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	 MS-DRG 291 – 1.4850

	 MS-DRG 292 – 1.0216

	 MS-DRG 293 – 0.7317

	 It is reasonable to expect the final FY 
2009 MS-DRG weights to be similar to 
the proposed 2008 weights published in 
May 2007.  The wide variation between the 
above weights for the MS-DRGs demon-
strates the significant impact the MS-DRG 
system could have on hospitals.  
	 While the overall impact is intended to 
be budget neutral, CMS estimates urban 
hospitals will experience a 0.5% increase in 
payments due to the MS-DRG system and 
the transition to cost-based DRG weights, 
with a 0.9% decrease expected for rural 
hospitals. For the impact table by individ-
ual hospital visit bkd.com/docs/industry/
ippsimpact.xls.  A crosswalk between the 
DRG system and the new MS-DRG system 
is at bkd.com/docs/industry/crosswalk.xls. 
	 CMS proposed a 2.4% reduction to the 
standardized payment amount in FY 2008 
and again in 2009 due to anticipated im-
provements in hospital documentation and 
coding under the new system.  The esti-
mated overall 4.8% reduction is based on 
CMS observations about the change in cod-
ing Maryland hospitals experienced when 
they implemented a severity-adjusted DRG 
system several years ago.   
	 Despite intense pressure from Con-
gress and numerous other groups, CMS 
refused to eliminate or even reduce the 
4.8% adjustment; however, it did decide 
to spread it over three years, with a 1.2% 
reduction in the standardized payment 
amount in FY 2008, followed by 1.8% 
reductions in 2009 and 2010.  CMS will 
review actual billing data and could modify 
the 2009 and 2010 adjustments.  As we go 
to press, President Bush has just signed 
legislation minimizing the 2008 and 2009 
reductions to 0.6% and 0.9% respectively. 
	 In addition to reviewing the impact 
MS-DRGs will have on Medicare reimburse-
ment, hospitals should consider the impact 
this change will have on managed care con-
tracts based on the Medicare DRG system.  
This also applies to CAHs.  Though they are 
exempt from the DRG system for Medicare 

payment purposes, other payers are begin-
ning to adopt MS-DRGs for reimbursement 
purposes.   

More payment & cost report 
changes 
	 CMS is implementing an overall 3.3%
market basket inflation update to operating 
DRG rates before the MS-DRG system
impact is felt, though CMS believes Con-
gress should reduce the update factor to 
“pressure hospitals to control their costs.” 
	 Capital DRG rates will increase 0.9%, 
but CMS is eliminating the 3.0% large ur-
ban add-on to capital payments.  In a 
change from the proposed rule, CMS de-
cided to eliminate the indirect medical ed-
ucation add-on to capital payments over 
two years beginning in federal FY 2009. 
	 Because CMS believes the MS-DRG 
system will improve coding accuracy and 
reduce the number of outlier cases, it is 
reducing the outlier fixed-loss threshold 
from $24,485 to $22,635.  It estimates this 
will keep total outlier payments close to its 
5.1% goal for IPPS payments overall.
	 CMS is continuing the three-year tran-
sition to cost-based DRG weights it be-
gan last year and commissioned RTI Inter-
national to study ways to improve the ac-
curacy of cost information by DRG.  		
	 Based on the study and its own analy-
sis, CMS plans to revise the hospital Medi-
care cost report.  Revisions may include 
the addition of new cost centers, e.g., de-
vices, implants and prosthetics; computed 
tomography (CT) scanning; magnetic re-
sonance imaging (MRI); and intermediate 
nursing units that provide care above basic 
acute care but below intensive care.

DRA impact 
	 The Deficit Reduction Act of 2006 
(DRA) required CMS to identify at least two 
hospital-acquired conditions that result in 
higher DRG payments.  Beginning October 
1, 2007, hospitals must document whether 
these conditions were present on admis-
sion.  
	 By October 1, 2008, CMS must provide 
that hospital DRG payments could not be 
increased for any conditions that occur 
after admission.  CMS has identified eight 

hospital-acquired conditions for imple-
menting this DRA provision, including:

	 Object left in surgery

	 Air embolism

	 Blood incompatibility

	 Catheter-associated urinary tract infec-
tion

	 Pressure ulcers

	 Vascular catheter-associated infection

	 Mediastinitis (infection) after coronary 
artery bypass graft surgery

	 Hospital-acquired injuries, e.g., frac-
tures, dislocations

Wage index issues
	 The FY 2008 wage index will include 
data from both occupational-mix surveys 
that were completed by hospitals for the 
first six months of 2006.  The three-year 
transition to a rural wage index expired 
September 30, 2007; it was provided to 
hospitals that became rural under the new 
census definitions implemented in 2004. 
	 CMS briefly addressed the Tax Relief 
and Health Care Act of 2006 wage index 
provision that gave the Medicare Payment 
Advisory Commission (MedPAC) until June 
30, 2007, to issue a report on the current 
wage index system and propose revisions.   
	 CMS is to publish “one or more” pro-
posed hospital wage index revisions next 
year as part of its FY 2009 IPPS proposed 
rule.  MedPAC’s June report centered on 
the possibility of using employer data from 
the Bureau of Labor Statistics to develop 
county-level wage index factors.

Specialty hospitals 
	 The moves to MS-DRGs and cost-based 
DRG weights are both partially intended to 
address concerns raised by industry groups 
and others about the impact of specialty 
hospitals on community hospitals. 
	 CMS is implementing additional disclo-
sure requirements that, while applicable to 
all hospitals, may primarily affect specialty 
hospitals.  First, hospitals must notify all 
patients on admission of any physician 
ownership of the hospital.  Second, 

MS-DRGs:  CMS implements major PPS revisions . . .
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by Joe Watt, jwatt@bkd.com

T his year, the Office of Inspector Gener-
al (OIG) released the Compendium of

Unimplemented Office of Inspector Gen- 
eral Recommendations (the Compendi-
um).  The Compendium’s inaugural edi-
tion combines the “Red Book” (unimple-
mented monetary recommendations) and 
the “Orange Book” (unimplemented non-
monetary recommendations), which the 
OIG had previously published separately.   
	 It also highlights the OIG’s “priority 
recommendations,” which represent the 
most significant opportunities to posi-
tively affect programs of the Department 
of Health and Human Services (HHS). 
	 Some of the recommendations were 
originally published years ago and haven’t 
been updated recently.  The recommenda-
tion on Medicare bad debts, for example, 
was first published in 1990 and summa-
rizes cost report data from 1987. 
	 The priority recommendations are 
monetary and nonmonetary and focus on 
savings, integrity and efficiency and qual-
ity of care.  Following is coverage of sev-
eral key recommendations.  BKD Health 
Care Group encourages you to review the 
complete list of unimplemented recom-
mendations and evaluate their impact on 
your health care organization.  The report 
is available at oig.hhs.gov/publications/
docs/compendium/Compendium2007.pdf.
	
Savings recommendations  
& impact on providers 
	 Under the savings category, the OIG 
lists 10 areas in its priority recommenda-
tions that equate to savings of more than 
$6.3 billion.  Because the estimated sav-
ings for two recommendations have yet to 
be determined, it is possible they, too, will 
provide substantial HHS savings if imple-
mented.   
	 Many of the priority recommenda- 
tions will have a direct adverse affect on 
health care providers.  Areas the OIG is 
looking at include:

Rental period for Medicare home 
oxygen equipment - Medicare is autho-

rized to pay for home oxygen equipment 
under its durable medical equipment 
benefit.  Medicare covers both stationary 
and portable oxygen delivery systems, 
which were payable on a rental-only basis 
from 1989 until 2006.  Based on the 2006 
median fee schedule amount, Medicare 
will allow $7,215 for a 36-month rental of 
concentrators that cost $587, on average, 
to purchase.  
	 The OIG recommends CMS work with 
Congress to further reduce the rental 
period for oxygen equipment, determine 
the necessity and frequency of nonroutine 
maintenance and service for concentra-
tors and determine whether a new pay-
ment methodology is appropriate for 
portable oxygen. 

Coding and reimbursement for 
Medicare consultation services - 
Medicare reimbursement for consulta-
tions increased from $3.3 billion in 2001 
to $4.1 billion in 2004.  In 2001, OIG re-
viewed Medicare services billed as con-
sultations by contracting with certified 
coders to determine whether each service 
had been billed with the correct code and 
documented adequately.  
	 The review found a high rate of im-
proper payments.  In addition, approxi-
mately 75% of the services billed as con-
sultations, and allowed by Medicare in 
2001, did not meet all applicable program 
requirements, which resulted in $1.1 bil-
lion in improper payments.   
	 Many of the services billed as consul-
tations did not meet Medicare’s definition 
of consultation and were billed as the 
wrong type or level of consultation or 
were not substantiated by documentation. 
	 The OIG wants providers to reduce 
the number of improperly billed consulta-
tions and, through the use of its Medicare 
carriers, recommends educating provid-
ers about the proper criteria and billing 
requirements for consultations. 

Improper use of Modifier 25 - CMS does 
not generally allow additional payment 
for separate evaluation and management 
(E/M) services performed by a provider 

on the same day as a procedure unless 
the E/M service is significant, separately 
identifiable and above and beyond the 
usual preoperative and postoperative care 
associated with the procedure.  
	 If the E/M service is appropriate, then 
modifier 25 is attached to the claim, and 
the provider can receive an additional pay-
ment.  During 2002, approximately 35% 
of claims using Modifier 25 that Medicare 
allowed did not meet program require-
ments; improper payments of approximate-
ly $538 million were the result.  The OIG 
recommends CMS work with carriers to 
reduce the number of submitted claims 
using Modifier 25 that do not meet the 
requirements.

Payment policy for Medicare hospital 
bad debts - Bad debts related to unpaid 
Medicare deductible and coinsurance 
amounts are reimbursed separately as 
pass-through items under reasonable cost 
principles, subject to a 30% reduction for 
most providers.
	 CMS records show total Medicare 
hospital bad debts increased from $159 
million in FY 1984 to almost $399 million 
in FY 1987, and, during the same period, 
hospitals continued to earn significant 
profits.   
	 Although regulations provide hospi-
tals must be able to establish they made 
reasonable bad-debt collection efforts, 
such efforts have often been inadequate 
because hospitals have little incentive to 
aggressively collect the unpaid deductible 
and coinsurance amounts when Medicare 
ultimately pays these amounts.   
	 The OIG recommends CMS consider 
options for the payment of bad debts, 
such as eliminating them entirely, only 
reimbursing the hospital if it lost money 
on its Medicare operations or include a 
bad-debt factor in the DRG rates. 

Medical necessity of ambulance 
claims - For Medicare to cover an ambu-
lance transport, it must be reasonable and 
medically necessary.  Medicare only cov-
ers and pays for emergency and nonemer-
gency ambulance transports when a ben-

OIG focuses on HHS priority recommendations
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by Robert Lane, rlane@bkd.com

T he high turnover rate in health care, 
especially among frontline caregivers, 

is a serious problem for nursing homes, 
home health agencies, assisted living 
communities and hospitals.  Providers 
struggle with how to recruit and retain 
quality staff and invest huge amounts of 
resources in hopes the shrinking appli-
cant population will deem their organiza-
tion an acceptable workplace.   
	 Providers generally understand that 
staff turnover has a big impact on their 
bottom line, but most do not allocate a lot 
of time and energy into calculating their 
turnover rates or the overall costs associ-
ated with high percentages of turnover.  
Those that do look at costs typically look 
only at what are considered “direct” costs.  
In doing so, they underestimate the fi-
nancial impact, perhaps significantly.   
	 Staff turnover contributes to other 
costs, including indirect costs to the 
provider, as well as costs to consumers, 
provider staff and third-party payers.  
Understanding these additional costs is 
critical to understanding the full cost 
burden of frontline turnover and leads to 
a more complete set of practice and policy 
implications.  The following examines the 
real costs of staff turnover. 

What direct costs cover 
	 The direct costs of frontline staff 
turnover can be broken into five areas:  
separation, vacancy, replacement, train-
ing and orientation, and increased worker 
injuries.  The first four cost groups have 
to do with the ongoing process of “leav-
ing, hiring and training.”   
	 The fifth accounts for the costs pro-
viders must absorb when their direct-care 
workforce sustains high on-the-job injury 
rates related to destabilized staffing levels 
and functions due to turnover.   
	 Each area can be tracked and calculat-
ed separately to arrive at an overall direct 
cost estimate.  Following is a summary of 
each area:

Separation costs include exit inter-
views, administrative processing, experi-

The real costs of staff turnover
ence rate increases in unemployment in-
surance, legal fees associated with unem-
ployment claims and separation pay if ap-
plicable. 

Vacancy costs, which include overtime 
and temporary staffing, can be the largest 
direct cost related to turnover.  They can 
outpace training costs, especially if the 
differential between employees and tem-
porary workers is significant. 

Replacement costs include advertis-
ing, applicant screening, interviewing, 
selection, physicals, tuberculosis (TB) 
testing, hepatitis B vaccinations, back-
ground verification, employment testing 
and certification and hiring bonuses.  Ad-
vertising costs vary from market to mar-
ket, depending on the medium, e.g., news-
paper, radio, etc., and the prevailing rates. 

Training and orientation costs in-
clude time for formal classroom training, 
as well as on-the-job training.  Training 
replacement hires is often one of the larg-
est, if not the largest, most visible direct 
cost of turnover.  The extent of training 
varies across different types of providers 
and is directly 
connected 
to the num-
ber of hours 
required 
for different 
positions.  
Nursing as-
sistants, for 
example, 
generally require more training time than 
housekeepers or food service staff. 

Increased worker injuries among 
direct-care workers in nursing homes 
and other personal-care facilities result in 
these groups having some of the highest 
injury rates of any group of workers in 
the U.S. economy.  These injuries result 
from disrupted organizational operations 
and poor working conditions that are at-
tributable to high rates of staff turnover.  

Measuring indirect costs 
	 Indirect costs are more difficult to 

measure than direct costs because em-
ployers do not often experience them as 
out-of-pocket costs.  However, they are 
measurable and account for the largest 
portion of total turnover costs.  Following 
is a summary of indirect costs:

Lost productivity includes the costs 
of “ramping up” a new employee to the 
level of an experienced employee who has 
achieved job mastery.  A study of turnover 
costs at a large medical center found the 
cost associated with the lower productiv-
ity of new hires 
constituted 
42% to 66% of 
total turnover 
costs.  Lost 
productivity can 
significantly ex-
ceed hiring and 
training costs 
per employee by 
as much as sev-
eral thousand 
dollars. 

Reduced service quality (quality of 
care) describes overburdened, fatigued 
workers who are at higher risk for errors 
and compromised patient care.  Turnover 
adversely affects continuity of care and 
the care-recipient relationships that are 
central to delivering a high degree of 
person-centered care to each patient or 
resident.  Without continuity, the quality 
and quantity of shared information about 
a patient’s well being suffers and can re-
sult in impersonal or unsafe care.  
	 This can affect the results of the pro-
vider’s state health survey that regulatory 
agencies conduct.  Penalties and fines are 
possible consequences of such deficien-
cies, including malpractice claims. 

Lost revenues or reimbursement can 
occur to the extent turnover results in 
staffing shortages, and care-giving hours 
may simply not be provided to patients or 
residents.  This may create an environ-
ment where providers self-impose restric-
tions on how many residents or patients 
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