Global Budgeting for Rural Hospitals Q&A

Critical Access Hospitals. As compared with rural hospitals participating in global budgeting in
Maryland and Pennsylvania, rural hospitals in other states are much smaller and much more
remote.

Question: Is global budgeting a viable approach for critical access hospitals which are located in
very rural areas and may have few admissions already?

Answer: Yes. There is one very small hospital, located in Crisfield, Maryland, that receives a
global budget. This budget needs to be sufficient for the needs of the hospital. Even in a small
hospital setting, there are opportunities for disease prevention. The hospital in Crisfield recently
expanded its behavioral health center, for example. A global budgeting system should generally
not anticipate significant reductions in inpatient use in such hospitals, since the utilization is so
low to begin with. If there are significant variations in costs, states may consider a shared pool
to cover the costs of unanticipated utilization across multiple small hospitals.

Managing a global budget system. There are a number of design and implementation
characteristics of global budgeting approaches.

Question: Who sets global payment amounts paid to hospitals, what criteria are used to raise or
lower them, and how are disputes resolved?

Answer: Each global budgeting program needs a trusted manager, which can be a state
agency, a public-private partnership, or, in theory, a federal agency. In Pennsylvania, the Model
is currently administered by the Department of Health. The Commonwealth is advancing
legislation to create a Rural Health Redesign Center that also functions as an independent
agency. In Maryland, this agency is the Health Services Cost Review Commission, which has 7
independent members appointed by the Governor and confirmed by the State Senate. These
managing agencies set the criteria for raising or lowering budgets over time and also work to
resolve disputes.

Question: How do you set a budget and savings targets:
e |[f hospital is in the “red”
e |[f hospital is already the most cost-effective provider (or already below national average)
e If hospital has very few admissions now

Answer: If the hospital is now in the red, a global budget will need to be set at a level where it is
possible to succeed economically. A quid pro quo for payers to participate may be a
transformation plan that preserves key services but also moves resources to emphasize
prevention. If a hospital is cost effective or has relatively few admissions now, the budget should
be set at close to the current revenue level.

Savings requirements for the system as a whole (as opposed to hospital by hospital) are
established in negotiations with the federal government. The legislative requirement for an
Innovation Center model requires health improvement at current or lower expenditures in the
Medicare program.



Information systems. Developing and ensuring the success of global budget systems requires
an appropriate information technology infrastructure.

Question: What type of information systems do hospitals and states need to make the transition
to global budgets and what support can be provided to rural hospitals?

Answer: An important role for information systems is to provide insight on key trends in health
care expenditures, including total cost of care. Such data allows for better understanding of the
drivers of spending and the potential advantage of switching to global budgets.

In addition, participating hospitals can benefit from technical assistance on transformation
activities, support for a shift to population health management, and health information
technology. In Maryland, rural hospitals joined together and hired a local consulting firm to help
them review their data and develop shared initiatives on population health.

Maryland also has a robust health information exchange, which can provide regular report to
hospitals about admissions and readmissions, as well as alerts to primary care clinicians about
patients receiving acute care. Pennsylvania received additional start-up funds from the federal
government to establish the Rural Health Redesign Center, including resources to provide
technical assistance to hospitals.

Mitigating unintended consequences. During the transition to global budgeting, there may be
concern about reducing or elimination of services or shifting patients to other facilities to meet
savings targets.

Question: How well can global budgeting programs address the risks of unintended
consequences, such as elimination of services or closing inpatient units to reduce costs?

Answer: All payment system have a potential for unintended consequences. For global
budgeting systems, there is a risk that hospitals will attempt to increase their margins by
changing the provision of services in ways that do not benefit patients. Maryland uses several
strategies to mitigate this concern. One is to investigate concerns about inappropriate behavior
under the global budget, from other hospitals, payers, and the public. A second is to adjust
budgets mid-year in response to abrupt and unplanned changes in service provision. A third is
to track market share and shift funds over time to hospitals attracting more appropriate market
share by virtue of superior service and high quality. It is also possible to embed certain controls
in the underlying methodology, such as by requiring and monitoring hospital transformation and
outreach plans as a condition of receiving a global budget.

Question: Could global budgeting create disincentives for communities that depend on the
positive economic impact of hospitals?

Answer: No. The rash of closures and the precarious finances of many remaining hospitals pose
a real economic threat in rural America. Global budgeting is one way to answer this threat, by
stabilizing hospital balance sheets and keeping healthcare revenue in the community.



Moreover, a greater alignment of a hospital’s financial interests with long-term community health
can create incentives for the hospital to invest its own resources in local businesses and
enterprises aiming to boost long-term economic vitality (and health) of an area.

Other partners. Global budgeting is a pathway not only for hospital sustainability, but for health
improvement in a community.

Question: How can other health (eg, FQHCs and primary care doctors) and non-health partners
(eg, public health agencies, housing authorities) be engaged in global budgeting to help
hospitals succeed?

Answer: Engagement of partners can happen both at the regional or state level and at the
hospital level.

At the system level, special incentives and programs can be created to coordinate care or align
efforts focused on social determinants of health. For example, Maryland sets aside funding for
regional partnerships, which involve multiple hospitals and their collaborators, and which target
specific populations or determinants of health.

At the hospital level, global budgets provide an incentive to expand partnerships that have the
effect of reducing preventable utilization. For example, in Maryland, hospitals partner with
primary care physicians, behavioral health providers, schools, community advocacy
organizations, and others around specific initiatives.

Building consensus. Multi-payer global budget models require bringing payers together at the
table.

Question: How can states make a compelling argument to payers to participate in a global
budgeting model, and what level of participation is needed in order for the model to succeed?

Answer: States interested in global budgeting should start with a vision for rural health that
includes stable hospitals focused on the health needs of their communities. This vision can
bring along those worried about a rural hospital failure, as well as those focused on unmet
health needs in rural areas.

Multi-payer participation is critical to the success of a global budgeting model. That's because
transformation is most possible with an aligned set of incentives. In general, about 80% of
hospital revenue should be included in a global budget model.



CMS perspective on global budgeting. CMS partners with states to align payment and
delivery system reforms across payers, including Medicare.

Question: What are CMS’s expectations for savings from global budgeting? If enough states are
interested, might CMS consider developing a “model roadmap” for global budgeting, and can
the federal government help in other ways?

Answer: One purpose of the policy academy was for CMS to gauge the interest of states in
global budgeting. If enough states are interested, CMS might decide to create a model roadmap
to simplify the process of getting to global budgets for rural hospitals. States should direct these
questions to CMS.
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