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error correction for this adjustment as part of its
recommendation for fiscal year 1957.

" Recommendation 11: Improving Medicare
Transfer Payment Policy

PPS hospitals that treat Medicare patients
who are then transferred to another PPS
hospital should be paid on the basis of a
graduated per diem payment up to the full
DRG amount to recognize the higher daily
costs associated with the first few days in a
patient stay. The Secretary’s proposal to pay
twice the per diem payment for the first day
in a transfer stay would significantly
improve Medicare’s payment for these cases.

~ PPS hospitals that treat Medicare patients who
are transferred to another PPS hospital are paid a
uniform per diem based on the DRG up to the full
payment rate for the case. The final hospital in a
-transfer sequence receives the full DRG payment
for that stay, although the patient involved in the
“transfer may be assigned to a different DRG for
each hospitalization.

ProPAC analysis found that the uniform per diem
payment for the transferring hospital undercompen-
sated that hospital for the care furnished during the
stay. Payment to cost ratios were substantially below
average for cases with short stays, but were closer to
average for cases with typical stays. This is because
_ a uniform per diem payment does not recognize the
frequently higher costs associated with stabilization,
evaluation, and surgery that generally take place
early in a patient’s hospital stay. ln its analysis,
HCFA discovered similar problems with transfer

_payment. The Commission’s analysis also found that
the receiving hospital was undercompensated for
transfer cases because, on average, a larger percent-
age of these cases become outliers.

In ProPAC’s view, the payment system should
not influence the decision to transfer a patient.
Rather, the decision should be based solely on
appropriate patient care. Although there is no evi-
dence that hospitals are avoiding these patients
- now, Medicare should adequately compensate for
transfer cases.

A graduated per diem payment would more accu-
rately reflect the higher daily costs incurred during
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the first few days of care. HCFA's analysis shows
that payment to cost ratios for these cases could be
improved significantly if a graduated per diem pay-
ment were adopted. A simple doubling of the per
diem for the first day of a patient stay in a transfer
sequence increased from 0.72 to 0.93 payment to
cost ratios for cases paid on the basis of a per diem.
Such a graduated per diem payment is necessary, in
the Commission’s opinion, to improve Medicare
payment for these cases and create appropriate
incentives for accepting transfers.

ProPAC also continues to be concerned about the
impact of outlier payment policy on transfer cases.
Compared with other cases, transfer cases received
by another hospital are more than twice as likely to
become outliers. Further, the losses on these cases
tend to be greater than those for outiiers who were
not transferred. While many of the Commission’s
outlier payment recommendations have been adopt-
ed, the proposal to remove IME and DSH adjust-
ments from case-level costs and outlier. payments
has not. (See Recommendation 8.) ProPAC analysis
has found that, without this change in policy, the
other changes recently made in outlier payment poli-
cy actually exacerbate the payment inequity for hos-
pitals that receive a large number of transfer cases.

Finally, the Commission is concerned about the
continuity of care across treatment settings and the
role of Medicare payment policies in fostering ser-
vice provision in the most appropriate site. ProPAC
is pleased that the Secretary has been examining
this issue and is looking at alternative payment
strategies, such as paying hospitals that transfer
patients to non-PPS settings a per diem instead of
the full DRG amount. Further study is necessary
before such a policy is adopted, however. The
Commission would be happy to work with the Sec-
retary in this endeavor.

Strengthening Hospital Outpatient
Payment Policies

The past decade has seen unprecedented growth
in the delivery of care in hospital outpatient and
other ambulatory settings. As the number of ser-
vices provided in alternative settings increases, so
do Medicare payments. ProPAC has been con-
cerned about appropriate payment policies to con-
strain the volume of ambulatory services. Addition-
ally, the Commission has considered changes to



