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HOUSE COMMITTEE REPORT

)
Date referred: 3/14/88 FURTHER REFERRALS: Judiciary
date:
Health, Education and
The Social Services Committee has considered hb 348

MAn Act relating to the composition of the Medicaid Rats Commission,"”
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[*] replace with [ 1 the same title

[ 1 attache”™ amendment (5) L a new title
[\S\ do pass
[ do not pass
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C individual recommendations
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ATTACHES NEW FISCAL NOTE(s):
[ 1 /fiscal impact [ 1 same as previous Tiscal note
[VT zero fiscal note published
[ 1 zero with analysis [ ] same as previous zero fiscal
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GENERALFUND
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TABLE CF MEDICAID PRIORITIES - AS 47.07.035

(Lowest to Highest)

Service

Chiropractic

Adult Dental

Emergency Hospital Services

Speech, Hearing & Language Disorders
Optometrists Services & Eyeglasses
Occupational Therapy

Prosthetic Devices

Medical Supplies & Equipment

Clinic Services Includes Mental Health Clinics
Physical Therapy

Personal Care

Non-Institutional Long Term Care

Inpatient Psychiatric Services
Intermediate Care for the Mentally Retarded
Intermediate Care Services

Individuals Under 21 Not Eligible for ARC

Skilled. Nursing Services for Individuals
untliere 21 J

Aged, Blind and Disabled Individuals g

Indjviduals in a Hospital, Skilled or Inter-
mediate Care Un%]er 30%" Sl Ieveﬁ

Individuals Under 21 Under Supervision of
the Department - fine

Inc uges Alaska Psychiatfic Institute
Includes Harborvier Developmental Center

as well “as the’ man edical

SErvices.

Recipients

600
2,032
0.
298
4,543
36
198
330
1,384
224
%
-
69
116
400
1,500

14

IAisftTufjov 2,766

49

50C

FY88

Annual  Amount

410.0
571.2
-
113.0
984.0
53.4

679.8

3,979.2
255.4
526.8

-

5,570.5

10,566.1

17,108.6
1,785.0

786.3
19,824.8

2,800.2

595.0

i
Ir1/b /bl

(0C 3

20 Are Eligintlity Groups. The costs shown are included in the above optional services
fg 4 &JePtory M 3(5 P



FY89 MFDICAL ASSISTANCE

BENEFITS ELIGIBLES RATES

+ + . Medicaid Rate Commission
Claims Payment System

Mandatory . M - Mandatory . Inflation and New Technology
Optional . M ~O0ptional . Required to Pay MRC Rate
GRM

PROGRAM INCREMENTS:
No new benefits/services
4.2% in Medicaid Facilities
4.5% in all other programs
Healthy baby bill implement SOBRA option

3.8% for all programs

ADMINISTRATIVE INCREMENTS FOP COST MANAGEMENT

Hearing Officer 2.0
. Auditors 94.6

UTILIZATION APPROPRIATION S

Peer Review

No adjustment for Change in Utilization
Patterns

Base Adjustment for Unmet
Need

Physicians Services 99.5

Pharmacists Services 103.5

Continue Pre-Admission Screening 211.8
Continued Third Party Lability Recoveries 0

Implementation of the Medicaid Management Information System impacts each of the four areas above
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I>r]*T. OF HEALTH AAH SOCIAL SERVICES
OFFICE OF THE COMMISSIONER

STEVE C O W PER, GOVERNOR

PO BOX H
JUNEAU. ALASKA 99811-0601
PHONE (907/465-3030

March 11, 1988
The Honorable Fran Ulmer
Chairperson
State Affairs Committee
Alaska State House
P.0. Box V
Juneau, AK 99811
Dear Representative Ulmer:

As you know, the Governor®s |Interim Commission on
Health Care was convened in November to study a variety of
questions regarding the provision of health care in Alaska.
A primary focus of these deliberations has been the
provision of long-term care services 1in Alaska, including
both institutional and non-institutional care. As part of
its study of institutional services, the Commission, through
its Long-Term Care Committee, has been reviewing the
mechanism used in Alaska to set medicaid rates for long-term
care facilities and acute care hospitals.

The Long-Term Care Committee has recently learned that
the current rate setting process has resulted in rates which
may have put the State in jJjeopardy of non-compliance with
Federal Medicaid guidelines. (See attached memoranda from
Mary Benson and Norman Meyer). As these documents 1indicate,
the Federal government contends that the State has paid, and
is continuing to pay, rates which exceed the Federal wupper
limits. Failure to correct this situation could result in a
considerable financial penalty accruing to the State, and
possibly, the termination of federal participation in
Alaska®s Medicaid program. The Health Care Commission 1is
very concerned with these possibilities and this concern has
prompted us to alert you to this problem.

The Long-Term Care Committee 1is currently discussing
alternatives to the present rate setting structure.

Although that committee has not yet made recommendations,

the attached 1issue paper (Facility Rate Setting) suggests
several options under consideration. The recommendations of
the Commission regarding this and other health care 1issues
will be available in draft form by the middle of April.
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FACILITY RATE SETTING

ISSUE

Facrlrtg rate settrng Alaska's system orsettrng medrcard reimbursement rates for
rivaté health caré acrIrtres |sun|%re It is the”onl state that entrusts the rate
ettrn? process to a volyrteer com |ssron that iswnolly outside the control of the
execulive or legislative branches. The Medicaid Rate Commission (MRC) thus has
no legislative mandate to kee facrlrt rates within amounts budgeted by the
Department of Health andS cial Services anﬁi approPrratedb ¢ Ieﬁrslature
Aspects of this issug Include: mechanisms utilized for rate setting; poficies that
drive the rates; and potential sanctions by the federal Igovernmen - Which
participates in funding through Title X1X of the SocialSecurity Act (medicaid).

HISTORY

The Medicaid Rate Commission was establrshed by the Alaska Legrslature n 1984
AS 47, ?7 110, It ?onsrstsoffrve members, including; the chief ecrcutrveo icer of
an health facility licensed br( the state_but not own dor oPerate ht e state or
ederal overn ent: either the commissioner of mrnrst atron or health and socral
servrces ora designee of either commrssroner a srcr r |c% nsed to practrce an
ac Y y practicin medrcme in Alaska and not estat - a certified
public accountant with re evant experience: an are rese tative 0 eath ServICces
conf mers who does not h ve adi %ct or indirect mter st n an entity rovrdrng

th care services, 1d. The members ar appom ed egoverno an serve at
hrsor her pleasure for three- Year terms, w ch are sta ered."AS 47,07,130-140.
The commrssronsdutres are 10 "review ropose nt rates and getso
hﬁa th facilities and establrg ¥ment orh h facilities....

ecommrssron \s requrre atute to etermrne IJoros ect\ve terateo
P ayment to"a health facility...0ased on a fair rate tor eas nable costs incurred by

|||t d947 07.070; The statutes detail various factors which must be

consr red in determining the rate. 1a.

Since its inception, the Medmﬂrd Rate Commission has set rates at ever- mcreasrng
Ievels In FY 84, $217632 million was expended by the DePartmentofHealh
Social Servrces m medrcar pay ments to long-term “care facllities. In FY 88t e
Pﬂr recte expenditure for %ng term acrlrtre medrcard B ?/ments IS $

|on which 15 30.1% o teentrre me |card u get e enta?e |ncr ases in rates
gar to'long-term care acr Ities between FY n are ovided |
ttachment. The lowest ercentasge Increase |nt at perjod 15 12.93%: the hrg est is
31.05%. The avera el crease 42.45% In that pe 8 _1g. The average daily rate
paid to private long-term care facilities in FY 1988 is $212.11. 14

The dramatrc mcrease in medicaid raées has not resulted i |n Ia e numbers
senrors ernq served hy me |ca|d unded long-term care. 6, the tota eral
und medicald expendftures f orsenrors age 5 or overe were $14 8?3,000 ?

total, $3,823,000 as ex endfe for non- o gterm facilities, whrch ser ed

seniors at an davera gen iture o1 $1 \Berrecrgarendt A tota] of ] ’
Wwas expende g edicaid long term gare hich served 539 senjors | >Jrage
expenditure of $20,408 per recipient. See Halterman Report lable 1

The increased rates authorized hg the MRC are due to a com

of factors.
The prospective rate setting systém

%rnatr
Is based on costs incurred by the facilities during



a hase year, which in practice has meant their previous,fiscal %ear Plus an rnflatron
tactor he statutes set qut the costs to be consrdered in setting rates and the M

has, att e e%rs aturesdrrectron promu %rte regu lations enumerating the rate
settrng factors. In ormu%trn g rates, the MRC evaluates various components of
acllify costs during their base year, rncudmg? costs of current operation, Including
salariés and wages urchased servrces sugtp ies, Insurance, leases, depreciation,
taxes, rnterest expense, mamtenance and other operatrng ex enses education;
research; and [ppro priate capital development. AS 47.07.0/0: 7 AAC 43. 685 In
practice, the rate has been hased on the actual hrstorr?al costs ofo%eratrng facillties.
Alaska, unlike most states, does not impose an upper limit on reimbursement
amounts to facilities,

The onlv atutorily- rmposed standards re
OIrra orreasona eco ts incurred b
A rtronag etermrnrn a
Htrlrzatron {the facrlrty as been re U ed
evelopment of the tacility. AS4 07, 07 Otner tha the enerrccst items

s ecified in the statute cr atrn the MRC the “fair rate f or rea onable costs"
setgouagﬁ ang astatutory rrec ive that t e MRC "consider the agrr)roprratron limit

Islature for'th e artmen t's programs under [portions of Title 47] and
avarlabe g ; p d) q l'? ?
restrrctrons on what rates t

eral revenue' 070( here are no statutori
MRC sets However, the purpose section of the
statute ut 3rrzrngt e Department of Health and Social Services to participate in
the meaicai rogram rsr structrve It provides that: "It is declared as a matter of
Pnublrc eoncernt att| e nee persons ofthrs state receive uniform and pi hquaIrty
e rca care regardless of race, age, national origin, or economic standing.

qrtrrre thalttthe rate o ia ment be hased on
1l

yrate "may consrderw etherthe rate of

{%cause]o rm rovident or caéeless

rmposed

NrnetX ercent ( ?O%g of residents in Ion? -term cage T_frlrtres recejved medicaid

coverage In April 1987, which.is a typical month. [tennan ?port rat6 Since

medicald Is a vstem which reimpu sesProvrders rrect every ollar of t

arﬁ proved rat owsdrrectlg to the Institutions renderm 'the | on -term car eservrces
The national average gost 9term care r% Per ay; the 4 rag aryrate In
asaasofFY88rs 12I %aﬁmen ThusAasas aily rate Is

a 0st 400% of the national v\erae T ? I cost |rvrn rnAIa a has heen
uded to numerous times eheaIth care In g v actors
Infuencm cuteand ong e[m Care Costs In A Ho ever he 400%

dif erentr in daily rates 1S wel above t erncrease Cost 0 rvrng rnAIaska The

justification that It costs more because It costs more is no justification at al

The overrrdrn %ctor rdentr red in th exorbrtant rates rfard to facilities in Alaska is

te ates set P rerm urse for almost aA costs, no matter how

Inef rcrenta rt ma ecurrent rate structure esnot rewar trrm

rng nurtg In a mrnrstern a facility nor oes rt consider t e fact that man e Co-

oCate H { autresw e orrﬂ]rna constructed wrth statf rants. T

sratest ? Iities to ohta r ursement or caplta osts and

de reciation, ot 0T wh rc were orrgma ar ed f rom state do ars. In essence

th raﬁes reward hrg er and higher expenditures and dt lJorovr e an

ca ital costs origin Krncurre t estate The me rca In stmy nows

that whatever it'spends, it will lik g %rermburse hhroud edrcar rate

medical rnduﬁtr resgonse has beén t att ere Is a nighe eve of service Iin A Iaska

One doubts that any level of service could justify such-a cost differential in daily

rates.



Has the MRC throurth)h its pros ectrve rate setting Borocess in effect drscrrmrnated
a ainst non ong term medical ergr le A askans dvsettrng rates so rg tha

ndrn% for oth&r needy Alaskans i %reat y reduced? Haveé the high me icaid
payme trates resuted in_high rates eing charged togeople rnelrgrble or medicaid,
50 that retired persons living on mogest retirenient incomes are unable to afford

Institutional care? It appears so. The next question is, why? |f the true purpose of
Alaska's participation m the medicaid procrrram s to ensuré all need%recrprents of
access to medrca(J care, w ydoes the]le isfature contdnue to permit ﬁ
pperate as an in epen en. body with n external an rnternal controls? If,
instead, Alaska'spublic go icy rs to use the medicaid program to subsidize long-term
rare Idch“tles vvhrch have small occupancy rates and inversely high daily rates, it
should be so stated

The MRC, viewed ina hrstorrcal context, has oRerthd quite well (50 insure facility
survival. However such is not the purp 0se of the fe era medrcar statute which
was enacted a/Con ress to enere thataI cate orreso eligible need gersons
recelve neede ca care The effect of the prospective rat ttrng system
IS becoming clear to not only Alaskans,, but to the f e eraI overnmen which
currentl matchesAIaskas edicaid contribution. The fe overnment has
recent a vr%ed the Division of MedrcEI Assistance that alt there s no Uﬂ)er
limit 0 rerm ursements. in state aw, there 1S an u erlrmrtun er federal criter
h] ich the state 'f exceedrng Tus there ve 8, v

en the federal governm nt refuses to mat hthe Stae oTAlas asfacr Ity medrcard
costsormatches on % 0 It deems reasonable. T estatewo t n be liab e
0 Use general f onres to make up the difference. LoFso eral dollars would
be a heavv prrce to systain an unstat polrcy of ensuring facility survrval no matter
how cost ineffective the facility may be

POPULATION AFFECTED

All Alaskans are otentr |Iv ectedchythrs IS ue EIr rble medicaid populations
may n?t recerve ndrnq thelr medica nee sr ac rermbursements contrnue
not onyto soak up the %rggsts are of the D fet utto Tequire large

come a time, ang soon,

annu rncreasesr tat et. The Le slature as alrea aled its

unwr ngness to fund DM A at req ueste eves wo years ﬁestatewastorced

to elimi ate man servrcesprevrousy funded throu theg era ere med rca

program, w rchr solely a state funded medrcal rogram for the truly needy

addition, no undf have bee]n a[%)roprrated for the catastr%phrc illness pro ram for

the pa st two fiscal years, tment of H ealth aP qcial Services

rec nt submrtted a supplement Irequesto $ 83 million forthe remain er of FY
asrcaTy coverHte ever- rncreasrng cosé rPéryments to facilities. Medical

assrstance oy the needy cannot continug to 0N ever-increasing emergency

requests to the Legislature.

Everyone is suf errngdurrngthese times of ?cal austerit nv As the econom y
contrnues to bottom-out, man ? ans are find rng seves in neeq of medical
care, However, due to decreasrn? undrng those néeds could ngo ynmet. It is against
this backdrog that the fundamental unfaiiness of the current nfedicai
reimbursement P/sterq must evrevved Should the sfate, as a conscjous or
unconsclous public policy decision, fund everrncreasrnggrrvate acllity costs while
the medical needs of othier deserving Alaskans go unmet;



OPTIONS TO ADDRESSTHE ISSUE
The following are two options to consider.

1. Abolish the MRC and authorize the DHSS to perform the rate setting function;
the DHSS could therefore ensure that the total facility reimbursement rate does not
drive its entire budget and could ensure that the rate paid is not a subsidy to the
facilities at the expense of all other classes of medical consumers served by DHSS.

2. |f the MRC continues to exist in statute, there must be 3_tatutory m'teria to limit
fa%mty reimbursement, including autnority to impose a ceding on reimbursement
rates.



*'yrn A, *'unset’., Commlssio er .

l{cp>.rtntent of Health ory* SdciAl Services
s ox 1i-07

Juneau, Alaska '*981 I

"V.ir o 's. T:unven;

“urifi- e recor.t meetinjr, me rubers of your staff re?uested an explanation of how the
"is-mnroval of a state plan Amendment would affect Alaska's Medicaid program,
Thry also expressed an Inte Wost In learning uhat actions HCFA vould take if the
State c'ose to implement the chenr.es contained In the disapproved amendment.

A stale eI_ectin? tc receive payments under TItl-* XIX of the Social Security Art
mf.ijst submit aul receive app oval of its state plan for medical assistance. Once the
“Miraln state plan *vas heejt approved, it can only be chnngeri via the state plan
a nenrtiucnt process. This [rocess requires the state to thoroughlg describe the
proposed cl'ange In the lorn. ma state plan emend-nrnl and submit the document to
ICFA for approve 1 If the a »Mdn*nt IS apProved, It becomes part of the Approved
Mcdicalo state plan and tke change is effectuated. ' HCFA disapproves the
ar-.en'l'rent, the prooosotf ch IKte cannot be implemented —« the state plan remains

unchanged.

A state may c!>o0se to ignore 1ICFA's disapproval and Irupleuicnt the proposed
Change. This course of action. would result In the state beinc out of ¢. -.pliance with
the approved state plan etv could have slrniflcont financial ramifications. The
exact extent of the financial conse?uences would depend on tlie substantlalltK of the
non-compliance but could nnge from the disallowance or deferral of the FFP
associated with the disoppro fed change to the termination of FFP for the state's
entire Medicaid procram.

if you have any questions concerning this matter, our contact orrson is Boh
Crau<nan, °»0b con nhe renchec at (206) 442-044}.

Sincerely,

Norman V. Meyer
Associate Regional Administrator
for Program Operations
ccs Kim Buach
BG 1138k

File Code: SMO-!1



MEMORANDUM State of Alaska

to

THRU.

from

Norma Lundy March 11, 1988
Governor"s JInterim Health
Care Commission FILE NO

TELEPHONE NO

subject State"s Potential
Liability to Federal
Government on Medicaic

Mary K.ABensen
Executive Director
Medicaid Rate Commission

In response to your Committee®s ques.tions concerning the state"s
potential liability to the federal government on Medicaid, |1
have prepared the following summary.

The state has a variety of issues concerning Medicaid payments
to hospitals and long term care facilities. Attached 1is a
memorandum outlining issues as of February 17, 1988. Since that
time several other 1issues have developed 1increasing the state®s
potential liability.

In late February, the federal government identified an upper
limit 1issue with acute care services for 1984, 1985, and 1986.
We have been notified approximately $2.0 million will be
requested back from the state. "Tt~appears this argument will
continue into 1987 and 1988. I estimate we will be arguing
another $2.0 million in 1987 and $1.0 million 1in 1988. The
state does not agree with the federal finding. We anticipate we
will prevail or partially prevail.

The second issue involves litigation with Cordova Hospital
challenging the Medicaid Rate Commission®s ability to apply
audit findings prior to August 1986. The facility®"s contention
is the state could only audit prior to that time but had no
ability to recoup funds based on audits. I was notified Monday,
the Alaska Health Association 1is planning to join the suit on
behalf of all members facilities. Regardless of who prevails,
the federal government will take its half from the state. Based
on current audit findings, it appears there will be at least
$1.0 million in audit findings for 1985 and 1986. This will
result in $500,000 in payments to the federal government. We
feel the state will prevail.



Norma Lundy 2

The

outstanding 1issues are
FY 87 Long Term Care
FY 88 Long Term Care
FY 89 Long Term Care

Potential Federal

Upper
Upper
Upper
Clainm

.FY 89 Proposed Regulation
Outstanding Appeals
Total Contingent Liability

1984/5/6 Hospital
1987 Hospital
1988 Hospital
Audit Finding
Total

Upper Limit
Upper Limit
Upper Limit

Attachment

recapped

Limit
Limit
Limit

as

March 11,

follows:

$ 2,055,000
2,515,000
2,800,000

$ 7,370,000

$ 2,900,000
7,000,000
$17,270,000

$ 2,.000,000
2,000,000
1,000,000

500,000
$22,770,000

1988



{7 HOUSE COMMITTEE REPORT

Date referred: 1/11/88 FURTHER REFERRALS: HESS
Judiciary

DATE: 3-/7/7-"
The State Affairs Committee has considered HB 348

"An Act relating to the composition of the Medicaid Rate Commission."

RECOMMENDSI
[ 3 replace with t 1 the 2515 title
[ 1 attached amendment(s) ( NMa title

C x*] do pass
[ ] do not pass

1 no recommendation

[
[ ] individual recommendations
[

] additional referral to_the

ADOPTS: [ 1 letter of intent

ATTACHES NEW FISCAL NOTE(S):

[ 1 fiscal impact [ 1 same as previous Tfiscal note
[ 1 zero fiscal note published
[ 1 zero with analysis same as previous zero Tfiscal

note published /-1
SIGNING DO PASS: SIGNING OTHER RECOMMENDATIONS:

Commi
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STATE OF ALASKA 1981 LEGISLATIVE SESSION

FISCAL NOTE BILL VERSION : HEA 3As .

PUBLISHDATE:HOUSE 1/11ZAS8

NO.

REQUEST FISCAL DETAIL
Bill"Resolution No . : Agency Affected OsalLh & Social Services
Tuk :An Ant- Rp.latincr to the Membership BRU .Medicaid Rate Cormission

of the Medicaid Rate Cfcnmission

Sponsor : Rules Committee Components :Medicaid Rate Cormission
Requestor: Governor
Due ofRequest:,

EXPENDITURES/REVENUES : (Thoustnds of Dollars)

OPERATING FY 88 Fy 30) FY yo FY 91 FY 92 FY %SZ
PERSONAL SERVICES -0 - -u- -0 - -n-
TRAVEL -u - - 0- u- u-
CONTRACTUAL -0 - -0- -0 - -0 - -Q—
SUPPLIES -0 - 0- 0- -0- -0-
BQLTPMENT

LAND A STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING -0 - -n- It -0-

CAPITAL
REVENUE

FUNDING : (Thousands of Dollars)

GENERALFUND

FEDERAL FUNDS

OTHER

TOTAL -0 - dL -u- -0-

POSITIONS

FULL-TTME
PART-TIME
TEMPORARY

ANALYSIS : Attach aseparate page ifnecessary

The proposed language changing the membership of the Medicaid Rate
Cormission would have a net zero impact on the Medicaid Rate Can-

mission budget. f
Prepared by : /7|SV /SA , Phone 465-3355
Division : Medical Assistance Date:’ 12/8187
Approved b”*nunissioner:| g y Avrrfaa®Date: izhJX L

Agency:

Dismbution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Offce ofManagement and Budget
Impacted Agency(ies) Pre. 9/16"86



M EMORANDUWM State of Alaska

THRU.

FROM:

02 001A(Rev 85)

Norma Lundy date March 11, 1988
Governor®"s Interim Health
Care Commission FILENO.
TELEPHONE NO:

SUBJECT: State"s Potential
Liability to Federal
Government on Medicaid

Mary K .Jensen
Executive Director
Medicaid Rate Commission

In response to your Committee"s questions concerning the state"s
potential liability to the federal government on Medicaid, 1
have prepared the following summary.

The state has a variety of issues concerning Medicaid payments
to hospitals and long term care facilities. Attached is a
memorandum outlining issues as of February 17, 1988. Since that
time several other issues have developed increasing the state"s
potential liability.

In late February, the federal government identified an upper
limit issue with acute care services for 1984, 1985, and 1986.
We have been notified approximately $2.0 million will be

requested back from the state. It appears this argument will
continue into 1987 and 1988. I estimate we will be arguing
another $2.0 million in 1987 and $1.0 million in 1988. The
state does not agree with the federal finding. We anticipate we

will prevail or partially prevail.

The second issue involves litigation with Cordova Hospital
challenging the Medicaid Rate Commission®s ability to apply
audit findings prior to August 1986. The facility®"s contention
is the state could only audit prior to that time but had no
ability to recoup funds based on audits. I was notified Monday,
the Alaska Health Association is planning to join the suit on
behalf of all members Tfacilities. Regardless of who prevails,
the federal government will take its half from the state. Based
on current audit findings, it appears there will be at least
$1.0 million in audit findings for 1985 and 1986. This will
result in $500,000 in payments to the federal government. We
feel the state will prevail.



Norma Lundy -2- March 1] , 1988

The outstanding issues are recapped as follows:

FY 87 Long Term Care Upper Limit $ 2,055,000

FY 88 Long Term Care Upper Limit 2,515,000
FY 89 Long Term Care Upper Limit 2,800,000
Potential Federal Clainm $ 7,370,000
WY 89 Proposed Regulation $ 2,900,000
Qutstanding Appeals 7,000,000
Total Contingent Liability $17,270,000
1984/5/6 Hospital Upper Linmit $ 2,000,000
1987 Hospital Upper Limit 2,000,000
1988 Hospital Upper Limit 1,000,000
Audit Finding 500 ,000

Total $22,770,000

Attachment



H1J—T.OrHEALTH AXO SOCIAL SERVICES

/
MEDICAID RATE COMMISSION  /

February 17,

The Honorable Myra Munson
Commissioner

Department of Health & Social Services
Pouch H-01
Juneau, AK 99811

Dear Myra:

received correspondence from Region
issues for our FY84 and FY85 fisca

Today, 1
upper limits

I want to keep you fully

informed of the potential

STEVE COWPER. GOVERNOR

PC B>

3tc- C SRefl SU.TE -
AS:«OnA3E AULS»*
Post (*r i9<*

1988

X concerning the
I years.
liability the

state faces with this and other issues. While the state needs to
require federal participation based on our approved State Plan,
the upper limit issue is a problem for the state of Alaska.
Currently, we have approved State Plans through June 30, 1987.
The 1988 State Plan 1is not approved. Our aggregate calculations
for hospital services indicate the approved rates are under the
upper limit for FY87 and FY88.
The long term care rates continue to be the major issue for
state. I am listing an estimate of the contingent liability the
state faces on several issues including the federal upper limit,
regulations pending before the Medicaid Rate Commission, and
appeals 1in process. All the issues listed below will likely be
all general state funds. The appeals from providers request
payments for expenses not included in the State Plan. While 1 do
not believe the Tfacilities will prevail, it is 1important to
consider the appeals as contingent liabilicies against General
state funds. The outstanding issues are as follows:

FY87 Long Term Care Upper Limit$ 2,055,000

FY88 Long Term Care Upper Limit $ 2,515,000

FY89 Long Term Care Upper Limit$ 2.800.000

Potential Federal Claim $ 7,370,000

$ 2,900,000
$ 7.000.000
$17,270,000

FY89 Proposed Regulation
Outstanding Appeals
Total Contingent Liability

FFB 1 9 1988
« f. Cinancft



If any of the contingencies become a reality, the impact will be

in the FY89 appropriation. As you <consider the appropriation
request for FY89, you may want to consider requesting funding for
some of the contingencies. As a note, the federal upper limit

issue and the chart above reflect only the federal portion. |
estimate excess above the upper limit for the 3 three years is
approximately $14,645,000 in actual payments to the health care
facilities or just under 20% of the rate.

If you wish to discuss any of these issues or I can be of any
assistance, please do not hesitate to contact me.

Mary K. Bensen
Executive Director

cc: -JCommission Members, Medicaid Rate Commission
Karen Perdue, Deputy Commissioner DHSS
Kim Busch, Medical Assistance
Harlan Knudson, Health Association of Alaska
Robert Bilden, Legislative Audit



Mym A, Munscn, Commlssioi er
Department ol Health Anri Scjcial Services
P. 0. feox 11-07

Juneau, Ala*ka 99311

Oear Ms. Munson;

purin”® e recent meeting* mo mburs of your staff requested an explanation of how- the
*is-ionrotal of a state plan amendment wvould affect Alaska"s Medicaid program,
They also expressed an Ir.te est in learning vhat actions HTPA voutri lake if the
State c" ose to implement the chcnges contained In the disapproved amendment™

A stale electing tc receive payments under Title XIX of the Social Security Act
tmusi submit and receive apn ovcl of its state plan for medical assistance. Once the
Medical""1 state plan lias bct]) approved, it can only be changed via the state plan
amendment process. This rocess requires the state to thoroughly describe the
oroposod change In the (orm mfa state plan amendment and submit the document to
VICFA fcr approval. U the c i<nd;n»*nt is approved, it becomes part of the Approved
Medicaid state plan and t*e chanpc is effectuated. If IIGFA disapproves the
amendment, the proposed ch ngc cannot be implemented and the- state plan remains
unchanged.

A state -nay choose to igo re HCFA"s disapproval and Implement the proposed
change. This course of actio would result In the state being out of compliance with
the approved state plan er could have significant financial ramifications. The
exact extent of the finnncla consequences would depend on the substantiality of the
non-compliance but could rtnge from the disallowance or deferral of the FFP
associated with the disappro red chance to the termination of FFP for the state's
entire Wicald program.

JF you have any questions concerning this matter, our contact Derson is Boh
Grainean, Rob can he reaches at (206) ift

Sincerely,

Norman V. Meyer
Associate Regional Administrator
for Program Operations
cct Kim Botch
BG 1138k

File Code: SMO-1
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DOVERNQR

Stat 2 or Alaska
OFFICE OF THE GOVERNOR

JUNKAU

January 11, 1938

The Honorable Ben Grussendorf
Speaker of the House

Alaska State Legislature

P.0O. Box V

Juneau, AK 99811

Dear Representative Grussendorf:

Under the authority of art. 111, sec. 18, of the Alaska Con-—
stitution, | am transmitting a bill that would change the
composition of the Medicaid Rate Commission, which was es-—
tablished in the Department of Health and Social Services in
1983.

Currently, the Medicaid Rate Commission has Tfour public or
provider representatives and one state government represen—

tative. The latter is either the commissioner of health and
social services or the commissioner of administration (or
the appointed designee of either) . The purpose of the

Medicaid Rate Commission is to establish the rates for pay-—
ments made to hospitals, nursing homes, and a variety of
ether health <care facilities for services provided to
Medicaid and general relief medical assistance recipients.

The commission currently commits the state to a distribution

of over $80,000,000 yearly. With the present composition of
the commission, the state lacks budgetary control because it
cannot contain the growth of "the rates approved by the com—
mission.

Historically, boards with the authority to commit the state
to some level of expenditure or indebtedness have had a vot—
ing majority of cabinet or top-level administrative
officials. This bill brings the composition of the commis—
sion into conformance with other rate-setting bodies by
placing a total of three department heads (or, in place of
the third department head, one of the division directors of
the office of management and budget) on that rate-setting
body. Two other governor-appointed members would represent
health care providers and consumers, respectively. The com—
mission would, of course, continue to make 1its decisions
based upon presentations made to it by health care provid-



The Honorable Ben Grussendorf Page 2

This proposed change would also help assure that the Depart—
ment of Health and Social Services maintains the Medicaid
program within federal requirements in order to allow maxi—
mum use of federal money. :



STATEMENT
HEALTH ASSOCIATION OF ALASKA

March 15, 1988

House Committee on State Affairs
HB 348 - MEDICAID RATE COMMISSION

The Health Association of Alaska, representing acute and long term health
care facilities, 1is opposed to H.B. 348, an act relating to the composition of
the Medicaid Rate Canmission.

Purpose of Medicaid Rate Canmission:

The purpose of the Canmission is to establish a fair rate of payment to
health facilities for services rendered to Medicaid and General Relief Medical
(GTM) beneficiaries.

The major activities of the Canmission are to develop and implement a new
rate setting system, audit facility data, prepare and negotiate the State Plans
with the Federal Government for federal funding, and report proposed Medical
Assistance expenditures for current and subsequent state fiscal years. The rate
setting ;s a public process wherein the Commission deliberates the proposed rates
and sets the rates.

Current Composition of Medicaid Rate Canmission:

1. Licensed Health Facility CEO

2. Ccsnmissioner of Administration or Commissioner of Health and Social
Services or their designee

3. Licensed physician

4. Certified Public Accountant

5. Consumer

Intent of HB 348:

Replace licensed health facility CEO, physician, and CPA with a health care
provider, Commissioner of Administration, Commissioner of Health and Social
Services, and/or a third Conmissioner or a director of a division of the Office
of Management and Budget.

Reasons Why Health Association of Alaska Opposes HB 348:

1. The intent of HB 348 is to control health care facility costs by having
three of the five members of the Canmission represent state government.

That is contrary to legislative intent. Hospital and long term health
care facility rates established by the Commission should not be budget
driven, but should reflect a fair rate of payment for services rendered.

State government and the public need to have the data compiled by the
Canmission, and knew that fair and equitable rates are established by
utilizing that data.

(MORE)



HB 348 Statement
Page 2
March 15, 1988

FOR:

Concern is that needed rate increases will be denied solely for the
reason that the Department of Health and Social Services will be required to
seek additional funding from the legislature to underwrite such increases.
The fact that health facility costs, generated by peqgple in need, must
compete with other health and social service programs is recognized, but it
does not negate the fact that hospitals cannot subsidize state programs.

It should be noted that a recent survey (by providence Hospital) showed
that hospital uncompensated care (bad debt/charity) costs increased from
$5,339,000 in 1982 to $10,368,000 in 1986. Medicaid paid hospitals only
$20,978.00 in 1986. Liability insurance premium costs increased from
$3,147,000 in 1986 to $5,377,000 in 1988. (Data from Medicaid Rate
Commission.)

2. The Certified Public Accountant, physician, and licensed health facility
CEO are needed on the Commission, as is the consumer and the representative
of the Department of Health and Social Services.

Establishing health facility costs is extremely complex, and the
involvement of individuals who are in the everyday business of providing
health services and cost accounting contribute significantly to the
deliberations of the Commission.

Harlan Knudson

Health Association of Alaska
319 Seward Street, #11
Juneau, AK 99801

586-1790
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Alaska I~tate & gtalatarc

House of Representatives
Al Adams

Chairman
Committee on Finance

Official Business

March 2, 1988

Representative Fran Ulmer
Chairman

House State Affairs Committee
P.O. Box V
Juneau, AK 99811
Re: HB 348

Dear Represe I

== sy g T

WHILE IN SESSION
P.O. Box V
State Capitol

Juneau, Alaska 99811
(907) 465-3706

OUT OF SESSION
P.O. Box 333
Kotiebue. Alaska 99752
(907)442-3320

1024 W. 6th
Anchorage, Alaska 99501
(907) 274-0615

I would like to take this opportunity to voice my support for House
Bill 348 "An Act relating to the composition of the Medicaid Rate

Commission."

As | am sure you are aware, the entitlement programs in general and
the Medicaid budget in particular represent an ever increasing
portion of the Department of Health & Social Services Budget. From
FY 86 - FY 88, a period when the vast majority of state funded
programs were sustaining double-digit percentage budget reductions,
state general funds for Medicaid increased by 12.2%. If you add the
FY 88 request for supplemental funding pending before the House
Finance Committee, the increase is approximately 37.1%. | have
attached a spreadsheet which more clearly demonstrates the growth
in this program during this period.

While some of these increased costs can be attributed to expansion of
services and increased caseloads, it is also true that a significant



Representative Fran Ulmer

Page 2

portion of the increased costs are directly related to the rate
increases awarded to Medicaid eligible facilities by the Medicaid Rate
Commission.

Under current law, the rate commission operates outside the normal
policy/budget process and the composition of the commission further
aggravates the problems inherent in this situation. House Bill 348
would provide for a majority of the members of the commission to
be state policy-makers and presumably more sensitive to the overall
policy and budget priorities of the state.

To illustrate just how out of step with the normal budget process the
current commission appears to be, | have attached a copy of a notice
of proposed changes in the regulations of the Medicaid Rate
Commission which came across my desk last week. If the
commission adopts these regulations as written, the state will be
obligated for an additional $2.9 million for FY 89 with further
increases in succeeding years. These funds are not in the current
Governor's FY 89 budget request nor will the regulations likely be
approved in time for submission as a budget amendment. As a
practical matter what we have here is a FY 89 supplemental request.
We are set-up for a FY 89 Medicaid supplemental before we have
even approved the original FY 89 budget!

In conclusion, | urge the State Affairs Committee to give favorable
consideration to HB 348. | am under no illusions that this will solve
all our Medicaid funding problems; but I am convinced it is a
worthwhile step in the right direction. In the absence of additional
cost containment measures in this area, | fear that further erosion in
funds for other vital health & social services programs is inevitable.

Al Adams
Chairman
House Finance Committee

cc Rep. Mark Boyer
Chairman
House Finance HESS Budget Subcommittee
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MEDICAID-FACILITY

TOTAL

ATTACHMENT A MEDICAID BUDGET FY 07
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FY 87 ACT FY 88 AUTH FY 88 SUPP FY 88 TOTAL

o Ot

12.558.1
22,822.4

35,378.5

10,972.6
26,598.2

37,570.8

4,970.0
3,375.0

0,345.0

45,915.8

F
FY 89 GOV FY

G H 1 J
89 REGS FY 89 TOTAL FY 89 V FY 87 FY 89 V FY 87
AMOUNT %
0.0 17,213.2 4,657.1 37.1%
2,900.0 36,012.1 13,189.7 57.9%
2,900.0 53,2253 17,8 .8 50.-1%

FY 98 TOTAL=AUTHORIZED PLUS PROPOSED SUPPLEMENTAL; FY 89 TOTAL=FY 89 GOVERNOR PLUS PROPOSED NEW REGULATIONS
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NOTICE OF PROPOSED CHANGES
IN THE REGULATIONS
OF THE MEDICAID RATE COMMISSION

Notice isgiven that the Medicaid Rate Commission, under
authority vested by AS 47.07.070 and AS 47.07.073, proposes to
amend regulations in Title 7 AAC 43 of the Alaska Administrative
Code,dealing with establishment of a rate setting process for
payment of services for Mediccil Assistance programs to
facilities, to implement AS 47.07, as follows:

1. 7 AAC 43.685(b)(2) is proposed to be amended by
identifying capitaland various insurance and employee
benefits costs as passthrough costs.

2. 7 AAC 43.685(b)(3) 1is proposed to be amended by adding
various insurance and employee benefits costs as
facility budgeted costs for rate setting.

3. 7 AAC 43.691(a) (1) is proposed to be amended to
substitute actual ©passthrough costs for budgeted
passthrough costs when calculating year end

conformance.

Notice 1is also given that any person interested may present oral
or written statements or arguments relevant to the proposed
action at a hearing to be held in Room 336 of the Frontier
Building, 3601 "C" Street, Anchorage, Alaska at 1:30 p.m. on
March 18, 1988.

This action is expected to require an increased general fund
appropriation of $2,900,000 in fiscal year 1989, $3,500,000 in
fiscal year 1990, and $4,300,000 in fiscal year 1991.



Hedicald Fac!llty

Price
Utlllration
Ellglbles

Medicald Non-F«c!llty
Price
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Ellglbles
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Dept.
Request

3.7%
3.1%
8.5%

3.7%
3.1%
10.4%
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FY87

Authorlzed

0.0%
3.1%
8.5%

0.0%
3.1%

10.A%

DIVISION OF MEDICAL ASSISTANCE

nunr.FT increase factors

FY88 FY89

National Oept. Dept.
Actual CPI Request Author!zed Projected Request
5.0% 15.7% 3.5% 2.5% 5.5% 3.8%
7.5% 0.0% 0.0% 6.5% 0.0%
6.0% 6.3% 6:3% 6.0% *£,2%
15.7% 15.7% 2.8% 0.0% 5.5% 3.8%
Unk. 0.0% 0.0% 6.5% 0.0%
6.0% 6.3% 6.3% 6.0% <f.5%
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Changing the Medicaid Rate Commission to Advising the Department on

Medicaid Facility Rates.

Purpose

This proposed amendment would change the focus of the Medicaid Rate Conmiis-
sion from a rate setting body to one giving advice to the Department of
Health and Social Services. Upon consideration of that advice and review
of available funding, the department adopts fair facility rates for

Medicaid based on federal requirements and state statutes.

Section 1. AS 47.07.040 is amended to read:

Sec. 47.07.040. State plan for provision of medical assistance. The
department shall prepare a state plan in accordance with the provisions of
42 U.S.C. 1396 - 1396p(Title XIX, Social Security Act, Medical Assistance)
and submit it for approval to the United States Department of Health and
Human Services. The plan shall designate that the Department of Health and
Social Services is the single state agency to administer this plan. The
department shall act for the state in any negotiations relative to the
submission and approval of the plan, The department [, INCLUDING THE
MEDICAID RATE COMMISSION,] may make those arrangements or regulatory
changes, not inconsistent with law, as may be required under federal law to
obtain and retain approval of the United State Department of Health and
Human Services to secure for the state the optimum federal payment under
the provisions of 42 U.S.C. 1396-1396p(Title XIX, Social Security Act,
Medical Assistance). In addition, the department shall provide a report to

the legislature no later than March 15 of each year concerning the status



of this program and recommendations, with supporting fiscal data, as to any

changes in the coverage of eligible persons or services to he provided

* Sec. 2. AS 47.07.070 is amended to read

Sec. 47.07.070 Payment to Health Facilities, (a) The commission shal
advise the department on the prospective [DETERMINE PROSPECTIVELY THEM rate
of payment to a health facility under this chapter and AS
47.25.120-47.25.300 based on a fair rate for reasonable costs incurred by
the facility. The department shall set the rates of payment to a health
facility. The department [COMMISSION] shall by regulation list the factors
it considers in making its rate determination under this section, after

consultation with the commission.

(b) In determining a rate of payment to a health facility under this
section, the department [COMMISSION] shall consider the proportionate share

of the facility's financial requirements for patient care for

(1) cost of current operations, including salaries and
wages, purchased services, supplies, insurance, leases, depreciation,
taxes, interest expense, maintenance and other health facility operating

expenses; and

(2) education, research, and appropriate capital develop-

ment.



(c) In determining a rate of payment to a health facility under
this section, the department [COMMISSION] may consider whether the rate of
utilization of the facility has been reduced because of improvident or

careless development of the facility.

(d) In determining a rate of payment to a health facility under
this section, the department [COMMISSION] shall consider the appropriation
[imit set by the legislature for the department's programs under this

chapter and under AS 47.25.120-47.25.300, and available federal revenue.

* Sec. 3. AS 47.07.073 is amended to read:

Sec. 47.07.073 Uniform Accounting, Budgeting, and Financing Reporting,
(al The department [COMMISSION] by regulation shall require a uniform
system of accounting, budgeting, and financial reporting for health facil-
ities receiving prospective payments under this chapter. The regulations
shall provide for reporting revenues, expenses, assets, liabilities, and
units of service. The department [COMMISSION] shall specify the date the

system become effective for each health facility.

(b) In adopting regulations as under this section, the department

[COMMISSION] shall consider

(1) accounting, budgeting, and financial reportings

dures used by health facilities;

pro



(2) variations among health facilities in the types of

health care services provided by health facilities;

(3) the size and organizational structure of health facil-

ities;

(4) the methods used by health facilities to obtain pay-

ments; [AND]

(5) other factors the department [COMMISSION] considers

relevant; and [.]

(6) the recommendations of the commission.

(c) The department [COMMISSION] may waive or modify a requirement
for accounting, budgeting, or financial reporting for a health facility if

waiver or modification is

(1) necessary to avoid excessive costs to the facility; and

(2) consistent with the policies of this chapter.

(d) Notwithstanding other provisions of this section, the depart-
ment [COMMISSION! may, by regulation, modify the system of accounting,
budgeting and financial reporting required under this section for a health
facility having fewer than 25 acute care beds in order to reduce the

operating costs of that facility.



Sec. 4. AS 47.07.075 1is amended to read:

Sec. 47.07.075. Application of Administrative Procedure Act. Action
of the department [COMMISSIONI under AS 47.07 and AS 47.25.120-AS 25.300
are subject to the provisions of the Administrative Procedure Act (AS

44.62).

Sec. 5. AS 47.07.110 is amended to read:

Sec. 47.07.110. Medicaid Rate Advisory Commission established. The
Medicaid Rate Advisory Commission is established in the Department of

Health and Social Services.

Sec. 6. AS 47.07.180 is amended to read:

Sec. 47.07.180. Duties, (a) The commission shall review proposed
payment rates [AND MAY REVIEW BUDGETS] of health facilities and advise the
department on [ESTABLISH] payment rates for health facilities under this

chapter and AS 47.25.120-47.25.300.

(b) The commission shall advise [CONSULT WITH] the department on
the state plan as it relates to health facilities. [THE COMMISSION MAY NOT

CHANGE THE UNIT OF PAYMENT WITHOUT THE WRITTEN CONSENT OF THE DEPARTMENT. '

(c) When the department enters into a substantially revised state
plan under AS 47.07.040, and when, as part of the the revised state plan,

the department [COMMISSIONL adopts regulations which substantially change



the methods used or the factors considered in determining the prospective

payment rates, the commission may, at its discretion, recommend the depart-
ment redetermine the prospective payment rates for all facilities from the
effective date of the new regulations forward. Each redetermined rate will
be effective from the date of the department's [COMMISSION'S] new order as

to each facility.

[(D) BY MARCH ! OF EACH YEARY, THE COMMISSION SHALL DEVELOP FOR
THE FISCAL YEAR STARTING THE NEXT JULY 1 AN ANNUAL ESTIMATE OF MEDICAL
ASSISTANCE PROGRAM EXPENDITURES IN HEALTH FACILITIES UNDER THE JURISDICTION
OF THF COMMISSION. THE ESTIMATE SHALL CONSIDER ANTICIPATED UTILIZATION AND
PAYMENT RATES FOR EACH FACILITY. THE METHODOLOGY USED BY THE COMMISSION TO
DEVELOP THE ESTIMATE SHALL BE CONSISTENT WITH THE REGULATIONS GOVERNING THE

COMMISSION'S RATE-SETTING PROCESS.]

Sec. 7. AS 47.07.190 is amended to read:

Sec. 47.07.190. Employment of personnel. The department [COMMISSION]
may employ and determine the salary of an executive director, who shall
provide staff assistance to the commission. With the approval of the
department [COMMISSION], the executive director may select and employ
additional staff. The commission shall be assisted by the officers and
personnel of the department as the commissioner of health and social
services shall direct. The executive director of the commission is in the

exempt service under AS 39.25.

Sec. 8. AS 47.07.900(4) is amended to read:



(4) "commission" means the Medicaid Rate Advisory Commission

Sec. 9. Sections 1-7 of this Act take effect immediately under AS
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Linking Medicaid Rate Commission Set Facility Rates to Approval of Federal

State Plan to Ensure Continued Federal Funding

Purpose

This proposed amendment would require any rate set by the Medicaid Rate
Commission to comply with federal Medicaid program requirements. The
amendment links the effect dates of changes in regulations to the approval
of the Medicaid state plan by federal funding authorities. If the rates do
not meet with federal requirements and the state plan is not approved,
federal funding for the Medicaid program is jeopardized. |If the rates for
hospitals and other facilities go into effect prior to the federal approval
of the plan, the state Medicaid program is at risk whether the federal

government will participate in federal funding for these facilities.

* Section L. AS 47.07.070(a) is amended to read:

The commission shall determine prospectively the rate of payment to a
health facility under this chapter and AS 47.25.120-47.25.300 based on a
fair rate for reasonable costs incurred by the facility. The rates of
payment must be in accordance with provisions of 42 U.S.C. 1396p(Title XIX,
Social Security Act, Medical Assistance). The commission shall by regu-
lation list the factors it considers in making its rate determinations
under this section. Regulations that require modification of the state
plan become effective only after federal approval of the state plan or the
amended state plan, evcept with the prior written approval of the

department.



* Sec. 2. AS 47.07.180(c) 1is amended to read:

When the department enters into a federally approved substantially revised
state plan under AS 47.07.040, and when, as part of t'ie federally approval
revised state plan, the commission adopts regulations which substantially
change the methods used or the factors considered in deter , .he
prospective payment rates, the commission may, at its discretion, redeter-
mine the prospective payment rates for all facilities from the beginning ot
the first quarter in which the federally approved revised state plan is in
effect [THE EFFECTIVE DATE OF THE NEW REGULATIONS FORWARD]. Each
redetermined rate will be effective from the date of the commission's new

order as to each facility.

* Sec. 3. Sections 1 and 2 of this Act take effect immediately under AS

01.10.070(c).



FACILITY RATE SETTING

MSSUE

Facility rate setting. Alaska's system for setting medicaid reimbursement rates for
private health care facilities is unique. It is the only state that entrusts the rate
setting process to a volunteer commission that is wnolly outside the control of the
executive or legislative branches. The Medicaid Rate Commission (MRC% thus has
no legislative mandate to keep facility rates within amounts budgeted by the
Department of Health and Social Services and a%‘aropriated by the legislature.
Aspects of this issue include: mechanisms utilized for rate setting; policies that
drive the rates; and potential sanctions by the federal government, which
participates in funding through Title XIX of the Social Security Act (medicaid).

HISTORY

The Medicaid Rate Commission was established by the Alaska Legislature in 1984.
AS 47.07.110. It consists of five members, including: the chief executive officer of
an health facility licensed by the state but not owned or operated by the state or
federal government; either the commissioner of administration or health and social
services or a designee of either commissioner; a thsmlan licensed to practice and
actively practicing medicine in .Alaska and not employed by the state; a certified
public accountant with relevant experience; and a representative of health services
consumers who does not have a direct or indirect interest in an entity providing
health care services. 1d. The members are appointed by the governor and serve at
his or her pleasure for three-year terms, which are staggered. AS 47.07.130-140.
The commission’s duties are to "review proposed payment rates and budgets of
health facilities and establish payment rates for health facilities...." AS 47.07.180.
The commission is required by statute to "determine prospectively the rate of
paymem to a health facilitv...based on a fair rate for reasonable costs incurred by
the facility." AS 47.07.070. The statutes detail various factors which must be
considered in determining the rate. Jd.

Since its inception, the Medicaid Rate Commission has set rates at ever-increasing
levels. InFY 84, S21.7632 million was expended by the Department of Health an
Social Services in medicaid payments to long-term care facilities. In FT 88 the
pr_oigected expenditure for long-term facilities medicaid Bayments Is S29.6313
million, which is 30.1% of the entire medicaid budget. Percentage increases in rates
paid to long-term care facilities between FY 83 and FY 83 are provided inthe
attachment. The lowest percentage increase in that period is 12.93%; the highest is
131.05%. The average increase is 42.45% in that period. I1d. The average daily rate
paid to private long-term care facilities in FY 1983 is $212.11. 1d.

The dramatic increase in medicaid rates has not resulted in large numbers of
seniors being served by medicaid-funded long-term care. In FY 86, the total general
fund medicaid expenditures for seniors (age 65 or over) were $14,823,000. Of that
total, $3,823,000 was expended for non-long term facilities, which served 2,123
seniors at an average expenditure of $1,801 per recipient. A total of $11,000,000
was expended for medicaid long term care, which served 539 seniors at an average
expenditure of $20,408 per recipient. See Haltcrman Report, Table 1.

The increased rates authorized by the MRC are due to a combination of factors.
The prospective rate setting system is based on costs incurred by the facilities during



a base year, which in practice has meant their previous fiscal year plus an inflation
factor. The statutes set out the costs to be considered in setting rates and the MRC
has, at the legislature's direction, promulgated regulations enumerating the rate-
setting factors. In formulating rates, the MRC evaluates various components of
facility costs during their base year, including: costs of current operation, including
salaries and wages, purchased services, supplies, insurance, leases, depreciation,
taxes, interest expense, maintenance and other operating eroenses; education;
research; and appropriate capital development. AS 47.07.0/0; 7 AAC 43.685. In
practice, the rate has been based on the actual historical costs of operating facilities.
Alaska, unlike most states, does not impose an upper limit on reimbursement
amounts to facilities.

The only statutorily-imposed standards require that the rate of 9681ment be based on
a fair rate for reasonable costs incurred by the facility. AS 47.07.070(a).
Additionally, the MRC , in determining a rate, "may consider whether the rate of
utilization of the facility has been reduced because of improvident or careless
development of the facility.” AS 47.07.070(c). Other than the generic cost items
specified in the statute creating the MRC ,the "fair rate for reasonable costs"

lan ua%e, and a statutory directive that the MRC "consider the appropriation limit
set%yt e legislature for the department's programs under [portions of Title 47] and
available federal revenue" (AS 47.07.070(d)), there are no statutorily-imposed
restrictions on what rates the MRC sets. However, the purpose section of the
statute authorizing the Department of Health and Social Services to participate in
the medicaid program is instructive. It provides that: "It is declared as a matte" of
public concern that the needy persons of this state receive uniform and high qu.ility
meglcgl gare, Tegardless of race, age, national oricin, or economic standing.” AJ
47.07.010.

Ninety percent (90%) of residents in long-term care facilities received medicaid
coverage in April 1987, which is a typical month. See Halierman Report at 6. Since
medicaid is a system which reimburses providers directly, every dollar of the
approved rate flows directly to the institutions renderlng the long-term care services.
he national average cost of long-term care is S56 per day; the average daily rate in
Alaska as of FY 881s S212 1d. at 13-14; attachment. Thus, Alaska's daily rate is
almost 400% of the national average. The higher cost of living in Alaska has been
alluded to numerous times by the health care industry. See A Study of Factors
Influencing Acute and Long Tenn Care Costs in Alaska. However, the 400%
differential in daily rates is well above the increased cost of living in Alaska. The
justification that it costs more because it costs more is no justification at all.

The overriding factor identified in the exorbitant rates paid to facilities in Alaska is
the rates set by the MRC, which reimburse for almost all costs, no matter how
inefficient a facility may be. The current rate structure does not reward thrift and
ingenuity in adrru "istering a facility nor does it consider the fact that many of the co-
located and long-term facilities were originally constructed with state grants. The
MRC's rates thus allow facilities to obtain reimbursement for capital costs and
depreciation, both of which were originally funded from state dollars. In essac<
the rates reward higher and higher expenditures and does not provide an offset or
capital costs originally incurred by the state. The medical industry knows full well
that whatever it spends, it will likely be reimbursed through the medicaid rate. The
medical industry’s response has been that there is a higher level of service in Alaska.
One doubts that any level of service could justify such a cost differential in daily

rates.
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Has the MRC, through its prospective rate setting process, in effect discriminated
against non long-term medicaia eligible Alaskans by setting rates so high that
funding for other needy Alaskans is %reatly reduced? Have the high medicaid
payment rates resulted in high rates being charged to people ineligible for medicaid,
so that retired persons living on modest retirement incomes are unable to afford
institutional care? It appears so. The next question is, why? If the true purpose of
Alaska’ participation in the medicaid program is to ensure all needy recipients of
access to medical care, why does the legislature continue to permit the MRC to
operate as an independent body with no external ard only few internal controls? If,
instead, Alaskaspublic policy is to use the medicaid program to subsidize long-term
care facilities which have small occupancy rates and inversely high daily rates, it
should be so stated.

The MRC, viewed in a historical context, has operated quite well to insure facility
survival. However, such is not the purpose of the federal medicaid statute, which
was enacted by Congress to ensure that all categories of eligible needy persons
receive Deeded medical care. The effect of the MRC prospective rate setting system
is becoming clear to not only Alaskans.,but to the federal government, which
currently matches Alaska’s medicaid contribution. The federal government has
recentlvadvised the Division of Medical Assistance that although there is no upper
limit on reimbursements in state law, there is an upper limit under federal criteria,
which the state is exceeding. Thus, there very well may come a time, and soon,
when the federal government refuses to match the State of Alaska's facility medicaid
costs or matches only the 50% it deems reasonable. The state would then be liable
to use general fund monies to make up the difference. Loss of federal dollars would
be a heavy price to sustain an unstated policy of ensuring facility survival no matter
how cost Ineffective the facility maybe.

POPULATION AFFECTED

All Alaskans are potentially affected by this issue. Eligible medicaid populations
may not receive undmgi for their medical needs if facility reimbursements continue
not only to soak up the largest share of the DMA's total budget, but to require large
annual increases in that budget. The Legislature has already signaled its
unwillingness to fund DMA at requested levels. Two years ago, the state wes forced
to eliminate many services prewous(?/ funded through the general relief medical
program, whichjs solely a state funded medical program for the truly needy. In
addition, no funds have been appropriated for the catastrophic illness program for
the past two fiscal years. The Department of Health and Social Services has
recentlv submitted a supplemental request of $183 million for the remainder of FY
88, basically to cover the ever-increasing costs of payments to facilities. Medical
assistance [or the needy cannot continue to depend on ever-increasing emergency
requests to the Legislature.

Everyone is suffering during these times of fiscal austerity. As the economy
continues to bottom out, many Alaskans are finding themselves in need of medical
care. However, due to decreasing funding, those needs could go unmet. It is against
this backdrop that the fundamental unfairness of the current medicaid
reimbursement system must be viewed. Should the state, as a conscious or
unconscious public policy decision, fund ever-inc casing private facility costs while
the medical needs of other deserving Alaskans go unmet?

draft
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OPTIONS TO ADDRESS THE JSSUE

The following are three sf-trrcms tc consider:

1. Abclish the MRC and authorize/™ the DHSS to perform the
rate setting function; the DHSS could therefore ensure that
the total facility reimbursement rate does not drives its
entire budget and could ensure that the rate paid is no*
subsidy to the facilities at the expense of all other

classes of medical consumers served by DHSS. Staff of the
MRC should be leftin place and hbecome employees of the >
Department of Health and Social Services.

2. Continue the MRC within the Department of Health and
Social Services in an advisory capacity to the Commissioner.
The Department would enact regulations providing the policies
under which the MRC would propose rate setting regulations.

3. If the MRC continues to exist in statute, there must bhe
statutory criteria to limit facility reimbursement,including
authority to impose a ceiling on reimbursement rates.



EXPLANATION OF COMMITTEE SUBSTITUTES FOR HB 348

CS #1 - Changes to the Medicaid Rate Commission to Advising
the Department on Medicaid Facility Rates.

CS #2 - Links Medicaid Rate Commission Set Facility Rates to
Approval of Federal State Plan to Ensure Continued Federal
Funding.

CS #3 - Eliminates the Medicaid Rate Commission
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IN THE HOULIE
CS FOR HOUSE BILL NO. 348 ( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the Medicaid Rate Commission and

prospective payments to health facilities for certain
medical services; and providing for an effective

date."”

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 39.25.120(c) 1is amended by adding a new paragraph to

reald:

(21) executive director for prospective payments to health
facilities in the Department of Health and Social Services.
*Sec. 2. AS 47.07.040 1is amended to read:
Sec. 47.07.040. STATE PLAN FOR PROVISION OF MEDICAL ASSISTANCE.
The department shall prepare a state plan under [IN ACCORDANCE WITH]
the provisions of 42 U.S.C. 1396 - 1396p (Title XIX, Social Security
Act, Medical Assistance) and submit it for approval to the United
States Department of Health and Human Services. The plan shall desig-
nate [THAT] the Department of Health and Social Services a&_ [1S] the
single state agency to administer this plan. The department shall act
for the state 1in [ANY] negotiations relative to the submission and
approval of the plan. The department f, INCLUDING =“RE MEDICAID RATE
COMMISSION,] may make those arrangements or regulatory changes, not
inconsistent with law, as may be required under federal law to obtain
and retain approval of the United States Department of Health and
Human Services to secure for the state the optimum federal payment

under the provisions of 42 U.S.C. 1396 - 1396p (Title XIX, Social

T nnitn iQ i \



Security Act, Medical Assistance). In addition, the department shall
provide a report to the legislature by [NO LATER THAN] March 15 of
each year concerning the status of this program and recommendations,
with supporting fiscal data, as to [ANY] changes 1in the coverage of
eligible persons or services to be provided.

Sec. 3. AS 47.07 1is amended by adding a new section to read:

Sec. 47.07.065. PROSPECTIVE PAYMENT SYSTEM. The department
shall adopt regulations necessary to implement a system of prospective
payments to health facilities under this chapter.

Sec. 4. AS 47.07.071 is amended to read:

Sec. 47.07.071. REPORTS BY HEALTH FACILITIES. Not Ilater than
120 days after the end of the [EACH] fiscal year of a health facility,
the facility shall submit to the department [COMMISSION] a report on
the facility"s financial performance during the fiscal year.

Sec. 5. AS 47.07.072 is amended to read:

Sec. 47.07.072. REPORT BY THE DEPARTMENT [COMMISSION]. Not
later than September 30 of each vyear, the department [COMMISSION]
shall submit to the governor a report on the prospective payments made
under this chapter during the current fiscal year and an estimate of
the prospective payments that will be made during the remainder of the
current fiscal year and the next fiscal year. The report shall state
the assumptions that are used as a basis for the estimates.

Sec. 6. AS 47.07.190 1is amended to read:

Sec. 47.07.190. EMPLOYMENT OF PERSONNEL. The commissioner
[COMMISSION] may emp".ov and determine the salary of an executive
director for prospective payments to health facilities. With the
approval of the commissioner [COMMISSION], the executive director may
select and employ additional staff. [THE COMMISSION SHALL BF ASSISTED

BY THE OFFICERS OR PERSONNEL OF THE DEPARTMENT AS THE COMMISSIONER OF

CSHB 348 ( ) -2-
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*

HEALTH AND SOCIAL SERVICES SHALL DIRECT.] The executive director [OF

THE COMMISSION] 1is in the partially exempt service under AS 39.25.120

[AS 39.25].

Sec. 7. AS 47.07.900 is amended by adding a new paragraph to read:
(1)) Tcommissioner™ means the commissioner of health and

social services.

Sec. 8. AS 47.25.195(b) 1is amended to read:

(b) A health facility receiving a payment under this chapter is
subject to the requirements of AS 47.07 [AS 47.07.070 - 47.07.075].
Sec. 9. AS 47.25.195(d) 1is amended to read:

(@) If insufficient money 1is appropriated to fund medical assis—
tance under AS 47.25.120 - 47.25.300 when taking 1into consideration
projected use and the health facility payment rates established under
AS 47.07 [IN ACCORDANCE WITH (b) OF THIS SECTION], the department may,
by regulation, establish at any time 1in the fiscal year a prospective
pro rata reduction of the facilities®™ established payment rates that
will be paid by the department for services provided by facilities
under AS 47.25.120 - 47.25.300;

Sec. 10. AS 47.25.195(e) 1is amended to read:

(e) Notwithstanding (@) - (d) of this section, the department
may enter into agreements with any facility to provide services at a
payment rate lower than the rate established under AS 47.07 [IN ACCOR—
DANCE WITH (b) OF THIS SECTION].

Sec. 11. AS 39.25.110(23); AS 47.07.070, 47.07.073, 47.07.074, A47.-

07.075, 47.07.110, 47.07.120, 47.07.130, 47.07.140, 47.07.150, 47.07.160,

47.07.170, 47.07.180, and 47.07.900(4) are repealed.

Sec. 12. This Act takes effect immediately under AS 01.10.070(c).

3 CSHB 348
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