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HUMAN SERVICES DEPARTMENT[441] 

Adopted and Filed Emergency 

Pursuant to the authority of Iowa Code section 249A.4 and 2017 Iowa Acts, House File 

653, section 12(15)(a)(4) , the Department of Human Services amends Chapter 79, “Other 

Policies Relating To Providers Of Medical And Remedial Care,” Iowa Administrative Code. 

This rule amendment will implement the cost containment strategy to adjust the inpatient 

diagnostic related group (DRG) cost outlier threshold formula to be the greater of two times the 

statewide average DRG payment for that case, or the hospital’s individual DRG payment for that 

case plus $75,000.  The current formula is the greater of two times the statewide average DRG 

payment for the case, or the hospital’s individual DRG payment for the case plus $16,000. 

The Council on Human Services adopted this amendment on June 14, 2017. 

Pursuant to Iowa Code section 17A.4(3), the Department finds that notice and public 

participation are unnecessary because emergency rulemaking is authorized by 2017 Iowa Acts, 

House File 653, section 12(15)(a)(1). 

Pursuant to Iowa Code section 17A.5(2)”b”(1)(a), the Department also finds that the 

normal effective date of this amendment, 35 days after publication, should be waived and the 

amendment made effective July 1, 2017 because legislation, 2017 Iowa Acts, section 12(15)(c) 

authorizes the Department to adopt emergency rules to implement this cost containment strategy. 

This amendment is also published herein under Notice of Intended Action as ARC 

XXXXC to allow for public comment. 

This amendment does not provide for waiver in specified situations because the state 

legislation does not allow for any waiver.  Waiver of any department rule may be requested 

under the department’s general rule on exceptions at Iowa Admin. Code  441—1.8. 
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After analysis and review of this rule making, no impact on jobs has been found. 

This amendment is intended to implement Iowa Code section 249A.4 and 2017 Iowa 

Acts, House File 653, section 12(15)(a)(4). 

The Administrative Rules Review Committee reviewed this amendment on June 13, 

2017. 

The amendment became effective July 1, 2017. 

The following amendment is adopted. 

ITEM 1.  Amend subparagraph 79.1(5)“f”(3) as follows: 

(3) Cost outliers. Cases qualify as cost outliers when costs of service in a given case, not 

including any add-on amounts for direct or indirect medical education or disproportionate share 

costs exceed the cost threshold. This cost threshold is determined to be the greater of two times 

the statewide average DRG payment for that case or the hospital’s individual DRG payment for 

that case plus $16,000 75,000. Costs are calculated using hospital-specific cost-to-charge ratios 

determined in the base-year cost reports. Additional payment for cost outliers is 80 percent of the 

excess between the hospital’s cost for the discharge and the cost threshold established to define 

cost outliers. Payment of cost outlier amounts shall be paid at 100 percent of the calculated 

amount and made at the time the claim is paid. 

  



3 
R-7 

Iowa Department of Human Services 

Information on Proposed Rules 
Name of Program Specialist 
Marty Swartz 

Telephone Number 
256-4651 

Email Address 
mswartz@dhs.state.ia.us 

1.Give a brief summary of the rule changes: 

This rule package will implement the cost containment strategy to adjust the inpatient 
diagnostic related group (DRG) cost outlier threshold formula to be the greater of two times 
the statewide average DRG payment for that case, or the hospital’s individual DRG 
payment for that case plus $75,000.  The current formula is the greater of two times the 
statewide average DRG payment for the case, or the hospital’s individual DRG payment for 
the case plus $16,000. 
 

2.What is the legal basis for the change?  (Cite the authorizing state and federal statutes and 
federal regulations): 

2017 Iowa House File 653 (HF 653), Sec. 12(15)(a)(4) 
 

3.What is the reason for the Department requesting these changes? 

Implement the cost containment strategy required by the legislature, as reflected under HF 
653, Sec. 12(15)(a)(4). 
 

4.What will be the effect of this rule making (who, what, when, how)? 

Decrease the amount of inpatient claims that receive a cost outlier payment and, hence, 
enabling an overall reduction in payment for inpatient hospital services. 
 

5.Is the change mandated by State or Federal Law? 

This change is mandated by “session” law (i.e., HF 653, Sec. 12(15)(a)(4)).  There are no 
corresponding federal mandates concerning this rule amendment. 
 

6.Will anyone be affected by this rule change?  If yes, who will be affected and will it be to the 
person’s (organization’s) benefit or detriment? 

Yes, hospitals that render inpatient services will be affected by this change. 
 

7.What are the potential benefits of this rule? 

Reduce the percentage of claims that are considered for outlier payment and, hence, 
enabling an overall reduction in payment for inpatient hospital services. 
 

8.What are the potential costs, to the regulated community or the state of Iowa as a whole, of this 
rule? 

While this cost containment strategy is expected to save state dollars, it will result in a 
reduction of payments to hospitals for inpatient services. 
 

9.Do any other agencies regulate in this area?  If so, what agencies and what Administrative 
Code sections apply? 

No 
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10.What alternatives to direct regulation in this area are available to the agency?  Why were other 

alternatives not used? 

Given the clear directive from the Legislature in HF 653 regarding implementation of this 
cost-containment strategy, there were no alternatives available. 
 

11.Does this rule contain a waiver provision?  If not, why? 

No.  This amendment does not provide for waiver in specified situations because the state 
legislation does not allow for any waiver.  Waiver of any department rule may be requested 
under the department’s general rule on exceptions at Iowa Admin. Code r. 441—1.8. 
 

12.What are the likely areas of public comment? 

Providers will see a decrease in their Medicaid reimbursement for inpatient hospital claims.  
It is anticipated that the hospitals, along with the Iowa Hospital Association, will be opposed 
to this payment reduction. 
 

13.Do these rules have an impact on private-sector jobs and employment opportunities in Iowa?  
(If yes, describe nature of impact, categories and number of jobs affected, state regions 
affected, costs to employer per employee) 

These rules will not have an impact on the private sector jobs and employment 
opportunities in Iowa. 
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Administrative Rule Fiscal Impact Statement 

Date:  05/05/17 

Agency: Human Services 

IAC citation: 441 IAC 

Agency contact: Martin Swartz 

Summary of the rule: 
This will implement the cost containment strategy to adjust the inpatient diagnostic related group (DRG) cost 
threshold formula to be the greater of two times the statewide average DRG payment for that case, or the 
hospital’s individual DRG payment for that case plus $75,000. 

Fill in this box if the impact meets these criteria: 
  No fiscal impact to the state. 
  Fiscal impact of less than $100,000 annually or $500,000 over 5 years. 
  Fiscal impact cannot be determined. 
 

Brief explanation: 
 

Fill in the form below if the impact does not fit the criteria above: 
 X Fiscal impact of $100,000 annually or $500,000 over 5 years. 
 

Assumptions: 
During FFY 2016, Medicare had a 5-6 percent outlier target, meaning the portion of total inpatient DRG 
payments related to cost outliers would be 5-6 percent.  The assumption is that Iowa Medicaid is calculating 
a threshold that results in a similar cost outlier percent target. The current Medicaid outlier payment 
percentage is 11-12 percent. 
 
Savings estimates assume historical Medicaid service volumes as the transition to comprehensive managed 
care occurred April 1, 2016. 

Describe how estimates were derived: 
Claims qualify as cost outliers when the cost of the service exceeds the cost threshold. 
 
The cost outlier threshold is the greater of: 
• Two times the statewide average DRG payment for that case, or 
• The hospital’s individual DRG payment for that case, plus $16,000. 
Medicaid costs are calculated using hospital-specific cost-to-charge ratios based on the hospital’s submitted 
cost report. The cost-to-charge ratio is multiplied by total charges submitted on the claim for the case in 
question. 
Additional payment for cost outliers is 80 percent of the excess between the hospital cost for the discharge 
and the cost threshold established for the claim in question. 
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Estimated Impact to the State by Fiscal Year 

 Year 1 (FY18)  Year 2 (FY19)  

Revenue by each source:     
General fund ($10,000,000)  ($10,000,000)  
Federal funds ($15,000,000)  ($15,000,000)  
Other (specify): 
 

    
    

TOTAL REVENUE ($25,000,000)  ($25,000,000)  

Expenditures:     
General fund ($10,000,000)  ($10,000,000)  
Federal funds ($15,000,000)  ($15,000,000)  
Other (specify): 
 

    
    

TOTAL EXPENDITURES ($25,000,000)  ($25,000,000)  

NET IMPACT $0  $0  
     

 X This rule is required by state law or federal mandate. 
  Please identify the state or federal law: 

2017 Iowa Acts, HF 653, Sec. 12, Subsec. 15(c) 
 

  Funding has been provided for the rule change. 
  Please identify the amount provided and the funding source: 

 X Funding has not been provided for the rule. 
  Please explain how the agency will pay for the rule change: 

The SFY18 Medical Assistance appropriation has been reduced as a result of the anticipated savings. 

Fiscal impact to persons affected by the rule: 
Providers will see a decrease in their Medicaid reimbursement for inpatient hospital claims.  It is anticipated 
that the hospitals, along with the Iowa Hospital Association, will complain about this payment reduction, 
given already low Medicaid reimbursement generally. 
 

Fiscal impact to counties or other local governments (required by Iowa Code 25B.6): 
None anticipated. 

Agency representative preparing estimate: Jason Buls 

Telephone number:  515-281-5764  
 

 


