce their payment for billed charges from 85 percent to 70 percent and from 70 percent to 55 percent in FY2020.  This transitional reduction is intended to reach each provider’s specific Medicare CCR.  Providers generally have a Medicare CCR in the range of 30 to 50 percent.  In FY2020, CHAMPVA will have reached a provider’s CCR if the provider is at a 50 percent CCR.  Because most providers have a CCR of 30 to 50 percent, VA will continue using the 50 percent reduction to adequately reflect an expected cost savings.  
Paying SCHs under a method similar to TRICARE and Medicare is prudent and practicable with statute. This payment method will be aligned with TRICARE’s current guidelines for facility charges provided in a hospital that is designated by the Centers for Medicare and Medicaid Services (CMS) as an SCH and meets the applicable requirements established by 32 CFR 199.6(b)(xvii). 
· VA anticipates the beneficiary population to increase by 3.8 percent annually in FY2018, 3.7% in FY2019, 3.5% in FY2020, 3.3% in FY2021 and 3% in FY2022. 
·  In FY2014, CHAMPVA paid a total of $12,740,929 for SCH claims with a total of 643 claims.  At that rate, and based on the annual increase listed above, the average cost of a claim per beneficiary would be $20,818 and the number of CHAMPVA claims for SCH would be 709 in FY2016.  These amounts include a 3.4% inflationary increase for FY2016, a 3.9% inflationary increase for FY2017, a 3.7% increase for FY2018 and a 3.9% inflationary increase for FY2019 - FY2022.
· In FY2018 through FY2020, CHAMPVA will apply an annual 15 percent reduction to payments for billed charges, which resulted in a cost savings to VA.  In FY2021 and FY2022, CHAMPVA applied an annual 50 percent reduction to payments for billed charges, which also resulted in a cost savings to VA. [footnoteRef:23] [23:  Example: CHAMPVA would go from currently allowing 100% of billed charges for SCH, to a 5 year transition period. In FY2018 through FY2020, CHAMPVA would reduce the CHAMPVA allowable by 15% for FY18 through FY20. (FY18- will be reduced to 85% of billed charges; FY19- will be reduced to 70% of billed charges; FY20- will be reduced to 55% of billed charges.  In FY21 and FY22 CHAMPVA used an average of 50% of billed charges, due to providers generally have a Medicare CCR in the range of 30 to 50 percent).] 

· By adding the Sole Community Hospitals (SCHs) reimbursement methodology as a new reimbursement method to CHAMPVA and implementing a phased in reduction to the payments for billed charges, VA would experience a cost savings of $2.5 million in FY2018 and $39.1 million over a five year period.   
Table 5 – Sole Community Hospital
	Fiscal Year
	Total Claims
	Average Cost of Claim per Beneficiary
	Cost of Sole Community Hospital Claims
	Total Cost Savings by Implementing SCH Reimbursement Methodology

	2018
	765
	$22,430
	$17,158,950
	$2,573,843

	2019
	793
	$23,305
	$18,480,865
	$5,544,260

	2020
	821
	$24,214
	$19,879,694
	$8,945,862

	2021
	848
	$25,158
	$21,333,984
	$10,666,992

	2022
	873
	$26,139
	$22,819,347
	$11,409,674

	5 Year Total
	 
	 
	$99,672,840
	$39,140,631


*Numbers may not add up due to rounding.

Summary of Estimated Program Costs/Savings

The total costs associated with this rulemaking are estimated to be $17,021,673 in FY2018 and $98,928,713 over a five year period (FY2018-FY2022).  VA will also experience a costs savings of $128,245,349 in FY2018 and $769,266,105 over a five year period (FY2018-FY2022).  As a result of both costs and savings to VA, VA will actually experience a total net savings of $111,223,676 in FY2018 and $670,337,392 over a five year period.  Any updates to CHAMPVA’s artificial intelligence system will be completed by current CHAMPVA employees and resources.  There are no other ancillary costs associated with this rulemaking.

Table 6 – Total Costs to VA
	Fiscal Year
	Preventive Services
	Smoking Cessation
	Total Costs to VA

	2018
	$5,767,248
	$11,254,425
	$17,021,673

	2019
	$6,206,200
	$12,129,156
	$18,335,356

	2020
	$6,686,342
	$13,045,520
	$19,731,862

	2021
	$7,178,318
	$14,002,824
	$21,181,142

	2022
	$7,673,302
	$14,985,378
	$22,658,680

	5 Year Total
	$33,511,410
	$65,417,303
	$98,928,713











Table 7 – Total Cost Avoidance to VA
	Fiscal Year
	Outpatient Prospective Payment System (OPPS) Reimbursement Methodology
	Home Health Prospective Payment System (HH PPS) 
	Sole Community Hospitals (SCHs) Reimbursement Methodology
	Total Savings to VA 

	2018
	$124,604,515
	$1,066,991
	$2,573,843
	$128,245,349

	2019
	$134,241,772
	$1,149,952
	$5,544,260
	$140,935,984

	2020
	$144,335,663
	$1,236,557
	$8,945,862
	$154,518,082

	2021
	$154,937,571
	$1,327,088
	$10,666,992
	$166,931,651

	2022
	$165,804,921
	$1,420,444
	$11,409,674
	$178,635,039

	5 Year Total
	$723,924,442
	$6,201,032
	$39,140,631
	$769,266,105


*Numbers may not add up due to rounding.


Table 8 – Total Net Cost Avoidance to VA
	Fiscal Year
	Total Costs to VA
	Total Savings to VA 
	Total Net Savings to VA 

	2018
	$17,021,673
	$128,245,349
	$111,223,676

	2019
	$18,335,356
	$140,935,984
	$122,600,628

	2020
	$19,731,862
	$154,518,082
	$134,786,220

	2021
	$21,181,142
	$166,931,651
	$145,750,509

	2022
	$22,658,680
	$178,635,039
	$155,976,359

	5 Year Total
	$98,928,713
	$769,266,105
	$670,337,392


*Numbers may not add up due to rounding.
















Accounting Statement and Table: As required by OMB Circular A–4, in the table below, VA has prepared an accounting statement showing the classification of constant real dollar transfers associated with the provisions of this rulemaking.  . 
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Identification of Duplicative, Overlapping, or Conflicting Federal Rules: There are no duplicative, overlapping, or conflicting Federal rules identified with this regulatory action.


Submitted by:
Kevin Jobes
Deputy Chief, Policy Management Department
Chief Business Office Purchased Care/10NB3
Veterans Health Administration, Department of Veterans Affairs	
Denver, CO
November 29, 2017
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Category

3% 7% 3% 7%

Low             

Est.

na na na na na $0 $0 $0 $0

Primary 

Est.

-$111,223,676-$118,005,579-$124,899,393-$129,971,103-$133,865,167-$564,467,276-$503,571,459-$119,664,087-$114,781,676

High 

Est.

na na na na na $0 $0 $0 $0

From/To: 

& Period 

Covered:

From: To:

Period 

Covered:

FY2018 - 

FY2022

Notes: 

Category

3% 7% 3% 7%

Low             

Est.

na na na na na na na na na

Primary 

Est.

na na na na na $0 $0 $0 $0

High 

Est.

na na na na na na na na na

From/To: 

& Period 

Covered:

From: To:

Period 

Covered:

FY2018 - 

FY2022

Notes: 

Federal Government Eligible Veterans

The transfer costs for providing CHAMPVA's preventive services and smoking cessation programs will be offset by the transfer savings as a result 

of changes to CHAMPVA's reimbursement methodologies.  The transfers associated with this rulemaking yields a net transfer savings to VA. 

Federal Government Eligible Veterans

Year Dollars FY2018 FY2019 FY2022 FY2021

Five Year Projection in Real Dollars (Annualized 3% & 7% Values)                                                                                                                                                                                                     

(Inflation rates are not applied in this table) 

Present Value Annualized

Federal 

Annualized 

Monetized

Transfers ($000)

There are no costs associated with this rulemaking. 

Federal 

Annualized 

Monetized

Year Dollars FY2018 FY2019 FY2020 FY2021

FY2020

Present Value Annualized

FY2022

Costs
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