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MEMORANDUM

To: Senator Fischer, Chairman
HESS Committee
From: Senator Kelly*7

Re: Introducing a committee bill to correct a problem with
health facility medical rate reimbusement/

I have attached a draft of legislation that would correct a
problem inadvertantly caused by a Medical Rate Commission
action this last summer. In this action the commission
repealed one of their own regulations that had a dramatic and
unanticipated effect on certain health facilities year-end
conformance determinations. I have talked with Commissioner
Munson and everyone 1is 1in agreement that it was an unfortunate
slip up. Last week the commission re-established the
particular regulation (see attached regulation sequence A, 3,

and C).

The problem 1is that there appears to be no way for the
commission itself to make this regulation retroactive, causing
a disparate rate setting for those facilities whose
conformance determination happened to occur in the time
interval of the regulation®s repeal. Humana hospital is

particularly affected.

The proposed draft seems to be the only avenue for redress.

It essentially puts the regulation language into law and
retroactively applies the law. I have tried to make the title
as tight as possible so that the bill dees not attract other
considerations. I «ould appreciate your consideration to
introduce the bill as a committee bill.
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FISCAL NOTE
REQUEST:

Revision Dale Agency Affected : Fioalth & Social

Tde: FteLlLinfl. txi Mmiirail\ Farili tv BRU.  » i™ i Ag~igt-Ar,m

PxTtat . 1
Sponsor: — Fcrvifc HTFS Components ©__"*Wiim1 T.I/H 14e-1"C

Requestor:

EXPENDITURES/REVENUES:  (Thousands of Dollars)
OPERATING FY 89 FY 90 FY 91 FY 92 FY 93 FY 94

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND £ STRUCTURES
GRANTS, CLAIMS
MISCELLANBOUS

TOTAL OPERATING 250.0 -or =Qc -n- -0- ->

CAPITAL -0 -0 -0 o

REVENUE -0 1SL.

FUNDING: (Thousands of Dollars)

GENERAL FUND =5 0
FEDERAL FUNDS .
OTHER

TOTAL 250.0

POSITIONS:

FILLTIME
PART-TIME
TEMPORARY

ANALYSIS: (Attach i sparate page ifnecessary)
Fiscal mmpact is calculated based ar. inpact to one identified facility.

Prepared by B e Y o - - Phone 53-0"__

Date: — ?/<e/ Kfo-————

) Commissioner : a ">SArr~NrM>aie
Agency la__Scca.
TistnNjiJon (by preparer );
LegisLiuvt Fuunce
Legislative Sponsor
Requestor
Office of Maroger_oe tand Budget "
Impacted Agercylies, Pif 4— of



REVISED ADDENDUM TO FISCAL NOTE ON CSSB 166

Although Sitka General Hospital has alsc been identified as
a facility which could have year end conformance waived under S3
166, the financial 1impact to the Department cf Health and Social
Services from this waiver will not significantly impact the FY 89
budget.

Other facilities may be eligible to have year end
conformance waived in accordance with SB 166, however, these
facilities have not contacted either the Medicaid Rate Commission
or the Department of Health and Social Services requesting such a
waiver. Consequently, the potential financial 1impact from these
facilities seeking a waiver has not been included in the fiscal
note. If waiver is extended to the other possibly eligible
facilities, the maximum anticipated fiscal impact in FY 89 would

/7a/ r L.

be $250.0 total funds, $125.0 aeneral fur.d match and $125.0

fedjral funds.
Approved: M
Myra Mur.scr., Commissi: r.er

Department cf Health
and Social Services

Dated:
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STATE OF ALASKA
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BILL VERSION
PUBLISH DATE

FISCAL NOTE

REQUEST:

Revision D ate.
Tide r-n Act relating
payments and approved

to confcrri-anco
rates to

b tw fipn R Ri:
facilitie s .

Sponsor

Requestor: Senate HESS Cornu tt-op

EXPENDITURES/REVENUES:
OPERATING FY 88

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS. CLAIMS
MISCELLANEOUS

TOTAL OPERATING

FY 89

533.3

CAPITAL

REVENUE

FUNDING:

G LNERAL FUND
FEDERAL FUNDS
OTHER
TOTAL

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS

(Thousands of Dollars)

458.3
155.0

583.3

(Attach a separate page if necessary!

See Attached

Prepared by: ,h'jffl Dusch. Tirprf.Tr-
Divisiin Medical _.Assistance

*Vra M.
Illealtit

Approved by Commissioner’

a“encv :>?partrunt of

Distribution (by preparer)
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agencvuesi

Agency Affected : L€pt. of Health
Medical Aasist-anrp

< _Serial

Components « MedicaiH

(Thousands of Dollan)

FY 90 FY 91 FY 92

Phone -165-3355

Date n

Date 3:-/0-

s Focial Service

page

FY 93

of



SB 166 Page 2 :: 1

The Department is unable to retroactively secure federal financial
participation for the period 7/1/88 - 12/31/83. Consequently, state
general funds are calculated for this pericd. This fiscal note assumes
passage of SB 166 prior to 3/31/89 and submission or a federally approvable
state plan amendment prior to 3/31/89 to secure FFP for the period 1/1/39 -
3/31/89. This fiscal note further assumes regulations passed by the
Medicaid Pate Coirmssion giving it the authority to waive "“ear end
conformance become final on 4/1/89. Therefore, the impact"on facilities is
limited to the pericd 7/1/83 - 3/31/89. The Department has identified only
one Tacility which would be impacted by this legislation.



PAPF R/bepartment o Health & Social Services

POSITION

POSITION PAPER

SB 166

INTRODUCT ION

The process by which Medicaid and GRM reimbursement races
are established for health facilities includes a procedure called

year end conformance. This procedure compares the Medicaid Rate
Commission (MRC) approved rate with actual rate billed by the
facility during the billing period. If a defined Ilevel of

variance between the approved and actual charges exists, an
adjustment is made to the facility"s base for its Ffuture
prospective rate.

In August, 1988, the MRC repealed regulations that allowed
waiver of the year end conformance adjustment. After realizing
that iIn at least two cases the regulations had an unanticipated,
negative effect, the MRC adopted a regulation which allows the
commission to waive ail or part of the year end conformance
adjustment under certailn circumstances. This regulation will
become effective March 25, 1989.

This bill makes waiver authority retroactive to January,
1989. Due to federal Health Care Financing Agency requirements,
federal participation in the state"s Medicaia Program would be
jeopardized if we change any provision of rate setting for a
period prior to January 1.

ANALYSIS

Section 1 of the bill defines the procedure, provides for a
full or partial waiver of the adjustment 1iIn cases of manifest
injustice, and clarifies the treatment of some _echnicai
questions associated with implementation.

Section 2 of the bill requires reanalyzing rates in effect
on or after January 1, 1989, 1in accordance with Sec. 1 of the
bill, requires the iImmediate payment of an amount due the
facility as the result of reanalyzing rates if walver isgranted,
and prohibits recoupment by the state ifreanalyzing rates in
accordance with Sec. 1 results iIn an amount due the state.

Section 3 of the bill provides for an immediate effective
date. To receive TFederal financial participation (FFP) for the
period January 1, 1989 - March 31, 1989, the state Medicaid plan
amendment must be submitted prior tc March 31, 1989. Therefore,
S3 166 would have to be enacted into law with sufficient time for
the department to prepare and submit the state plan amendment.
An effective date before March 31, 1989, iIs essential for the
state to continue to meet the TfTederal requirementscf the
Medicaid Frogiam and grant this retroactive relief.
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DISCUSSION

Health facilities will benefit from a possible waiver of the
iear end conformance procedure under situations of manifest
injustice. Situations which have been brought to the attention
of the MRC to date include at least two iIn which Tfacilities can
demonstrate that a prudent management decision such as a
reasonable rate increase has triggered the application of the

procedure, and wher: a series of patients requiring an
extraordinary level of care has triggered the application of the
procedure. Other facilities may also seek relief from the year

end conformance requirement, but it is not known whether they
will meet the conditions for waiver.

DEPARTMENT OF HEALTH AND SOCIAL SERVICES®" POSITION

The department neither opposes nor supports Senate Bill 166.

Recommended: f Lr- L ==
Kim Busch, Director
Division of Medical Assistance

Date 1I"1A 7

Approved
Myra ®©Aj Munson, Commissi oner
Department of Health and
Sc rial Services

Date: L ./d8'7

83 266 Pace
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7 AAC 43.688 Health avd Social Services 7 AAC 43.691

(10) Interest, depreciation, and other capital costs will not be rec-
ognized on assets if a certificate of need was required and the facil-
ity did not secure one.

(L1) Limits on open *ing costs provided by related organizations.
Costs of services, facilities, and supplies furnished to a facility by
organizations related to the facility are allowable costs only to the
extent that these costs do not exceed the lower of

(A) the documented costs of the services, facilities, or supplies
to the related organization: or

(B) the reasonable price of comparable services, facilities, or
supplies offered by a vendor not related to the facility.

(12) Related organization cost documentation. A facility shall
document the cost to a related organization for services, facilities, or
supplies furnished to the facility by the related organization. The
commission will permit the cost to be included in the operating base
ofa prospective payment rate only if the cost to be included is fully
documented as prescribed in the manual. (Eff. 8/9/86, Register 99;
am 7/20/88, Register 107)

Authority: AS 47.07.070
AS 47.07.073
AS 47.07.180

7 AAC 43.688. TOTAL FINANCIAL REQUIREMENTS. Re-
pealed 8/9/86.

7 AAC 43.690. OPERATING COSTS. Repealed 8'9/86.

7 AAC 43.691. YEAR-END CONFORMANCE, (a) The commis-
sion will determine whether the rates paid by the division of medical
?sl?istance are in conformance with the commission-approved rates as
ollows:

(1) The actua. depreciation will be substituted for the approved
depreciation when considering vear-end conformance.

(2) For long-term care facilities and intermediate care facilities
for mentally retarded, the commission will compare the actuai costs
per day to the approved rate, with actual ancillary costs substituted
for the approved ancillary costs. Actual ancillary costs will be calcu-
lated based on the ratio of operating expenses, less revenue offsets
delined in 7 AAC 43 6S5ibn4>. to charges in the applicable ancillarv
revenue center, not to exceed 100 percent of usual and customarv
charges. The following apply to the ancillary costs.

IA* If actual costs are less than two percent below or above the
approved rate, adjusted for actual ancillary costs, no adjustments

will be made ,
585



7 AAC 43.692 Alaska Administrative Code 7 AAC 43.693

(B)  Ifactual costs are two percent or more below the approved
rate, adjusted for actual ancillary costs, the actual ancillary costs
will be compared to the approved ancillary costs. If actual ancil-
lary costs are below the approved ancillary costs. 90 percent of the
difference will be reduced from the rate as approved by the com-
mission in the facility's next tisu." year. Lfactual ancillary costs
are above the approved ancillary costs, 90 percent of the differ-
ence will be added to ihe rate as approved by the commission in
the facility's next fiscal year.

(b) For acute care hospitals and specialty hospitals, the commission
will compare the actual charges billed to the division of medical assis-
tance with the approved rate (E)er adjusted admission. If the actual
charges to the division of medical assistance exceed the allowable
costs as calculated in the approved budget and adjusted in la) of this
section, the percentage of charﬁes will be adjusted downward in the
facility's next fiscal year by the amount of the difference.

C) Repealed 7/20/88.

%d For rural health clinics, the commission will compare the actual
costs for each visit to the approved rate and.

(1) if actual costs for each visit for medical assistance recipients
aredequal to or above the approved rate, no adjustments will be
made;

(2) if actual costs or charges for each visit for medical assistance
recipients are below the approved rate, the difference between the
approved rate and actual costs or charges, whichever is less, will be
deducted from the rate approved by the commission for the rural
health clinic’s next fiscal year.
ie> Qutpatient surgical clinics and hospital outpatient laborator

services are exempt from all provisions of this section. Eff. 89 86.
Register 99: am 5/8/88, Register 106; am 6/19-88, Register 106: am
1120/88. Register 107)

Authontv: AS 47
AS 47
AS 47

7 AAC 43.692. FUNDED DEPRECIATION. Repealed 6 9 56.

7 AAC 43.693. FACILITY AUDITS, mi The commission will in-
spect the financial records of a facility receiving payments irom the
division of medical assistance. The commission will inspect financial
records during normal business hours and will notify a facility el J
proposed inspection of its records at least 10 working days hetore .re
inspection

hi If the commission directs, a facility receiving pavtr.ents trom the
division of medical .is-ist.ince for eligible -tale urogram ivciDivnts
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SITKA COMMUNITY HOSPITAL
209 MOLLER AVENUE ¢ SITKA. ALASKA 99835 « (907) 747-3241

February 10, 1989

Senator Tim Kelly
Alaska State Senate
P.0. Box V

Juneau, AK 99811

Dear Senator Kelly:

I recommend favorable consideration of Senate Bill 160.

Senate Bill 16# will affirm an intent and an authority which
reason dictates has always been present.

The Medicaid Rate Commission, for whatever reason, did not
have a proviso in its rules and regulations after July 20,
1988 specifically stating it could waive its own rules for
good reason. It appeared that it was their intent to have
that authority. Nothing in their rules and regulations
indicated that they did not have it.

Through a statistical cuirk, our reimbursement rate was
calculated at 20%. Satisfactory justification was presented
for the nonconformity and the rate was adjusted. The
Commissioner of Health and Social Services had made several
attempts to force the Medicaid Rate Commission to recant the
adjustment and reset the rate at 20%. The Commissioner has
not been successful to date, but continues to try. A 20%
reimbursement rate is not reasonable.

The Medicaid Rate Commission has in fact finally adopted
rules and regulations which express their previous intent to
have the ability to waive conformance for good reason.

Your support of SB IS6 will be a vote for the affirmation of
reason. Thank you. A similar letter has been sent to
Senator Eliason, Representative Grussendorf and the other
members of the Senate and House Health, Education and Social

Services Committees.

Sincerely

Ed Malewski
Administrator

CcC: HAA

EMtck



Register 99. October 1986

7 AAC 43.691. YEAR-END CONFORM-
ANCE. (a) The commission will determine

whether the rates paid by the division of medi-

cal assistance arc in conformance with the
commission-approved rates as follows:

(1) The jctnal depreciation will be substi-
tuted for the approved depreciation when con-

sidering year-end conformance.

(2) For long-term care facilities and inter-

mediate care facilities for the mentally retarded,
the commission will compare the actual costs

per day to the approved rate, with actual an-
cillary costs substituted for the approved an-
cillary costs. Actual ancillary costs will be calcu-

lated based on the ratio of operating expenses,
less other operating revenue, to charges in the
applicable ancillary revenue center, not to
exceed 100 percent of usual and customary
charges. The fonowing apply to the ancillary
CoSts:

(A) If actual costs are less than two per-
cent below or above the approved rate, ad-
justed for actual ancillary costs, no adjust-

ments will be made.

(B) If actual costs are two percent or
more below the approved rate, adjusted for
actual ancillary costs, the actual ancillary

costs will be compared to the appi ""d an-
cillary costs. If actual ancillary costs ue be-

low the approved ancillary costs. 90 percent
of the difference will be reduced from the
rate as approved by the commission in the
facility's next fiscal year. If actual ancillary
costs are above the approved ancillary costs.
90 percent of the difference will be added
to the rate as approved by the commission in
the facility's next fiscal year.

ib) For acute care hospitals and specialty hos-

pitals, the commission will compare the actual

charges billed to the division of medical assist-

ance or Medicaid with the approved rale per
adiusted admission. If the actual charges to the

division ot medical assistance exceed the allow-

able costs as calculated in the approved budget

and adiusted in (a) of this section, the per-

centage of Jiarges will be adiusted downward in
the facilitv's next fiscal year.

HEALTH AND SOCIAL SERVICES

7 AAC 43.(>91
7AAC 43.093

(c) The commission will, in its discretion,

waive all or part of the year-end conformance

if the facility provides justification to the con »
mission’s satisfaction. (Eff. 8/9/86, Reg. 99)

Authority: AS 47.07.0'0

AS 47.07.0 !

AS 47.07.180

7 AAC 43.692. FUNDED DEPRECIATION.
Repealed 8/9/86.

7 AAC 43.693. FACILITY AUDITS, (a) The

commission will inspect the financial records of
a facility receiving payments from the division
of medical assistance. The commission will in-
spect financial records during normal business
hours and will notify a facility of a proposed
inspection of its records at least 10 working days
before the inspection.

(b) If the commission directs, a facility re-
ceiving payments from the division of medical
assistance for eligible state program recipients
shall produce its financial records for inspection
by the commission at a location within the state
or at another place agreed upon by the commis-
sion and the facility.

(c) At the request of the commission, a facility
shall send copies of financial records to the com-
mission offices within 10 working days after the
request is received.

(d) The commission will review the findings
of facility audits. Audit findings that determine
that the division of medical assistance has over-
paid or underpaid will be acted upon in the
following manner:

(1) If the audit findings relate to a facility's
fiscal year already ended, the division of medical
assistance will be notified of amounts due from
or to the facility.

(2) If the audit iindings relate to a facility's
fiscal year in progress. the approved rate will be
adjusted to rellect icorrect payment rate The
level of adjustment will lie prorated to ensure
that the division ot medical assistance will
recoup all moncv iw the end of the ljcihly m
iscjt year or that the facility wdl receive an
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DEPT. OF HEALTH A.VD .SOCIAL SERVICES
JUNEAU. ALASKA 99&1-0601
PHONE: (907)46&00M

OFFICE OF THE COMMISSIONER

January 25, 1

Medicaid Rate Commission

P.0O. Bux 240249

3601 "C" Street, Suite 592
Anchorage, Alaska 99524-0249

Re: Year end conformance waiver
regulation proposal

Dear Commission Members:

of Health and Social Services offers the
following comments regarding proposed regulation (7 AAC
43.691(c)) to waive year-end conformance 1iIn rate-setting by the
Medicaid Rate Commission. Vv The department supports the
commission having authority to waive year end <conformance,

provided the authority 1is subject to <conditions. The department
recognizes the need for commission flexibility torespond to
unique circumstances. The department opposes unlimited authority
to waive year end conformance in any case. In addition,

unlimited authority will very Ilikely produce additional work for
the commission and 1its staff and the facilities, since the
facilities will have no guidelines to suggest what petitions are
likely to be accepted and which ones are not. Truly prospective
rate setting and responsible budgeting by the commission,

department and facilities <cannot occur if every facility can
petition the commissionat year-er.d for additional funds to

balance 1i1ts books.

The Department

The department offers the following alternative language:

* Section 1. 7 AAC 43. 691 is amended byadding a new

subsection to read:
(e) The commission will, 1in its discretion, waive all

part of the vyear-end conformance, if the facility

or
to the commission®"s satisfaction,

provides jJustification

attorney has checked with the staff of the
new subsection letter
repealed) is

v The department®s
regulations attorney and was 1informed that
must be wused even though the same Jlanguage (as was

being proposed.



Medicaid Rate Co::-, iss i \Y; a r - u a : T,
Anchorage, Alaska
Year End Conformance Waiver

4 <* e

Page 2

that ammnd iatf- and manifest 1injustice will result 1if year-

end conformance is strictly applied. All or part

of

year-end conformance will, in the commission®s discretion,

only be waivedif the commission finds that:

[¢D) the facility has taken effective measures to

control costs 1in response to the situation wupon which
waiver request 1is based;

(2) the waiver request does not contradict
prior action of the commission as to an element of
facility"s rate contained in 7 AAC 43.683, 7 AAC 43.685,

7 AAC 43.686; and

the

a
the
and

3 the waiver vrequest would resultin payment

for only allowed <costs and services authorized by
division of medical assistance under state or federal
or both if applicable, or regulations; and

the
laws

(4) the situation upon which the waiver request is
based results from the provision of direct patient care or
from prudent management actions improving the financial

viability of the facility” Th provide patient care.

We urge the commission to adopt the department alternative

language.

We appreciate the opportunity to offer comments on this
important matter. Members of my staff will be available at the

upcoming meeting to further elaborate on this nosition.

Sincerely yours,

Myra“Munson
Commissioner





