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Delaware Compensation Rating Bureau, Inc. DBRB

VIA EMAIL AND FIRST CLASS MAIL
June 19, 2015

The Honorable John McMahon
Secretary

Delaware Department of Labor
4425 N. Market Street
Wilmington, DE 19802

Re: January 31, 2015 Medical Fee Schedules — Hospital Outpatient Services

Dear Secretary McMahon:

This letter follows our earlier correspondence (June 8, 2015) pertaining to
Ambulatory Surgery Centers.

The Delaware Compensation Rating Bureau, Inc. (DCRB) has undertaken a
review of the January 31, 2015 medical fee schedules in Delaware. The purpose
of that review was to evaluate compliance of those fee schedules with provisions
of House Bill No. 373 of 2014 (HB373), which required a 20 percent overall
reduction from 2014 medical expenditures by the year beginning January 31,
2015.

Ultimately, our evaluations of the January 31, 2015 medical fee schedules will
have direct implications for the DCRB’s December 1, 2015 residual market rate
and voluntary market loss cost filing, and should also be important for the
Workers Compensation Oversight Panel's (WCOP’s) work in developing the
January 31, 2016 and January 31, 2017 medical fee schedules, which are
subject to specific additional savings requirements under HB373.

Although the DCRB has expended substantial time and effort in accomplishing
the analysis summarized in this letter and documented in the accompanying
attachments, we invite the WCOP to review these materials, to ask guestions
about our approach or results, and/or to suggest modifications to our calculations
and/or the interpretation of our results. Given the extraordinary impact that
anticipated savings from HB373 had on the DCRB’s December 1, 2014 residual
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market rate and voluntary market loss cost filing, the DCRB believes that it is
imperative that the DCRB and WCOP share as common an impression as
possible regarding the effects of the January 31, 2015 medical fee schedules on
medical expenditures for workers compensation claims in Delaware.

This letter and its accompanying materials pertain to our review of the portion of
the January 31, 2015 medical fee schedules applicable to Hospital Outpatient
Services. We will soon be providing additional correspondence that will present
our analyses of the January 31, 2015 medical fee schedules with respect to
hospital inpatient services and professional services. We look forward to a
cooperative and constructive dialogue about this work, and the series of
additional analyses that we will be providing to the WCOP in the near future.

SUMMARY OF FINDINGS

Materials that the WCOP provided to the DCRB indicate that the WCOP’s
intended reduction in Hospital Outpatient 2013 POC estimated payments
(calculated as January 31, 2013 Percentage of Charge Multiplied by the Charge
Values reported by Hospitals) to be embodied in the January 31, 2015 medical
fee schedule was 27 percent.

Our review included consideration of data provided to the DCRB by the WCOP
as well as data that the DCRB collected under the auspices of our Medical Data
Call initiative. Our approach used estimates of 2014 charges and 2015 charges
for Hospital Outpatient services based on available 2013 data. Since no Hospital
Outpatient fee schedule existed prior to 2015, for the DCRB data, we applied the
percent of charge applicable to hospitals effective January 31, 2014 (which was
75.63%) to the estimated 2014 charges to calculate estimated 2014 payments,
which we limited to the charged amounts. The level of detail at which we were
able to perform those calculations, in particular the limitation to charged amounts,
was different for data provided to us by the WCOP (which was summary data by
procedure code) compared to the DCRB’s own Medical Data Call information (for
which we have individual medical bill line items). The projected payments
derived from estimated 2014 charges and the 2014 fee schedule were used as
the baselines from which the effects of the 2015 fee schedule were measured.

We then repeated the process described above using estimated 2015 charges
and the 2015 Delaware fee schedule. The projected 2015 payments thus
derived were compared to the 2014 baselines to estimate the effects of the 2015
fee schedule.

Our estimates do not reflect the distribution of individual charges for each
procedure code within the summarized WCOP data, and they do not capture the
unknown effects of provider contracts or other similar arrangements (which
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prevail, in lieu of the fee schedule, as a means of determining reimbursements)
for either data set used in our analysis. Accordingly, we refer to our projected
payments as “fee-adjusted charges”.

Across all Hospital Outpatient procedures, our review estimated reductions
in fee-adjusted charges from 2014 levels as a result of the January 31, 2015
medical fee schedule changes ranging from almost 15 percent to almost 16
percent.

Our estimates of the effect of the January 31, 2015 medical fee schedule on
Hospital Outpatient services are more consistent within notable partitions of
those services than was the case in our previous analysis of Ambulatory Surgery
Centers. For Hospital Outpatient services, our work produced the following
results:

e For Geozip 197, we found savings decreases in fee-adjusted charges at
2014 levels for Hospital Outpatient services ranging from less than eight
percent to over 15 percent, depending on the data source used.

e For Geozip 199, we found savings in fee-adjusted charges at 2014 levels
for Hospital Outpatient services ranging from over 16 percent to more than
23 percent depending on the data source used.

e For Hospital Outpatient services with fee amounts published in the
January 31, 2015 medical fee schedule, we found savings in fee-adjusted
charges at 2014 levels ranging from about 10 percent to almost 14
percent depending on the data source used.

e For Hospital Outpatient services subject to reimbursement as a percent of
charge in the January 31, 2015 medical fee schedule, we found savings in
fee-adjusted charges at 2014 levels ranging of approximately 19 percent
regardless of the data source used.

e We noticed a number of procedures for which the January 31, 2015
medical fee schedule includes specified charges, but for which those
charges appear to be only very small fractions of the average charges and
payments in the WCOP historical data. Examples of this include HCPCS
Codes 97113, 72128 and A0429. The DCRB does not know whether
reimbursements for these services going forward will be made in some
fashion other than, or in addition to, the application of the fee schedule
amount, but it is important to understand that in our analysis these
services appear as very large percentage savings — often well over 50
percent.
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A memorandum describing the DCRB’s analysis of Hospital Outpatient
expenditures, and copies of supporting exhibits for that discussion, are provided
as attachments to this letter.

Sincerely,

%W@ A tchaecaren

Timothy L. Wisecarver

President

Enclosures (With Email)
Memorandum Dated June 19, 2015
Excel File “DCRB Analysis of the WCOP Hospital Outpatient Data.xIsx”
Excel File “DCRB Analysis of the DCRB Hospital Outpatient Data.xIsx”

Enclosures (Hard Copy)

Memorandum Dated June 19, 2015
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To: Delaware Workers Compensation Oversight Panel (WCOP)
From: The Delaware Compensation Rating Bureau, Inc. (DCRB)

Subject: DCRB Review and Analysis of January 31, 2015 Medical Fee Schedule
Pertaining to Hospital Outpatient Services

House Bill No. 373 of 2014 (HB373) required a 20 percent reduction in 2014
medical expenditures by the year beginning January 31, 2015.

The DCRB interprets this requirement to mean that medical fees and/or payment
procedures in effect beginning January 31, 2015, when applied to charges
anticipated for services rendered after January 31, 2015, must produce
expenditures 20 percent lower than would have been paid for the same services
if billed at 2014 levels and reimbursed using 2014 medical fees and/or payment
procedures.

The WCOP collected data from selected provider groups, notably Ambulatory
Surgery Centers and Hospitals, during its work in developing the January 31,
2015 medical fee schedules. The WCOP provided summary information from
that data to the DCRB, for which we are very appreciative. The DCRB also
collected Medical Data Call information, which we were able to use in this
analysis.

The DCRB'’s efforts to measure the effects of changes in the fee schedules
effective January 31, 2015 have attempted to compare the following two
measures of cost for Hospital Outpatient services:

ADJUSTED PRIOR PAYMENT LEVEL: This measure represents estimated
payments in 2014, based on services originally paid for in 2013. For the DCRB
data, charges submitted for services paid for in 2013 were adjusted to an
expected 2014 level (i.e. adjusted for expected inflation) and estimated 2014
payments were then derived by multiplying the POC percentage of 75.63% by
the estimated 2014 charges. For the WCOP data, the DCRB understands that
the WCOP derived estimated 2014 charges and/or payments based on its 2013
data.

EXPECTED NEW PAYMENT LEVEL: This measure represents estimated
payments in 2015, based on services originally paid for in 2013. For both the
DCRB and WCOP data, charges submitted for services paid for in 2013 were
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adjusted to an expected 2015 level (i.e. adjusted for expected inflation).
Estimated 2015 payments were then derived based on the estimated 2015
charges by applying the January 31, 2015 medical fee schedule to them.
Estimated 2015 payments were capped at estimated 2015 charges. This
capping was done at the summary level by procedure code in the WCOP data
and by medical bill line item in the DCRB data.

The above comparisons are the essential results of the work that the DCRB has
obtained in terms of how much, or how little, the January 31, 2015 medical fee
schedule changed from 2014 payment procedures for Hospital Outpatient
services and, to the extent we were able to estimate this, how much those
changes might be expected to affect medical expenditures for Hospital
Outpatient services in Delaware.

WCOP Data

In the course of work performed in developing the January 31, 2015 Hospital
Outpatient fee schedule, the WCOP apparently collected data from Hospitals
which consisted of charges for which reimbursements were received during
Calendar Year 2013. The DCRB understands that this data was supplemented
by the WCOP with the derivation of amounts that would have been paid for such
services in 2014 based on the 2013 charges and the 2014 paid-to-charged ratio
for Hospital Outpatient services. The DCRB has attempted to make the
maximum use of a summary of this information provided to it by the WCOP. The
summary data, which included combined services by procedure code, did not
include provider, claimant, employer or insurer identifications, and did not
generally show individual services.

DCRB'’s Analysis of the WCOP Hospital Outpatient Data

The DCRB'’s analysis of the WCOP data is attached to this e-mail.
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A description of the columns within the DCRB’s analysis of the WCOP data is as
follows:

Geozip )

HCPCS These fields were included in the WCOP data
HCPCS Description that was provided to the DCRB. For Relative
Status Code Weight entries that were blank, a POC (percent
Status Description > of charge) percentage of 60.0% was entered.
Relative Weight We understood that the Charges and Paid
Volume columns are at 2014 levels. The 2014 Paid
TotWgt column is the ADJUSTED PRIOR PAYMENT
2014 Charges LEVEL described above.

2014 Paid _

2015 Charges

This column represents the amounts in the 2014 Charges column adjusted for
the expected effect of medical inflation in 2015 (i.e. they were multiplied by the
average annual rate of change in the CPI-M during the first three months of 2015
of 2.5%).

FS 1/31/15 Base Amt

For procedures with specified fee amounts published in the fee schedule as of
January 31, 2015, this column represents the January 31, 2015 Hospital
Outpatient fee schedule amounts by geozip and HCPCS code.

For procedures not subject to a specified fee as of January 31, 2015, this column
is calculated by dividing the 2015 Charges column by the Volume column and
multiplying by the POC percentage of 60.0%.

ES 1/31/15 Extended Amt
This column is calculated by multiplying the FS 1/31/15 Base Amt column by the
Volume column.

FS 1/31/15 Extended Amt with Charge Amt Cap

This column is the FS 1/31/15 Extended Amt column capped by the values in the
2015 Charges column. This column is the EXPECTED NEW PAYMENT LEVEL
described above. The total across procedure codes was viewed as a high
estimate of the overall EXPECTED NEW PAYMENT LEVEL (with the
overstatement of the estimate being due to the distribution of charges above and
below the average).
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$ Difference

This column is the FS 1/31/15 Extended Amt with Charge Amt Cap column
minus the 2014 Paid column. A negative amount indicates the dollars of savings
by using the January 31, 2015 Fee Schedule.

% Difference

This column is the $ Difference column divided by the 2014 Paid column. A
negative amount indicates the percentage of savings by using the January 31,
2015 Fee Schedule.

The analysis is displayed by HCPCS code, in order of the magnitude of
percentage savings calculated, from least (positive percentages) to greatest
(negative percentages).

DCRB Observations Regarding the Analysis of the WCOP Hospital Outpatient
Data

There were approximately 24% of the 2014 payments related to services
reimbursed in 2013 having status codes N, E, B or Y, which the DCRB
understands are not reimbursable under the Medicare fee schedule used in
Delaware as the basis for the January 31, 2015 fee schedule for workers
compensation cases. These status codes were present in both Geozip 197 and
Geozip 199.

For procedures where the January 31, 2015 fee schedule contained a specified
fee for Hospital Outpatient services, there exists an extremely wide range of
results regarding the relationships between those fees and the average charge in
2014.

For procedures subject to specified fees in the January 31, 2015 fee schedule,
the EXPECTED NEW PAYMENT LEVEL from WCOP data was approximately
13.82% lower than the ADJUSTED PRIOR PAYMENT LEVEL. The breakdown
between Geozips 197 and 199 was 2.34% and 24.15%, respectively.

For procedures reimbursed at a percent of charge under the January 31, 2015
fee schedule, the EXPECTED NEW PAYMENT LEVEL from WCOP data was
lower than the ADJUSTED PRIOR PAYMENT LEVEL by approximately 18.68%.
That savings was also seen in the aggregated results for each geozip.
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Across all Hospital Outpatient procedures, regardless of how the January
31, 2015 fee schedule determines reimbursements, the EXPECTED NEW
PAYMENT LEVEL from WCOP data was approximately 14.96% lower than
the ADJUSTED PRIOR PAYMENT LEVEL.

DCRB Data

The DCRB has Medical Data Call information for transaction dates and service
dates during 2013. This data is at the level of detail of individual medical bill line
items. Hospital Outpatient data was identified by Place of Service Code = 22
(Hospital Outpatient) and Provider Taxonomy Code beginning with 27 (Hospital
Units) or 28 (Hospitals).

DCRB'’s Analysis of the DCRB Hospital Outpatient Data

The DCRB'’s analysis of the DCRB data is also attached to this e-mail.

Using DCRB data, the DCRB was able to re-price each individual Hospital
Outpatient line item for services paid in Calendar Year 2013. This re-pricing was
performed in the same fashion as was described above for the WCOP summary-
level data.

A description of the columns within the DCRB’s analysis of DCRB data is as
follows:

2013 Charges
This column represents the amounts of Calendar Year 2013 Charges.

2014 Charges

This column represents the amounts in the 2013 Charges column adjusted for
the expected effect of medical inflation in 2014 (i.e. they were multiplied by the
2014 average annual rate of change in CPI-M of 2.4%).

2015 Charges

This column represents the amounts in the 2014 Charges column adjusted for
the expected effect of medical inflation in 2015 (i.e. they were multiplied by the
average annual rate of change in the CPI-M during the first three months of 2015
of 2.5%).

2013 Paid
This column represents the amounts of Calendar Year 2013 Paid.
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2014 Paid

Since no fee schedule exists for Hospital Outpatient services prior to the January
31, 2015 fee schedule, this column is calculated by multiplying the POC
percentage of 75.63% by the 2014 Charges column. That result was then capped
by the values in the 2014 Charges column. This column is the ADJUSTED
PRIOR PAYMENT LEVEL described above.

2015 Paid

For procedures with specified fee amounts published in the fee schedule as of
January 31, 2015, this column is calculated by multiplying the fee amount by the
number of units associated with the procedure code. That result was then
capped by the values in the 2015 Charges column.

For procedures not subject to a specified fee as of January 31, 2015, this column
is calculated by multiplying by the POC percentage of 60.0% by the 2015
Charges column. That result was then capped by the values in the 2015 Charges
column.

The total across procedure codes was viewed as a high estimate of the overall
EXPECTED NEW PAYMENT LEVEL (with the overstatement of the estimate
being due to the distribution of charges above and below the average).

2015 Paid as % of 2014 Paid
This column is the 2015 Paid column divided by the 2014 Paid column.

% Savings
This column is the 2015 Paid as % of 2014 Paid column minus unity (i.e. 1.000).

A negative amount indicates the percentage of savings by using the January 31,
2015 Fee Schedule.

DCRB Observations Regarding the Analysis of the DCRB Hospital Qutpatient
Data

For procedures subject to specified fees in the January 31, 2015 fee schedule,
the EXPECTED NEW PAYMENT LEVEL from DCRB data was lower than the
ADJUSTED PRIOR PAYMENT LEVEL by approximately 10.32%. As noted
above, the comparable value from WCOP data was 13.82%. The savings by
geozip using the DCRB data was 7.76% for Geozip 197 and 13.68% for Geozip
199.
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For procedures reimbursed at a percent of charge under the January 31, 2015
fee schedule, the EXPECTED NEW PAYMENT LEVEL from DCRB data was
lower than the ADJUSTED PRIOR PAYMENT LEVEL by approximately 18.68%.
That savings was also seen in the aggregated results for each geozip. These
results were the same as those seen in the WCOP data.

Across all Hospital Outpatient procedures, regardless of how the January
31, 2015 fee schedule determines reimbursements, the EXPECTED NEW
PAYMENT LEVEL from DCRB data was approximately 15.63% lower than
the ADJUSTED PRIOR PAYMENT LEVEL. The comparable value for the
WCOP data was 14.96% lower.
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