Title of Rule:
Revision to the Medical Assistance Rule concerning Update to 340B Drug Discount in
EAPGs and EAPG Rate Maintenance Methodology
Rule Number: MSB 18-02-12-D
Division / Contact / Phone: Payment Reform / Andrew Abalos / 2130

STATEMENT OF BASIS AND PURPOSE
1. Summary of the basis and purpose for the rule or rule change. (State what the rule says or
does and explain why the rule or rule change is necessary).
Rule MSB 18-02-12-D increases payment to hospitals participating in the 340B Drug Discount
Program by reducing the discount applied during the EAPG pricing calculation for 340B Drugs
for outpatient hospital claims. Currently, the discount for 340B Drugs is set to 50%, which
reduces the payment for 340B drugs to 50% of the payment for similar, non-340B drugs.
The proposed rule update reduces the discount percent to 20%, meaning that providers will
have their payment increased for 340B drugs when provided to Medicaid beneficiaries. This
proposed rule change will also add non-specific language to the EAPG rate setting
methodology, which will allow the Department to more easily implement rate updates as
required through budget appropriations, which will alleviate operational stresses for the
Department, its fiscal agent, and its hospital providers. The proposed changes will be
effective March 11, 2018.
2. An emergency rule-making is imperatively necessary
to comply with state or federal law or federal regulation and/or
for the preservation of public health, safety and welfare.
Explain:
The current methodology for reimbursing 340B drugs compensates providers below cost, in
some cases significantly, such that client access and subsequent safety is at risk.
3. Federal authority for the Rule, if any:

4. State Authority for the Rule:
25.5-1-301 through 25.5-1-303, C.R.S. (2016);
24-4-103(6), C.R.S., (2016), 25.5-4-402.3(4)(B)(I) C.R.S (2016); 10 CCR 2505-10 8.300.6

Initial Review
Proposed Effective Date

Final Adoption
Emergency Adoption

3/9/18
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REGULATORY ANALYSIS
1. Describe the classes of persons who will be affected by the proposed rule, including
classes that will bear the costs of the proposed rule and classes that will benefit
from the proposed rule.
Hospitals participating in the 340B Drug Discount Program will receive increased
reimbursement for providing 340B drugs to Medicaid patients. The Department will
bear the costs of the proposed rule.
2. To the extent practicable, describe the probable quantitative and qualitative impact
of the proposed rule, economic or otherwise, upon affected classes of persons.
Increasing reimbursement for 340B drugs will have an increase of $23,092,155 in
annualized payments to its providers for 340B drugs. Updating the rate methodology
will reduce the work for the Department in seeking various authorities to perform
periodic rate updates as established through budget appropriations by the General
Assembly.
3. Discuss the probable costs to the Department and to any other agency of the
implementation and enforcement of the proposed rule and any anticipated effect on
state revenues.
The Department anticipates the adjustment to the rule will have a probable increase
of $23,092,155 in annualized payments to its providers of 340B drugs in the
outpatient hospital setting.
4. Compare the probable costs and benefits of the proposed rule to the probable costs
and benefits of inaction.
Inaction would preserve the state forecasted expenditure outlined above, but this
would have the consequence of reducing access to care to Outpatient Hospital
Services for Medicaid patients.
5. Determine whether there are less costly methods or less intrusive methods for
achieving the purpose of the proposed rule.
The Department determined that this was the least costly and
for achieving the purpose of the proposed rule. Through
Department determined that a change to a 20% reduction
drugs is most closely in alignment with hospital provider
intended payment policy.

least intrusive method
various analyses the
in payment for 340B
cost experience and
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6. Describe any alternative methods for achieving the purpose for the proposed rule
that were seriously considered by the Department and the reasons why they were
rejected in favor of the proposed rule.
The Department is considering alternatives in payment structures for drugs provided
in the outpatient hospital setting, but is in the process of working with its
stakeholders to determine an optimal methodology. The proposed rule change is
less intrusive than a shift in reimbursement methodology as it relies on the existing
EAPG payment methodology and requires minimal updates to existing authorities.
Additionally, the prospective nature of the EAPG payment system allows the
Department to more easily forecast outpatient hospital expenditures.
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8.300.6

Payments For Outpatient Hospital Services
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8.300.6.A

Payments to DRG Hospitals for Outpatient Services
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1.
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Payments to In-Network Colorado DRG Hospitals
Excluding items that are reimbursed according to the Department’s fee schedule,
Outpatient Hospital Services are reimbursed on an interim basis at actual billed
charges multiplied by the Medicare cost-to-charge ratio less 28%. When the
Department determines that the Medicare cost-to-charge ratio is not
representative of a Hospital’s Outpatient costs, the cost-to-charge ratio may be
calculated using historical data. A periodic cost audit is done and any necessary
retrospective adjustment is made to bring reimbursement to the lower of actual
audited Medicaid cost less 28% or billed charges less 28%.

12
13
14
15
16
17
18
19
20
21

Effective September 1, 2009, Outpatient Hospital Services are reimbursed on an
interim basis at actual billed charges times the Medicare cost-to-charge ratio less
29.1 percent (29.1%). When the Department determines that the Medicare costto-charge ratio is not representative of a hospital's outpatient costs, the cost-tocharge ratio may be calculated using historical data. A periodic cost audit is done
and any necessary retrospective adjustment is made to bring reimbursement to
the lower of actual audited cost less 29.1 percent (29.1%) or billed charges less
29.1 percent (29.1%).
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Effective January 1, 2010, Outpatient Hospital Services are reimbursed on an
interim basis at actual billed charges times the Medicare cost-to-charge ratio less
30 percent (30%). When the Department determines that the Medicare cost-tocharge ratio is not representative of a hospital's outpatient costs, the cost-tocharge ratio may be calculated using historical data. A periodic cost audit is done
and any necessary retrospective adjustment is made to bring reimbursement to
the lower of actual audited cost less 30 percent (30%) or billed charges less 30
percent (30%).
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Effective July 1, 2010, Outpatient Hospital Services are reimbursed on an interim
basis at actual billed charges times the Medicare cost-to-charge ratio less 30.7
percent (30.7%). When the Department determines that the Medicare cost-tocharge ratio is not representative of a hospital's outpatient costs, the cost-tocharge ratio may be calculated using historical data. A periodic cost audit is done
and any necessary retrospective adjustment is made to bring reimbursement to
the lower of actual audited cost less 30.7 percent (30.7%) or billed charges less
30.7 percent (30.7%).
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Effective July 1, 2011, Outpatient Hospital Services are reimbursed on an interim
basis at actual billed charges times the Medicare cost-to-charge ratio less 31.2
percent (31.2%). When the Department determines that the Medicare cost-tocharge ratio is not representative of a hospital's outpatient costs, the cost-tocharge ratio may be calculated using historical data. A periodic cost audit is done
and any necessary retrospective adjustment is made to bring reimbursement to
the lower of actual audited cost less 31.2 percent (31.2%) or billed charges less
31.2 percent (31.2%).
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Effective July 1, 2013, Outpatient Hospital Services are reimbursed on an interim
basis at actual billed charges times the Medicare cost-to-charge ratio less 29.8
percent (29.8%). When the Department determines that the Medicare cost-tocharge ratio is not representative of a hospital's outpatient costs, the cost-tocharge ratio may be calculated using historical data. A periodic cost audit is done
and any necessary retrospective adjustment is made to bring reimbursement to
the lower of actual audited cost less 29.8 percent (29.8%) or billed charges less
29.8 percent (29.8%).
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Effective July 1, 2014, Outpatient Hospital Services are reimbursed on an interim
basis at actual billed charges times the Medicare cost-to-charge ratio less 28.4
percent (28.4%). When the Department determines that the Medicare cost-tocharge ratio is not representative of a hospital's outpatient costs, the cost-tocharge ratio may be calculated using historical data. A periodic cost audit is done
and any necessary retrospective adjustment is made to bring reimbursement to
the lower of actual audited cost less 28.4 percent (28.4%) or billed charges less
28.4 percent (28.4%).
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Effective July 1, 2015, Outpatient Hospital Services are reimbursed on an interim
basis at actual billed charges times the Medicare cost-to-charge ratio less 28
percent (28%). When the Department determines that the Medicare cost-tocharge ratio is not representative of a hospital's outpatient costs, the cost-tocharge ratio may be calculated using historical data. A periodic cost audit is done
and any necessary retrospective adjustment is made to bring reimbursement to
the lower of actual audited cost less 28 percent (28%) or billed charges less 28
percent (28%).
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Effective October 31, 2016, DRG Hospitals will be reimbursed for Outpatient
Hospital Services based on a system of Enhanced Ambulatory Patient Grouping
and a Hospital-specific Medicaid Outpatient base rate. The reimbursement for
Outpatient Hospital Services shall be referred to as the EAPG Payment.

37
38
39
40
41
42
43

a.

The EAPG Payment will be equal to the EAPG Weight multiplied by the
Hospital-specific Medicaid Outpatient base rate for that hospital as
calculated in 10 CCR 2505-10, Section 8.300.6.A.1.k. If the EAPG
Weight is modified due to any action impacting payment as described in
sections 8.300.6.A.1.d-j, the modified EAPG Weight will be referred to as
the EAPG Adjusted Weight. EAPG Payment will then be equal to the
EAPG Adjusted Weight multiplied by the Hospital-specific Medicaid
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Outpatient base rate. If the billed amount is less than the EAPG
Payment, reimbursement will be the billed amount.
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b.

The EAPG Payment is calculated for each detail on the claim. Claim
details with the same dates of service are grouped into a visit. Claims
containing details describing charges for emergency room, treatment
room services or patients placed under observation will have all its
details grouped into a single visit.
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c.

Each detail on a claim is assigned an EAPG. EAPGs can have the
following types:
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(1)

Per Diem
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(2)

Significant Procedure. Subtypes of Significant Procedures Are:
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(a)

General Significant Procedures
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(b)

Physical Therapy and Rehabilitation
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(c)

Mental Health and Counseling
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(d)

Dental Procedure
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(e)

Radiologic Procedure
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(f)

Diagnostic Significant Procedure
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(3)

Medical Visit
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(4)

Ancillary
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(5)

Incidental
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(6)

Drug
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(7)

Durable Medical Equipment
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(8)

Unassigned
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d.

A detail will be subject to EAPG Consolidation when it is assigned the
same Significant Procedure EAPG as a detail not already subjected to
EAPG Consolidation for that visit. EAPG Consolidation will also occur for
details assigned EAPGs considered to be clinically similar to another
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EAPG during the visit. Details subject to EAPG Consolidation will have
an EAPG Payment calculated using an EAPG Weight of 0.
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e.

A detail will be subject to EAPG Packaging when its assigned EAPG is
considered an ancillary service to a Significant Procedure EAPG or
Medical Visit EAPG present on the claim for that visit. Details describing
additional undifferentiated medical visits and services will be exempt
from EAPG Packaging. A detail is also subject to EAPG Packaging when
it is assigned a Medical Visit EAPG while a Significant Procedure EAPG
is present on the claim for that visit. Details assigned Significant
Procedure EAPGs that are of subtypes Physical Therapy and
Rehabilitation and Radiologic Significant Procedure do not cause details
with Medical Visit EAPGs to be subject to EAPG Packaging. Details
subject to EAPG Packaging will be calculated using an EAPG Weight of
0.
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f.

A detail will qualify for Multiple Significant Procedure Discounting when a
Significant Procedure of the same subtype is present on the claim for
that visit. Details qualifying for Multiple Significant Procedure Discounting
are ordered by their EAPG Weight, by visit. Per visit, the qualifying detail
with the greatest EAPG Weight will have its EAPG Payment calculated at
100 percent (100%) of its EAPG Weight. The qualifying detail for that
visit with the next greatest EAPG Weight will have its EAPG Payment
calculated at 50 percent (50%) of its EAPG Weight. All other qualifying
details for that visit will have its EAPG Payment calculated at 25 percent
(25%) of its EAPG Weight.
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g.

Details assigned the same Ancillary EAPG on the same visit will qualify
for Repeat Ancillary Discounting. EAPG Payment for the first occurrence
of a detail qualifying for Repeat Ancillary Discounting for that visit and
EAPG is calculated using 100 percent (100%) of its EAPG Weight.
EAPG Payment for the second occurrence of a detail qualifying for
Repeat Ancillary Discounting for that visit and EAPG is calculated using
50 percent (50%) of its EAPG Weight. EAPG Payment for all other
details qualifying for Repeat Ancillary Discounting for that visit and EAPG
will be calculated using 25 percent (25%) of their EAPG Weights.
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h.

Details describing terminated procedures will be subject to Terminated
Procedure Discounting. EAPG Payment for a detail subject to
Terminated Procedure Discounting is calculated using 50 percent (50%)
of the EAPG Weight. Terminated procedures are not subject to other
types of discounting.
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i.

Details describing bilateral services will have EAPG Payment calculated
using 150 percent (150%) of the EAPG Weight or the EAPG Payment
not resulting from Terminated Procedure Discounting.
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j.

Details describing 340B Drugs will have an EAPG Payment calculated
using 50 80 percent (5080%) of the EAPG Weight or the EAPG Payment
not resulting from Terminated Procedure Discounting.
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k.

The Hospital-specific Medicaid Outpatient base rate for the year of the
methodology implementation for each hospital is calculated using the
following method.
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(1)

Assign each hospital to one of the following peer groups based
on hospital type and location:
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(a)

Pediatric Hospitals

10

(b)

Urban Hospitals
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(c)

Rural Hospitals
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(2)

Process Medicaid outpatient hospital claims from state fiscal
year 2015, known as the Base Year, through the methodology
described in 8.300.6.A.1.a-j using Colorado’s EAPG Relative
Weights. For lines with incomplete data, estimations of EAPG
Adjusted Weights will be used.
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(3)

Calculate costs from hospital charge data using the computation
of the ratio of costs to charges from the CMS-2552-10 Cost
Report. After the application of inflation factors to account for the
difference in cost and caseload from state fiscal year 2015 to the
implementation period, costs and EAPG Adjusted Weights are
aggregated by peer group and are used to form peer group base
rates. Each hospital is assigned the peer group base rate
depending on their respective peer group assigned in
8.300.6.A.1.k.(1).
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(4)

For each hospital, calculate the projected EAPG payment by
multiplying its peer group base rate by its hospital-specific EAPG
Adjusted Weights as calculated in 8.300.6.A.1.k.(2). If the
projected payment exceeds a +/-10% difference in payment from
the prior outpatient hospital reimbursement methodology, the
hospital will receive an adjustment to their base rate to cap its
resulting gains or losses in projected EAPG payments to 10%.
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(5)

Effective July 1, 2017, hospitals will receive a 1.4% increase to
the rate calculated in sections 8.300.6.A.1.k.(1)-(4).For all
hospitals, the Medicaid Outpatient base rate, as determined in
8.300.6.A.k.(1)-(4), shall be adjusted by an equal percentage,
when required due to changes in the available funds
appropriated by the General Assembly. The application of this
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change to the Medicaid Outpatient base rate shall be determined
by the Department.
2.

Payments to Out-of-Network DRG Hospitals
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Excluding items that are reimbursed according to the Department’s fee schedule,
border-state Hospitals and out-of-network Hospitals, including out-of-state
Hospitals, shall be paid 30% of billed charges for Outpatient Hospital Services.
Consideration of additional reimbursement shall be made on a case-by-case
basis in accordance with supporting documentation submitted by the Hospital.
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Effective October 31, 2016, Out-of-Network DRG Hospitals will be reimbursed for
Outpatient Hospital Services based the system of Enhanced Ambulatory Patient
Grouping described in 10 CCR 2505-10 Section 8.300.6.A.1. Such hospitals will
be assigned to a Rural or Urban peer group depending on hospital location and
will receive a base rate of 90% of the respective peer group base rate as
calculated in 8.300.6.A.1.k.(3). Out-of-Network DRG Hospitals will periodically
have their Medicaid Outpatient base rates adjusted as determined in
8.300.6.A.k.(5),
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Effective July 1, 2017, Out-of-Network DRG Hospitals will have their rates
increased by 1.4% from their rates effective October 31, 2016.
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