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Senator J an Faiks 

November 14, 1984 

Page 2

This definition includes child abuse and neglect, abuse by siblings, relatives 

who at one time lived in the same household, abuse by former spouses or 

"live-ins", abuse by siblings who have since grown up and moved out of the 

household, and persons who live together without benefit of marriage. The two 

categories of persons not included in this definition are 1) persons who have 

never lived in the same household and 2) persons who are merely dating. Both of 

these categories are better served by existing statutes of trespass, 

harassment, and assault. Any need for a restraining order is probably best met 

by the normal protection afforded by the criminal prosecution process.

I hope these comments are of help to you. I look forward to being of any 

further help to you.

Sincerely yours,

Frances S. Purdy, MEd ATR 

Abuse Prevention Program

FP2/ka/d2



PUBLIC DEFENDER AGENCY
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BILL SHEFFIELD, GOVERNOR

900 W. 5th Avenue. Suite 300 
Anchorage. A laska 99501 
Phone: (907) 279-75*1

S e n a t o r  J a n  F a i k s  
1 0 2 4  W e s t  6 t h  
A n c h o r a g e ,  A l a s k a  9 9 5 0 1
D e a r  S e n a t o r  F a i k s :
T h ank  y o u  f o r  s o l i c i t i n g  my i n p u t  o n  y o u r  t h r e e  d r a f t  b i l l s .  I
b e l i e v e  B i l l s  N o . 1 an d  N o . 2 a r e  e x c e l l e n t  and  s h o u ld  a i d e
p r o f e s s i o n a l s  i n  r e c o g n i z i n g  s i g n s  o f  c h i l d  a b u s e  and  n e g l e c t .
I  d o  h a v e  some q u e s t i o n s  a b o u t  D r a f t  B i l l  N o . 3 .  T h i s  b i l l  
e x p a n d s  t h e  d e f i n i t i o n  o f  d o m e s t i c  v i o l e n c e  t o  i n c l u d e  many 
p e r s o n s  n o t  c u r r e n t l y  i n c l u d e d  i n  t h e  d e f i n i t i o n .  As I  u n d e r ­
s t a n d  i t ,  t h e  d o m e s t i c  v i o l e n c e  s t a t u t e  c u r r e n t l y  p r o t e c t s  
v i c t im s  f r o m  a b u s e r s  w i t h  t h e  f o l l o w i n g  r e l a t i o n s h i p  t o  t h e  
v i c t i m :

1 )  s p o u s e
2 )  f o r m e r  s p o u s e
3 )  member o f  t h e  s o c i a l  u n i t  l i v i n g  t o g e t h e r  

w i t h  t h e  v i c t i m
4 )  f o r m e r  s p o u s e  e q u i v a l e n t

The  new d e f i n i t i o n  w o u ld  i n c l u d e  m o re  p e r s o n s  who may h a v e  o n l y  a 
t a n g e n t i a l  r e l a t i o n s h i p  t o  t h e  v i c t i m .

1 )  s p o u s e  *
2 )  f o r m e r  s p o u s e
3 ) p a r e n t
4 )  c h i l d
5 )  a n y  p e r s o n  r e l a t e d  b y  b l o o d  ( a u n t s ,  n e p h ew s , 

s e c o n d  c o u s i n s )
6 )  a n y  p e r s o n  r e l a t e d  b y  m a r r i a g e  ( s i s t e r - i n - l a w ,  

s p o u s e ' s  c o u s i n )
7 )  p r e s e n t  h o u s e h o ld  mem bers
8 )  f o r m e r  h o u s e h o ld  m em bers  ( r o o m a t e s  f r o m  y e a r s  

a g o )
9 )  p e r s o n s  w i t h  whom t h e  v i c t i m  h a s  a  c h i l d  i n  

common
1 0 )  p e r s o n s  who a r e  c u r r e n t l y  i n  an  " i n t i m a t e  

r e l a t i o n s h i p "  w i t h  v i c t i m  
• 1 1 )  p e r s o n s  who w e re  i n  an  " i n t i m a t e  r e l a t i o n s h i p "  

w i t h  v i c t i m
The c u r r e n t  d e f i n i t i o n  o f  d o m e s t i c  v i o l e n c e  f o c u s e s  p r i m a r i l y  
u p on  p e r s o n s  who a r e  l i v i n g  o r  h a v e  l i v e d  i n  t h e  h o u s e h o ld  
w i t h  t h e  v i c t i m .  I f  o n e  o f  t h o s e  p e r s o n s  i s  a b u s i v e  t o w a r d  o t h e r
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m em bers o f  t h e  h o u s e h o ld  u n i t ,  t h a t  p e r s o n  c a n  b e  k e p t  away b y  
t e m p o r a r y  r e s t r a i n i n g  o r d e r .  T h e s e  t e m p o r a r y  r e s t r a i n i n g  o r d e r s  
c a n  b e  o b t a i n e d  on  an  e x p e d i t e d  b a s i s  w i t h o u t  n o rm a l  r e q u i r e m e n t s  
o f  n o t i c e  t o  t h e  p e r p e t r a t o r  o f  t h e  a b u s e .  The new d e f i n i t i o n  
s e c t i o n  p r o p o s e d  i s  q u i t e  b r o a d  and  w o u ld  a l l o w  a v i c t i m  t o .  
o b t a i n  a  r e s t r a i n i n g  o r d e r  a g a i n s t  a l a r g e  num be r o f  p e o p l e  who 
h a v e  n o  r e l a t i o n s h i p  t o  h i s / h e r  h o u s e h o ld  u n i t .  F o r  e x a m p le ,  i f  
a  man h a s  a f i g h t  w i t h  h i s  w i f e ' s  s i s t e r  who i s  v i s i t i n g  f r o m  o u t -  
o f - s t a t e  and  b lo w s  a r e  e x c h a n g e d ,  h e  c o u l d  t h e o r e t i c a l l y  g o  t o  a 
ju d g e  and  i n  a o n e - s i d e d  h e a r i n g  o b t a i n  a t e m p o r a r y  r e s t r a i n i n g  
o r d e r  p r e v e n t i n g  h e r  f r o m  v i s i t i n g  h e r  s i s t e r ' s  home and  r e q u i r i n g  
h e r  t o  p a y  f o r  h i s  m e d i c a l  e x p e n s e s .
C e r t a i n l y  when an  a s s a u l t  o c c u r s  b e tw e en  two p e o p l e ,  w h e t h e r  t h e y  
a r e  d i s t a n t l y  r e l a t e d  b y  m a r r i . a g e  o r  a r e  s t r a n g e r s ,  t h e  n o rm a l  
c r i m i n a l  a s s a u l t  s t a t u t e s  a l l o w  p r o s e c u t i o n  o f  t h e  p e r p e t r a t o r .
The d o m e s t i c  v i o l e n c e  s t a t u t e  c r e a t e s  many u n u s u a l  c i v i l  r e m e d i e s  
w h ic h  c a n  b e  o b t a i n e d  w i t h o u t  n e c e s s a r i l y  o b t a i n i n g  t h e  p r e s e n c e  
o f  t h e  p e r s o n  a g a i n s t  whom t h e  o r d e r  i s  s o u g h t .  T h e s e  a r e  e x t r a ­
o r d i n a r y  r e m e d i e s  and  t h e i r  a p p l i c a t i o n  s h o u ld  be  c a r e f u l l y

I  a g r e e  w i t h  t h e  a d d i t i o n  o f  p a r e n t s ,  c h i l d r e n  and  p e r s o n s  w i t h  
whom t h e  v i c t i m  h a s  a  c h i l d  t o  t h e  d e f i n i t i o n  o f  d o m e s t i c  v i o l e n c e  
s i n c e  t h e s e  a r e  p e r s o n s  who may be  q u i t e  r e l u c t a n t  t o  p u r s u e  
n o rm a l  c r i m i n a l  p r o s e c u t i o n s  and  who may n e e d  im m e d ia t e  p r o t e c t i o n  
f r o m  a b u s i v e  mem bers  o f  t h e i r  h o u s e h o l d s .  I  w o u ld  e l i m i n a t e  
f r o m  t h a t  d e f i n i t i o n  " a n y  o t h e r  p e r s o n  r e l a t e d  b y  b l o o d  o r  m a r r i a g e 1’ 
" f o r m e r  h o u s e h o ld  m em be r " ,  an d  " p e r s o n  who i s  o r  h a s  b e e n  i n  an 
i n t i m a t e  r e l a t i o n s h i p "  w i t h  t h e  v i c t i m .  I t  s h o u ld  b e  n o t e d  t h a t  
" i n t i m a t e  r e l a t i o n s h i p "  may i n  a n y  e v e n t  b e  t o o  v a g u e  a t e rm  t o  
b e  i n c l u d e d  i n  a d e f i n i t i o n  s e c t i o n .
T h e s e  a r e  my c o n c e r n s  r e g a r d i n g  D r a f t  B i l l  N o . 3 .  A g a in ,  I  
a p p r e c i a t e  b e i n g  a b l e  t o  comment on  t h i s  l e g i s l a t i o n  p r i o r  t o  i t s  
s u b m i s s i o n .  P l e a s e  d o  n o t  h e s i t a t e  t o  c o n t a c t  me i f  I  c a n  b e  o f  
a n y  a s s i s t a n c e  t o  y o u .
S i n c e r e l y ,

l i m i t e d

D ana  F a b e  
P u b l i c  D e f e n d e r

D F :cms
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S a w tfiA .

M E D I C A I D  ( D e n n i s  D e W i t t  1 / 8 5 )

F e d e r a l / S t a t e  5 0 / 5 0  m a t c h i n g  f u n d s .  F e d e r a l  g o v e r n m e n t  p r e s c r i b e s  

m a x i m u m  r a t e  it w i l l  p a y ;  s t a t e  c a n  g e t  w a i v e r  to p a y  m o r e  t h a n  
l i m i t ,  b u t  s t a t e  p a y s  1 0 0 %  o f  c o s t s  o v e r  t h e  1 i m i t . A K  ,5A / .  Iftyii'-f fh 'A h irC o^ fo f- (.»><$,

a n d  a s s e t s .  A s s e t s  o f  $ 1 5 0 0  e x c l u d i n g  h o u s e . )

T o t a l  c o v e r a g e .  P a t i e n t  p a y s  n o  s h a r e .  C o v e r s  s p e c i f i c  a c t i v i t i e s  a n d  

s e r v i c e s  o n l y .  . C o v e r s  a n y  a g e  g r o u p  as l o n g  a s  i n c o m e  s t a t u s  a p p r o p r i a t e .  

(By c o n t r a s t .  M e d i c a r e  is f o r  t h o s e  o v e r  65 o r  u n d e r  21, n o t  n e e d s  
b a s e d ,  a n d  t o t a l l y  f e d e r a l  f u n d s . )

9 0 %  of n u r s i n g  h o m e  b e d s  i n  A l a s k a  a r e  M e d i c a i d  p a t i e n t s .  S t a t e ' s  

a n n u a l  s h a r e  is $ 7 0 - 8 0  m i l l i o n .  ( $ 4 0 , 0 0 0 / y r . / b e d )

M e d i c a i d  R a t e  C o m m i s s i o n  a p p o i n t e d  b y  G o v e r n o r  to s e t  p r o s p e c t i v e  
r a t e s  M e d i c a i d  w i l l  p a y  a t  n u r s i n g  h o m e s  a n d  h o s p i t a l s  t h r o u g h o u t  

t h e  s t a t e  ( c a n  c h a r g e  o t h e r  p a t i e n t s  w h a t e v e r  t h e y  w a n t ) .  R a t e s  to 

b e  b a s e d  o n  b u d g e t  s u b m i t t e d  b y  e a c h  i n s t i t u t i o n  ( c a n  i n c l u d e  a " c a p i t a l  
f a c t o r "  f o r  m a i n t e n a n c e ,  e x p a n s i o n ,  e t c . ) .  P r o s p e c t i v e  r a t e - s e t t i n g  w i l l  

p r o v i d e  f o r e c a s t i n g  a b i l i t y  so s t a t e  k n o w s  w h a t  f u n d i n g  n e e d s  w i l l  be.

S t a t e  u s e d  to u s e  " c o s t  s e t t l e m e n t "  a p p r o a c h  - M e d i c a i d  w o u l d  

p a y  g e n e r a l  m o n t h l y  a m o u n t  to e a c h  n u r s i n g  h o m e ,  t h e n  a t  e n d  of y e a r  

h o m e  w o u l d  s u b m i t  a c t u a l  c o s t s  a n d  s e t t l e  a n y  d i f f e r e n c e s .  C u m b e r s o m e ;  

a l w a y s  1 8 - 2 4  m o n t h s  b e h i n d  in s e t t l e m e n t .
D e p t ,  s e t  F Y  84 r a t e s  ( 1 s t  t i m e ) ;  C o m m i s s i o n  is i n v o l v e d  in 

h e a r i n g  a p p e a l s  o n  t h o s e  .

SB 33 (V. F i s c h e r )  w o u l d  i m p o s e  M e d i c a i d  R a t e  C o m m i s s i o n  r a t e s  o n  

a l l  p a t i e n t s  ( n o t  j u s t  M e d i c a i d  r e c i p i e n t s ) .  F i s c h e r  w a n t s  i n d u s t r y  

r e g u l a t e d ;  D e W i t t  o p p o s e s .  F a c t . o ^  m a t t e r  is, o n c e  M e d i c a i d  r a t e  is 
s e t ,  w i l l  b e  h a r d  f o r  a h o s p i t a l  to j u s t i f y  a d i f f e r e n t  r a t e  f o r  

g e n e r a l  p a t i e n t s .  P l u s  t i m i n g  w r o n g  - -  M e d i c a i d  r a t e  s e t t i n g  is s t i l l  

i n  i n f a n c y  ( s e n s i t i v e  i s s u e  w i t h  H o s p i t a l  A s s o c i a t i o n ) .

C e r t i f i c a t e  of N e e d  p r o t e c t s  s t a t e  a n d ' f e d e r a l  g o v e r n m e n t  f r o m  

e n t i t l e m e n t  p r o g r a m  ( M e d i c a i d )  t h e  g o v e r n m e n t  c r e a t e d  b u t  t h a t  n o w  

w e  c a n ' t a f f o r d .

G E N E R A L  R E L I E F  M E D I C A L  c a r e s  f o r  t h o s e  w h o  f a l l  t h r o u g h  M e d i c a i d  

c r a c k s  - " w o r k i n g  p o o r " .  N e e d s  b a s e d  - -  s o m e o n e  w h o  d o e s n ' t  q u a l i f y  

f o r  M e d i c a i d  b u t  c a n ' t  a f f o r d  h e a l t h  c a r e  p a y m e n t s  , Is a n  
e x c e p t i o n  p r o g r a m  - C o m m i s s i o n e r  a p p r o v e s '  e a c h  a p p l i c a n t .  I n  p a s t  y e a r s ,  

p r o g r a m  h a s  r e c e i v e d  i n a d e q u a t e  f u n d i n g .  A r e  r e v i e w i n g  a l l  o u t s t a n d i n g  

c a s e s  e v e r y  3 - m o n t h s  i n  a p h a s e - o u t  e f f o r t .  ( A b o r t i o n s . , . )
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S en at e Bill No. 33

"An Ac t r ena min g an d e x p a n d i n g  the  f u n ct io n s  o f  the M e d i c a i d  Rate

C om m i s s i o n  and p ro vi din g f or  the r e g u l a t i o n  of rates c h a r g e d  fo r s e r v i c es  

p r ov i d e d by health f a c i l i t i e s . "

Th e intent of SB 33 is to e x p a n d  the r e s p o n s i b i l i t i e s  of  the e xi s t i n g

M ed i c a i d  Rate C o m m i s s i o n  (MRC) to i n c l u d e r a t e - s e t t i n g  f or all b u y e r s  of 

medical care and to add a d m i n i s t r a t i o n  of th e C e r t if i c a t e  o f  Nee d p r o g r a m  

to t h e i r duties. The D e p a r t m e n t  o f  He a l t h  and Social S e rv ic es  fe els  that

p as s a g e of SB 33 w o u l d  be p r e m a t ur e  at this time. The M R C  m e m b e r s  have

been c o n sul ted  on this m a t t e r  and t h e y  a gr ee  w i t h  this a s s es s m e n t.

Th e D ep a r t m en t and the M e d i c a i d  Rate C o m m i s s i o n  feel the i nt e n d e d  e x p a n s i o n  

u nd er SB 33 is p r e ma tu r e  f or  the f o l l o w i n g  reasons:

1. The M RC is still in its f i r s t y e a r  of  o p e r a t io n  and has ju s t

c o m ple ted  a nin e m o n t h  e f f o r t  to de fi ne  rate s e t t i n g  p o li c i e s  to

be appl ied  in Alaska. The C om m i s s i o n  has not set a n y  rates to 

date t h e re fo r e  no data exi s t s f r o m  w h i c h  to d e t e r m i n e  w h e t h e r  the 

pr ogra m has bee n s u c ce ssf ul.

2. The MR C needs m o r e  t im e to d e v e l o p  a m a t u r e  rate s e t t i n g  s y s t e m

wi t h i n the m o r e  l im it e d  c o n s t r a i n t s  of M e d i c a i d / G R  Medical

re im b u r s e me nt  b e f o r e  e x p a n d i n g  its a p p l i c a t i o n  to all medical 

buyers. A g r e a t  deal m u s t  be l ea rn e d  by both t h e  M RC  and the 

medical c o m m u n i t y  b e f o r e  the MRC  will be in a p o s i t i o n  to a s s u m e 

gr eate r r e s p o n s i b i l i t y  in this area.

T he  De par tm en t  r eco m m e nd s a g a i n s t  p a s s a ge  of

R e c o m m e n d e d  By:

D iv is io n  o f M ed i c a l  A s s i s t a n c e

Date:

A p p r o v e d

JohnVR. Pugh, C o m m i s s i o n e r  

D e j y r t m e n t  of  H e aV th  & Social 

Se rvices

Date:



STATE OF A L A S K A  1984 L E G I S L A T I V E  S E S S I O N  

FISCAL NOTE

[Revision Date: I

R E Q U E S T  FISCAL DETAIL

fcTT1/Resolution No.: SB33 A g e n c y  A ff ec ted : ^ j vl's1o n of  Medical A s s i stance

Titl e: An act renaming ana e x p a n d T n g P r o g r a m  C a t e g o r y  A f f e ct ed :  
fu n c t io ns  O f  th5 "Medicaid Kate lom mi s s i o n 

Sponsor: V. Fischer BRU, P r o g r a m  o r  S u b p r o g r a m ! s )  A f f e c t e d :

Requestor:________________________________  Medical A s s i s t a n c e ________________________________

D a t e  o f  Request: 1/23/85_________________________________________________________________________

EX PE ND ITU RES /RE VEN UES : ( T h o u s a n d s  of  Dollars)

F Y 04 FY 85 FY 86 t y  87 FY 88 FY 89

O P E R A T I N G

100 PERSONAL SERVICES

200 TRAVEL

300 CONTRACTUAL

A00 SUPPLIES

500 EOUIPNENT

600 LAND I STRUCTURES

700 GRANTS, CLAIMS

800 MISCELLANEOUS

T O T A L  O P ER ATI NG
- _y_ -u- -U- ' :U"-“ -u- -u-

I CAPITAL -u- 1 C 1 I C 1 J -

j REVE NUE -0- -li­ 1 0 1 1 0 1 - _ i
FUNDING: (Thousands of D o T ars)

GENERAL FUND

FEDERAL FUNDS

OTHER

TOTAL -0- -0- -Ci­ -0- -0- -0-

POSITI ONS :

FULL-TIME

PART-TIME

TEMPORARY

S O U R C E  0" FUNDS TO O FF S E T  FI S C A L IMPACT OF BILL:

A N A L Y S I S : Attach a s e p a r j j ^ p a g e N f o r  analys is

P re p a r e d  By: Rod Betit 
D iv isio n: Medical A s s is t a n c e

A p p r o v e d  b y Commissioner: 

A g e n c y : Health ft Social

D i s t r i b u t i o n  (by A g e n c y p r e p a r i n g  fiscal note): 

Le g i s la ti v e  Finance 

Le g i s la ti v e  Sponsor 

R e q u e s t o r

O f f i c e  of Ma nagement a n d  B u d g e t  
Im pa c t e d  Agency(ies)

P h o n e :_ 

Date:

4 6 5 - 3 3 5 5

Date: ( f
<20

1 2 / 1 / 8 3
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P OS I T I O N  PAPER 

S en a t e B i 11 No. 33

“An A ct  r e n a m i n g  and ex panding the f u n c t i on s of the M e d ic ai d Rate  

C o m m i s s i o n  an d p r o v i d i n g  for t h e  r e g u l a t i o n  of rates charged for 

s e r v i c e s  p r o v i d e d  by health f a c i l i ti es . "

T he  in te nt  of SB 33 is to expa nd the r e s p o n s i b i l i t i e s  of the exi sting 

M e d i c a i d  R a t e  C o m m i s s i o n  (MRC) to i n c l u de  r a t e -s et ti n g  for all buyers 

of m e dic al c a r e  and to add a d m i n i s t r a t i o n  of t he C e r t i f i c a t e  of Need 

p r o g r a m  t o  t h e i r  duties. The D e p a r t m e n t  of H e a l t h  and Social Services 

feels t h a t  p a s s a g e  of SB 33 w o u l d  be p r e m a t u r e  at this time. T he  MRC 

m e m b e r s  h a v e  b e e n cons ult ed on this m a t t e r  and they agree wi t h  this 

a s s e s s m e n t .

T h e  D e p a r t m e n t  and the M e d i c a i d  R a t e  C o m m i s s i o n  feel the intended e x p a n­

sion u n d e r  SB 33 is p r e ma tu r e  for the  f o l l o w in g  reasons:

1. T h e  M R C  is still in its first y e a r  of o p e ra ti o n  and has just 

c o m p l e t e d  a nine month •■‘ffort to d e f i n e  rate sett ing  policies 

to be applied in Alaska. T h e  C o m m i s s i o n  has not set any rates 

t o  date. Th erefore, no data exists fro m which to dete rmi ne 

w h e t h e r  the p ro gra m has been s u c c e s s f u l .

2. T h e  M RC  needs more ti m e  to d e v e l o p  a m a tu re  rate s ett ing  s y st em  

w i t h i n  the m o r e  limited c on st r a i n t s  of M e d i c ai d/ GR  Medical 

r e i m b u r s e m e n t  b ef o r e  e x p a n d i n g  its a p p l i c a t i o n  to all medical 

b u y e r s .  A great deal m u s t  be learne d by both the MRC and the 

m ed i c a l  c o m m u ni ty  b ef or e  t h e  MRC will be in a p osition to 

a s s u m e  gr e a t e r  r e s p o ns ib i l i t y  in this area.

S e n a t e  Bill 3 3  also assigns the a d m i n i s t r a t i o n  of the ce r t i f ic at e of need  

p r o g r a m  t o  t h e  M e d i c a i d  R a t e  C om m i s s i o n .  T h e  c e r t i f i c a t e  of need p ro g r a m  

and t h e  h e a l t h  p l an n i n g  a cti v i ti es  for  t h e  s ta te  are jointly fund ed in 

p a r t  u n d e r  a federal health p l a n n in g grant. O ne  of the federal grant 

r e q u i r e m e n t s  is that  the s tate h ea lt h  p l a n n i n g  p ro gr a m  be or g a n i za ti on a l l y 

p l a c e d  w i t h  t h e  ce r t i fi ca t e  of need p r o g r a m  u n d e r  th e "State Health P lan ni ng  

and D e v e l o p m e n t  Agency.":' T he  D i v i s i o n  of P l an nin g, d es ign ate d as the 

S t a t e  H e a l t h  P l a n n i n g  and -Devel’opm e n t  A g e n c y ,  c ur re ntl y a dministers both 

p r o g r a m s . If t he c e r t i f i c a t e  of need p r o g r a m  w e r e  t ra ns f e r r ed  to the 

M e d i c a i d  R a t e  C om mi s s i o n,  J h e  D i v i s i o n  of Pl an n i n g , as the d esignated 

S H PD A,  c o u l d  n e g o t i a t e  a rei mb u r s a bl e s er v i c e s agr eem ent  with the M e d i­

caid R a t e  C o m m i s s i o n  for the  a d m i n i s t r a t i o n  of t he  c er ti f i c at e of need 

pr ogr am.  It is impos sib le to say at this t i m e  w h e t h e r  the federal 

g o v e r n m e n t  w o u l d  approv e t he  r e i m b u rs ab le  s e r v i c e  agreement as a 

r e a s o n a b l e  m e a n s  of ac co m p l i s hi ng  grant a c t i v it ie s.

T h e  C e r t i f i c a t e  of Need  p ro gr a m  and the  o t h e r  h e a l t h  planning ac tiv i­

t i e s  c o m p l e m e n t  each other and ha v e  com mo n f ac tor s including, but 

not l i m i t e d  to, a need for t h e  e x p er t i s e  of the  D e p a r t m e n t  of Health 

and Soci al S e r vice s' Arcbj.tect^a/id c o o r d i n a t i o n  wit h health systems 

ag en ci e s ,  regional health c orp orations, local governments,- citizens' 

gr oup s an d s t a t e  agencies. /

? &
 n  ° J * J -
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P O S I T I O N  P A P ER

S e n a t e  Bill 33 (Continued)

P ag e  2

B e c a u s e  of s im i l a r i t i e s  b e twe en the  a d m i ni st r a t io n of the C e r t i f i c a t e  

of Ne e d  p r o g r a m  and the o th er  h e al th  p la nn i n g  activities, the D e p a r t­

ment f in ds that the c e r t i f i c a t e  of need p ro g r a m  belongs w i th i n  the 

D i v i s i o n  of Planning,

T h e  D e p a r t m e n t  recommends a g ains t p a s s a g e  of Senat e Bill No. 33 b ec au s e  

e x p a n s i o n  of t he  M e d i c a i d  R at e  C o m m i s s i o n  to include r ate -se tti ng for 

all b uy e r s  is p r e m a t u r e  at this t im e and becau se passag e w o u l d  obstr uct  

c o n t i n u e d  c l o s e  a ss o c i a t i o n  b e t w ee n t h e  C er t i f i c at e of Need p r o g r a m  and 

o t h e r  h e a l t h  pl ann ing  activiti es.

R E C O M M E N D E D  BY:

R O D  BETIT, DIRECTOR 

D I V I S I O N  OF MEDICAL ASS IS TA N C E

DATE:

R E CO M M E N D E D  BY:

'At R I C I A  R. ALEXANDER, DIRECTO RP AT R I C I A  R. ALEXANDEI 

D I V I S I O N  OF PLANNING

DATE:

A P P R O V E D  BY:
j p  R. POSH-77—  ----------------
C O M M I S S I O N E R  ^

D E P A R T M E N T  OF HEALTH & SOCIAL SE RV IC E S

DATE:



R E Q U E S T  

f ei l1 /R eso lut ion  No.: SB 33

S TATE OF A L A S K A  1 98 5  L E G I S L A T I V E  S E S S I O N  

_____________________F I S C A L  N O T E __________________

R e v i s i o n  Date:

FI SC AL  D E T AI L 

A g e n c y  A f f e c t e d :_  _________________    —  H e a l t h  & Social Se rvices

T i t l e : R e n a m i n g  and e x p a n d i n g  the P r o g r a m  C a t e g o r y  A f f e c t e d :

f u n c t i o n s  of  th e M e d i c a i d  Rate C o m m . Soc. & Econ. Asst. Prog, f o r  the Gen. Pop.

S p on s o r :  V. F i s c h e r  BRU, P r o g r a m  o r  f ' program(s) A f f e c t e d :

R e q u e s t o r : ___________ _____________________ M e di ca id  Rate Cor, ..ission___________________________

D a t e  of R e q u e s t :  2 / 1 9 / 8 5  __________________________________________________

1 O P E R A T I N G

rv So FY 65 FY 87 FY 88 FY 89 FY 90
100 h£RSW*AL SERVICES 

200 TRAVEL 

300 CONTRACTUAL 

*00 SUPPLIES 

500 EQUIPMENT 

500 LAND & STRUCTURES 

700 GRANTS, CLAIMS 

300 MISCELLANEOUS

0 161.7 168.2 174.9 181.9 169.2
0 *3*•

CO 8.7 9.1 9 .4 9 .8
0 62.6 65.1 67.7 70.4 73.2
0 c~ • 0 a> 00

CO 9.0 9.2
0 ^ 0 7 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0
0 0 0 0 0 0

T O TA L  0 P E R A T I N 6 260.7 250.3 . 260.4 2 /0 .7 2bl .4
C A P I T A L

R E V E N U E

FEDERAL FUNDf

JTHER

TOTAL

0 203.1 190.4 iff.T 2 05 . 9 " T F T T "

0 0 0 0 0 0

0 57.6 . 59.9 62.3 64. 8 67. 3

0 260.7 250.3 260. 4 2 70 .7 2 81 .4

■ -— 0 3 3 3 ----- 3 3
PART-T IM E 0 1 1 1 I----------- 1 ■
fEHPORARY

A N A L Y S I S :  A t t a c h  a sep a r a te  p a g e  if n e c e s s a r y

S e e  a tta chm ent .

P r e p a r e d  By: J o a n n e  C. C la rk  Phone:_________ 465-3 082

D i v i s i o n :  B u d g e t  and F in a n c e  Date: 3 / / ? / S c T
/ /

A p p r o v e d  by  C o m m i s s i o n e r :  Date:

A g e n c y :  D e p a r t m e n t  of  H e ' a l w  and Social Services /

D i s t r i b u t i o n  (by A g e n c y  p r e p a r i n g  fiscal note):

L e g i s l a t i v e  F in a n c e  

L e g i s l a t i v e  S p o n s o r  

R e q u e s t o r



Fiscal Note contim/ed
Page 2

T h e  fiscal note  i nc lu de s  an a s s u m p t i o n  of 4*  as th e rat e o f  i n f l a t i o n  w i th  

t he  e x c e p t i o n  o f  o n e - t i m e  e q u i p m e n t  expense.

I n c r e a s e s  in personal s er v i c e s  in cl ud e  s ala rie s and b e n e f i t s  for  two P rogr am 

B u d g e t  A n a l y s t  Ills (range 19, step A) to p e r f or m tasks r e q u i r e d  to m e e t  the  

a dd i t i o n a l  rat e setting r e s p o n s i b i l i t i e s  set out in the b ill . S al ar y  and 

b e n e f i t s  for a H ea l t h  and Social Se rv ic e s  P l a nne r I pos i t i on  (ran ge 17, step 

A) to p e r f o r m  c e r t i f i c a t e  of need f u n c t i o n s  is included. O ne h a l f - t i m e  Clerk 

T y p i s t  III p o si ti on  (ra nge  8, step A) is also i ncl ude d to p e r f o r m  w o r d  p r o­

ce s s i n g  and o t h e r  clerical tasks.

Travel c o s t s  r ef l e c t  an est im a t e d  ten additional site v i s i t s  b y  Pr og ra m  

B u d g e t  A n a l y s t s  a t $700 per trip. Travel by t he  Heal th and Social Ser vices 

P l a n n e r  I for o n e  p r e a p p l i c s t i o n  c o n f e r e n c e  and one public m e e t i n g  for  c e r t i­

fi c a t e  of  need at an e s t i m a te d  $700 per trip is also included.

T h e  c o n tr ac t u a l ex pe n s e s  i ncl ude  $ 35 , 0 0 0  for contractual a u d i ts  and c o n s u l­

tant a s s i s t a n c e  in d e v e l o p i n g  via ble  r a te - s e t t i n g  m e t h o d o l o g y  to a cco mpl ish  

t he  C o m m i s s i o n ' s  goals. $4 ,60 0 is i ncl ud ed  for p ub li s h i ng  pub lic  notices 

for six c e r t i f i c a t e  o f need  applica tio ns.  C om m un i c a t i o n  e xp e ns e s  are e s t i­

ma t e d  at  $5,000. Lease c os t s  are b a s e d  on an assum ed rat e of $ 2 . 5 0  p e r  gross 

s q u a r e  fool and 150 gross sq uar e feet per position.

S u p p l i e s  e xp en s e  is b as e d  on an a ver age  of $ 2 , 0 0 0  f or  each o f  th e four p o s i­

tions.

F u n d i n g  r ev e n u e s  r ef l e c t  i n t er a g e n c y r ec e i p t s  for p er f o r m a n c e  o f  c e r t i f i c a t e  

of n e e d  tasks. T hi s fiscal note a s s u m e s  a tra n s fe r o f  a H e a l t h  and Social 

S e r v i c e s  P la nn e r  I and a r e a l l o c a t i o n  of lin e item amount s f o r  th e P lan ni ng  

and d e v e l o p m e n t  c o m p o n e n t  as f o llo ws to fund an R S A  with t h e  Medical Rate 

C om m i s s i o n :

G o v e r n or s  SB 33 C h a n g e  Re vi se d

100
200
300

400

700

816.1

35.1

43.3

5.7

300.0

<4 5. 1> 

<1.4> 

48.5 

<2 .0 > 
<0 .0>

771.0

33.7

91.8 

3.7

300.0

T OT A L 1200.2 0.0 1200.2



I.

2.

p o s i t i o n  h u e

P ro g r a m  B ud g e t  A n a l y s t  III

TYPE OF POSITION
Perm ane nt /f ul l

STAFF MONTHS RP NUHQER ?CN NUNDER

J.

Cl

CUIIIIMUA1 ION I EVE 

lYI't 01 I*PE

L | | ADD 

JUI lUrit a I-ujUiH

1 3 3

PLKSONAL SERVICES

4 0 , 0 3 0 . 2 0

52,075

s. Salary

6. Benef1ts 1 2. 0 4 4 . 7 7

7. Supplemental Benefits

8. Fl*ed Benefits

9. IUIAL PLKbONAL StHVICtS 01

10. Travel 02 5 ,500

11 . Contractual 03 2-4.500

17. Corvnoditles 04 2 ,0 00

13.

1<*.

Equipment 05 2,500

Other

15. 101 AL Cl T

RECEIPT COOE FUNDING SOURCE

16. Federal Receipts 1002

_1 7_. 

18.

C.F. Match 1003

General Funds 1004 8 4 , 5 7 5

19. l-A Receipts 1005

?0. Program Receipts 1028

71. Other

I OK B4U USE ONLY 

KEY NUMBER

RANGE/STEP

19/A

BRU P R I O R I T Y

OARC. UNIT

GGU

LOCATION

A n c h o r a g e

PACE/LINE

ELECTION DISTRICT

cov.'-

L t C i

APPRO'/. D lS M T

JUSTIFICATION

T w o  additional p r o g r a m  bu dge t an al y s t  Ill's are needed to 

c o m p l e t e  the tasks a s s o c i a t e d  w i t h  Sp "‘V s  p ro po se d  e x p a n s i o n  

of the M e d i c a i d  R at e C o mm i s s i o n ' s  re., isibilities to include 

r e g u l a t i o n  of rates c har ged  by all n o n- f e d e r a l l y  o wne d or 

o p e r a t e d  he alt h f a ci li ti es .  T h e  p r e s e n t  budget a nalysts are 

f ully  o c c u p i e d  w i t h  a n a l yz in g  and e v a l u a t i n g  budgets and 

o t h e r  f i n a n c i c’ records of f ac il i t i e s  and p r e p a r i n g and 

s u b m i t t i n g  fi ndings and r ec om m e n d a t i o n s  to the M e d i c a i d  Rate  

C o m m i s s i o n  whi ch,  b ased on i n fo r m a t i o n  from t h e  analysts,

‘ de t e r m i n e s  the p aym ent  rates to the f ac i l i t i e s  for services 

rend ere d u n d e r  m e d i c a i d  and general re lie f m e di c a l .

AGENCY. DHSS

REQUEST FOR 
NEW POSITION BRU M e d i c a i d  R a t e . C o m m i s s i o n Page 1 of 4

COMPONENT M e d i c a i d  R a t e  C o m m i s s i o n Revised Date
O t'IIJ t D/Ill* II



p o s h  ion l i i t E
P r o g r a m  B u d g e t  A n a l y s t  III

7.
TYPE OF POSITION
Perm ane nt/ ful l

STAFF MONTHS RP NUMDER PCN NUMDER

I n

CONIINUAIION LEVEL | | ADDITION | |:x:v:v:::x*x:::x;:/:*::x::::

n e t  oi u p tu rn  TUHt AHuUlM

1 2 3

1 PLIISUNAL SERVICES
4 0 , 0 3 0 . 2 0

52.075

fi &< Salary

? 6- Dene 11ts 1 2 ' , 0 W . 7 7“

6 7. Supplemental OeneMts

| ®* Fined Bcncl11s

S 9< IUIAL HLRSONAL SERVICES 018 10. Travel 02 3 ,5 00

| 11. Contractual 03 2 4 . 5 0 0

1 12. Commodities 0*» 2 .0 00

! n
5 i*1'

Equipment 05 2 ,500

Other

j is. 101 Al. COST 8 4 , 5 7 5

RECEIPT CODE FUNDINC SOURCE

16. Federal Receipts 1002

17. C.F. Match 1003

1 18. Ccneral Funds 1OON 8 4 , 5 7 5

19.
70.'

1-A Receipts 1005

Program Receipts 1028

21. Other

IOH Bin USE ONLY I

RANGE/STEP
19/A

BRU PRIORITY

UARC. UMlT 

661

LOCATION

A n c h o r a g e

PACE/LINE

ELECTION DISTRICT

COV.'/

LtC,

Al'l’ROV, DlSM'p.

JUSTIFICATION

Tw o additional p r o g r a m  budget a nal yst  I l l’s are ne ede d to 

c om p l e t e  the tasks a s s o c i a t e d  w i t h  SB 3 3 1s p ro po se d  ex pa ns i o n  

of the M e d i c a i d  R a t e  C o m m i s s i o n ' s  r es p o n si b i l i t i e s  to include 

regu l a t i on  of rates c h a r g e d  by all n o n - f ed e r a l l y  o wn ed  or 

op er at e d  hea lt h f ac i lit ies . T he  p r e s e n t  budget a n a l ys ts  are 

fully o cc u p i e d  w i th  a n a l y z i n g  and e v a l u a t i n g  budg ets  and 

o th er  financial records of f a c i l i t i e s  and p r e pa ri n g  and 

s u bm i t t i n g  f ind ing s and r e c o m m e n d a t i o n s  to the M e d i c a i d  Rate 

C o mm i s s i o n  w hic h,  b ased on i n f o r m a t i o n  from the an alysts,

’* dete r m i n es  the pa ym e n t  rates to th e f acil iti es for services 

rendered u n d e r  m e d i c a i d  and general relief m e d ic al .

AGENCY. DHSS

j PROGRAM Soc. and Econ. Asst. Proa. for the  Gen. Pop.

REQUEST FOR 
NEW POSITION BRU M e di c a i d R a t e  C o m m i s s i o n Page 2 of 4

COMPONENT
Medi ca id R a t e  C o m m i s s i o n Revised Date

oi'iiii iif in • is

FY  8 6



1.
position line 
Clerk T y pi st  III

TYPE OF POSITION 1 STAFF MONTHS
P e r m a n e n t / p a r f  time

RP NUMOER PCN NUMDER

s’ net 01 npujuiiuKt
|IU"_. I 1 V "

— M i l —

i 3 3

PERSONAL SERVICES

9 ,6 9 0 . 00s. Sa1 a ry

6. Oenel1ts 2, /13.U0

7. Supplemental Benefits

8. Fined Bcncllts

9. IUIAL PERSONAL SLRVICtS 01 12.403

10. Travel 02 0

11. Contractual 03 4. 500

17. ConTadities 09 2 . 0 0 0

1 J. Equipment 05 12.500

T*. Other

IS. 101AL COST ""ST,'403

RECEIPT CODE FUNDING SOURCE

16. Federal Receipts 1002

17.

18.

C.F. Match 1003

Ceneral Funds 100<t 31 , 4 0 3

19. 1*A Receipts 1005

70. Program Receipts 1028

71. Other

1 OR 04H USE ONLY >*• 

KEY N U M B E R -------“ -------- *\-------- ” -------- " --------

HANCE/STEI’

8/A

BRU PRIORITY

UAHG. UIIIT
GGU

LOCATION

A n c h o r a g e

PACE/LINE

ELECTION D ISTRICT

COV.

LECj

APPRO'/. DISM'P

JUST IFI' 'I ION

This h a l f - t i m e  p o s i t i o n  p ro vi d e s  clerical s u ppo rt to two 

p r o g r a m  budget a nal ys ts  and a heal th and social services

p la n n e r  needed to carry out the additional r e s p o n s i b i l i­

ties as sig ned  to the M e d i c a i d  R a t e  C o m m i s s i o n  u n de r SB 33.

r a p w AGENCY. DHSS

o n m u f i u -  u

REQUEST FOR 
NEW POSITION BRU M e d i c a i d  R a t e  C o m m i s s i o n Page 3 of 4

COMPONENT M e d i c a i d  R a t e  C o m m i s s i o n ----- Revised Date



1.
f*osirio/i t i l i e
Health and Social S e r v i c e s  P l a n n e r  1

RANGE/STEP
17/A

OARC. UNIT
GG U

PACE/LINE
CO'/

APPRO'/. D IS M T

2.
TYPE OF POSITION
Permanent/ful
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Alaska Srate Legislature 
Pouch V •  Juneau, Alaska 99811 •  (907) 465-4954

Senator Vic Fischer

March  6 ,  1 9 8 5
T o :  S e n a t o r  B e t t v e  Fah renkam i
F r o m :  S e n a t o r  Vr'.c F i s c h e r  '
R e :  H e a r i n g  R e q u e s t  f o r  SB 33 -  M e d i c a i d  R a t e  C om m i s s i o n

I  am r e q u e s t i n g  t h a t  y o u  s c h e d u l e  SB 33 a t  y o u r  e a r l i e s t  
c o n v e n i e n c e .  T h i s  b i l l  i s  a b r o a d  m e a s u r e  t h a t  p r o v i d e s  f o r  
t h e  r e g u l a t i o n  o f  c o s t s  c h a r g e d  b y  h e a l t h  c a r e  f a c i l i t i e s .
H o s p i t a l  and  o t h e r  h e a l t h  c a r e  c o s t s  h a v e  b e e n  i n c r e a s i n g  
d r a m a t i c a l l y ,  s o  t h a t  now t h e y  e x c e e d  10% o f  t h e  GNP. W i t h  
a n n u a l  i n f l a t i o n  f o r  t h e s e  e x p e n s e s  w e l l  a b o v e  o t h e r  c o s t s ,  
t h e  e l d e r l y  and t h o s e  on  f i x e d  in c om e s  a r e  p a r t i c u l a r l y  h a r d  
p r e s s e d  t o  f i n d  a d e q u a t e  c a r e .  B u t  a s  y o u  know ,  we a r e  a l l  
a f f e c t e d .
I n c r e a s i n g l y ,  s t a t e s  a r e  b e c om in g  t h e  p r i n c i p a l  f o r u m  f o r  
r e g u l a t i n g  h e a l t h  c a r e  c o s t s .  S e v e r a l  o t h e r  s t a t e s  h a v e  
a d o p t e d  s i m i l i a r  l e g i s l a t i o n  t h a t  h a v e  d e m o n s t r a t e d  
s i g n i f i c a n t  s a v i n g s  t o  c o n s u m e r s  and  s l o w e d  t h e  r a t e  o f  
i n f l a t i o n .
I  am aw a r e  t h a t  A l a s k a  h a s  t a k e n  t h e  f i r s t  s t e p  and  
e s t a b l i s h e d  a  M e d i c a i d  R a t e  C om m is s i o n  t o  r e v i e w  M e d i c a i d  
c o s t s  i n  h o s p i t a l s .  H ow e v e r ,  t h i s  p r o g r a m  d o e s  n o t  a d d r e s s  
t h e  m a j o r i t y  o f  t h e  p u b l i c  who a r e  n o t  M e d i c a r e  r e c i p i e n t s ,  
and. a s  s u c h  d o e s  n o t  h e l p  m o s t  A l a s k a n s .
B e c a u s e  t h i s  i s  o n e  o f  t h e  m o s t  i m p o r t a n t  c o n su m e r  i s s u e s  
b e f o r e  u s  t o d a y ,  I  a s k  t h a t  y o u  t a k e  a c t i o n  on  t h i s  b i l l ,  
d e s p i t e  t h e  o p p o s i t i o n  o f  t h e  D e p a r tm e n t  o f  H e a l t h  and  S o c i a l  
S e r v i c e s  a t  t h i s  t i m e .
A t t a c h e d  y o u  s h o u l d  f i n d  t h e  p o s i t i o n  p a p e r  o f  t h e  D e p a r tm e n t  
o f  H e a l t h  and S o c i a l  S e r v i c e s .  The f i s c a l  n o t e  i s  z e r o .
O t h e r  b a c k - u p  m a t e r i a l s  a r e  a l s o  e n c l o s e d  f o r  y o u r  r e v i e w .
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OVERVIEW OF STATE COST CONTAINMENT STRATEGIES

T h e  p u r p o s e  o f  t h i s  p a p e r  i s  to g i v e  a n  o v e r v i e w  o f  t h e  c o s t  

c o n t a i n m e n t  a c t i v i t y  t h a t  i s  t a k i n g  p l a c e  a t  t h e  s t a t e  l e v e l .  

I n c r e a s i n g l y , s t a t e s  h a v e  b e c o m e  t h e  f o c a l  p o i n t  f o r  h e a l t h  c a r e  

c o s t  c o n t a i n m e n t  e f f o r t s .  I n  a n  a t t e m p t  t o  d o c u m e n t  t h a t  

a c t i v i t y ,  t h e  N a t i o n a l  G o v e r n o r s '  A s s o c i a t i o n  r e c e n t l y  p r e p a r e d  a 

s e r i e s  o f  p u b l i c a t i o n s  s u m m a r i z i n g  s t a t e  c o s t  c o n t a i n m e n t  

e f f o r t s .  T h i s  p a p e r  d r a w s  h e a v i l y  o n  t h o s e  m a t e r i a l s .

Reasons for State Activity

W h y  h a v e  s t a t e s  b e c o m e  a f o c u s  o f  c o s t  c o n t a i n m e n t  a c t i v i t y 0 O n e  

r e a s o n  i s  t h e i r  i n v o l v e m e n t  i n  t h e  M e d i c a i d  p r o g r a m .  T o  s o m e  

e x t e n t ,  s t a t e  g o v e r n m e n t s  h a v e  a l w a y s  b e e n  i n v o l v e d  i n  t r y i n g  t o  

r e d u c e  c o s t s  b e c a u s e  t h e y  p a y  f o r  M e d i c a i d .  T h e  n e e d  t o  l i m i t  

M e d i c a i d  c o s t s  i s  s t r o n g e s t  w h e n  s t a t e s  a r e  u n d e r  f i s c a l  

p r e s s u r e ,  w h i c h  h a s  o b v i o u s l y  b e e n  i n t e n s e  i n  t h e  l a s t  f e w  y e a r s  

d u r i n g  p e r i o d s  o f  r e c e s s i o n .  B u t  t h a t  i s  n o t  n e w ;  M e d i c a i d  c o s t  

c o n t a i n m e n t  a c t i v i t y  h a s  b e e n  g o i n g  o n  f o r  y e a r s .

A s e c o n d  r e a s o n  f o r  i n c r e a s e d  s t a t e  a c t i v i t y  i s  t h a t  s t a t e  

g o v e r n m e n t s  a r e  m a j o r  e m p l o y e r s  a n d  t h e r e f o r e  p u r c h a s e  h e a l t h  

c a r e  s e r v i c e s  n o t  j u s t  f o r  M e d i c a i d  r e c i p i e n t s  b u t  f o r  a v e r y  

l a r g e  w o r k f o r c e .  I n  t h e  p a s t ,  s t a t e s  a s  e m p l o y e r s  h a v e  t a k e n  t h e  

v i e w  o f  m o s t  e m p l o y e r s :  n e g o t i a t e  t h e  l e v e l  o f  b e n e f i t s  w i t h

e m p l o y e e s  b u t  t h e n  l e a v e  t h e  s y s t e m  a l o n e .  T h e  b a s i c  i s s u e  in  

s u c h  n e g o t i a t i o n  w a s  w h o  w o u l d  p a y  —  t h e  p a t i e n t  o u t - o f - p o c k e t  

o r  t h e  e m p l o y e r  t h r o u g h  i n s u r a n c e  c o v e r a g e .  E m p l o y e r s  w o u l d  

p e r h a p s  c o n s i d e r  v a r i o u s  t e c h n i q u e s  s u c h  a s  s e l f - i n s u r a n c e ,  

c o o r d i n a t i o n  o f  b e n e f i t s ,  o r  o t h e r  s t e p s  t o  r e d u c e  a d m i n i s t r a t i v e  

c o s t s ,  b u t  t y p i c a l l y  t h e y  d i d n ' t  g e t  i n v o l v e d  i n  d i r e c t  a t t e m p t s  

t o  c h a n g e  u t i l i z a t i o n  o r  u n i t  c o s t s .

L i k e  o t h e r  e m p l o y e r s ,  s t a t e  g o v e r n m e n t s  a r e  b e g i n n i n g  t o  t r y  

d i r e c t  l i m i t i n g  o f  t h e i r  p a y o u t  b y  a f f e c t i n g  u t i l i z a t i o n  a n d  

p r o v i d e r  a n d  c o n s u m e r  b e h a v i o r  —  b y  l i m i t i n g  t h e  t o t a l  a m o u n t  

s p e n t ,  g i v e n  a p a r t i c u l a r  l e v e l  o f  c o v e r a g e ,  n o t  j u s t  b y  

n e g o t i a t i n g  w h o  p a y s  t h e  b i l l .  T h e  r e a s o n  f o r  s t a t e s '  c h a n g e  o f  

a t t i t u d e  i s  t h e  r a p i d l y  r i s i n g  c o s t  o f  e m p l o y e e  h e a l t h  c o v e r a g e .  

A m o n g  s t a t e s  r e s p o n d i n g  t o  a N a t i o n a l  G o v e r n o r s '  A s s o c i a t i o n  

s u r v e y ,  b e t w e e n  1 9 8 1  a n d  1 9 8 3

t o t a l  s t a t e  g e n e r a l  f u n d  e x p e n d i t u r e s  r o s e  b y  6 . 7  p e r c e n t ;

M e d i c a i d  c o s t s  r o s e  b y  2 0 . 9  p e r c e n t ;

s t a t e  e x p e n d i t u r e s  o n  e m p l o y e e  h e a l t h  b e n e f i t s  r o s e  b y  47

p e r c e n t .

T h u s  e m p l o y e e  b e n e f i t s  r o s e  7 t i m e s  a s  f a s t  a s  a l l  g e n e r a l  f u n d  

s p e n d i n g  a n d  m o r e  t h a n  t w i c e  a s  f a s t  a s  M e d i c a i d  s p e n d i n g .



A t h i r d  r e a s o n  f o r  i n c r e a s e d  c o s t  c o n t a i n m e n t  a c t i v i t y  a t  t h e  

s t a t e  l e v e l  i s  i n c r e a s e d  p r e s s u r e  f r o m  p r i v a t e  s e c t o r  p u r c h a s e r s .  

T h e  b u r d e n  o f  h e a l t h  c a r e  c o s t s  i s n o w  e v i d e n t  t o  e v e r y b o d y ,  a n d  

m a n y  e m p l o y e r s  r e c o g n i z e  i t  a s  a m a j o r  c o s t  o f  d o i n g  b u s i n e s s  —  

a c o s t  w h i c h  i s  i m p o r t a n t  in  i n f l u e n c i n g  t h e i r  " b o t t o m  l i n e "  a n d  

a f a c t o r  in t h e i r  a b i l i t y  t o  c o m p e t e  i n  i n t e r n a t i o n a l  a s  w e l l  a s  

n a t i o n a l  m a r k e t s .  T h e s e  e m p l o y e r s  a r e  b e c o m i n g  i n v o l v e d  a s  

d i r e c t  p u r c h a s e r s ,  b u t  t h e y  n e e d  t h e  c o o p e r a t i o n  o f  s t a t e  

g o v e r n m e n t  f o r  s e v e r a l  r e a s o n s :

i n  o r d e r  t o  c h a n g e  t h e  l e g a l  e n v i r o n m e n t  s o  t h a t  t h e y  c a n  

t a k e  t h e  s t e p s  t h e y  t h i n k  a r e  n e c e s s a r y  t o  b r i n g  c h a n g e  t o  

t h e  d e l i v e r y  a n d  f i n a n c i n g  s y s t e m ;

to  u s e  t h e  r e g u l a t o r y  a u t h o r i t y  o f  g o v e r n m e n t  t o  m a n d a t e  

c h a n g e s  i n  p r o v i d e r s '  b e h a v i o r  w h e r e  s u c h  r e g u l a t i o n  i s  

t h o u g h t  t o  b e  e f f e c t i v e .

T h e  p u r c h a s e r s  r e c o g n i z e  t h a t  c o n d i t i o n s  d i f f e r  f r o m  a r e a  t o  a r e a  

a n d  t h a t  t h e y  c a n  o f t e n  b e  m o s t  i n f l u e n t i a l  b y  u s i n g  t h e i r  

e c o n o m i c  c l o u t  a s  p u r c h a s e r s  a n d  a s  a g e n t s  t o  i n f l u e n c e '  

l e g i s l a t i o n  a t  t h e  l o c a l  a n d  s t a t e  l e v e l  r a t h e r  t h a n  t h e  n a t i o n a l  

l e v e l .  H e n c e  t h e  a t t e n t i o n  t o  s t a t e  a c t i o n .

A  f o u r t h  r e a s o n  f o r  s t a t e  a t t e n t i o n  t o  c o s t  c o n t a i n m e n t  i s  t h a t  

t h e  f e d e r a l  g o v e r n m e n t  i s n ' t  d o i n g  ( o r  p e r h a p s  c a n ' t  t o )  t h e  j o b .  

T h e  a d m i n i s t r a t i o n  o p p o s e s  t h e  r e g u l a t o r y  a p p r o a c h ,  a n d  t h u s  

l i t t l e  a c t i o n  in t h i s  d i r e c t i o n  c a n  b e  e x p e c t e d .  I f  r e g u l a t i o n  

i s  t h e  a n s w e r ,  i t  w i l l  h a v e  t o  b e  d o n e  a t  t h e  s t a t e  l e v e l .  

M e d i c a r e ' s  c h a n g e  t o  P R G - b a s e d  r e i m b u r s e m e n t  f o r  h o s p i t a l s  s h o w s  

t h a t  t h e  f e d e r a l  g o v e r n m e n t  i s  i n t e r e s t e d  in  c u t t i n g  i t s  o w n  c o s t  

b u t  n o t  n e c e s s a r i l y  s y s t e m - w i d e  c o s t s .  I f  D R G s  a r e  e f f e c t i v e  in 

h o l d i n g  d o w n  M e d i c a r e  c o s t s ,  t h e  h o s p i t a l s  w i l l  t r y  t o  m a k e  u p  

t h e  s h o r t f a l l  b y  s h i f t i n g  c o s t s  t o  o t h e r  p a y e r s .  I f  s u c h  " c o s t  

s h i f t i n g "  i s t o  b e  p r e v e n t e d ,  it  w i l l  h a v e  t o  b e  d o n e  t h r o u g h  

i n i t i a t i v e s  a t  t h e  s t a t e  l e v e l .  F i n a l l y ,  s t a t e s  h a v e  t o  d e a l  

w i t h  t h e  p r o b l e m  r e g a r d l e s s  o f  t h e  f e d e r a l  a t t i t u d e  s i m p l y  

b e c a u s e  t h e r e  is n o  s i n g l e  s i m p l e  s o x u t i o n  t h a t  c a n  b e  i m p o s e d  a t  

a n y  o n e  l e v e l  o f  g o v e r n m e n t ;  w e  m u s t  c o n f r o n t  t h e  p r o b l e m  a t  a l l  

l e v e l s .

C a u s e s  o f  C o s t  E s c a l a t i o n

A l t h o u g h  t h e r e  is o f t e n  f u n d a m e n t a l  d i s a g r e e m e n t  f r o m  s t a t e  to  

s t a t e  a b o u t  h o w  t o  s o l v e  t h e  p r o b l e m ,  t h e r e  i s  v e r y  l i t t l e  

d i s a g r e e m e n t  a b o u t  t h e  c a u s e .

S o m e  o f  t h e  f a c t o r s  w h i c h  r a i s e  c o s t s  a r e  l a r g e l y  b e y o n d  t h e  

p o w e r  o f  s t a t e s  o r  d e c i s i o n - m a k e r s  w i t h i n  s t a t e s  t o  i n f l u e n c e :

T h e  a g i n g  o f  t h e  p o p u l a t i o n :  S i n c e  a g e d  p e o p l e  u s e  m o r e

s e r v i c e s ,  a s  t h e  p o p u l a t i o n  i n c l u d e s  m o r e  a n d  m o r e  o l d e r  

p e o p l e ,  u s e  w i l l  r i s e  a n d  s o  w i l l  c o s t s .
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G e n e r a l  p r i c e  i n f l a t i o n :  T h e r e  is  n o  r e a s o n  t o  e x p e c t

p r i c e s  o f  h e a l t h  r e s o u r c e s  t o  o e  i m m u n e  to  p r e s s u r e s  t h a t  

c r e a t e  g e n e r a l  p r i c e  i n f l a t i o n .  T o  t h e  e x t e n t  t h a t  w a g e s  

r i s e  t h r o u g h o u t  t h e  e c o n o m y ,  w a g e s  o f  h e a l t h  w o r k e r s  w i l l  

h a v e  to  r i s e  t o o  i f  t h e y  a r e  n o t  t o  f a l l  b e h i n d .  T h e  s a m e  

a p p l i e s  t o  r a w  m a t e r i a l s  t h a t  a r e  c o m m o n  t o  m a n y  

i n d u s t r i e s  - -  f o o d ,  c o n s t r u c t i o n ,  e n e r g y ,  e t c .

T h e  c o s t - p r o d u c i n g  i n f l u e n c e s  w h i c h  a r e  u n i q u e  t o  t h e  m e d i c a l  

e c o n o m y  a r e  p o s s i b l e  t o  c h a n g e  a l t h o u g h  t h e y  c a n  b e  c h a n g e d  o n l y  

w i t h  d i f f i c u l t y .  T h e  l i t a n y  o f  f a u l t s  is  f a m i l i a r .

T h e  m a j o r  p r o b l e m  i s  t h a t  t h e  d e c i s i o n - m a k i n g  s y s t e m  d o e s  n o t  

r e q u i r e  a n y  o f  t h e  d e c i s i o n - m a k e r s  t o  b e a r  d i r e c t l y  t h e  f i n a n c i a l  

c o s t s  o f  t h e i r  d e c i s i o n s  t o  u s e  r e s o u r c e s .  N o  o n e  i s h e l d

a c c o u n t a b l e  f o r  d e c i s i o n s  t h a t  d e t e r m i n e  c o s t s ,  a n d  t h e r e  a r e  

f e w  f i n a n c i a l  i n c e n t i v e s  t o  m a k e  d e c i s i o n s  b y  b a l a n c i n g  c o s t s  

a g a i n s t  b e n e f i t s .

I n  f a c t ,  t h e  p r e s e n t  s y s t e m  c r e a s e s  p e r v e r s e  i n c e n t i v e s :  t h e

i n c e n t i v e  s t r u c t u r e  t e n d s  t o  r e w a r d  c o s t - i n d u c i n g  b e h a v i o r  a n d  to- 

p e n a l i z e  c o s t - r e d u c i n g  b e h a v i o r ,  e s p e c i a l l y  f o r  p r o v i d e r s .

C o n s u m e r s  h a v e  f e w  i n c e n t i v e s  t o  e c o n o m i z e  b e c a u s e  i n s u r a n c e  

p a y s  m u c h  o f  t h e  c o s t  o f  c a r e .  T h e r e  is n o  a p p a r e n t  

c o n n e c t i o n  b e t w e e n  w h a t  t h e y  u s e  a n d  w h a t  t h e y  p a y  —  a

" f r e e  l u n c h "  s y s t e m .

G i v e n  t h e  h i g h l y  t e c h n i c a l  n a t u r e  o f  m e d i c i n e ,  c o s t -  

e f f e c t i v e  d e c i s i o n s  a r e  d i f f i c u l t  f o r  c o n s u m e r s  t o  m a k e

( e v e n  i f  t h e y  h a d  i n c e n t i v e s  t o  d o  s o)  b e c a u s e  t h e y  m u s t  

r e l y  o n  t h e  a d v i c e  o f  p h y s i c i a n s  a b o u t  w h a t  s e r v i c e s  a r e  

a p p r o p r i a t e .

U n d e r  t h e  f e e - f o r - s e r v i c e  s y s t e m ,  t h e  m o r e  s e r v i c e s  

p h y s i c i a n s  p r o v i d e ,  t h e  h i g h e r  t h e i r  i n c o m e .

T h e  h i g h e s t  p a y m e n t s  g o  t o  t h e  p h y s i c i a n s  w h o  u s e  r e s o u r c e s  

m o s t  i n t e n s i v e l y  —  t h o s e  w h o  p r o v i d e  h o s p i t a l - b a s e d  a c u t e -  

c a r e  s e r v i c e s  a n d  t h e  s p e c i a l i s t s  w h o  e m p l o y  e x p e n s i v e  

t e c h n o l o g i e s .

H o s p i t a l  r e i m b u r s e m e n t  s y s t e m s  w h i c h  p a y  c h a r g e s  o r  

r e i m b u r s e  r e t r o s p e c t i v e l y  f o r  c o s t s  p r o v i d e  n o  i n c e n t i v e s  

f o r  e f f i c i e n c y  a n d  e n c o u r a g e  h i g h  u t i l i z a t i o n  a n d  e x p e n s i v e  

t e c h n o l o g i e s .

T h e  c o m p e t i t i o n  a m o n g  h o s p i t a l s  t a k e s  t h e  f o r m  o f  

c o m p e t i t i o n  f o r  p a t i e n t s  a n d  t h u s  d o c t o r s ,  w h i c h  g i v e s  t h e m  

i n c e n t i v e s  to  o f f e r  t h e  w i d e s t  r a n g e  o f  s e r v i c e s  a n d  t h e  

n e w e s t  t e c h n o l o g i e s .  T h e  r e s u l t  i s  o f t e n  d u p l i c a t i o n  a n d  

h i g h  c o s t s .
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W e  h a v e  b u i l t  t o o  m a n y  h o s p i t a l s  a n d  t r a i n e d  t o o  m a n y  

p h y s i c i a n s ,  p a r t i c u l a r l y  s p e c i a l i s t s .  Both, t h e  f a c i l i t i e s  

a n d  t h e  p r o f e s s i o n a l s  h a v e  t o  g e n e r a t e  i n c o m e  t o  s t a y  in  

b u s i n e s s .  T h e y  c a n  g e n e r a t e  i n c o m e  a n d  c o s t s  b e c a u s e  t h e r e  

i s  s o  m u c h  r o o m  f o r  d i s c r e t i o n  in  d e t e r m i n i n g  h o w  m u c h  a n d  

w h a t  k i n d  o f  c a r e  i s  a p p r o p r i a t e ;  t h e  c o n s e q u e n c e  i s  a 

h i g h e r  l e v e l  o f  d e m a n d  t h a n  i s  c o s t - e f f e c t i v e .

S o l u t i o n s

A l t h o u g h  t h e r e  is  a g r e e m e n t  t h a t  t h e  c a u s e  o f  t h e  p r o b l e m  i s l a c k  

o f  a p p r o p r i a t e  i n c e n t i v e s  s o  t h a t  n o r m a l  m a r k e t  f o r c e s  d o n ' t  

w o r k ,  t h e r e  i s  l e s s  a g r e e m e n t  a b o u t  t h e  p r o p e r  s o l u t i o n .  P e o p l e  

g e n e r a l l y  a g r e e  t h a t  t h e  k i n d  o f  c o m p e t i t i o n  t h a t  p r o v i d e s  

e c o n c m i c  d i s c i p l i n e  in m o s t  m a r k e t s  d o e s n ' t  s e r v e  t h a t  f u n c t i o n  

in t h e  m e d i c a l  m a r k e t .  T h e  d i s a g r e e m e n t  c o m e s  o v e r  h o w  t o  r e a c t  

t o  l a c k  o f  a p p r o p r i a t e  c o m p e t i t i v e  f o r c e s .  I n  s o m e  s t a t e s  t h e  

d o m i n a n t  r e s p o n s e  is to  t r y  t o  c r e a t e  c o n d i t i o n s  u n d e r  w h i c h  

m a r k e t  f o r c e s  c a n  o p e r a t e  p r o p e r l y .  T h i s  i s  t h e  d o m i n a n t  

p h i l o s o p h y  i n  U t a h ,  f o r  e x a m p l e .  W h e r e  t h a t  v i e w  p r e v a i l s ,  t h e  

s t r a t e g y  i s  t o  c h a n g e  t h e  i n c e n t i v e  s t r u c t u r e  s o  t h a t  p e o p l e  b e a r -  

t h e  e c o n o m i c  c o n s e q u e n c e s  o f  t h e i r  a c t i o n s .  T h i s  is  d o n e  in  t h e  

e x p e c t a t i o n  t h a t  i n d i v i d u a l  d e c i s i o n - m a k e r s  w i l l  a c t  i n  t h e  

p u b l i c  i n t e r e s t  ( a l t h o u g h  i n a d v e r t e n t l y )  a s  t h e y  s e e k  t h e i r  o w n  
s e l f - i n t e r e s t .

I n  o t h e r  s t a t e s ,  t h e  r e s p o n s e  is t o  a c k n o w l e d g e  m a r k e t  f a i l u r e ,  

e x p l i c i t l y  a b a n d o n  p r i m a r y  r e l i a n c e  o n  m a r k e t  f o r c e s  t o  a l l o c a t e  

r e s o u r c e s ,  a n d  s u b s t i t u t e  g r e a t e r  a l l o c a t i o n  b y  g o v e r n m e n t  o r  

q u a s i - g o v e r n m e n t  a g e n c i e s .  I m p l e m e n t a t i o n  o f  t h i s  s t r a t e g y  

i n v o l v e s  p o l i c i e s  s u c h  a s  t h o s e  w h i c h  g i v e  g o v e r n m e n t  a p p r o v a l  o r  

v e t o  p o w e r  o v e r  e x p e n d i t u r e  a n d  i n v e s t m e n t  d e c i s i o n s  ( c e r t i f i c a t e  

o f  n e e d ) ,  w h i c h  s e t  p r i c e s  ( r a t e  r e g u l a t i o n ) ,  o r  w h i c h  e s t a b l i s h  

l i m i t s  t h a t  d e f i n e  t h e  b o u n d a r i e s  w i t h i n  w h i c h  i n d i v i d u a l

d e c i s i o n - m a k e r s  c a n  e x e r c i s e  d i s c r e t i o n  ( e x p e n d i t u r e  o r
i n v e s t m e n t  " c a p s " ) .

T h e s e  t w o  c o n t r a s t i n g  r e a c t i o n s  t o  m a r k e t  f a i l u r e  c a n  b e  l a b e l e d  

t h e  " c o m p e t i t i v e  s t r a t e g y "  a n d  t h e  " r e g u l a t o r y  s t r a t e g y . "  I t  i s  

u s e f u l  t o  l o o k  a t  t h e  r a t i o n a l e  f o r  e a c h  i n  m o r e  d e t a i l .

T h e  C o m p e t i t i v e  S t r a t e g y

T h e  k e y  e l e m e n t  in t h e  c o m p e t i t i v e  s t r a t e g y  i s  c h a n g e  i n  t h e  

i n c e n t i v e  s y s t e m  —  s t r u c t u r i n g  f i n a n c i a l  r e w a r d s  s o  t h a t

c o n s u m e r s  a n d  p r o v i d e r s  v o l u n t a r i l y  m a k e  d e c i s i o n s  t h a t  e c o n o m i z e  

o n  us.- o f  r e s o u r c e s .

B e c a u s e  o f  t h e  t e c h n i c a l  n a t u r e  o f  m e d i c a l  d e c i s i o n s ,  p h y s i c i a n s  

m a k e  m o s t  o f  t h e  i m p o r t a n t  d e c i s i o n s  t h a t  d e t e r m i n e  h o w  m u c h  

m e d i c a l  t r e a t m e n t  w i l l  c o s t .  T h e r e f o r e  t h e  r e i m b u r s e m e n t  syster> 

s h o u l d  r e w a r d  p h y s i c i a n s  f o r  c o s t - r e d u c i n g  b e h a v i o r .  S e v e r a l  

p o s s i b i l i t i e s  e x i s t :



P a y  o n  a b a s i s  l i k e  c a p i t a t i o n . S u c h  a b a s i s  i n c r e a s e s  t h e  

p r o v i d e r s '  n e t  r e v e n u e  i f  t h e y  h o ] d  d o w n  c o s t s .  H M O s  a r e  a n  

e x a m p l e .

R e w a r d  c o s t - e f f e c t i v e  p r o v i d e r s  b y  d i r e c t i n g  p a t i e n t s  t o  

t h e m  a n d  a w a y  f r o m  t h o s e  t h a t  a r e  n o t  c o s t  e f f e c t i v e .  H M O s  

a n d  P P O s  a r e  e x a m p l e s .  W h e n  p h y s i c i a n s  w e r e  in  s h o r t  

s u p p l y ,  t h i s  a p p r o a c h  w o u l d  n o t  h a v e  w o r k e d .  B u t  s i n c e  t h e  

p h y s i c i a n  s u p p l y  i s  i n c r e a s i n g  m o r e  r a p i d l y  t h a n  t h e  p a t i e n t  

s u p p l y  a n d  t h e r e  i s  a n  e x c e s s  o f  h o s p i t a l  c a p a c i t y ,  t h e  

m e d i c a l  m a r k e t  i s  c h a n g i n g  f r o m  a s e l l e r s '  m a r k e t  t o  a 

b u y e r s '  m a r k e t .  T h e  p o w e r  to  d i r e c t  p a t i e n t s  t o  p a r t i c u l a r  

p r o v i d e r s  i s  a n  i m p o r t a n t  b a r g a i n i n g  c h i p .

G i v e  c o n s u m e r s  i n c e n t i v e s  t o  c h o o s e  c o s t - e f f e c t i v e  

p r o v i d e r s . A l t h o u g h  c o n s u m e r s  h a v e  i n s u f f i c i e n t  k n o w l e d g e  

a b o u t  m e d i c a l  s c i e n c e  t o  m a k e  t h e  a c t u a l  r e s o u r c e  a l l o c a t i o n  

d e c i s i o n s  o n  a c o s t - b e n e f i t  b a s i s ,  it  i s  p o s s i b l e  t o  c r e a t e  

i n c e n t i v e s  f o r  c o n s u m e r s  t o  c h o o s e  p r o v i d e r s  w h o  d o  h a v e  t h e  

e x p e r t i s e  t o  m a k e  c o s t - e f f e c t i v e  c h o i c e s .

A l t e r n a t i v e  d e l i v e r y  s y s t e m  —  H M O s  a n d  P P O s  —  c l e a r l y  p l a y  a 

k e y  r o l e  in  t h i s  s t r a t e g y  s i n c e  t h e y  a r e  c o l l e c t i o n s  o f  p r o v i d e r s  

t o  w h o m  t h e  p u r c h a s e r s  c a n  s e n d  p a t i e n t s  t o  g e t  c o n s e r v a t i v e ,  

c o s t - e f f e c t i v e  c a r e .  O n e  r e a s o n  f o r  t h e  i n t e n s e  i n t e r e s t  i n  P P O s  

i s  t h e  a d v a n t a g e  t h e  P P O  h a s  o v e r  t h e  H M O  o f  r e p r e s e n t i n g  a l e s s  

r a d i c a l  d e p a r t u r e  f o r  b o t h  c o n s u m e r  a n d  p h y s i c i a n .  T h e  c o n s u m e r  

c a n  c h o o s e  n o n - p r e f e r r e d  p r o v i d e r s  b u t  h a s  f i n a n c i a l  i n c e n t i v e s  

to s e e k  c a r e  f r o m  p r e f e r r e d  p r o v i d e r s .  T h e  p h y s i c i a n  is  h e l d  

a c c o u n t a b l e  f o r  t h e  c o s t  o f  r e s o u r c e s  ( i n  t h a t  t h e  p r o v i d e r  h a s  

t o  b e  e c o n o m i c a l  t o  s t a y  o n  t h e  p r o v i d e r  p a n e l )  b u t  i s  n o t  " a t  

r i s k "  a s  h e  o r  s h e  w o u l d  b e  in  a n  H M O .

I n  m a n y  s t a t e s  e m p l o y e r s  a r e  p r o m o t i n g  H M O s  a n d  P P O s  

t h e m s e l v e s  —  a n  i n d i c a t i o n  o f  e m p l o y e r s '  r e c o g n i t i o n  o f  a n e w  

r o l e  f o r  t h e m s e l v e s .  T h e y  s e e  t h e m s e l v e s  a s  p u r c h a s e r s  o f  h e a l t h

c a r e  in  t h e  s a m e  w a y  t h e y  a r e  p u r c h a s e r s  o f  r a w  m a t e r i a l s :  t h e

p e r s p e c t i v e  i s  t o  e s t a b l i s h  a p a y e r / v e n d e r  r e l a t i o n s h i p  a n d  t o  

g i v e  t h e  b u s i n e s s  t o  t h e  v e n d o r  ( t h e  P P O  o r  H M O )  t h a t  p r o v i d e s  

p r o d u c t  t h e y  w a n t  a t  t h e  b e s t  p r i c e .  T h e y  n o  l o n g e r  t a k e  a 

• . j s - o f f  p o s i t i o n  i n  n e g o t i a t i n g  w i  c h  t h e  s u p p l i e r s ,  t h e

p r o v i d e r s .  N e s t l e  E n t e r p r i s e  in O h i o ,  f o r  e x a m p l e ,  h a s  b e e n  v e r y  

a c t i v e  in  h e l p i n g  t o  s t a r t  a n d  d e v e l o p  P P O s  f o r  e m p l o y e e s .  I f  

o n e  P P O  d o e s n ' t  p e r f o r m ,  N e s t l e  i n f o r m s  t h e m  t h a t  t h e y  w i l l  

t e r m i n a t e  t h e  r e l a t i o n s h i p  i f  t h e y  d o n ' t  " s h a p e  u p . "

T o  i n d u c e  d e v e l o p m e n t  o f  t h e  k i n d  o f  s y s t e m  t h a t  d i r e c t s  p a t i e n t s  

t o  e f f i c i e n t  p r o v i d e r s  r e q u i r e s  s e v e r a l  t h i n g s ,  s o m e  o f  w h i c h  
r e q u i r e  s t a t e  l e g i s l a t i o n :

A l e g a l  e n v i r o n m e n t  w h i c h  a l l o w s  ( a n d  e v e n  e n c o u r a g e s )  

p u r c h a s e r s  t o  u s e  t h e i r  m a r k e t  p o w e r  t o  n e g o t i a t e  t h e  b e s t  

d e a l  - -  f o r  e x a m p l e ,  t o  c o n t r a c t  d i r e c t l y  ( o r  t h r o u g h  

i n t e r m e d i a r i e s )  w i t h  p r o v i d e r s  a n d  t o  e s t a b l i s h  a b e n e f i t
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p a c k a g e  t h a t  l i m i t s  " f r e e d o m  o f  c h o i c e . "  S o m e  s t a t e s  h a v e  

i n s u r a n c e  r e q u i r e m e n t s  t h a t  s u b s c r i b e r s  o r  i n s u r e d  p e r s o n s  

h a v e  c o m p l e t e  f r e e d o m  o f  c h o i c e  o f  p r o v i d e r  r e g a r d l e s s  o f  

c o s t .  I t  w a s  t h e  l e g i s l a t i v e  c h a n 0 3 in t h i s  l e g a l  

r e q u i r e m e n t  in C a l i f o r n i a  t h a t  s t i m u l a t e d  s e l e c t i v e  

c o n t r a c t i n g  a n d  P P O s  in  t h a t  s t a t e  a n d  b r o u g h t  t h e  c o n c e p t  

o f  P P O s  t o  t h e  f o r e f r o n t  o f  a t t e n t i o n . *

I n c e n t i v e s  f o r  i n s u r e d  p e r s o n s  t o  c h o o s e  t h e  m o s t  c o s t  

e f f e c t i v e ,  c o n s e r v a t i v e  p r o v i d e r s ,  a n d  t h e  i n f o r m a t i o n  to  

i d e n t i f y  t h e s e  e f f i c i e n t  p r o v i d e r s .  I n c e n t i v e s  a r e  a b s e n t  

w h e n  t h e  e m p l o y e r  p a y s  t h e  e n t i r e  p r e m i u m  o f  v e r y  

c o m p r e h e n s i v e  c o v e r a g e .  U n d e r  t h i s  " f r e e  l u n c h "

a r r a n g e m e n t ,  t h e  e m p l o y e e  g a i n s  n o  a d v a n t a g e  b y  c h o o s i n g  an 

e f f i c i e n t  p r o v i d e r .  T o  a v o i d  t h i s  s i t u a t i o n ,  e m p l o y e r s  w i l l  

h a v e  t o  s t r u c t u r e  p r e m i u m - s h a r i n g  s o  t h a t  t h e  e m p l o y e e  h a s  

t o  p a y  p a r t  o f  t h e  p r e m i u m  c o s t  o f  t h e  m o r e  e x p e n s i v e  p l a n s .  

W i s c o n s i n ,  f o r  e x a m p l e ,  t h i s  l a s t  y e a r  c h a n g e d  p r e m i u m

s h a r i n g  p r o v i s i o n s  f o r  s t a t e  e m p l o y e e s .  N o w  t h e  s t a t e  p a y s  

a m a x i m u m  o f  o n l y  1 0 5  p e r c e n t  o f  t h e  l e a s t  e x p e n s i v e  p l a n . '  

M e m b e r s h i p s  i n  H M O s  a f t e r  t h i s  c h a n g e  j u m p e d  f r o m  18 t o  6 7  

p e r c e n t  o f  s t a t e  e m p l o y e e s  i n  o n e  y e a r .  A n o t h e r  p o s s i b i l i t y  

i s c o - p a y s  f o r  t h e  s t a n d a r d  p l a n .  T h e s e  c o - p a y s  c a n  b e

r e d u c e d  o r  e l i m i n a t e d  f o r  c h o o s i n g  c o s t - e f f e c t i v e  p r o v i d e r s  

( t h e  P P O  a p p r o a c h ) .

A w a y  o f  i d e n t i f y i n g  t h e  c o s t - e f f e c t i v e  p r o v i d e r s  a n d  o f  

i d e n t i f y i n g  i n c r e a s e s  in u t i l i z a t i o n  a s  t h e y  c r o p  u p.  P P O s  

d e p e n d  u p o n  b e i n g  a b l e  to d i s c r i m i n a t e  b e t w e e n  c o s t l y  a n d  

e f f i c i e n t  p r o v ; i e r s  a n d  to  d e t e c t  u n j u s t i f i e d  d i f f e r e n c e s  i n  

u s e  a m o n g  r e g i o n s .  T o  d o  s u c h  a n a l y s i s  r e q u i r e s  p o p u l a t i o n -  

b a s e d  u t i l i z a t i o n  d a t a  —  s o m e t h i n g  w h i c h  m a n y  p l a n n i n g  

a g e n c i e s  c a n  p r o v i d e .  T o  g e t  s u c h  d a t a  f r o m  a l l  p r o v i d e r s  

a n d  i n  a u n i f o r m  f o r m a t  m a y  r e q u i r e  s t a t e  l e g a l  m a n d a t e s .

I n  I o w a ,  w h e r e  t h e r e  i s s u p p o r t  f o r  t h e  c o m p e t i t i v e

a p p r o a c h ,  t h e  I o w a  n.. t h  D a t a  C o r p o r a t i o n  h a s  b e e n  

e s t a b l i s h e d  f o r  j u s t  t h e s e  p u r p o s e s .

A n u m b e r  o f  p e o p l e  w h o  s u p p o r t  t h e  " c o m p e t i t i v e "  s t r a t e g y  s u g g e s t  

a d i f f e r e n t  a p p r o a c h .  T h e y  w a n t  c o n s u m e r s  t o  t h e m s e l v e s  h a v e  

d i r e c t  f i n a n c i a l  i n c e n t i v e s  t o  r e d u c e  c o n s u m p t i o n .  T h e y  p r o p o s e  

i n c r e a s i n g  c o - p a y s  a n d  d e d u c t i b l e s  o n  t h e  t h e o r y  t h a t  w h e n  p e o p l e  

h a v e  t o  p a y  m o r e  t h e y  w i l l  u s e  l e s s .

* W e ' v e  f o u n d  i n  M i c h i g a n  t h a t  p r o v i d e r s ,  e s p e c i a l l y  p h y s i c i a n s ,

s a y  t h e y  a r e  a l l  i n  f a v o r  o f  c o m p e t i t i o n  a n d  P P O s .  T h e  " o n l y "

p r o v i s i o n  t h e y  w a n t  i s  o n e  w h i c h  r e q u i r e s  t h a t  a l l  p r o v i d e r s  b e  

e l i g i b l e  f o r  p a r t i c i p a t i o n  i n t h e  P P O s .  T h e y  i n s i s t  o n  t h i s

p r o v i s i o n  - -  w h i c h ,  o f  c o u r s e ,  j e o p a r d i z e s  t h e  b a s i c  c o n c e p t  —

b e c a u s e  t h e y  k n o w  t h a t  t h e r e  a r e  t o o  m a n y  p h y s i c i a n s  a n d  t h e y  c a n  

b e  c u t  o u t  o f  t h e  b u s i n e s s .
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A s i m i l a r  i d e a  i s  t o  s t r u c t u r e  t h e  b e n e f i t  p a c k a g e  s o  t h a t  p e o p l e  

h a v e  t o  p a y  a d e d u c t i b l e  o r  c o - p a y  i f  t h e y  u s e  a m o r e  e x p e n s i v e  

f o r m  o f  c a r e  w h e n  a l e s s  e x p e n s i v e  s u b s t i t u t e  i s  a v a i l a b l e  —  f o r  

e x a m p l e ,  c o - p a y s  f o r  i n p a t i e n t  h o s p i t a l  u s e  b u t  n o  c o - p a y s  i f  

p r o c e d u r e  c a n  ( s a f e l y )  b e  d o n e  o n  a n  o u t p a t i e n t  b a s i s .

The R e g u l a t o r y  S t r a t e g y
T h e  p r o p o n e n t s  o f  t h e  r e g u l a t o r y  a p p r o a c h  s a y  t h a t  t h e  w a y  t o  

c o r r e c t  t h e  f a i l u r e s  o f  t h e  m a r k e t  i s  t o  s u b s t i t u t e  f o r  m a r k e t  

f o r c e s  e x p l i c i t  d e c i s i o n s  b y  p u b l i c  p o l i c y - m a k e r s .  E x a m p l e s

i n c l u d e  h o s p i t a l  r a t e  r e g u l a t i o n ,  s t r e n g t h e n e d  c e r t i f i c a t e  o f  

n e e d ,  " c a p s "  o n  c a p i t a l  e x p e n d i t u r e s ,  e t c .  T h o s e  w h o  f a v o r  t h e  

r e g u l a t o r y  s t r a t e g y  o f f e r  t h e  f o l l o w i n g  a r g u m e n t s :

C o m p e t i t i o n  w i l l  t a k e  t o o  l o n g .  W e ' v e  h a d  H M O s  f o r  y e a r s ,  

a n d  n o w h e r e  h a s  t h e  e x i s t e n c e  o f  H M O s  c l e a r l y  c h a n g e d  t h e  

w h o l e  s y s t e m  t o  m a k e  it t r u l y  c o m p e t i t i v e .  T h e  p r o b l e m  is  

t o o  s e v e r e  t o  w a i t  f o r  s u c h  c o m p e t i t i o n  t o  d e v e l o p ;  w e  h a v e  

t o  h a v e  r e s u l t s  n o w ,  n o t  10 t o  15  y e a r s  f r o m  n o w .

R e g u l a t i o n  w o r k s  —  a t  l e a s t  h o s p i t a l  p r i c e  c o n t r o l s  w o r k .  

I n  t h e  s e v e n  s t a t e s  w i t h  o n - g o i n g  r a t e - s e t t i n g  p r o g r a m s

( M a r y l a n d ,  R h o d e  I s l a n d ,  M a s s a c h u s e t t s ,  N e w  Y o r k ,  N e w  

J e r s e y ,  W a s h i n g t o n ,  a n d  C o n n e c t i c u t ) ,  h o s p i t a l  c o s t s  r o s e

1 1 . 9  p e r c e n t  in  1 9 8 2  w h e r e a s ,  i n  t h e  n a t i o n  a s  a w h o l e ,  t h e y  

r o s e  b y  1 4 . 9  p e r c e n t .  T h r e e  s t a t e s  a d o p t e d  a l l - p a y e r  r a t e -  

s e t t i n g  s y s t e m s  in  1 9 8 3 :  M a i n e ,  W e s t  V i r g i n i a ,  a n d

W i s c o n s i n .  T h e  p r o p o n e n t s  o f  h o s p i t a l  r a t e - s e t t i n g  w o u l d  

a r g u e  t h a t  t h e  k e y  t o s u c c e s s  i s  t h e  p o l i t i c a l  w i l l  t o  m a k e

i t  w o r k .  ( T h e  c r i t i c s  m i g h t  a g r e e ,  s a y i n g  t h a t  t h e  l o n g - r u n

l a c k  o f  p o l i t i c a l  w i l l  is  p r e c i s e l y  t h e  p r o b l e m . )

C o m p e t i t i o n  m a y  n e v e r  w o r k .  T o  o n e  e x t e n t  o r  a n o t h e r ,  i t  

d e p e n d s  u p o n  c o n s u m e r s  b e i n g  a b l e  t o  m a k e  m e d i c a l  j u d g m e n t s ,  

t o  " s e c o n d  g u e s s "  t h e  p h y s i c i a n .  T h e y  r e a l l y  c a n ' t  d o  a 

g o o d  j o b  o f  t h a t  e v e n  i f  t h e y  h a v e  i n c e n t i v e s .

R e g u l a t i o n  is  n e c e s s a r y  t o  p r o t e c t  t h e  w e a k  a n d  t h e  

v u l n e r a b l e .  T h e  b i g  b u y e r s ,  t h e  e m p l o y e r s  w i t h  l a r g e  w o r k  

f o r c e s ,  a r e  g o i n g  t o  n e g o t i a t e  t h e  b e s t  d e a l  f o r  t h e m s e l v e s ;  

t h e y  a r e  n o t  g o i n g  t o  b e  w o r r y i n g  a b o u t  e v e r y b o d y  e l s e .  I f  

t h e y  s u c c e e d ,  t h e  r e v e n u e s  o f  p r o v i d e r s  w h o  s e r v e  t h e m  w i l l  

t e n d  t o  g o  d o w n .  T h e y  w i l l  l o o k  t o  m a k e  u p  t h e  r e v e n u e  l o s s  

f r o m  o t h e r  p a y e r s  —  t h e  o l d e r  p o p u l a t i o n ,  t h e  u n d e r ­

i n s u r e d  , t h e  w o r k e r s  w h o  a r e  n o t  r e p r e s e n t e d  b y  u n i o n s  o r  

b i g  e m p l o y e r s .  C o s t s  m a y  b e  s h i f t e d  t o  t h e m .

I n  a c o m p e t i t i v e  e n v i r o n m e n t ,  p r o d u c e r s  ( p r o v i d e r s )  g o  w h e r e  

t h e  m o n e y  i s .  T h e  p r o v i d e r s  m a y  s i m p l y  n o t  f i n d  i t  

p r o f i t a b l e  t o  s e r v e  c e r t a i n  p o p u l a t i o n s .  T h e y  m a y  c a t e r  t o  

t h e  e m p l o y e r s  w h o  c a n  s e n d  t h e m  m a n y  p a t i e n t s  a n d  s i m p l y  

d e c i d e  i t  i s n ' t  w o r t h w h i l e  to  s e r v e  s o m e  o t h e r  p o p u l a t i o n  

g r o u p s  - -  t h o s e  in r u r a l  a r e a s ,  c i t y  c e n t e r s ,  o l d e r  p a r t s  o f
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c i t i e s ,  e t c .  S o  a c c e s s  c o u l d  b e  j e o p a r d i z e d .  T h i s  

" s k i m m i n g "  p r o b l e m  c o u l d  b e  e s p e c i a l l y  t r o u b l e s o m e  i n  a r e a s  

o f  t h e  m a r k e t  i n  w h i c h  f o r - p r o f i t  f i r m s  p l a y  a p r o m i n e n t  

r o l e .

R e g u l a t i o n  c a n  a s s u r e  t h a t  e v e r y b o d y  p a y s  a f a i r  s h a r e .

R e g u l a t i o n  a d v o c a t e s  a l s o  p o i n t  o u t  t h a t  i t  is  m i s l e a d i n g  t o  s a y  

t h a t  c o m p e t i t i o n  i s t h e  o n l y  m e t h o d  t o  p r o v i d e  p r o p e r  i n c e n t i v e s .  

P r o s p e c t i v e  h o s p i t a l  r e i m b u r s e m e n t  s y s t e m s ,  i m p o s e d  b y  

r e g u l a t i o n ,  a t t e m p t  t o  c r e a t e  i n c e n t i v e s  w h i c h  a l l o w  m a n a g e r s  t o  

d e c i d e  t h e m s e l v e s  h o w  t h e y  c a n  m a n a g e  t h e i r  h o s p i t a l s  in t h e  w a y  

t h a t  m i n i m i z e s  c o s t s  so  t h a t  t h e y  c a n  s h a r e  in  t h e  s a v i n g s .  

G o v e r n m e n t  i s  s e t t i n g  t h e  b o u n d a r i e s  w i t h i n  w h i c h  r e s o u r c e  

a l l o c a t i o n  d e c i s i o n s  a r e  m a d e  b u t  is n o t  a c t u a l l y  a l l o c a t i n g  

t h o s e  r e s o u r c e s  t h r o u g h  r e g u l a t i o n .

W h i l e  h o s p i t a l  p r i c e  c o n t r o l  is t h e  m o s t  o b v i o u s  r e g u l a t o r y  

a p p r o a c h  t o  w h i c h  s t a t e s  a r e  g i v i n g  c o n s i d e r a t i o n , s o m e  s t a t e s  

a r e  s t i l l  p r o p o s i n g  to  s t r e n g t h e n  c e r t i f i c a t e  o f  n e e d .  M a i n e  

a d o p t e d  a " c a p i t a l  c a p "  w h i c h  l i m i t s  t h e  t o t a l  a m o u n t  o f  c a p i t a l  

e x p e n d i t u r e s  i n  t h e  s t a t e ,  a n d  t h e  M i c h i g a n  l e g i s l a t u r e  is  

c o n s i d e r i n g  s u c h  a b i l l .  O t h e r  s t a t e s  h a v e  i m p o s e d  m o r a t o r i u m s :  

A r k a n s a s ,  K a n s a s ,  K e n t u c k y ,  M i n n e s o t a ,  M i s s i s s i p p i ,  M i s s o u r i ,  N e w  

Y o r k ,  a n d  N o r t h  C a r o l i n a .  S t i l l  o t h e r  s t a t e s  h a v e  c o m m i t t e d  

t h e m s e l v e s  t o  t h e  c o m p e t i t i v e  a p p r o a c h  t o t h e  e x t e n t  t h a t  t h e y  

a r e  a b a n d o n i n g  cer i f i c a t e  o f  n e e d  a u t h o r i t y  a l t o g e t h e r :  U t a h ,

N e w  M e x i c o ,  a n d  I d a h o .

A n o t h e r  r e g u l a t o r y  a p p r o a c h  is  to  r e d u c e  h o s p i t a l  c a p a c i t y .  T h e  

M i c h i g a n  l e g i s l a t u r e  e n d o r s e d  t h i s  a p p r o a c h  s e v e r a l  y e a r s  a g o  b y  

m a n d a t i n g  r e d u c t i o n  in b e d s .

A f u r t h e r  p o l i c y  w h i c h  s o m e  w o u l d  c o n s i d e r  r e g u l a t o r y  in n a t u r e  

is t o  u s e  s t a t e  p o w e r  as  p r o v i d e r  o f  f u n d s  f o r  m e d i c a l  t r a i n i n g  

to b r i n g  p r e s s u r e  t o  b e a r  o n  m e d i c a l  s c h o o l s  t o  l o w e r  e n r o l l m e n t s  
in  o r d e r  t o  b r i n g  p r o d u c t i o n  o f  p h y s i c i a n s  i n t o  l i n e  w i t h  n e e d s .

C r i t i c i s m s  o f  R e g u l a t i o n
T h e  c r i t i c s  o f  r e g u l a t i o n  p o i n t  o u t  t h a t  n o  m a t t e r  h o w  a t t r a c t i v e  

r e g u l a t i o n  a p p e a r s ,  t h e  h i s t o r y  o f  o t h e r  i n d u s t r i e s  s h o w s  t h a t  

t h e  s h o r t - r u n  b e n e f i t s  a r e  o u t w e i g h e d  b y  t h e  l o n g - r u n  c o s t s :

R e g u l a t i o n  s t i f l e s  i n n o v a t i o n  a n d  n e w  a r r a n g e m e n t s . F o r  

e x a m p l e ,  r a t e - s e t t i n g  r e g u l a t i o n s  f r e q u e n t l y  p r o h i b i t  m a j o r  

p u r c h a s e r s  f r o m  n e g o t i a t i n g  t h e i r  o w n  d e a l s  w i t h  h o s p i t a l s  

b e c a u s e  r a t e  s e t t i n g  o f t e n  r e q u i r e s  t h a t  a l l  p a y e r s  p a y  t h e  
s a m e  r a t e s .

R e g u l a t i o n  l e t s  t h e  p r i v a t e  s e c t o r ,  b o t h  p u r c h a s e r s  a n d  

p r o v i d e r s ,  " o f f  t h e  h o o k . "  T h e y  a r e  l i k e l y  t o  s a y ,  " I t ' s  

g o v e r n m e n t ' s  j o b ,  a n d  i f  t h e  p o l i c i e s  f a i l ,  g o v e r n m e n t  i s  t o  

b l a m e .  I t ' s  n o t  o u r  r e s p o n s i b i l i t y . "
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R e g u l a t o r s  a r e  o f t e n  " c a p t u r e d "  b y  t h e  r e g u l a t e d  i n d u s t r y .  

T h e  r e g u l a t o r s  b e g i n  t o  s e e  t h e i r  j o b  a s  a s s u r i n g  t h e  

e c o n o m i c  h e a l t h  a n d  v i a b i l i t y  o f  t h e  i n d u s t r y ,  n o t  

p r o t e c t i n g  t h e  p u b l i c .

I t  i s  v e r y  h a r d  t o  s u s t a i n  t h e  p o l i t i c a l  w i l l  t o  be  t o u g h .  

I f  c o m p e t i t i o n  p u t s  s o m e b o d y  o u t  o f  b u s i n e s s ,  w e  a c c e p t  t h e  

o u t c o m e  a s  n a t u r a l ,  j u s t  t h e  w a y  m a r k e t s  w o r k .  I f  

g o v e r n m e n t  a c t i o n  t h r e a t e n s  f >  p u t  s o m e b o d y  o u t  o f  b u s i n e s s ,  

e v e n  i f  f o r  v e r y  g o o d  a n d  r a t i o n a l  r e a s o n s ,  p o l i t i c i a n s  c o m e  

u n d e r  e x t r e m e  p r e s s u r e  t o  " c a v e  i n"  a n d  a s s u r e  t h e  b u s i n e s s  

s u r v i v e s .  M a r k e t  f o r c e s  a r e  s e e n  a s  n e u t r a l .  G o v e r n m e n t  

i n t e r v e n t i o n  is  s e e n  a s  b e i n g  a r b i t r a r y  a n d  u n f a i r .

C o m b i n e d  S t r a t e g y

T h e  m o s t  c o m m o n  a p p r o a c h  in m o s t  s t a t e s  s e e m s  t o  b e  a c o m b i n a t i o n  

o f  r e g u l a t i o n  a n d  an  a t t e m p t  t o  s t r e n g t h e n  m a r k e t  f o r c e s  —  a 

m e l d i n g  o f  t h e  t w o  s t r a t e g i e s .  T h i s  c o m b i n e d  a p p r o a c h  i s  n o t  

s e e n  a s  i n c o n s i s t e n t  b u t  r a t h e r  a s  a w a y  o f  m e e t i n g  t h e  p r o b l e m  

i n  t h e  s h o r t - r u n  w h i l e  t h e  l o n g - r u n  s o l u t i o n  i s  t a k i n g  h o l d .

A l a r g e  n u m b e r  o f  s t a t e s  a r e  r e s t r u c t u r i n g  s t a t e  e m p l o y e e  h e a l t h  

b e n e f i t s  t o  e n c o u r a g e  g r e a t e r  c o s t  c o n s c i o u s n e s s .  S o m e  a r e  

p r o v i d i n g  i n c e n t i v e s  f o r  s h o r t e n e d  s t a y s  a n d  a m b u l a t o r y  s u r g e r y  

b y  a d t i n g  c o - p a y s  f o r  c h o i c e  o f  m o r e  e x p e n s i v e  c a r e  —  K e n t u c k y ,  

f o r  e x a m p l e .  O t h e r s  a r e  i n c r e a s i n g  t h e  e m p l o y e e s '  p r e m i u m  s h a r e  

t o  e n c o u r a g e  e m p l o y e e s  to c h o o s e  t h e  l e a s t  e x p e n s i v e  p l a n s  a s  h a s  

b e e n  i o n e  in W i s c o n s i n .

F l o r i d a  i s a g o o d  e x a m p l e  o f  t h e  c o m b i n e d  s t r a t e g y .  T h e  

l e g i s l a t u r e  j u s t  p a s s e d  l e g i s l a t i o n  t o  s t r e n g t h e n  t h e  s t a t e  

h o s p i t a l  a u t h o r i t y  b y  e s t a b l i s h i n g  s t a n d b y  r a t e  c o n t r o l s .  T h e  

a u t h o r i t y  s e t s  b u d g e t  t a r g e t s ,  b u t  h o s p i t a l s  w h i c h  f a i l  to  m e e t  

t a r g e t s  c c n e  u n d e r  i n c r e a s i n g  s c r u t i n y ;  a n d ,  i f  t h e y  c o n t i n u e  t o  

f a i l  t o  m e e t  t a r g e t s ,  e v e n t u a l l y  f i n e s  a r e  i m p o s e d ,  a n d  t h e  

h o s p i t a l ' s  l i c e n s e  c a n  e v e n  b e  r e v o k e d .  A r e v e n u e  c a p  i s  

e s t a b l i s h e d  w h i c h  is  3 p e r c e n t  a b o v e  a p r i c e  i n d e x  t h a t  m e a s u r e s  

t h e  c o s t  o f  h o s p i t a l  i n p u t s .  I f  a h o s p i t a l  e x c e e d s  t h e  c a p  in  

t h e  f i r s t  y e a r ,  i t  c a n  b e  o r d e r e d  t o  r o l l  b a c k  i t s  b u d g e t  i n  t h e  

n e x t  y e a r .  I f  a h o s p i t a l  e x c e e d s  t h e  c a p  f o r  2 y e a r s  o u t  o f  5, 

i t  c a n  b e  r e q u i r e d  t o  c o n t r i b u t e  t h e  e x c e s s  t o  a s t a t e  p o o l  t h a t  

i s  u s e d  t o  p a y  f o r  i n d i g e n t  c a r e .  I f  t h e  o v e r r u n  o c c u r s  i n  3 

y e a r s  o u t  o f  5 ,  t h e  h o s p i t a l  c a n  l o s e  i t s  l i c e n s e  a n d  

a d m i n i s t r a t o r s  c a n  b e  f i n e d .  A t  t h e  s a m e  t i m e  t h e  l e g i s l a t u r e  

p a s s e d  t h i s  s t a n d - b y  r a t e - s e t t i n g  b i l l ,  it  e s t a b l i s h e d  a 

m e c h a n i s m  t o  c o l l e c t  d a t a  a n d  p u b l i s h  a c o n s u m e r s '  g u i d e  o n  

p r e m i u m  c h a r g e s  o n  h e a l t h  i n s u r a n c e  a n d  p h y s i c i a n  c h a r g e s  —  t o  

h e l p  c o n s u m e r s  m a k e  c o s t - e f f e c t i v e  d e c i s i o n s .

W i s c o n s i n  i s  a n o t h e r  s t a t e  t h a t  h a s  e s t a b l i s h e d  a c o m p r e h e n s i v e  

r e f o r m  p r o g r a m  t h a t  c o m b i n e s  r e g u l a t o r y  a n d  c o m p e t i t i v e  e l e m e n t s .  

L a s t  y e a r  t h e  l e g i s l a t u r e  d i d  a l l  o f  t h e  f o l l o w i n g :
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E s t a b l i s h e d  a l l - p a y e r  r a t e - s e t t i n g  a u t h o r i t y .

G r e a t l y  s t r e n g t h e n e d  c e r t i f i c a t e  o f  n e e d .

A l l o w e d  f o r  c l o s e d - p a n e l  H M O s  a n d  f o r  P P O s .

Changed h e a l t h  b e n e f i t s  f o r  s t a t e  e m p l o y e e s  so t h a t  t h e  
s t a t e  p a y s  o n l y  105 p e r c e n t  o f  t h e  p remium o f  t h e  l e a s t  
c o s t l y  p l a n .
C u t  M e d i c a l  s c h o o l  s i z e  b y  10 p e r c e n t .

R e q u i r e d  e m p l o y e r s  w i t h  m o r e  t h a n  2 5 0  e m p l o y e e s  t o  o f f e r  a 

c h o i c e  o f  a t  l e a s t  t w o  h e a l t h  p l a n s ,  i n c l u d i n g  H M O  a n d  P P O .

C o n c l u s i o n
O n e  o f  t h e  e x c i t i n g  t h i n g s  a b o u t  t h e  l a s t  s e v e r a l  y e a r s  is t h e  

g r e a t  v a r i e t y  o f  a c t i v i t i e s  t h a t  a r e  b e i n g  t r i e d  t o  a d d r e s s  t h e  

h e a l t h  c a r e  c o s t  p r o b l e m .  A s  t h e  f o c u s  h a s  s h i f t e d  a w a y  f r o m -  

W a s h i n g t o n  t o  t h e  s t a t e s ,  w e  s e e  m a n y  i n n o v a t i v e  p o l i c i e s  a n d  

m u c h  e x p e r i m e n t a t i o n . T h e s e  a c t i v i t i e s  p r o v i d e  n a t u r a l

e x p e r i m e n t s  t o  t e s t  w h a t  w o r k s  a n d  w h a t  d o e s n ' t  w o r k .  I t  w i l l  b e  

i n t e r e s t i n g  a n d  u s e f u l  to o b s e r v e  t h e  o u t c o m e s .
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R E F E R E N C E S

T h i s  p a p e r  d raws  h e a v i l y  on t h e  f o l l o w i n g  
d o c um en t s  wh ich  a r e  p u b l i c a t i o n s  o f  t h e  
N a t i o n a l  G o v e r n o r s '  A s s o c i a t i o n ,  C e n t e r  f o r  
P o l i c y  R e s e a r c h ,  444  N o r t h  C a p i t o l  S t r e e t ,  N. 
W . ,  W a s h i n g t o n ,  D .C .  2 0 0 0 1 .

H a r n e s s i n g  S t a t e  P r o g r am  E x p e r t i s e  t o  C o n t a i n  
H e a l t h  C a r e  C o s t s :  The P o t e n t i a l  o f
M e d i c a i d ,  H e a l t h  P l a n n i n g  and Emp lo yee  H e a l t h  
B e n e f i t s :  I d e n t i f i e s  t h e  p o l i c y  i n i t i a t i v e s ,
management c a p a c i t y ,  and a n a l y t i c  e x p e r t i s e  
t h a t  c o u l d  be h a r n e s s e d  t o  a d d r e s s  h e a l t h c a r e  
c o s t  e s c a l a t i o n  t h r o u g h  a p p l i c a t i o n  t o  o t h e r  
s t a t e  p r o g r am s  o r  p r i v a t e  s e c t o r  p r o g r a m s .
D e v e l o p i n g  S t a t e  P o l i c y  on  H e a l t h  C a r e  C o s t s :  
G o v e r n o r s '  T a s k  F o r c e  I n i t i a t i v e s :  D e s c r i b e s
t h e  m i s s i o n ,  m ake -up  and r e c o m m e n d a t i o n s  o f  
r e c e n t  i n d i v i d u a l  s t a t e  t a s k  f o r c e s ,  
c o m m i s s i o n s ,  o r  o t h e r  s p e c i a l  g r o u p s  
e s t a b l i s h e d  by g o v e r n o r s  t o  d e v e l o p  
r e c o m m e n d a t i o n s  t o  r e d u c e  h e a l t h c a r e  c o s t  
e s c a l a t i o n .
P r o c e e d i n g s  o f  t h e  NGA C om m i t t e e  on Human 
R e s o u r c e s '  H e a r i n g  on H e a l t h  C a r e  C o s t  
C o n t a i n m e r t ,  Decembe r  1 2 ,  1 9 8 3 :  E x e c u t i v e
summary and e d i t e d  t r a n s c r i p t  o f  t e s t im o n y  
f r o m  l e a d i n g  a u t h o r i t i e s  on such  i s s u e s  as 
t h e  p r i v a t e  p u r c h a s e r ' s  p e r s p e c t i v e ;  h e a l t h  
c o s t s ,  c a p i t a l ,  and t e c h n o l o g y ;  h o s p i t a l  
c o s t s  and p o l i c y  o p t i o n s  f o r  s t a t e s ;  
a l t e r n a t i v e  f i n a n c i n g  and d e l i v e r y  
s t r u c t u r e s .
J o i n t  S t a t e  and C o r p o r a t e  S t r a t e g i e s  t o  
Reduce  H e a l t h  C a r e  C o s t  E s c a l a t i o n :  
E x e c u t i v e  summary o f  t h e  p r o c e e d i n g s  a t  a 
c o n f e r e n c e  f o r  s t a t e  and c o r p o r a t e  e x e c u t i v e s  
h e l d  i n  B o u l d e r ,  C o l o r a d o  i n  J a n u a r y  1 9 8 4 .
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N a tion a l C on fe rence  o f  
State Leg is la tu res

1405 C urtis S tree t 
Su ite 2300
D enve r, C o lo ra d o  80202 
A ugust 1979

I

A num be r o f  states have  estab­
lished  pub lic  com m iss ion s in an e f fo r t  
to c on tro l the ra t r  o f increase in h o sp i­
tal costs. O n e  o f  the m os t successfu l 
such bod ies has,been  the M a ry la n d  
H ea lth  Se rv ices C ost R ev iew  C om m is ­
sion . In  1977, fo r  exam p le , the C om ­
m ission  estim ates that it saved  S48 
m illion  by h o ld in g  the ra te  o f  h osp ita l 
in fla tion  to less than tw o -th ird s  o f  the 
n a tion a l ave rage . In  1973, the rate o f 
increase p e r adm iss ion  w as o n ly  7.8- 
pe rcen t. In  that sam e yea r, desp ite  the 
add ition  o f  a s ign ifican t n um be r o f  
new  h osp ita l beds in the state , total 
h o sp ita l costs increased  b y  o n ly  10.5 
p e rc e n t— com pa red  to a  na tiona l 
average o f  1 2 .S percent.

The M a ry la n d  G en e ra l A ssem ­
b ly  estab lished  the H ea lth  Services 
C ost R ev iew  C om m iss io n  in  1971 and  
gave it fo u r  b road  tasks: (1 ) T o  ensu re  
annua l pu b lic  d isc lo su re  o f  the fin an ­
cial p o s ition  o f  a ll M a ry la n d  hosp ita ls  
and re la ted  in stitu tion s ; (2 ) T o  keep  
itse lf in fo rm ed  as to w h e th e r the f i ­
nancia l re sou rces o f  each in stitu tion  
are su ffic ie n t to m eet its fin anc ia l re ­
qu irem en ts , and  to conce rn  itse lf 
w hen  re sou rces are inadequate ; (3 ) To 
requ ire  the an nu a l d isc lo su re  b y  any 
em p loyee , p a rtn e r, d ire c to r o r  o ffice r 
o f  any n o n -p ro fit  h o sp ita l o f  business 
to ta lling  S10 ,000  o r  m o re  a n n u a lly  that 
is transacted be tw een that in stitu tion  
and any o th e r business en tity  in 

k . . which the p e rson  has an in te rest; and 
(4 ) To assu re  the pub lic (a ) that h o sp i­
tals' to ta l costs are re a son ab ly  re la ted

to the tota l serv ices o ffe re d  b y  the 
h osp ita l; (b ) that h o sp ita ls ' aggregate 
rates are set in rea sonab le  re la tion sh ip  
to its aggregate costs; and  (c) that 
rates are set equ itab ly  am ong  a ll p u r ­
chasers o f serv ices w ith ou t u n du e  d is­
c rim ina tion . W h ile  the firs t th ree tasks 
are an im po rtan t p a rt o f  the C om m is ­
s ion 's op e ra tion , it is p r im a rily  from  
the fo u rth  func tion  that its cost con ­
ta inm ent activities de rive .

H o sp ita ls , p a rt ic u la r ly  those in 
B a ltim ore 's in n e r c ity , w e re  the p rim e 
m ove rs beh ind  the estab lishm en t o f  
the C om m iss ion . T h e ir m o tiva tion s 
inc luded  a fea r that the fed e ra l 
g o ve rnm en t w as o n  the ve rg e  o f  im ­
pos ing  strin gen t cost c on tro ls  o n  h o s ­
p ita ls and an in ab ility  to re cove r the 
costs o f  ch a rity  care an d  bad  debts 
because B lue C ro ss , M ed ica re  and 
M edica id pa id  on  the basis o f  costs.
T o increase chances fo r  an exem p tion  
from  fed e ra l c on tro ls , and  in  re tu rn  
fo r  gua ran teed  so lv en cy  fo r  an e ffi­
c ien t h o sp ita l an d  fo r  equ ity  in  ra te 
setting , h o sp ita ls  lob b ied  fo r  and 
w e re  w illin g  to accept increased  state 
regu la tion . W h ile  the C om m iss ion 's  
rates have  ap p lie d  to p r iv a te  p aye rs 
and  B lue C ross  since 1974 , it w as o n ly  
in 1977 that M ed ica id  and  M ed ica re 
ag reed , on  .i expe rim en ta l basis, to 
pay  the ra .e s  set by the C om m iss ion . 
Because o f  these ag reem en ts , p a rticu ­
la r ly  w ith  M ed ica re , the M a ry la n d  
C om m iss ion  is the o n ly  state agency 
in the coun try  that sets rates fo r  a ll 
payers .

Background
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Structure 
and 
Jurisdiction

The seven  m em ber p a rt-tim e 
C om m iss io n  is an in d ep en d en t body 
in the D ep a rtm en t o f  H ea lth  and M en ­
tal H yg ien e . C om m iss io n e rs  are ap ­
po in ted  by the G o v e rn o r  fo r  fo u r-y e a r 
te rm s and m ay be re ap p o in ted  once. 
T he exact com pos it ion  o f  the C om m is ­
sion  is n o t de ta iled  in statu te , a l­
th ough  the law  does spec ify  that no 
m o re  than th ree com m iss ione rs  m ay 
be associated w ith  the hea lth  care 
in d u s try . The p re sen t com m iss ione rs 
a re  a ph ys ic ian , an econom ist, a 
h ou sew ife , a re a lto r , tw o business 
execu tives , and  a ho sp ita l trustee . The 
second  term  o f  the C om m iss io n 's  firs t 
ch a irm an , a h o sp ita l adm in is tra to r, - 
exp ired  on  June 30 , 1979. T he  new  
ch a irm an  is a bu siness executive.

The C om m iss ion 's  b udg e t and 
s ta ff h ave  rem a in ed  fa ir lv  con stan t4
since the C om m is s io n  com m enced fu ll 
op e ra tio n . A p p ro x im a te ly  o n e -th ird  o f  
the an nu a l b u dg e t o f  5 7 50 ,000  is p ro ­
v ided  th rou gh  a con trac t w ith  the 

. H e a lth  C are  F inanc ing  A dm in is tra ­
tion , U .S . D ep a rtm en t o f  H ea lth , 
Education  and  W e lfa re , w ith  the ba ­
lance fu n d ed  from  genera l state re ­
v enues . Leg is la tion  has been in tro ­
duced to change the m e th od  o f  
fin anc ing  to an assessm en t o n  in d i­
v id u a l h o sp ita ls , bu t that leg is la tion  
has n o t been  successfu l. A ccoun tan ts 
are m os t n um e rou s  am ong  the 29 
p e rso n  C om m iss io n  s ta ff. A d d it io n a l 
s ta ff in c lu d e  an econom ist, 
m athem atic ians, a tto rn eys , c om pu te r

eng inee rs , an indu stria l eng inee r, a 
reg iste red  nu rse , a physic ian  and 
c le rica l h e lp . The C om m iss ion  s ta ff isk
d iv id ed  in to  th ree m ain  sections: A d ­
m in is tra tion , In s titu tion a l A na ly s is  
an d  M e th od o lo g y  D eve lo pm en t.

In  ad d ition  to gene ra l adm in is ­
tra tive re spons ib ilitie s , the A dm in is t­
ra tion  section  h and le s  the a d v is o r /  
re la t io n sh ip  o f  the C om m iss ion  w ith  
ex te rna l pa rties such as h ea lth  p la n ­
n ing  agencies. The In s titu tion a l 
A n a ly s is  section de te rm ines and re ­
com m end s in d iv id u a l h o sp ita l se rv ice 
ra tes to the C om m iss io n  and  conducts 
h o sp ita l au d it and  com p liance ac­
tiv ities. T he M e th od o lo g y  D e v e lo p ­
m en t d iv is ion  is re spon s ib le  fo r  o n ­
g o in g  re sea rch  and the d eve lo pm en t 
o f  im p ro vem en ts  and  in n ova tio n s  in 
ra te  se tting  m e th od o log y . T ha t d iv i­
s ion  a lso  m on ito rs  n a tion a l, state and 
loca l in fla t ion  ind ices to be used  in 
d e te rm in in g  hosp ita l in fla t ion  ad ju s t­
m en ts .

T he  C om m iss io n  has ju r isd ic ­
tion  o v e r 50 acute care and 5 psych ia t 
ric h o sp ita ls , w ith  an nu a l revenues o f 
a p p ro x im a te ly  S I b illio n  and  an av e r­
age s ize  in excess o f  200 beds. The 
m a jo r ity  o f  the h osp ita ls  are loca ted  in 
on e  o f  tw o m e trop o litan  areas —  the 
W ash in g ton , D .C . subu rb s , and  B a l­
tim o re  C ity  and its subu rb s . Tw o 
m a jo r teach ing ho sp ita ls  are loca ted  in 
M a ry la n d . T he vast m a jo r ity  o f  the 
h o sp ita ls  a re  pub lic  o r  n o n -p ro fi t  in ­
s titu tion s .

Rate Approval 
Process

The C om m iss io n e rs  h a ve  litt le  
d ire c t in v o lv em en t in  the actua l ca l­
cu la tion  o f  ra tes . T h e ir ro le  is that o f  
an  im pa rtia l ju d g e , ba lanc ing  s ta ff re­
com m enda tion s w ith  a rgum en ts and  
recom m enda tion s p resen ted  b y  h o sp i­
tals, th ird  p a rty  paye rs , and o th e r 
in te rested parties .

The ra te re v iew  p rocess fo r  a 
p a rticu la r in stitu tion  m ay be in itia ted 
e ith e r by the C om m iss io n  itse lf o r  by  a 
h o sp ita l w h ich requests an increase in 
its a p p ro v ed  rates. S ta ff a n a ly ze  the 
in stitu tion 's  data o n  such fac to rs as 
costs, v o lu m e , and case m ix , com ­

p a rin g  d ep a rtm en ta l costs w ith  those 
o f  o th e r h o sp ita ls  a fte r ad ju s ting  fo r  
re g ion a l w age  d iffe rences . C osts  in  
excess o f  a p re -d e te rm in ed  screen a re  
ch a llen g ed  and , i f n o t ad equa te ly  ju s ­
tified  by  the h o sp ita l, are d isa llow ed .

A t a p u b lic ‘m eeting , the C om ­
m iss ion  re v iew s s ta ff re c om m enda ­
tion s w h ich  it m ay  ap p ro v e , re v ise  o r  
re ject. I f  the in te rested  pa rties h ave  no 
ob jec tion  to the C om m iss ion 's  deci­
s ion , these ra tes go in to e ffect. Lf o n e  
o f  the in te res ted  pa rties cha lleng es the 
re com m enda tion s , h ow ev e r, a second  
pub lic  h ea rin g  is h e ld  at w h ich  ev i-



derrce and  testim ony are p resen ted , 
subject to cross exam ina tion . In  p rac­
tice, ve ry  few  rev iew s go to a second 
pub lic hearing , since C om m iss io n

s ta ff w o rk  c lo se ly  w ith  h osp ita l re p ­
re sen tatives to re so lv e  d iffe rences 
p r io r  to subm itting  their re com m enda­
tions.

r a a a a a fe a a s

The M a ry la n d  system  is un ique 
In that it does no t p e r fo rm  an annu a l 
review  o f each ho sp ita l's  budget. In ­
stead, ra tes are based o n  an in -d ep th  
ana lysis o f  each h o sp ita l's  budge t 
which w as unde rta ken  d u rin g  the 
C om m iss ion 's  f irs t th ree yea rs o f  o p e r­
ation. S ince the time the base budget 
review  was com p le ted , h ow eve r, m ost 
rates have been changed o n ly  by an 
in fla tion  ad ju s tm en t factor. T hus , the 
on ly  hosp ita ls  sub jected to annua l re­
v iew  are those requesting  rates in 
excess o f the ad ju s tm en t factor, o r  
those hosp ita ls  w h ich  m erit fu rth e r 
exam ination  ( fo r  exam p le , because o f 
financ ia l d ifficu lties o r  m a rk ed ly  
changed capacity o r  u tiliza tion ).

T he m a jo r to o l u sed  to c on tro l 
h osp ita l cost increases is an  in fla tion  
ad ju stm en t factor. Th is fac to r is based 
on  tw o b road  m easu res . O n e  m easu re  
re flects item s b eyond  the con tro l o f  
the h o sp ita l such as E R ISA  costs,
F IC A  tax increases, n d  m alp ractice 
costs. The o th e r fac to r is des igned to 
account fo r  the im pact o f  in fla t io n  in 
the gene ra l econom y . F o r exam p le , 
the loca l con sum er p rice index is u sed  
to de te rm ine the a llow ance  fo r  in ­
creases in  wages and  frin g e  bene fit 
costs. The a llow ance fo r  su p p ly  and 
contracted service cost increases is >• * 
based on  a w eigh ted  ave rage o f  the 
w ho lesa le  and con sum er p rice indices 
o f  those e lem ents o f  h o sp ita l costs 
w h ich can be rea sonab ly  de te rm ined , 
such as fo o d  and in su rance . In  areas 
w ith  no ap p rop ria te  ex te rna l indices 
— such as m ed ica l-su rg ica l su pp lie s , 
and rad io log ica l su pp lie s — a llow ab le  
increases are based o n  a w e igh ted  
average o f  cost increases in  those 
fie lds as re flec ted th rou gh  a h osp ita l 
su rvey .

Th is in fla te  n ad ju s tm en t sys­
tem has a num ber o f  advan tages.
First, it enab les the C om m iss io n  s ta ff 
size to be kep t sm a ll; ra th e r than

rev iew ing  each ho sp ita l's  en tire  
b udge t in deta il e v e ry  yea r, the o n ly  
requ irem en t is that in fla t ion  be m on i­
to red . Second , th ose h o sp ita ls  w h ich 
are p e rfo rm in g  w e ll —  keep ing  their 
costs in lin e  w ith  in fla tion  —  a re  n o t 
sub ject to excessive g o ve rnm en t in tru ­
s ion , ye t w ill still be g ran ted  an  in ­
crease su ffic ien t to keep  up  w ith  in f la ­
tion .

T h ird , the in fla tion  ad ju s tm en t 
app roach  g ives h o sp ita ls  a v e ry  strong  
incen tive tc c on tro l the ir ow n  costs. 
U n d e r m any  p rospec tive  re im bu rse ­
m en t and  annu a l budge t re v iew  sys­
tem s, hosp ita ls  are d iscou raged  from  
sav ing  because an y  sav ings exp e ri­
enced in one y e a r are d isa llow ed  in  
the fo llow in g  yea r's  budge t re v iew . 
U n d e r  the M a ry la n d  in fla t io n  ad ju s t­
m en t system , the h o sp ita l can keep  
any savings it m ak e s—  the increase 
fo r  the next y e a r is in d ep en d en t o f  the 
p r io r  yea r's  p e rfo rm an ce : .A lthough 
effic iencies m ay  re su lt in  d isa llow ed  
costs a fte r a fu tu re  de ta iled  budg e t 
rev iew , that re v iew  m igh t n o t be p e r­
fo rm ed  fo r  seve ra l yea rs , an d  the h o s ­
p ita l keeps an y  sav ings it accrues o v e r 
that time.

F o r exam p le , if the ap p ro v e d  
base y e a r charge p e r adm iss ion  is
52 ,0 0 0  and in fla t io n  in  the n ex t yea r 
m easu red  10 pe rcen t, the h o sp ita l 
w o u ld  be pe rm itted  to charge an  ave r­
age o f  32 ,200  p e r adm iss ion  (32 ,0 00  -f 
1 0% ). I f  the ho sp ita l's  costs increased  
b y  o n ly  8 pe rcen t (to  3 2 ,1 6 0 ) the h o s ­
p ita l w ou ld  be ab le to keep  the extra 
340. In  add ition , the in f la t io n  ad ju s t­
m en t fac to r fo r  the fo llo w in g  yea r 
w o u ld  be ap p lie d  to the 3 2 ,2 0 0  fig u re  . 
(n o t to 32 ,1 60 ) so  the h o sp ita l w ill 
con tinu e  to reap  the b en e fit o f  its 
e fficiencies and  accrue sav ings o v e r 
time.

Inflation 
Adjustment 
System
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Basis of 
Payment

H osp ita ls  are p a id  th rou gh  one 
o f  tw o m echan ism s. U n d e r the firs t 
m ethod , w h ich the C om m iss io n  has 
used  since it began regu la tin g  h osp ita l 
rates in 1974, p aym en ts  are set o n  the 
basis o f an average ra te p e r u n it o f 
serv ice fo r  t u .h  d ep a rtm en t w ith in  the 
h o sp ita l. W ith in  that con stra in t, the 
hosp ita l is free  to set charges fo r  each 
in d iv id u a l u n it o f  service . F o r exam ­
p le , an  average ra te  fo r  a ll p rocedu res 
p e r fo rm ed  in the ra d io lo g y  d e p a rt­
m en t o f  a p a rticu la r h o sp ita l is set by 
the C om m iss ion , b u t the h o sp ita l it­
s e lf sets the in d iv id u a l charges fo r  
d iffe re n t x -ra y  p rocedu re s . W h ile  this 
system  estab lishes c o n tro l o v e r  the 
average cost o f  each u n it o t  se rv ice , a 
hosp ita l's  re ven ue  can be increased if 
m o re  p rocedu res are p e r fo rm ed . A c­
co rd in g  to C om m iss ion  s ta ff, a lth ough  
increases in  in d iv id u a l charges p e r 
u n it o f  service w e re  h e ld  to a p p ro x i­
m a te ly  seven p e r cent p e r yea r, tota l 
h o sp ita l cost increases have  ave raged  
betw een e leven  and  tw e lve  pe rcen t 
p e r yea r, due to the increased  am oun t 
o f  services pr jv id ed .

To dea l w ith  this p rob lem  o f 
fiscal incentives fo r  increased  u tiliza ­
tion  o f  services, e spec ia lly  an c illa ry  
services, the C om m iss ion  in itia ted  a 
second  paym en t m e th od  in  1977 on  an 
expe rim en ta l basis in  six h o sp ita ls . 
U n d e r th is "G u a ra n te e d  In p a tie n t R e ­
v e n u e "  p rog ram , a h o sp ita l is g u a ran ­
teed in  advance an  average re venue  
fo r  each adm iss ion , based  on  p r o ­
jec ted  vo lum e  and  pa tien t case m ix.
The basic charges fo r  each p a tien t are 
s till com pu ted  as a charge p e r u n it o f  
se rv ice , b u t the average charge fo r  each 
adm iss ion  m ust equa l the am oun t set 
in advance . A d ju s tm en ts  a re  m ade  at 
the end  o f  the y e a r to re fle c t the actua l 
n um be r o f  adm iss ions and  any 
changes in  case m ix. T he m a jo r p ro ­
b lem  w ith  a " p e r  adm iss io n " p a ym en t 
system  is that it m ay encou rage h o sp i­
tals to increase adm iss ion s . T ha t is, 
because the average charge is d e ­
signed to re cove r fixed  costs based on  
an estim ated to ta l p a tien t v o lu m e , 
each adm iss ion  in  excess o f  that v o l­

um e w ill generate re venue  exceeding 
the m arg in a l cost o f p rov id in g  the 
service . T hus , there w ill be a fiscal 
incentive to increase adm iss ions. To 
coun te r this incentive to increase ad ­
m issions , hosp ita ls on  the G u a ran te ed  
In p a tien t R evenue  p rog ram  are pa id 
o n ly  fo r  the va riab le  costs associated 
w ith  each ad d ition a l adm iss ion . T hus 
fo r  the firs t tw o pe rcen t increase in 
adm iss ion s , the h o sp ita l receives o n ly  
50 pe rcen t o f  the p e r adm iss ion  re ­
venue , and  it receives 70 pe rcen t o f 
the p e r adm iss ions revenue  fo r  in ­
creases be tw een  tw o and  ten p e rc e n t 
T he  C om m iss ion  has a lso  decided  that 
a h o sp ita l w h ich  reduces adm iss ions 
s h o u ld  be ab le to recover' its fixed  ' 
costs. It  d oes this by gua ran tee ing  that 
fo r  the d iffe rence , i.e ., fo r  the num ber 
o f  adm iss ions by w h ich  actuc^ is less 
than the estim ated to ta l adm iss ions 
(v o lu m e ), the h o sp ita l w ill s till receive 
80 pe rcen t o f  the revenue  it w ou ld  
h ave  o rd in a r ily  rece ived as an average 
charge. S ince h osp ita l costs are m ade 
up  o f fixed and va riab le  costs, th is 
system  a llow s the h osp ita l to recove r 
its fu l l fixed costs as w e ll as the p ro fit  
fo r  the va riab le  costs it d id  n o t expe ri­
ence, d u e  to low e r than expected v o l­
um e . This techn ique serves the du a l 
p u rp o se  o f  rew a rd in g  hosp ita ls  fo r  re ­
duc ing  u tiliza tion  w h ile  sav ing  m on ey  
fo r  the pub lic . T h ro u g h  these ad ju s t­
m en ts , the C om m iss ion  h op es the 
system  w ill c o n tro l v o lum e  as w e ll as 
p rice .

S ince the costs o f  ca ring fo r  a~ 
p a tien t va ries accord ing  to the seve rity  
o f  the illn e ss , the G u a ran te ed  In p a ­
tien t R evenue  system  m ust a lso  con ­
s id e r the case m ix w h ich  each h o sp ita l 
treats. R e im bu rsem en t on  the basis o f  
case m ix is a new  a rt, h ow ev e r, and  
the C om m iss io n  has begun a m a jo r 
e f fo r t  to re fin e  cu rre n t ly  ava ilab le  case 
m ix m easu res so that they can be u sed  
as p a rt o f  a h o sp ita l re im bu rsem en t 
system . F ive m ethod s are now  used  to 
ad ju s t fo r  case m ix, con s ide ring  d iag ­
nosis and , in som e cases, p a ye r and  
pa tien t age.

E igh teen hosp ita ls  v o lu n ta r i ly
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participate in the G u a ran te ed  In p a ­
tient R evenue  p rog ram  at the p resen t 
time. A ll o f  the la rge hosp ita ls  —  those 
ove r 400 beds —  as w e ll as som e sm a ll 
hosp ita ls  are re im bu rsed  u n d e r this 
system . Because the p rog ram  requ ires 
soph istica ted  data p rocessing  and re ­
p o rtin g  capab ilities, a capacity 
p rim a rily  ava ilab le  in la rg e r in stitu ­
tions, the C om m iss io n  is p a rticu la rly  
in te rested in assessing the im pact o f 
this system  o n  sm a ll ho sp ita ls .

The G ua ran teed  In p a tien t Re­
venue system  does appea r to be h av ­
ing the desired  e ffect o f c on tro llin g

increases in to ta l h o sp ita l costs. In  
Fiscal Y ea r 1973, the average cost pe r 
adm iss ion  in a ll M a rv la n d  ho sp ita ls* A
was 7.S p e r cent h ig h e r than in 1977; 
in hosp ita ls on  the G u a ra n te ed  In p a ­
tient R evenue p rog ram , h ow ev e r, the 
cost p e r adm iss ion  ro se  by o n ly  6 .8 
percent. In  those h o sp ita ls , the a v e r­
age length o f  s tay d ro p p ed  3 .5  p e r­
cent, com pared  to an ave rage decrease 
in leng th  o f  stay fo r  a ll M a ry la n d  
hosp ita ls o f  0 .5  pe rcen t. T hu s , from  
p re lim in a ry  ind ica tions , h o sp ita ls  are 
re sp ond ing  to the fisca l incentives in 
this svstem .

E5X2
The M a ry la n d  C om m iss ion  is 

unique in that it does n o t reim burse- 
hosp ita ls  fo r  cap ita l equ ipm en t on  the 
basis o f  h is to rica l cost d ep re d a tio n . 
Fo r capita l in tensive  equ ipm en t, such 
as a ra d io lo g y  m achine, the C om m is ­
s ion u tilizes a price leve l dep rec ia tion  
factor. Th is fac to r is the cost o f  re ­
p lacing the equ ipm en t at cu rren t m a r­
ke t prices, d iv id ed  by  the u se fu l life  o f 
the equ ipm en t. The re su lt o f  price 
le ve l d e p re d a tio n  is to o ffs e t the ef­
fects o f^ n fla t io n  on  the p rice o f  such 
equ ipm en t.

F o r d ep re d a tio n  a llow ances on

bu ild ing s and  b u ild in g  equ ipm en t, the 
h o sp ita l receives the m ax im um  o f  
e ither o f  tw o ca lcu la tions . T he  firs t 
ca lcu la tion  is the am oun t o f  m on ey  
necessary to m eet cash requ irem en ts 
fo r  an ex isting m ortgage . T he  second 
ca lcu la tion  a llow s  a 20 pe rcen t d ow n  
paym en t at cu rre n t m a rke t p rices on  
the needed p o rt io n  o f  the fac ility . The 
"n eed ed  p o r t io n "  o f  the fa d li ty  re ­
flects average occupancy , p lu s  a 
reasonab le  s tandby  cap ad ty  fo r  the 
hosp ita l. In  gene ra l, the "c ash  re ­
q u irem en ts" p ro v is io n  is m o re  o ften  
u tilized .

Reimbursement 
For Capital 
Costs

In  m os t M a ry land  hosp ita ls , a 
p rospective fixed a llow ance is p ro ­
v ided  fo r  charity  care and  bad  debts, 
based on  h is to rica l costs. To en cou r­
age h osp ita ls  to unde rtake  adequate 
debt co llec tion  p rocedu res , the C om -, 
m ission  can reduce the a llow ance 
b e low  the le v e l o f  h isto rica l costs if 
bad debts an d  charity  costs in one 
h osp ita l exceed those in  com parab le  
hosp ita ls .

T he C om m iss ion  is re im bu rs ing  
th ree h osp ita ls  f o r  charity care and 
bad debts u n d e r an expe rim en ta l p ro ­
g ram . F o r cha rity  care these hosp ita ls 
m ust va lid a te  charity  cases treated, 
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and the actual costs o f  such care are 
a llocated am ong  p ay in g  pa tien ts . F o r 
bad debts these th ree  h o sp ita ls  are 
re im bu rsed  on  the basis o f  a fixed  a l­
low ance . Th is p ro v id e s  an incen tive  
to the h o sp ita l to im p ro ve  its deb t 
co llec tion  practices, since the h o sp ita l 
is able to keep  the m on ey  it co llects 
in  excess o f  the a llow ance .

A  recen t sta tew ide s tu d y  fo u n d  
that charity  care and  b ad  deb ts ave r­
age ap p ro x im a te ly  4  pe rcen t o f  h o sp i­
ta l revenues . In  M a ry la n d  o v e r  86 
percent o f  the costs o f  ch a rity  care and 
bad debts occurs in  m e trop o lita n  
areas.

' 8Charity Car: 
and Bad Debts

r a s s a a a s n

The C om m iss ion  does pe rm it 
p ave r d iscoun ts , (e .g . fo r  B lue C ross ). 
This practice, h ow eve r, has been 
b rough t to litig a tion  by on e  hosp ita l. 
A  low e r c ou rt ru lin g  has requ ired  the 
C om m iss ion  to set rates in  that h o sp i­

tal w ith ou t a p a y e r d iscoun t. The 
C om m iss ion  has re cen tly  le t  a con tract 
to de te rm ine the n eed  fo r  an d  a p p ro p ­
riate size o f  a p a y e r d iscoun t.

W ith  re g a rd  to a ll the h o sp ita ls  
in M a ry land , a tw o pe rcen t d isc oun t is

P ayer 
Discounts
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gran ted  as an incentive a llow ance to 
h e lp  im p rove  the hosp ita l's  How o f 
w o rk in g  capita l. The d iscoun t is ava il­
ab le bo th  fo r  patients w h o  pay at 
d ischarge , and  fo r  paye rs w h ich  g ive 
the h osp ita l an  advance equal to the 
ave rage am oun t o f accounts rece iva­
b le .

In  add ition , as a m atte r o f  p u b ­
lic p o lic y , p aye rs p ro v id in g  substan tia l 
a ffo rd ab le  and  ava ilab le  in su rance

coverage —  such as op en  en ro llm en t 
and g rou p  conve rs ion  p riv ileges —  
receive an add itiona l fo u r percent d is ­
coun t. A t p resen t, how ever, on ly  3 lu r 
C ro ss  p lan s and som e H ea lth  M ain te ­
nance O rgan iza tion s meet these re ­
q u irem en ts . U n d e r the C om m ission 's 
con trac t w ith  the H ea lth  Care 
F inanc ing  A dm in is tra tion , M edicaid 
and M ed ica re  a lso receive a fo u r p e r­
cent d iscoun t.

fZ i  
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with Other 
Parties

O b v io u s ly , the C om m iss ion  
m u s t w o rk  c lo se ly  w ith  o th e r g roup s 
in vo lv ed  in the regu la tion  and  d e liv ­
e ry  o f  hea lth  care services. R e la tion s 
w ith  the h o sp ita l in d u s try  ap pea r to 
be g o od . W h ile  som e individual h o s ­
p ita ls  have  occasiona l p rob lem s w ith  
the C om m iss ion , on  the w h o le  M a ry ­
lan d 's  hosp ita ls  con tinue to su p p o rt 
the state agency as a p re fe rab le  a lte r­
n a tive  to d irect fed e ra l regu la tion . A l­
th ough  there are som e conce rns o v e r 
the sp eed  w ith  w h ich  in n o va tio n s  in 
re im bu rsem en t— such as the G u a ra n ­
teed In p a tien t R evenue p rog ram — are 
im p lem en ted , the C om m iss ion  and  its 
s ta ff a re  aw are  o f  the need  to w o rk  
w ith  the hosp ita ls  and to keep  them  
in fo rm ed  o f  p end ing  actions.

In  its e ffo rts  to c o n tro l h o sp ita l 
costs, h ow eve r, the C om m iss ion  has 
ru n  in to  con flic t w ith  som e in d iv id u a l 
p rac titione rs . A t som e hosp ita ls , 
rad io log is ts  and  anesthes io log ists 
h a ve  begun  to b ill in d ep en d en tly  as a 
m eans o f  evad ing  its ju risd ic tion . 
W h ile  the issue o f  w h e th e r o r n o t the 
C om m iss ion 's  ju r isd ic tion  extends to 
su ch  p rac titioners has been  b rou g h t to 
c o u rt b y  a g rou p  o f  physic ian s at on e  
h o sp ita l, a ju d ic ia l re so lu t io n  has n o t 
ye t been  fo rth com ing .

The C om m iss io n  a lso  has been

em b ro ile d  in con flic ts w ith hea lth  
p la nn ing  agencies. T he  C om m ission  
rend e rs  ad v iso ry  op in ion s on  the fi­
nancia l feas ib ility  o f  p roposed  hosp ita l 
expan s ion  and  add itions but the 
opinions are not binding. O n  a 
num be r o f  occasions, new  hosp ita l 
beds h ave  been added  in a lready 
ove rb ed ded  areas desp ite the C om ­
m ission 's ob jections. The new  State 
C o m m is s io n e ro f H ea lth  and M enta l 
H yg ien e  is m ak ing  e ffo rts  to re so lve  
the con flic t betw een the C om m iss ion  
and  p la n n e rs  by c la r ify ing  the ju risd ic ­
tion  o f  the tw o bod ies . In  add ition , a 
sta tew ide re ven ue  cap has been p ro p ­
osed , to be a llocated to each H ea lth  
System s Agency, and  to ind iv idua l 
ho sp ita ls  b y  the H S A . A m ong  o th e r 
func tion s , this revenue  cap w ou ld  
pe rm it h ea lth  p lann ing  bod ies to ap ­
p ro v e  expan sions and  add itions o n ly  
w ith in  the constra in ts o f  the revenue  
cap. T he re ven u e  cap, h ow eve r, re ­
m a ins o n ly  a p rop o sa l, and it has n o t 
y e t been ap p ro ved .

F o r fu r th e r in fo rm a tio n  on 
M a ry la n d  H e a lth  Serv ices C ost R e ­
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On b ehalf of che N a t i o n a l  C o n f e r e n c e  of Scare l a g i s l a c u r e s , I w o u l d  Lika 

to •..•alcone you co this neecir.g. 1 1 3  c l a s s e d  co be w i t h  y o u  co ciscuss 

p r a g m a s  w h i c h  scree s c a r e s  h a v e  u n d e r t a k e n  co roncrol che r i s i n g  coses of 

hc s p i c a l  r a r e .

a s  you knew, che N a t i o n a l  C o n f e r e n c e  of S c a r e  l e g i s i a c u n e s  is che only

n a t i o n a l  n o n - o a r c i s a n  o r g a n i z a t i o n  w h i c h  r e p r e s s e r s  che n a t i o n ' s  750C scare

legislacors. T h e  NC3L h as chree b a s i c  objectives: co i m p r o v e  che r e a lity and

ef f e ctiveness of scare l e g i s l a t u r e s ; co a s s u r e  scare l e g i s l a t u r e s  a scror.g,

cohe s i v e  voice in che f e d e r a l  d e c i s i o n  m a k i n g  process; and co fcscar incer-

3 care c c m u n i c a c i o n  and c o c p e r a c i o n .  The N C 3 L  is h e a d q u a r t e r e d  in Cenver,

Colorado, and naan rains an o f f i c e  of S c a r e - ?  e d e r e l  H a l a t i o n s  in 

{*■ -J • \0 •

Mu c h  of our a c t i v i t y  in che h e a l t h  care field is funded rhrou 

cron che H e a l t h  Care F i n a n c i n g  A d n i n i s c r a c i o n , U.S. C e p a r c n e n r  of 

H u n a n  Services. T h r o u g h  this grant w e  are abl e  co p r o v i d e  a n u m b e r  of services 

co srace legislatures as they w o r k  co c o n t r o l  che rising costs of h e a l t h  care. 

These services i n c lude a s s i s t i n g  w i t h  semin a r s  s u c h  as this; p r o v i d i n g  in d c o­

nat i o n  at p u b l i c  hearings; p u b l i s h i n g  p e r i o d i c  r e p orts on s i g n i f i c a n t  state 

and federal h ealth car e  cost c o n t a i n m e n t  activities; and p r o v i d i n g  a c e n t r a l  

information c l e a r i n g h o u s e  on s t a t e  and f e d e r a l  h e a l t h  care i n i t i a t i v e s .

I would like to o f f e r  che c o n t i n u e d  a s s i s t a n c e  of che 'Iacional C o n f e r e n c e  

of State L e g i s l a t u r e s ,  n e w  and in che future, as y o u  e x a mine issues in che

C1S3-1 Ilh. C2.ZT3 fi.^1 d •

In cry p r e s e n t a t i o n  today, I w o u l d  like co p r o v i d e  y o u  w i t h  an o v e r v i e w  of 

actions taken b y  o c h e r  s tates co c o n t r o l  r i s i n g  h c s p i c a l  costs.

Seve n t e e n  states n e w  o p e r a t e  h o s p i t a l  cos t  c o n t a i n m e n t  programs. These 

range from c o m p r e h e n s i v e  p r o g r a m s , su c h  es those u n d e r w a y  in N e w  York, Maryland, 

and other states; co p r o g r a m s  in C a l i f o r n i a  and w e s t  V i r g i n i a  w h i c h  m e r e l y  

require h o s p i t a l s  co file f i n a n c i a l  and s t a t i s t i c a l  d a t a  w i t h  a state c o m m i s s i o n ; 

co programs in M a i n e " a n d  V i r g i n i a  w h i c h  d e p e n d  p r i m a r i l y  o n  the h o s p i t a l  

industry itself co r e v i e w  h o s p i t a l  budgets.

W
l
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I. General C o n s i d erations - Several c o nsiderations bear e x a m i n a t i o n  for each 

of these programs:

A. l o c a t i o n : Is the p r o g r a m  operated by the exe c u t i v e  branch, an inde­

pendent commission, or a private sector group? Or, is it a combined public/ 

private sector venture?

3. Pavors C o v e r e d : Does che p r o g r a m  a p p l y  to all third-party payors; 

only to state controlled rates ( M e d i c a i d ) ; to cost based payors (Medicaid 

and 31ue C r o s s ) ; or co charge paying patients?

C. C o m p l i a n c e : Are hospitals required to p a r ticipate? Mus t  they adhere

to the findings of the program, or is c o m pliance w i t h  p r o g r a m  findings voluntary?

D. M e t h o d  cf /.aview: Is the n e t h o d o l c g y  emplo y e d  a formula approach or a 

budget review? Under a formula approach, costs for a base yea r  —  typically, 

two years prior to the current year —  ara examined. Appr o v e d  costs are then 

projected forward to the current year to reflect inflation. Wh i l e  New York and 

M a s s achusetts use a formula approach, nose states w i t h  cost c o n t a inment programs 

ha v e  adopted a b udget review system. T h e r a  ara two b r e a d  types of budget review:

1. A  h o s p ital's budget for che current y e a r  is examined for

inefficiencies —  normally, by comp e r i n g  it w i t h  the budgets

of similar hospitals. The b u d g e t  is then proj a c t e d  for;.arc 

to the next year to a c c ount for inflation, changes in volume, 

e c c . A  hospital is then given an o v e rall limit for the r.avt 

year, w i t h i n  wh i c h  it sets charges and rates.

2. A  h o s p i t a l  submits a p r o s p e c t i v e  end a currant budget. A m  

inf l a t i o n  factor is applied by the r e viewing a g e n c y  co the 

current budgec —  e ither overall, or on a dapar r m e n t - b y -  

d e p a rtment basis. If che projected b u d g e c  is b e l o w  che 

inflated current budget, it is approved. If it is above 

the inflated budgec, a detai l e d  e x a m i n a t i o n  of che budget 

is und e r t a k e n  to find inef f i c i e n c i e s  (which w i l l  be dis­

allowed) or to see if che h i g h e r  budget is j u s t i f i e d  

(.i.e., a change in case m i x  or a n e w  capital expenditure) .

The a p p r o v e d  budgec forms the basis for the h o s p ital's 

schedule of rates and c h a r g e s .

I. E f f e c t i v e n e s s : A  v a r i e t y  of methods are used to m e a s u r e  the effe c t i v e­

ness of cost containment programs. Perhaps che most c o m m o n  m ethod is comparing 

che race or increase in h o s p i t a l  e x penditures in states w i t h  cost containment 

programs w i t h  Che rate of increase in states w i t h o u t  such programs. Dr. the 

whole, rates of increase in h o s p i t a l  costs in states w i t h  cost containment 

programs —  p a r t i c u l a r l y  in those states w i t h  m a n d a t o r y  programs —  ara lower 

than in states w i t hout such programs. I w i l l  address the issues of effectiveness 

in more detail after giving a d e s c r iption cf each of che state p r o g r a m s .
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II. Over v i e w  of Scare lose C o n t a i n m e n t  Programs - '.-"nil a i : is zcss: 

describe scire corrcon fsecures of scare h c s p i c a l  cost cor."aimer.c proi 

ir.pcrcar.c co r.cca chec each p r o gram is unique. In general, scare lei 

c o n c a i m e n c  programs nay be d i v i d e d  into two cacegories: Those unce:

hcspical compliance vi c h  p r o g r a m  findings is r.oc required (Voluntary 

and chose under w h i c h  h o spitals nusc adhere co che findings cf che ?: 

(Mandator'? P r o g r a m s ) .

1. A R I Z O N A :

Hospitals are required co file cn p r e s c r i b e d  forms a 

r.ocica of any proposed c hange in charges w i t h  both 

che local H ealth Syscams A g e n c y  and che D e p a rtment of 

Health Services 50 cays prior co che i m p l e m entation 

data.

The I S A  holds a public h e a r i n g  af t e r  w h i c h  it decides 

w h e ther or not to r e c o m m e n d  approval. The Department 

of Health Services s i m u l t a n e o u s l y  conducts its own 

review, during w h i c h  it considers, b ut is not bound 

by, che r e c o m m endation of the HSA. A f t e r  its review 

the Department issues a s t a t e m e n t  as to w h e t h e r  the 

proposed rates are justified, and if not, what, if 

any, level of increase w o u l d  be j u s tified.

The changes from h i s t o r i c a l  costs to the proposed 

budgec year are analyzed, w i t h  p r i m a r y  consideration 

given to inflation, volume changes, and the total 

financial needs of the institution. A l t h o u g h  all 

hospitals nusc participate, there is no fiscal risk 

or incentive since c o m p l i a n c e  is v o l u ntary, and 

depends p r imarily on public c i s c l o s u r a  of unfavorable 

findings. (It is w o r t h  n oting that A r i z o n a  dees not 

have a Medicaid program.)

2. C A L I F O R N I A :
The California H e alth F a c i l i t i e s  C o m m i s s i o n  consists 

of 15 members a p pointed b y  the Governor; se v e n  represent 

the h e alth care industry and eight r epresent che public. 

Ail California h e a l t h  care fac i l i t i e s  must submit 

financial and statistical i n f o r m a t i o n  to the Commission 

in accordance wit h  u n i f o r m  a c c o u n t i n g  and reporting 

systems. A l t h o u g h  l e g i s l a t i o n  has b e e n  introduced for 

several years to expand the C o m m i s s i o n ' s  authority, it 

presently has no race r e v i e w  or a p p r o v a l  function.

ogran



This year aegismatron was er.actec requz.rt.ng .cospzia.s 

to submit a d d i tional financial and u t i l i t a r i a n  data. 

The C c m i s s i o n  w o u l d  ucilica this daca to m o n i t o r  

Cal i f o r n i a  hospitals' p erformance under the V o luntary 

Effort being undertaken n a t ionally by the h o s p i t a l  

i n d u s t r y .

F L O R I D A ;

Florida e n a cted legislation in 1979 e s t a b l i s h i n g  a 

nine m e m b e r  Hosp i t a l  Cost Co n t a i n m e n t  Board w i t h i n  the 

State I n surance Department. A ll h o spitals must submit 

financial and accounting data (other than information 

relating to the costs of p h ysician services w h i c h  are 

billed independently) to the Board. '■Thile the l e g isla­

tion requires the Board to specify a u n i f o r m  s y s t e m  of 

financial reporting, it specif i c a l l y  prohibits the 

Board from adopting a 'uniform accounting system.

The Board reviews hospital budgets, rates and charges. 

If a h o s pital's rates and charges or other s tatistical 

indicators (such as p e r c entage increase in rates over 

the pre c e d i n g  y e a r ) , are in che upper 20 p e r cent of 

such indicators for comparable hospitals, the Board is 

authorised to r e v i e w  the budgec at a public hearing.

The findings of any such hearing must be p u b l i s h e d  in 

the n e w s p a p e r  of largest general c i r c u l a t i o n  in the 

countv in w h i c h  the h o s o i c a l  is located.

An independent ten m e m b e r  state H e a l t h  Facilities Cost 

R e v i e w  Board, part of che s tate g o v e r n m e n t , m ay review 

hospi t a l  budgets, or the review m a y  be done by a private 

sector Vol u n t a r y  3udgec R e v i e w  O r g a n i s a t i o n  ( V 3 R 0 ) .

Most of Maine's hospitals have c o n t racted w i t h  the 

private sector V5R0, wh i c h  is now in che process of 

p e r forming its first set cf reviews. There are no 

c o m pliance requirements in the law, w h i c h  sunsets in 

1982. If che private s ector approach is s u c c e s s f u l  in 

holding down rates of increase, chat s y s t e m  w i l l  probably 

be p e rmitted to continue. If that appro a c h  is not suc­

cessful, however, it appears likely that the l egislature 

m ay reevaluate the need for stronger controls.

M I N N E S O T A :

A  similar p r o g r a m  is underway in M i n n e s o t a  w h e r e  the 

M i n n e s o t a  Hosp i t a l  A s s o c i a t i o n  reviews h o s p i t a l  rates 

for c h a r g e - b a s e d  payors, and the C o m m i s s i o n e r  o f 'Health 

must review and comment on the reas o n a b l e n e s s  of these
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H c s p i t a l  b u d g e t s  are analyzed through a grou p i n g  system 

based on geographic location, service index, ratio of 

s u r gery to tocal admissions, ratio of M e d i c a i d  and M e d i­

care to total a d m i s s i o n s , and level of teaching activity. 

Mi thin each group h o s p i t a l  costs are analyzed for 

variance from che average cost per a d j u s t e d  admission.

A c t u a l  r eview and comment on rate requests is performec 

by one of size rate review panels, c o m p o s e d  of three 

h o s p i t a l  representatives, two t hird-party pa y e r  repre­

sentatives, and two cons u m e r  representatives. At a 

m e e ting w i t h  the rate r eview panel, h ospitals must 

j u s t i f y  vari a n c e s  from the group average. The hospital 

is notified of the panel's decision, and then must give 

w r i t t e n  n o t i c e  of w h e t h e r  or net it intends to comply 

wi t h  che findings.

5. OREGON:
The O r e g o n  St a t e  H e a l t h  Planning and D e v e l o p m e n t  Agency 

is re s p o n s i b l e  for r e v i e w  of and c o m ment on existing and 

oroposea h o s p i t a l  races. The a g ency has no enforcement 

powers, but it is required to make p u blic rates w h i c h  it 

funds to be unreasonable. The SHPDA Director, appointed 

by the Governor, has the authority to r eview and determine 

the r e a s o n ableness of the rates. W h i l e  all facilities 

must participate, compliance is v o l u n t a r y . C h a r g e - b a s e d  

pavers, i n cluding 31 ue Cross, are covered.

7. VIRGINIA;
In 1973, V i r g i n i a  passed legisl a t i o n  forming an indepen­

dent rata r e v i e w  cot— lissicn. The Commis s i o n ,  however, 

is e mpowered only to examine costs r e t r o s p e c t i v e l y  and 

to p u b lish its findings of r e a sonableness. V i r g i n i a  

had bee n  o p e r a t i n g  a vol u n t a r y  p r o g r a m  in w h i c h  about 

70 percent of the hospitals must r eport their data to 

che C o m m i s s i o n  but are under me o b l i g a t i o n  to heed 

its f i n d i n g s .

3. MZST VIRGINIA;
T he 1979 W e s t  V i r g i n i a  legislature e n a c t e d  a law 

requiring fina n c i a l  dis c l o s u r e  b y  all h o s p i t a l s  w i t h  

m o r e  than 15 beds. H o spitals must file w i t h  che D i r e c t o r  

of H e a l t h  and p u b l i s h  as a legal a d v e r t i s e m e n t  in a local 

newspaper, an a nnual report prep a r e d  b y  the facility's 

a u d itor or b y  an i n d e p endent public accountant. The 

report must c o n t a i n ' a  complete s t atement of the facility's 

assets and liabilities; income and expenses; and profit 

or loss; and a statement of ownership for p e r sons o wning 

more than five p e r t e n c  of che c a p ital stock.- The complete 

report is mad e  a v a i l a b l e  at the D e p a r t m e n t  of H e a l t h  as 

oublic information.
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10. I L L I N O I S :

In 1973, che Illinois L e g i s l a t u r e  e s ~ s b lishec she 

Illinois H e a l t h  F i n a n c e  Authority, w i t h  five voting 

and five no n - v o t i n g  members. The five vocir.g nenber.'s, 

no no re chan three of w h o m  m a y  be frcn che sane 

pol i t i c a l  parry, are four p u b l i c  reubers and one 

hospi t a l  trustee. The D i r e c t o r  of P u b l i c  Aid serves as 

an a x - o f f i c i o , non-vo ting r e n d e r . The other four ncn- 

v o c i n g  renbers rust be cvo h o s p i t a l  adninistracers and 

two r e p resentatives of t h i r d -party p a y e r s .

The A u t h o r i t y  rust approve h o s p i t a l  rates on a p ro­

spective basis. All hospitals, p u r chasers and third- 

party payers rust reco g n i z e  and accept the rate approved 

by the Authority, and the rates rust be accepted as 

p a y ment in full. The A u t h o r i t y  ruse assure purchasers 

and payors that a h o s p i t a l ' s  rates are reasonably 

related to its fina n c i a l  r e q u i r e m e n t s , and that the 

rates apply e q u i t a b l y  to ail p u r c hasers of care virh- 

out unfair d i s crimination.

hospitals seeking a rate c hange nust subnit the proposed 

changes to che A u t h o r i t y  at least 90 cays prior to the 

proposed effective dace. If che A u t h o r i t y  does not act 

w i t h i n  60 days, Che rates ara d e e n e d  approved. The 

le g i s l a t i o n  specifies that a hosp i t a l  nay keep any 

surplus w h i c h  it is able co a c h ieve w i t h i n  che approved 

race. It nust also b e a r  any deficits w h i c h  it incurs in 

excess of the a p p r o v e d  rata. *

T he Illinois law is unicue, in that all m a j o r  public 

payors —  i.e., M e d i c a i d  and M e d i c a r e  —  nust agree to 

pay the rates set by the A u t h o r i t y  b e f o r e  the race 

secting function n a y  begin. The A u t h o r i t y  has held a 

n u m b e r  of educat i o n a l  seminars on h o s p i t a l  economics. 

D r a f t  regulations have b e e n  circulated, but the 

A u t h o r i t y  has not yet o f f i c i a l l y  sec rates.

T he l e g i s lation has a sunset date of O c t o b e r  1, 1932.

11 .  MARYLAND:
T he seven member, pa r t  time, M a r y l a n d  H e a l t h  Services 

Cost R e v i e w  C o m m i s s i o n  is an in d e p e n d e n t  body in che 

D e p a r t m e n t  of H ealth and M e n t a l  Hygiene. C o m m issioners 

are a p pointed by che G o v e r n o r  for four y e a r  terms and 

nay be reappo i n t e d  once. T he exact c c o p o s i t i c n  of the 

C o m m ission is not deta i l e d  in statute, a l t h o u g h  the 

law* does s p e cify that no mo r e  than three commissioners 

m a y  be associated w i t h  the h e a l t h  care industry.



The race review process for a p a r t i c u l a r  institution 

nay be initiated a irhar by the C o m m i s s i o n  itself or by 

a h o s p i t a l  w h i c h  requests an increase in its approved 

races. Scarf analyze che i n s t i t u t i o n 's data on such 

factors as cost, volume, and case nix, c o mparing 

d e p a r t m e n t a l  costs w i t h  chose of oc h e r  hosp i t a l s  after 

adjusting for regi o n a l  wag e  differences. Costs in 

excess of a prede t e r m i n e d  s c reen are cha l l e n g e d  and, 

if not a d e q u a t e l y  j u s t i f i e d  b y  the hospital, 

are disallowed.

Ac a public meeting, che C o m m i s s i o n  reviews staff 

re c ommendations w h i c h  it may approve, revise or reject. 

If the int e r e s t e d  parties have no o b j e c t i o n  to the 

Commi s s i o n ' s  decision, these races go into effect. If 

one of che i n t e rested parties challenges the reco m m e n­

dations, however, a second public h e a r i n g  is h e l d  at 

w h i c h  e v i d e n c e  and testimony are presented, subject to 

cross e x a m i n a t i o n  by the other parties co the appeal.

In practice, very few reviews go co a second public 

hearing, since C o m m i s s i o n  staff w o r k  closely w i t h  

h o s p i t a l  representatives co resolve differ e n c e s  prior 

to s u b m i t t i n g  their r e c o m m e n d a t i o n s .

The M a r y l a n d  s y s t e m  is unique, in that it does not 

p e r f o r m  an annual r eview of each ho s p i t a l ' s  budgec.

O v e r  a three y e a r  period the C o m m i s s i o n  reviewed each 

hospital in the state. Since C h a t  base b udget review 

was completed, however, only hosp i t a l s  req u e s t i n g  a 

rate increase and h o spitals w h i c h  che C o m m i s s i o n  feels 

bear further e x a m i nation ara s u b j e c t e d  to individual 

review.

T he m a j o r  tool used to control h o s p i t a l  cost increases 

is an infl a t i o n  adjustment factor. This factor is 

based on two broad measures. One m e a s u r e  reflects items 

b e y o n d  the control of the hospital, such as I3.ISA costs, 

FI C A  tax increases, and m a l p r a c t i c e  costs. The other 

factor is designed to a c c ount for the impact of infla­

tion in the general economy. This inflacior adjustment 

s y s t e m  has a n u m b e r  of advantages. First, it enables 

the C o m m i s s i o n  staff size to be kept small; rather than 

reviewing each ho s p i t a l ' s  e n t i r e  budgec in d e c a i i  every 

year, the on l y  requirement is that inf l a t i o n  be nonitore 

Secondly, those hospitals w h i c h  ara p e r f o r m i n g  wel l  —  

keeping their costs in line w i t h  i n flation —  are net 

subjected to excessive g o v e rnment intrusion, yet wil l  stil 

be granted an increase sufficient to keep up. wi t h  infla­

tion. Third, che inflation a d j ustment appr o a c h  gives 

hospitals a very strong i n centive to c o n trol their own 

costs. The hospi t a l  can keep any savings it effects —



the increase for next year is i n d e p e n d e n t  cf this year's 

performance. Wh i l e  effici e n c i e s  nay result in disallowed 

costs after a f u ture detailed b u d g e t  review, that review 

might not be p e r f o r m e d  for s e v eral years, and the

h o s p i t a l  keeps any savings it accrues over that time.

Hospitals are paid through one of two mechanisms, "near

the first methSa, paym e n t s  ara sat on the basis of an

a verage race per unit of s e r vice for each department 

w i t h i n  the hospital. W i t h i n  that constraint, the 

hospital is free to set charges for ea c h  i n d ividual unit 

of s e r v i c e . The s econd p a y ment m e t h o d  is an e x perimental 

approach w h i c h  now applies co 13 hospitals. L'ncer this 

"Guaranteed I n p a t i e n t  Revenue" program, a hosp i t a l  is 

guaranteed, in advance, an a v e rage r e v e n u e  for each 

admission, b a s e d  on proj e c t e d  v o l u m e  end case nix. The 

average charge for ea c h  a d m i s s i o n  nus t  equal the amount 

set in advance. A d j u s t m e n t s  are ma d e  at the end of the 

year to reflect the actual n u m b e r  cf admissions and any 

changes in case nix. To c o u nter any i n centive to 

increase admissions, h o spitals o n  the Gua r a n t e e d  Inpatient 

Revenue p r o g r a m  ere paid only for the variable costs 

associated w i t h  each a d d i tional admission.

M A S S A C H U S E T T S :

The M a s s a c h u s e t t s  St a t e  Rate S e t t i n g  C o m m i s s i o n  was 

e stablished in 1974. The p r o g r a m  is a d m i n i s t e r e d  by 

three full-time commissioners, a p p o i n t e d  by the Governor. 

All nc n - f e d e r a l  h o s p i t a l s  are r e q u i r e d  to participate 

and comply w i t h  the program. In affect, three different 

programs operate in M a s s a c husetts.

Tor 31ue Cross there is a t w o-stage r e v i e w  process.

First, the C o m m i s s i o n  has r e v i e w  and approval authority 

over the contract ma d e  b e t w e e n  a h o s p i t a l  and 31ue Cross. 

At the second stage, a hos p i t a l ' s  cost reports ara 

audited b y  the staff, and c o m p a r e d  to dat a  for prior 

years, in order to assess changes in c a s a - m i x  and 

unco n t r o l l a b l e  costs. A n y  amount in excess of reasonable 

costs m ay be denieu to the h o s p i t a l  in the next year's 

r a t e s .

For Medicaid rates, the process is pre d i c a t e d  on the 

inflation of base y e a r  costs. Costs reports for the 

base year are infla t e d  forward to o b t a i n  an o v e rall 

budget _for the rate s e t ting year. T h e  overall budget, 

rather than its c o m p o n e n t s , is examined. A ny costs in 

a hospital's prop o s e d  b u d g e t . i n  excess of the p r ojected 

budget ara disallowed, unless the h o s p i t a l  can shew 

that the e x c e s s i v e  cost is due to u n c o n t r o l l a b l e  factors, 

or new caoital e x penditures (obtained w i t h  c e rtificate-



or-neec a p p r o v a l ) . T he projected cost is then converted 

into an overall per dien, subject o n l y  to m i n i m u m  

o ccupancy levels. D u ring the new year, adjustments nay 

be made in the per di e n  for unco n t r o l l a b l e  costs, h ow­

ever, all oc h e r  excess expenditures occur at the risk 

of che hospital.

“or charge payors, a b u d g e t / r a t a  review and approval 

process is used. T h e  u n i f o r m  da t a  is used to establish 

base yea r  (previous year) costs. This base is adjusted 

for inf l a t i o n  for u n c o n t r o l l a b l e  increases i n  costs and 

for changes in volume. The resulting allowable costs 

are used to e s t a b l i s h  a l lowable charges, subject to a 

m a x i m u m  test- c o - c h a r g e  ratio of 95". The facility is 

at risk for ail over-e x p e n d i t u r e s ,  but is the ben e­

ficiary of all profits. Earlier this year, the 

C o m m i s s i o n  prop o s e d  n e w  regulations wh i c h  wo u l d  have 

required h o s p i t a l s  to submit mere detailed information 

for d e t e r m i n a t i o n  of charges. Due co an uproar from 

the h o s p i t a l  industry, the C o m m i s s i o n  w i t h d r e w  the 

regulations. At the same time, the L egislature 

approved a one yea r  increase of 1 1 . 5” in charges, and 

E stablished a special com m i s s i o n  co study the state's 

reimbursement policies and to make recommendations for 

future a c t i o n s .

NHv J E R S E Y :

N e w  J ersey has h a d  the auth o r i t y  to regulate hospital 

rates since 1971. In 1973, the legislature enacted a 

law w h i c h  made three s i g n i ficant changes in N ew Jersey's 

h osp i t a l  r e i m bursement program. First, che law extended 

the state's auth o r i t y  to control h o s p i t a l  reimbursement 

from all payors. Second, the legislation required that 

che costs of u n c o m p e n s a t e d  care be spread among ail 

payors. Third, a five m e m b e r  H o s p i t a l  Race Setting 

C o m mission was c r e a t e d  co approve or adjust hospital 

r a t e s .

N e w  J e r s e y  has d e v e l o p e d  a p a y m e n t  s y s t e m  under w h i c h  

hospitals are paid a fixed a m ount based on the average 

costs incurred in creating patients w i t h  a particular 

diagnosis, rather chan for the n u m b e r  of services 

p rovided or che n u m b e r  of days w h i c h  a patient resides 

in the hospital. This D i a g n o s t i c  Related Group (DRG) 

system has n o w  b e e n  im p l e m e n t e d  in 25 of the state's 

117 hospitals. The D e p a r t m e n t  of H e a l t h  anticipates 

that the s y s t e m  w i l l  b e  g r adually expanded each year, 

and that it w i l l  be aoclied sta t e w i d e  in 19S3.
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The theory b ehind diagnostic r a l ated groups is simple: 

Patients wit h  like medical con d i t i o n s  tend to use similar 

amounts of hosp i t a l  resources. A  DRG is mutu a l l y  

exclusive; every patient is a s s i g n e d  to one, and only 

one, DRG. To be of use in a r e i m b u r s e m e n t  system, DRGs 

need to neet the following conditions: the n u m b e r  nust 

be manageable; each must b e  m e d i c a l l y  meaningful; and 

they must be s t a t i s t i c a l l y  valid.

This general c l a s s i f i c a t i o n  scheme, developed by 

researchers at Tale University, was applied to over

500,000 d i scharge abstracts f r o m  N e w  Jersey hospitals to 

develop a DRG s y s t e m  specific tc that state. The first 

step was to divide che u n i v e r s e  of medical diagnoses 

into 33 ’’major diagnostic c a t e g o r i e s . "  Five p r edictor 

variables war e  applied to ea c h  of these ma j o r  diagnostic 

categories: p r i mary diagnosis, s e condary diagnosis,

primary surgi c a l  procedure, s e c o n d a r y  surgical p r o c e d u r e , 

and age. The variables wer e  c h o s e n  because they explained, 

with an acceptable degree of accuracy, variations in 

resource consumption, as m e a s u r e d  by length of stay, for 

different illnesses. This p r o c e d u r e  yielded 333 diagnostic 

related groups for patients d i s c h a r g e d  from hospitals 

in N e w  Jersey.

To develop this payment system, three basic sacs of infor­

mation —  two patient specific and one h o s p i t a l  specific —  

are required. For each patient, a n e d i c a l  discharge 

abstract is obtained from the hospital. This abstract 

provides information on the illness treated, surgery 

performed, and length of stay. Patient c o n fidentiality 

is strictly maintained; eac h  a b s t r a c t  is identified only 

by a number. H o s p i t a l s  mus t  also submit a bill for each 

patient —  i d e ntified by the same n u m b e r  as the abstract. 

This bill lists the charges for each p a t i e n t , by routine 

and ancillary cost canter.

The third type of in f o r m a t i o n  r e q u i r e d  is financial and 

statistical reports from che h o spital. These reports 

ara used co develop an i n s t i t u t i o n a l  profile w h i c h  permits 

apportioning of inpatient costs, ratios of costs co 

charges, and other pertinent h o s p i t a l  information.

Rates of payment are ca l c u l a t e d  for each D RG for each 

hospital. The basic D RG race is comp o s e d  of two 

components: direct costs and indi r e c t  costs. T he costs

of general overhead s e r v i c e s , s u c h  as m e d ical record 

keeping, are allocated co d i r e c t  and indirect cost 

centers in a cost a l l o c a t i o n  p r o cess similar to that 

used by 'ledicara.
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ire c e t e m i n a c  in tr.e relieving 

manner: Routine care costs (such as nursing services,

room and board) ara allo c a t e d  to each patient in proportion 

to chat patient's length of stay. A n c i l l a r y  costs (such 

as laboratory and radiology) are apportioned by dividing 

che total cost of each cost c e n t e r  b y  the revenue produced 

by chat cost center. This ratio is then applied to each 

inpatient's charges for c st cantar, w h i c h  yields the 

approximate cost for that patient. Tor each patient, costs 

incurred in each cast c enter are added co arrive at a total 

direct cost. Af t e r  adj u s t i n g  for area wage differentials, 

the casts of all patients in the state in each DRG are 

aggregated, and an average s t a t e w i d e  D RG cost (referred to 

as che "incentive standard") is calculated. Separate 

standards are calculated for teaching hospitals and r.cn- 

teaching h o s p i t a l s . The a ctual payment rata for direct 

patient care w h i c h  a h o s p i t a l  receives for a particular 

DRG is composed of a p o r t i o n  of the hospital's own average 

DRG cost .and a p o r tion cf the i n centive standard. The 

portion of each that is a c t u a l l y  used to sec the payment 

rate depends on che i n t e r - h o s p i t a l  s tatistical reliability 

of that DRG. Tor example, the average cost per case for 

DRG 313 (Normal Full T e r m  Newborn) varies much less than 

for DRG 121 (Acute M y o c a r d i a l  I n f a r c t i o n ) .

To decermine indirect costs (such items as utilities, 

administration and m a i n t e n a n c e ) , hospitals are separated 

into teaching and r.cnteaching c a t e g o r i e s . Each hospital's 

indirect costs are divided b y  direct costs, resulting in 

a percentage ratio. These ratios are ranked from highest 

to lowest for each category, and a m e dian is determined. 

Indirect costs in excess of 110 percent of the median 

percentage ara disallowed.

P hysician fees and salaries are excl u d e d  from this cal­

culation, except in teaching hospitals, where resident 

p hysician salaries and fees are included. These excluded 

costs for physicians are added to indirect costs that 

pass the screen.

Under che 1978 le g i s l a t i o n  several, a d d i tional costs of 

doing business are included in a h o s p ital's rates. These 

additional financial elements are added to che approved 

indirect cost rate. A c a p i t a l  facilities allowance ( C T A ) , 

calculated for each hospital, covers currant and future 

year capital funding requirements. The CTA includes an 

amount to meet cash needs for b u ildings and fixed equip­

ment for the currant year, as w a i l  as funding for 

renovation and replacement. A  p ersonnel health allowance 

is available for h o spitals w h i c h  self-insure. In order 

to provide for a hos p i t a l ' s  wcrIcing capital needs, ail
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costs are m t r a a s e c  oy :cve percent; tr.is vcruor.g capita, 

allowance is reduced b y  payors w ho nay take cisctur.ts ci 

up to five percent for prcrept payment. H o spitals or. a 

poor financial p o s i t i o n  are also paid a one-tine w o r k i n g  

cash infusion.

To a rrive at the hospital's ba s i o  rata for each DRG, 

costs are pro j e c t e d  forward to adjust for infl a t i o n  that 

has occu r r e d  b e t w e e n  the base year (two years prior) and 

the race year. The basic rate is comp o s e d  of the approved 

direct cost and a p e r c e n t a g e  m arkup for indirect costs.

Various payors ara p ermitted discounts from the rates for 

practices w h i c h  benefit the h e a l t h  care s y s t e m  as a whole, 

such as lower bad debt ratios and s u b s i d i z a t i o n  of open 

enrollment. The actual p e r c e n t a g e  oi this d i f f e r e n t i a l  is 

set by the H o s p i t a l  Rata Setting Commission. Blue Cross, 

for example, has bee n  granted a d i f f e r e n t i a l  of

4.05 percent.

In actually paying for a h o s p i t a l  patient, an a d d i tional 

c alculation is nece s s a r y  to a l l o c a t e  the costs cf uncom­

pensated care. U n c o m p e n s a t e d  care is re i m b u r s e d  under the 

New J e r s e y  s y s t e m  in a unique manner. R a t h e r  than placing 

the b u r d e n  of funding u n c o m p e n s a t e d  care on charge p aying 

patients alone, che 1973 l e g i s l a t i o n  required that the 

costs be spread among all payors. Each payor's share of 

u n c o m pensated care in a p a r t i c u l a r  h o s p i t a l  is d e t e r m i n e d  

not by its patient load in that hospital, but by its 

statewide share of h o s p i t a l  p a t ient days. Thus, for 

example, assume that 31ue Cross's share of che patient 

load across the s t a t e  is a p p r o x i m a t e l y  26;». Even if its 

share in a p a r t i c u l a r  h o s p i t a l  w e r e  only 202, Blue Cross 

w o u l d  still be responsible for 252 of that h o s pital's 

uncompensated care. To a l l o c a t e  its total share to 

individual patients, a payer's u n c o m p e n s a t e d  care factor 

is calculated by dividing that p a y o r 's s t a t e w i d e  patient 

load b y  its lead in that p a r t i c u l a r  hospital; this ratio 

is Chen a p p lied to the u n c o m p e n s a t e d  care b u r d e n  in 

the hospital.

In order to p r o vide for w o r k i n g  c a p i t a l  and to e n courage 

prompt payment, an additional disc o u n t  is given for timely 

remittance. This discount, w h i c h  ranges up co five percent 

for payment up o n  discharge, is a p p l i e d  to the amount due 

from the payor.

To sh o w  h o w  this s y s t e m  works, the f o l l o w i n g  example 

c onceptually demonstrates a payment calculation. The 

actual m ethod which, the Dep a r t m e n t  uses is somewhat 

cifferenc and mo r e  c o m plex than this example. A s s u m e  a 

direct rate for the DRG in H o s p i t a l  A  of B12G0, an indirect
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ra c s of 40 percent, sr.d an u n c o m p e n s a t e d  cara la ad of 

five percent. Als o  assume than Bi n e  Cross has a payor 

differ e n c i a l  oi 4.05 percanc, a s t a t e w i d e  paciar.c load of 

25 percanc, and a h o s p i c a l  paciar.c load of 20 percanc, and 

chac payment is rad a  on a rireiy basis, allowing a five 

percanc discounc. P a y ment w o u l d  be race cn che 

following b a s i s :

Seep 1. 3asic DRG Race = direcc cosr. -  ir.diracc coses

= $1200 -r (51200 :c 40%) = 51530

Scan 2. U n c o n o e n s a t e d  Car e  R e c t o r  =

H o s p i c a l  u n c om p en s a te d  c a r a  l o a d  :c [. 3 _ i c a w c c e  o a
r . c s p ic a _  p a y o r  _ o a c  

= .05 :< F|§ ] = .065

Scan 3. Paver R e c t o r  = U n c o m p e n s a t e d  cara faccor - Pa y e r  3

= 6.5% - 4.05%

= 2.45%

Scan 4. Basic Pavcoenc = (Id- Pa y o r  faccor) :c basic DRG race

=  [1 +  2.45%] s  51630 

= 1.0245 :c 51580 = 51721.15

Stan 5. Pinal P a y m e n t  = Ba s i c  Paycoenc - Prompt Payn en.c Discount

= S1721.I6 - 5%

= 51635.10

w i t h  one exception, paycoenc for all h o s p i c a l  inpatients is 

made on Che DRG system. Pacier.cs w i c h  a b n ormally shore or 

long lengths of scay, (referred co as "outliers") are 

isolated from their groups; r e i m b u r s e m e n t  for these 

patients, as w e l l  as for h o s p i t a l  outpatients, is made on 

che basis of a c t u a l  c o n t r o l l e d  charges for services rendered.

The Department of H e a l t h  issues co each h c s p i c a l  a schedule 

of rates, w h i c h  shows the rate for each DRG. The h o s p i c a l  

may accepc the rates outright, in w h i c h  case it m a y  appeal 

only its c a p ital f a c i l i t y  a l l o w a n c e  formula, or it may 

appeal the rates to the H o s p i c a l  Ra t a  Setting Commission, 

under one of two procedures. A  h o s p i t a l  which accepts- the 

rates - c o n d i t i o n a l l y  may a p p e a l  su c h  items as the capital 

facility allowance, costs of a p p r o v e d  expansion; changes 

im teaching responsibility, and revenue adjustments; a 

hospical w h i c h  rejects the rates m a y  appeal all items.

Under the first set of races issued, seventeen hospitals 

gave c onditional acceptance, w h i l e  nine hospitals rejected 

the rates.

• a a n •



The Com m i s s i o n  also informs e a c h  h o s p i c a l  oi its approved 

revenue budgec for che coning year. This amount is 

d e c a m i n e c  by n u l c i ? l y i n g  che antici p a t e d  paciar.c load cor 

each DRG by che appro v e d  race; che cocals cor each DRG 

are chen added co arrive ac che DRG cocal. I:cpeered 

revenue iron o u c p a c i e n c  servi c e s  and oucliers is added 

co chis figure.

Since che revenue b ucgec is b a s e d  on p rojacciocs and 

e s t i m a t i o n s , ac che end of che race year a process 

anciclad ''reconciliation" cakes place. This process 

acjuscs airacc revenues in lighc of che hcspical's 

accual experience. (Indirecc coses are fixed ac che 

b eginning of che y e a r  and are no c subject: co adj us c r a n e .) 

Any over or u n d e r c h a r g e s  ara r e f l e c r e d  in che following 

year's races. If a h c s p i c a l  h as rece i v e d  revenue in 

excess of che a p p r o v e d  amount, an incerasc penalcy is 

levied; should cue r e v enue c o l l e c c e d  be less chan che 

approved amount, che h o s p i c a l  receives incerasc on che 

undercollecced a m o u n t .

'.".■1 Y O R K :

In 1969, N ew Y o r k  e n a cted Che nation's first h c s p i c a l  

cost contai n m e n t  law. Un d e r  Chis legislation, che scace 

was given che po w e r  co ragulace Dies Cross and Medi c a i d  

races. In 1978, Che L e g i s l a t u r e  enacted a law limiting 

che amounc a h o s p i c a l  n ay c harge co s e l f - p a y  pacier.cs and 

to pacier.cs who carry c o m m e r c i a l  h e a l t h  insurance p o l i c i e s . 

In addition, h o s p i c a l s  are p r o h i b i t e d  froe charging Blue 

Cross paciencs in excess of che scace  approved races.

Under Che 1973 legislation, a pa n e l  of i n d e p endent h e alth 

economists is c h a r g e d  w i c h  d e v e l o p i n g  a m e t h o d o l o g y  co be 

used in e s t a b l i s h i n g  a s e m i - a n n u a l  i n f l a t i o n  faccor, w h i c h  

is applied co all che payment s o u r c e s .

The N e w  Y o r k  s y s t e m  is ba s e d  i n  the e x e c u t i v e  b r a n c h  —  

the O f f i c e  of H e a l t h  Systems M a n a g e m e n t , one of rvc com­

ponents of che D e p a r t m e n t  of H e a l t h  (che ocher is che 

Public H e a l t h  Office, w h i c h  c o n c e n t r a t e s  on traditional 

public h e a l t h  a c t i v i c i a s ) . T h e  staca has had a u n i form 

reporting s y s t e m  in place for s e v eral years.

Races ara sec on a p e r  d i e m  basis. Blue Cross races are 

actually cal c u l a t e d  b y  Che 3 1 u e  Cross plans, and approved 

by che C o m m i s s i o n e r  cf Insurance. M e d i c a i d  races are 

calculated by che O f f i c e  of H e a l c h  Systems M a n a g e m e n t  and 

are approved b y  che Direccor of che Budget..
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Hospitals are grouped on the basis of sire, location 

(rural or urban), sponsorship and reaching status, 

hospitals are "hen compared w i c h  those in che peer group. 

If a hcspical's base year coses exceed che group average, 

che excess coses are disallowed. S e p a r a t a  calculations 

are per f o r m e d  for bo c h routine and a n cillary costs. The 

a pproved base year costs ara then p r ojected forward to 

account for inflation.

T he N e w  Y o r k  s y s t e m  contains a s ystem co penalise 

h o s p i t a l s  for inefficient utilization. To avoid a penalty 

hospitals nust hav e  an occu p a n c y  race of at least 60% for 

o b s t e t r i c a l  s e r v i c e s , 70% for pediatrics, and 30% for 

M e d i c a l - S u r g i c a l  services.

M e w  Y o r k  is also w o r king w i t h  c a s e - m i x  in an effort to

s y s t e m .

15. RHODE I S L A N D :

R e p resentatives from Slue Cross, the Rhode Island State 

Budget Office, and the H o s p i t a l  A s s o c i a t i o n  of Rhode 

Island annually negotiate h o s p i t a l  budgets. The staff 

of the 31ue Cress and State 3udgec O f f i c e  are responsible 

for the budgec r eview process. (Rhode Island is unusual 

in chat an e x c e ptionally large p r o p o r t i o n  —  over 30% —  

of its pop u l a t i o n  has 31ue Cross coverage.)

A ll n o n - f e d e r a l  hospitals receiving r e i m b ursement from 

31ue Cross and M e d i c a i d  ara required to p a r t i c i p a t e  and 

c o m p l y  w i t h  the program. 31ue Cross and M e d i c a i d  rates 

ara set according co the o u t c o m e  of the negotiations.

Sta t e w i d e  negotiations among 3iue Cross, the State 

Budget Office, and che Hospi t a l  A s s o c i a t i o n  are conducted 

annually to set a ceiling for the p e r centage increase for 

h o s p i t a l  expend i t u r e  in the state for the upcoming 

fi s c a l  year.

In d i vidual budgec negotiations are cond u c t e d  b e t w e e n  31ue 

Cross, the State Budget O f f i c e  and eac h  hospital. Total 

h o s p i t a l  cost increases mus t  fall w i t h i n  the statewide 

cap. Hospitals submit cost data a n n u a l l y  on their currant 

and p rospective fiscal years. 3udget r eview is used to 

examine the proposed increases. These increases are 

reviewed on a global, as w e l l  as a cost center level. 

Inflation, changes in volume, and changes in types of 

services ara considered in reviewing the p r o s p ective 

budget. In che case of n e w  or expa n d e d  services, a s t a t e­

wid e  m e d ical p r o g r a m  r eview and p r i o r i t y  process is used 

to determine appropriateness. A  hospital, after having

111



its total ope r a t i n g  expenses n egotiated, wi 11 escsblis 

a fHe schedule. This sche d u l e  is subject ts final rev 

and approval by the third parties. 3 laa Cross and lei 

use this s c h e d u l e  to sec their res p e c t i v e  r a t e s .

If an agreement c a nnot be r e a ched by the third carries 

a hospital, both sides w i l l  be b r o u g h t  together for = 

formal mediation. This process w i l l  include repr e s e n­

tatives from the h o s p i t a l  and third p a r t i e s . If the 

m e diation does not result in agreement, the unresolved 

issues go b e f o r e  an indepe n d e n t  a r b i t r a t o r  for b i n ding 

arbitration.

y'ASHINGTQN:

l a s h i n g c o n  in 1973 e s t a b l i s h e d  a five member, incepend 

Hosp i t a l  Commission. T h e  C o m m i s s i o n  has d e veloped a 

c l a s s i f i c a t i o n  s y s t e m  to e nable it to m e a s u r e  services 

and coses as s o c i a t e d  w i t h  these s e r v i c e s . The Commissc 

groups h o spitals for c o m p a r i s o n  purposes on the basis o 

two sets of variables: a) E n d o g e n o u s  variables focus o

factors w i t h i n  the control of the hospital. These are:

1. M e m b e r  of available beds;

2. P r o p r i e t a r y  or nonprofit;

3. Go v e r n m e n t  or nongovernment;

4. A c c r e d i t e d  or not accredited;

5. Service Index (based on 43 services);

5. P h y s i c i a n  M i x  In d e x  (number of s p e c i a l t i e s ) ;

7. M u m b e r  of interns;

3. l u m b e r  of intern specialties;

9. M u m b e r  of residents;

10. M u m b e r  of resident specialties;

11. M e d i c a r e  d a y s / t o t a l  i n patient days; and

12. Medicaid d a y s / t o t a l  i n patient days.

b) Exogenous var i a b l e s  focus on economic, m arket raise 

variables, w h i c h  affect h o s p i c a l  p e r f o r m a n c e , but over 

w h i c h  they have no control. T h e s e  are p r i m a r i l y  socio­

economic and d e m o g r a p h i c  variables. T he m e a s u r e m e n t  ur. 

is applied in the c ounty in w h i c h  the h o s p i t a l  is iocat 

These exogenous var i a b l e s  ara:

1. N u m b e r  of p h y s icians p e r  1000 population;

2. N u m b e r  of h o s p i t a l  beds per 1000 population;

3. Percent of p o p u l a t i o n  female b e t w e e n  15 and 44

4. Percent of p o p u l a t i o n  65 and older;

5. Percent urban; and

6. M e d i a n  income.

The budgec review process focuses on relating costs to 

services and follows through to d e c e m i r . e  the raasor.abl 

ness of the r e l ationship b e t w e e n  costs and races. 

Requested races are reviewed i n  se v e n  areas:
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1. Changes in services, n u mber of beds end medical 

staff composition, as -.veil as any signif i c a n t  

e conomic or demographic changes in the hospital's 

service area;

2. A  review cf trends in admission, patient days and 

units of m e a sure by department;

3. A  scre e n i n g  system w h i c h  compares each hospital's 

p r o j e c t e d  operating expenses to the operating 

expenses of its hospital peer group. Expenses 

such as salaries and wages, p r o f e s s i o n a l  fees, 

and supplies ara evaluated. In all, more than 

570 variables are e v aluated in this process. A n y  

expense that is in the top 30 percent of a 

h o s p i t a l ' s  group requires justification. C o m­

parisons are also mad e  b e t w e e n  the c u r rent year, 

the p r i o r  year, and the y e a r  for w h i c h  the budget 

request is made;

4. A  review of a hospital's p r ojected financial 

posit i o n  compared co its current position, the 

need for additional w o r k i n g  capital, and changes 

in other assets and liabilities;

5. .An analysis cf ocher financial requirements 

i ncluding existing debt, costs for n ew equipment 

and replacement costs;

6. A  c o m p a r i s o n  of the financial needs of each 

d e p a rtment wi c h  che revenues expe c t e d  to be 

g e nerated from che p r o p o s e d  races. A  cross- 

d e p a r t m e n t a l  subsidy in excess of five percent is 

r o u t i n e l y  d i s a llowed by che C o m m i s s i o n  unless the 

h o s p i t a l  is able to j u s t i f y  a h i g h e r  percentage; 

and

7. A  r e v i e w  of the h o s pital's p e r f o r m a n c e  against 

p r e v i o u s l y  approved rates.

Through Jun e  cf this year, the C o m m i s s i o n  u n d e r t o o k  an 

experiment to assess che impact of diff e r e n t  payment 

methods. Hos p i t a l s  we r e  divided into three groups.

Type I r e i m b u r s e m e n t  incorporated incentives co control both 

cost and volume. Under this r e i m b u r s e m e n t  method, hospitals 

were guaranteed, in advance, a lump sum reimb u r s e m e n t  

r epresenting 55 percent of the revenues appr o v e d  by the 

Commission. If a hospital's p r o j e c t e d  costs or volumes 

w ere m a i n t a i n e d  at lower than p r ojected levels, it realized 

additional reserves for meeting future needs for additional 

services or equipment. However, a h c s p i c a l  was at risk if 

its costs or volumes exceeded those forecasted.

T y p e  II reimbursement tasted incentives for cost control, 

w i t h  no i n c e n t i v e  or disincentive for volume. The major 

oavors r e i m bursed each h o s o i t a l  on che basis cf adjusted•  •  •  -J

billed charges, w h i c h  reflect che same p r i n ciples of payor 

costs d i f f e r e n t i a l s  incorporated in Type I reimbursement.

An adj u s t m e n t  was permitted, however, for changes in volume.



-y?e --- r a i m o u r s e m e n t  —  in e i r e c o , a control group —  

was a c o n cir.uacion of che a x i s t i n g  reimb u r s e m e n t  system, 

i n d u c i n g  che c u s t o m a r y  r e t r o s p e c t i v e  ccsc reimbursement 

exp loved b y  M e d i c a r e  and Medicaid.

This e x p e r i m e n t , however, te r m i n a t e d  when, che scace 

T e p a r c x e n c  of H e a l t h  and S ocial Services (che scace 

M e d i c a i d  agency) refused co a p p r o v e  an extension, 

p r ixarily b e c a u s e  of cash flow p r c b l e x s . T he C o m mission 

wil l concinue co o p e r a c e  che c o n c r o l l e d  charges progran 

wh i c h  is d e s c r i b e d  in the first few paragraphs of 

chis section.

■vI5 ZCMSIM:
The -vis cons in p r o g r a n  is a c o o p e r a t i v e  v e n ture b e t ween 

the S tate Deparcxer.c of H e a l t h  and Social Services, Blue 

Cress or W i s c o n s i n  and che W i s c o n s i n  H c s p i c a l  A s s o c i a t i o n  

e stablished in 1975. The progran, however, has only been 

o p e r a tional since 1977 w h e n  it received an ar.ci-trust 

e xe m p t i o n  fron the D e p a r t m e n t  of Justice.

By a x u c u a l l y  b i n d i n g  contract, the State, Blue Cross 

and S t a t e  H o s p i t a l  A s s o c i a t i o n  d o m e d  the W i s c o n s i n  

H o s p i t a l  Race R e v i e w  Committee. The Cox n i c c a e  is conpcsed 

of twenty x e n b e r s ; six a p p o i n t e d  by the Governor, six 

appointed by the h o s p i t a l  associ a t i o n ,  six a p pointed by 

the 31ue Cross and two a p p o i n t e d  j o i n c i y  b y  the State and 

nosprtau. association.

A u t h o r i t y  to a p p r o v e  rates is v e s t e d  in the Committee. 

However, actual analysis is p e r f o r x e d  by the 31ue Cross 

staff. The x a t h o d o l o g y  a p p l i e d  b y  Blue Cross was developed 

by the State D e p a r t m e n t  of H e a l t h  and Social S e r v i c e s .

All n o n f a d e r a i  h o s p i t a l s  ara r e q u i r e d  to p a r t i c i p a t e  and 

ccnply wit h  the program, w h i c h  covers all payors 

except Medicare.

U nlike most o t h e r  programs, the r e v i e w  process is invoked 

only w h e n  a h o s p i t a l  makes a request for a race change.

Upon m a k i n g  the request, a h o s p i t a l  mus t  submit its 

current and p r o s p e c t i v e  o p e r a t i n g  budgets, i n t e r i m  income 

statement, b a l a n c e  sheet, c a p i t a l  budget, debt schedule, 

and a d d i t i o n a l  r e v e n u e  request. All of these reports are 

t r a n s ferred by Blu e  Cross into a u n i f o r m  forma:

The r e a s o n a b l e n e s s  of a h o s p i t a l ,r 

grouping h o s p i t a l s  a c c o r d i n g  to location, sire and teaching 

status, and comp a r i n g  v a r i o u s  p e r  di e m  and per adm i s s i o n  

costs. Costs in excess of the group a v e r a g e  w h i c h  a r a  not 

jus t i f i e d  b y  a hospital, m a y  b e  r e m oved from the budget.
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Ihe start suosaq u e n t i y  ma.<e a recomner.catton to m e  

C o m m i t t e e  co approve, modify or reject che race request.

If a h o s p i c a l  is d i s satisfied w i c h  che scaff r e c o m s e ­

dation, ic nay praser.r ics position co che Committee.

Should a h o s p i c a l  remain iissacisfiad afcar final Corcciccae 

action, r eview nay be raker, before a n  appeals beard, w h o s e  

findings ara final.

Except for u n f o r e s e e n  or e x t r a o r d i n a r y  c i r c u m s t a n c e s , 

n e i ther r etroactive adjustments nor a d d itional rata 

racuescs are p e m i r r a c  during the p r o s p e c t i v e  year.

A  recant legislate. ;e audit of the pro gran race— ended chat 

the p r o g r a m  esta b l i s h  cost control standards and impose 

sanctions against hospitals w h i c h  v i o l a t e  the standards.

III. Iffactiveness of State Cost Containment Programs - Obviously, a major 

interest regarding state h o s p i t a l  cost containment programs is the extent to 

w h i c h  these programs hav e  b e e n  successful in controlling the rate ct increase 

in hospital costs. A t t a c h e d  ac the end of this testimony is a summary of 

h o s p i t a l  expendutura d a t a  on a stac a - b y - s t a t a  basis for the years 1975 through 

19 73 .
Several caveats, however, are in order w h e n  one attempts to compare rates . 

of increase in these programs:

1) Each p r o gram was establ i s h e d  ac a different time, so there is r.o 

common dace at w h i c h  one can begin to m e a s u r e  cost c o n t a inment programs as

>up.

2) Each p r o g r a m  has evolved differently, reflecting the unique c h a r a c­

teristics of that state.

3) Hospital cost c ontainment is an art, not a science. It is important 

to remember that the first state l e g i slated p r o g r a m  was e n a cted only ten years 

ago. The programs, techniques, and methodologies h a v e  c h a nged over time as 

experience has b r o u g h t  increased soph i s t i c a t i o n  to the o p e r a t i o n  of these systems.

1) The d e f i n i t i o n  of- "mandatory program" differs, d e p e n d i n g  on che one who 

defines it. In this discussion, w e  consider the following eighc states as 

having mandatory programs: Connecticut, M a r y l a n d , M assachusetts, M e w  Jersey,

M e w  York, Rhode Island, W i s c o n s i n  and Washington. These ara used b e c ause 

hospitals in chose states wo u l d  have b e e n  exempted from federal controls under 

the Administration's H o s p i c a l  Cost C ontainment Act, if the state p r o g r a m  remains 

in effect.



Of the variety of m e t hods in w h i c h  the e f f e c t i v e n e s s  cf these o --------

in containing costs can be measured, the fol l o w i n g  three appear co be 

partic u l a r l y  useful, and raveal some e n l i g h t e n i n g  information.

A. Total E x p e n s e s : W h i l e  comparing total h o s p i t a l  expenses or. a state

by-state basis does not p r o v i d e  a r e f l ection of changes ir. p o p u lation for 

each state, it does d e m o n s t r a t e  the total resources w h i c h  citizens of that 

state must cevoce to h o s p i t a l  care.

In che eight states w i t h  m a n d a t o r y  programs, total h c s p i c a l  expenses ir. 

1973 increased b y  S.5 p e r cent over 19 77, as comp a r e d  w i c h  er. increase of 11. 

percent in states w i t h o u t  m a n d a t o r y  programs. The a v e r a g e  increase ir. total 

expenditures for the entire country w a s  12.5 percent. (Total hcspi c a l  

expenses in H a w a i i  i n c r e a s e d  11.6 percent over this period.)

3. Extensa ?er D a v : W h i l e  comparing the ir.creasa in expanses per day

reflects neither changes in che n umber of days w h i c h  a patient spends ir. the 

hospital, r.cr changes in the n u m b e r  of hosp i t a l  admissions, it provides a us 

measure of the resources d e v o t e d  to a single day of h o s p i t a l  care. In the e 

mandator;’ states, expenses per day in 1973 increased b y  9.0 percanc over 19 7 

versus an increase in the o t h e r  42 states and D i s t r i c t  of C o l u m b i a  of 12.7 

percent. The n a t i o n a l  increase was 11.7 percent. (Expense per day in Hawai 

increased by 1C.9 percent.)

C. Extensa P er A d m i s s i o n : W h i l e  expense per a d m i s s i o n  does not rsflec

increases in the n u m b e r  of h o s p i t a l  admissions, it shows changes in the cost 

of a hospital stay. This reflects b o t h  changes in che ir.cer.sicy of care 

(number of services p r o v i d e d ) , as ve i l  as in the length of stay, Zz the eig 

mandatory states, 1973 expenses per a d m i s s i o n  i n c r e a s e d  9.1 percent over 197 

versus increases of 12.4 p e r c e n t  in the rest of the c o u n t r y . T he nati o n a l

average increase in e x p ense per a d m i s s i o n  was 11.5 percent. (Expense per

admission increased 13.2 p e r c e n t  in Hawaii.)

17. Conclusion - The o p e r a t i o n  of h o s p i t a l  cost co n t a i n m e n t  programs in

s eventeen states is e v i d e n c e  of the inc r e a s i n g  c o n c e r n  ac the state level

over the high race of i n f l a t i o n  in the h o s p i t a l  sector. States appear co be 

the appropriate level at w h i c h  co regulate h o s p i t a l  costs for a n ucber of 

reasons. Eirst, the p r o t e c t i o n  of the c i t i z e n r y '3 h e a l t h  has traditionally 

been w ithin che r e c ognized p olice powers of the state. In addition, states 

hav e  a major financial stake in the success of cost c o n t a i n m e n t  oroerams



through chair c o n t r i b u t i o n s  to the Medicaid p r o g r a m  and as purchasers of health 

cara for state employees. S tates  ara also in the best p o s i t i o n  to view 

individual hospitals' needs, priorities, budgets, ar.c operations w i t h i n  the 

context of s t atewide needs, priorities, and resources. States are in the rest 

appropriate p o s i t i o n  to a s s u r e  che c o o r d i n a t i o n  of h o s p i t a l  cost control 

programs wi t h  ocher fortes of regulation, such as c e r t i f i c a t e  of need review, 

and facility licansura.

As Hawaii continues its d e l i berations in chis field, the National 

Conference of State l e g i s l a t u r e s  w i l l  be pleased to provide assistance in this 

crucial oublic o olicv area.
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Fair payment systems, consid­
ered by many in the health care 
arena to be a most prom ising ap­
proach to hospita l cost containment, 
are rap id ly gaining support across 
the country. The systems, which 
determ ine hospita l re imbursement 
rates in advance fo r a ll payers—  
private as w e ll as government —  
seek to  provide strong financial 
incentives fo r  hospita ls to reduce 
unnecessary utilization o f  services 
and s low  down the rate o f  cost 
increases. A  num ber o f  states have 
adopted fa ir payment systems, and 
the movement is picking up 
momentum .

The Health  Insurance Associa­
tion o f  America (H IA A ) is seeking 
to increase pub lic awareness o f  " fa ir  
payment”  program s, which provide 
equitab le payment fo r a ll payers.
The message: fundamental re fo rm  
o f  the nation ’s hospita l reimburse­
ment system is essential in the quest 
to contain health care cost in flation.

  .......
r  ̂ v.’L *.’TV- ‘~'-' »  ..V'v

Health  care costs in the United 
States were $ 3 2 2  b illion  in 1982, 
exceeding 10 percent o f  the G ross 
Nationa l P roduct fo r  the first time in 
history.

The average cost o f  a day in  a 
sem i-private hospita l room  has risen 
dramatically, from  $91 in January, 
1977 to  $ 165  in January, 1982. And 
while the general rate o f  in fla tion in 
1982 was nearly 4  percent, daily 
hosp ita l charges rose by 13 percent.

A lthough the rate o f  increase in 
health care expenditures d ropped in 
9983, it is estimated that these costs

Fair 
Payment 
Systems

A Necessary Approach 
to Containing 
Hospital Costs

still rose twice as fast as the C on­
sum er Price Index.

As a result o f  these increases, 
annual health insurance prem iums 
have been rising to  keep pace w ith 
prices and use o f  services.

?3vi>o-5.-5 a c  a-rtfiV r:u~:vjirf i. Artoj
In  a m a jo r attempt to  m oderate 

hospita l cost in fla tion  fo r  the fede ia l 
sector, Congress enacted the Socia l 
Security Amendments o f  1983, 
changing the way that hospita ls are 
reimbursed fo r Medicare patients.

Under a new prospective pay­
ment system, hospita ls are reim ­
bursed on the basis o f  "d iagnosis- 
re lated groups" o r  D R G s . H osp ita l 
ra tes— but not physician fees— are 
pre-determ ined fo r  specific diag­
noses, regardless o f  the length o f  
stay o r  extent o f  services provided . 
F o r example, the standard Medicare 
price in Boulder, C o lo rado  is ap­
proxim ately $ 2 ,0 4 8  fo r  a medically 
treated back prob lem  and $ 1 7 ,9 8 9  
fo r  a kidney transplant.

The intent o f  the Medicare p ro ­
spective payment system is to  re­
duce the amount o f  money paid by 
the federal government fo r hospi­
ta lization. At the same time, the 
system is designed to give hospitals 
an incentive they have not had be­
fo re —  receipt o f  a financial reward 
when they are cost-effective. H osp i­
tals which operate be low  the pre-set 
D R G  level w ill p ro fit , while those 
w ith cost overruns w ill have to 
absorb the losses.

But in applying on ly  to Medicare 
patients, the prospective payment 
.system does little , i f  anything, to 
solve a serious deterrent to  health 
care cost conta inm ent— “ cost sh ift­
ing”  by hospita ls to private patients 
to offset their losses in treating 
government patients. An average 
hospita l b ill fo r  a private, non-gov- 
emment patient is nearly 13 percent 
higher as a resu lt o f  such a cost shift.

Under this new system, the gov­
ernment has redefined “ reasonable 
cost”  in such a way as to perm it 
government payments to  fa ll fu rther 
and fu rther be low  an adequate rate. 
Thus, hospita ls have been forced to 
raise charges to  private patients dis­
p roportionate ly  in o rd e r to meet 
their expenses. In addition , there is 
every indication that Medicare and 
Medicaid reimbursement rates are 
like ly to  tighten even m ore in thv 
future.

.The H IA A  has estimated the 
cost shift fo r 1983 at $ 7 .2  b illion , up 
$1 .4  b illion  from  1982. Current esti­
mates put the cost sh ift fo r  1984 at 
$8 .8  b illion . This cost shift, which 
many view as a “ hidden tax”  on  
health care, places an un fa ir burden 
on  private spctor patients.
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Under the new Medicare sys­
tem , states are encouraged to adopt 
their own hospita l cost containment 
program s, o r  “ fa ir payment”  sys­
tems. This does not mean that all 
charges fo r  the same services would 
be identical, but that rates w ould be 
set fairly, w ith any Medicare d if­
ferential cost-justified .

In o rd e r fo r a state to implement 
a fa ir payment system , the federal 
government must “ w aive" its usual 
reimbursement regulations, and a l­
low  Medicare and Medicaid pay­
ments to be governed by the state's 
cost containment p rogram , applica­
ble to a ll payers. Under federal law, 
the government may agree to forego 
its no rm al payment practices and 
participate in the p rog ram  if the 
system:

■ Applies to substantia lly a ll 
non-federa l, acute-care hospita ls :

■ Applies to  at least 7 5  percent 
o f  hospita l revenues in the state;

■ Treats payers, employees, and 
patients equitab ly;

■ W ill not resu lt in greater 
Medicare expenditures over a three- 
year period than w ou ld otherw ise 
have been made;

■ W ill not preclude H M O s 
from  negotiating directly w ith hosp i­
tals with respect to payment fo r in ­
patient hospita l services; and

■ Prohib its hospita ls from  b ill­
ing under Part B fo r  services ren­
dered to Medicare patients.

I f  the state meets six additiona l 
m inor criteria, the government must 
grant a waiver.

In such waiver states, the M edi­
care program  is guaranteed against 
undue cost increases. Congress has 
w ritten such a provision in to  the 
law. I f  the government finds that, 
over a three-year period , Medicare 
has paid more under the state sys­
tem than it w ou ld have paid w ithout 
such a system, it may reduce subse­
quent Medicare payments to  hospi­
tals under the system by that 
amount.

P roperly  designed fa ir payment 
systems can:

■ S low  the rate o f  increase in 
hospital costs;

■ Achieve equity o f  payment 
fo r  a ll payers o f  hosp ita l services;

■ Provide incentives f o r  hosp i­
tals to  reduce unnecessary u tiliza ­
tion o f  services;

■ A llow  hospita ls and th ird - 
party payers to budget their expend­
itures in advance; and

■ In fo rm  the pub lic  about hos­
pital costs, thereby fu rth e r p rom o t­
ing competition.

M ary land and New  Jersey have 
had fa ir payment systems fo r  a ll 
payers in place fo r several years; 
Massachusetts and New  Y o rk  estab­
lished cost containment program s in 
1985. Maine and West V irg in ia re­
cently passed legislation and w ill 
soon app ly fo r a Medicare waiver. 
W ashington State is continu ing to 
operate under a state hosp ita l cost 
comm ission, until an app lication fo r  
a waiver is drafted. In  Connecticut, 
a fa ir payment b ill has just been 
enacted in the state legislature.

The cost effectiveness o f  fa ir 
payment systems can be illu stra ted 
by comparing the sta t& of M ary land , 
which has such a system , and the 
neighboring state o f  Pennsylvania, 
which does not. **‘ -

tBetween 1976 (th e  year preced­
ing the im plem entation o f  the M ary­
land a ll-payer system ) and 1982 , 
payments fo r  hosp ita l care in that 
state rose fa r less than in Pennsyl­
vania o r  the nation as a w hole . O n a 
patient-day basis, the net patient 
revenue* in M ary land increased by
96 .5  percent, fa r low e r than the 
national increase o f  121.2 percent.
In  contrast, Pennsylvania ’s ra te  o f  
increase was 127.4 percent. (See 
Table I .)

The rate o f  increase in M ary­
land ’s gross patient revenue per ad­
m ission** a lso was w e ll be low  the 
nationa l rate and that o f  Pennsyl­
vania. W h ile  the nationa l rate was
133.5 percent and Pennsy lvan ia ’s 
155.8 percent, M ary land ’s was on ly
8 5 .5  percent. This is an indication o f  
how  private payers have been af­
fected by the cost sh ift phenom enon 
in Pennsylvania hospita ls. C on ­
versely, it speaks well fo r  the effec­

tiveness o f  M aryland's rate-setting 
comm ission. (See Table I I . )

To determ ine actual savings to 
Medicare under a fa ir payment sys­
tem , it is necessary to calculate 
whether Medicare spent more in a 
pa rticu la r state than it would have 
spent in the absence o f  a state 
program . Among the fou r states that 
have Medicare waivers, M aryland 
has accumulated the most mean­
ing fu l data.

D u ring  the first three years the 
Medicare waiver was in effect in 
M ary land , the Medicare program  
saved more than $52  m illion , and 
Medicaid saved almost $ 3 4  m illion . 
Notably, the Maryland waiver has 
been continually renewed since 
1977 on an experimental basis, and 
the state is now eligible to apply fo r 
a permanent waiver from  the H ealth  
Care Financing Adm inistration.

A  1981 survey o f  hospital execu­
tives conducted by the M aryland 
H ealth  Services Cost Review C om ­
m ission showed satisfaction w ith 
the state p rog ram : 82  percent said 
they believed that the M aryland p ro ­
spective payment system had been 
very o r somewhat effective in lim it­
ing the grow th o f  patient cost per 
adm ission.

[/The New Jersey Program
In  New  Jersey, where the state 

prospective payment system served 
as the m odel fo r the new Medicare 
D R G  reimbursement program , par­
ticipating hospita ls have reported 
cost increases a lm ost five percent 
low e r than the national average.

Sister Jane Frances Brady, presi­
dent and ch ie f executive officer at 
St. Joseph’s Hospita l and Medical 
Center in Paterson , New Jersey, to ld  
the H IA A  that w ithout the D R G  
system, the hospita l w ou ld have 
been forced to close.

“ D R G  has made us whole, and 
has enabled us to keep high quality 
care where it is most needed and to 
continue to  provide the greatest 
c linical fie ld experience a physician 
in train ing cou ld possibly have.

2
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* b b k  Ii Peroeot Chanfo in Community Hospital Indicators—  
Maryland, Pennsylvania and the United States, 1976*1982

£ Net Patient Revenue/Adjusted1 Patient Day

1978-79 

1979 80

I9M I 81 
198182

1970-82 96.5 127.4 121.2

76-77 77-78 78-79 7 9 -8 0  80 -81  81-82

'Adjusted Patient Days include u factor for outpatient utilization.
Source American Hospital Association

Table 11
G ross Inpatient Revenue/Admission

% Change % Change % Change

1976-77 8.6 15.7 14.7 22

1977-78 8.0 15.7 13.1 20 Pennsylvania

1978-79 12.0 13.0 13.0 18

1979-80 9.9 _: 15.8 14.0 16

1980-81 r . r 19.2 17.9 14

1981-82 132T " ”  22.5 18.4 12

10

1976-82
esea*ii
:'5*’̂ i 3 5 . 8  '■ 133.5 Marylund

76 -77  77 -78  78-79 7 9 -8 0  80 -81  81 -82
Source: American Hospital Association

“ We feel that D R G  holds the 
greatest potential o f  any system yet 
on the scene to  contain costs. There 
still are refinements to  be made in 
the system. But basically it ’s w o rk ­
ing— dollars are fo llow ing  intensity 
o f illness, costs are being held down, 
and we are a ll managing as we never 
had to manage b e fo re— seeking 
innovative ways to  cut costs and to 
provide services in a less expensive 
manner w ithout impairing quality o f  
care,”  she said.

0 fh e  New York and 
Massachusetts Programs

Ray Sweeney, d irector o f  the 
O ffice o f  Health Systems M anage­
ment in New York, exp la ined that 
while it is too  early to have concrete 
financial in form ation on the state's 
fa ir payment system, “ the general 
consensus is that th e . . .  system  has 
had a positive impact on  facilities.

“ Even some o f the largest de­
tractors o f  th e . . .  system p r io r  to its

im plem entation now  seem to be 
jo in ting  to  its v irtues— stability and 
predictability over a three-year 
je riod .

“ W h ile  facilities with significant 
inancia l troub les remain, the 
num ber has been reduced, and a ll 
facilities have benefitted from  the 
-'\istcnce o f  funding pools to offset 
I he cost o f  bad debts and charity 
cure.”  he said.

Pre lim inary figures in Mas­
sachusetts show that the all-payer 
system has slowed the inflation o f  
costs from  15 percent in fiscal 1982 
tv' 8 .8  percent in fiscal 1985. accord­
ing to  the Massachusetts Hospital 
Association.

O th e r Study Findings
The Adm in istration ’s Private 

Sector Survey on Cost Control, con­
ducted by business leaders to review  
government operations and recom ­
mend cost saving measures, shows 
that states w ith some form  o f  p ro ­
spective reimbursement fo r all 
payers between 1976 and 1980 ex­
perienced a significantly lower rate 
o f  increase in hospital costs than 
states w ithout such systems. Its task 
force report fu rther recommends 
that states implement prospective 
payment systems fo r  a ll payers, p r i­
vate as w ell as government.

A  study undertaken by Abt A s­
sociates a lso  furnishes data show ing 
that a ll-payer prospective payment 
systems can be effective in con tro l­
ling  the rate o f  increase o f  hospita l 
costs fo r  a ll patients.

In  states where such programs 
have been implemented, the report 
points out, rates o f  increase in hosp i­
tal expenses per adm ission have 
been reduced by 2 to 6 percent each 
year. In response to fears that p ro ­
spective reimbursement w ill lead to 
large operating deficits fo r hospita ls, 
the report notes that evidence “ ind i­
cates that such fears are un founded .’

Finally, it shou ld be noted that 
while states with fa ir payment sys­
tems have slowed the rate o f  hospi­
tal cost escalation, there is no 
evidence that either quality o f  care 
o r patients’ access to  appropriate 
services has declined .-

5
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No single fa ir payment model 

best suits every com m unity ’s needs. 
W hile D RG -based  program s may be 
suitable fo r  som e states, different 
systems may w o rk  better fo r  others. 
Therefore, each state shou ld adopt a 
fa ir payment system tailored to its 
own requirements. A single federally 
controlled a ll-p aye r system simply is 
n» . in the best interest o f  the health 
care system and its patients.

Based on  the experience o f 
states that a lready have fa ir payment 
systems, and on  research and con­
sultation w ith experts in the field, 
the fo llow ing  elements shou ld be 
incorporated in to  any state 
program :

1. A state system o f  review' o f  
hospital prices and revenues that is 
prospective in nature;

2. Equitab le ( fa ir ) payment fo r  
a ll payers, regard less o f  the third 
party payer (p riva te  o r  government) 
involved;

3. Incentives fo r  efficient man­
agement and penalties fo r  inefficient 
management;

4. Reasonable standards o f  re­
view  that are based on un ifo rm  
in form ation  and include prices and 
patient vo lum e;

5. Management by a body that is 
ob jective and accountable to the 
public, and implementation and en­
forcement o f  the system by an ex­
pert professional staff;

6. Assurance that hosp ita ls are 
financed to the extent that the pub­
lic has ready access to  quality health 
care; and

7. A coordinated cost con­
tainment program ensured by an 
approva l process that has a fo rm a l 
connection with the p lann ing and 
certificate-of-necd process.

A Federa l System?
Certainly, state systems are 

p re ferab le , because they can be 
un iquely suited to the needs o f  each 
state. However, the H IA A  w ou ld  
support federal legislation that en­
courages the development o f  state 
fa ir payment systems. To tliis end, 
the association advocates legislation 
that provides a residual federa l sys­

tem o f  prospective pricing fo r a ll 
payers in states that do not adopt 
their own systems w ithin fou r years 
o f  the effective date o f  the measure.

Enactment o f  the Medicare p ro ­
spective payment legislation has 
paved the way fo r fa ir payment 
systems at the state level. The hosp i­
tal management incentives created 
by this legislation are effective on ly i f  
applied to a ll patients.

Fair payment is not a panacea —  
there is no single so lution to the 
health care in ila iion problem . But it 
constitutes a m ajor step in the right 
direction. Through fa ir payment sys­
tems, positive results can be 
achieved in bringing the nation's 
health care costs under control.

*Payments actually received by hospitals 
after deductions fo r contractual a l­
lowances, bad debts, charity care and 
other free care rendered by hospitals.

* *Billed charges before any deductions.
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C U R R E N T  D E V E L O P M E N T S  IN  P R O S P E C T IV E  R E IM B IJ R S E -  
M K N T  S Y S T E M S  F O R  F IN A N C IN G  H O S P IT A L  C A R E  '

E X E C U T IV E  S U M M A R Y
S ta te  ra te sc tt in g  p rog ram s have , a t le a s t in som e cases, been e f­

fec tive in reduc ing  th e  ra te  o f  g row th  in h osp ita l e xp end itu re s . F o r  
exam p le , th e  n a tio n a l g row th  in a ve rag e  a n n u a l per cap ita  h osp ita l 
costs between 1976 and 1980 was 13.8 p e rcen t p e r ye,, r. In  c on tra s t , 
seven S ta te s  w ith  m an d a to ry  ra te se ttin g  p ro g ram s  ha 1 :>n ave rag e  
a n n u a l p e r cap ita  in c rea se  o f  10.5 p e rc en t— a 25-pe rcen t redu c tion  
in the ra te  o f  inc rease .

These S ta te s  and  th e i r  a n n u a l a ve rag e  ra te s  o f  in c rease  in pe r 
cap ita  h osp ita l costs betw een 1976 and 1980 inc lude : C onnecticu t.
11.2 percen t; M a ry la n d , 13.2 p e rcen t; M assachuse tts , 11.4 percen t; 
N ew  Je rse y , 11.8 p e rcen t; N ew  Y o rk , 9.1 p e rcen t; W ash ing ton , 10.9 
percen t; W iscon sin , 12.5 p e rc e n t.2

A m a jo r ity  o f  S ta te s  now have  p rospec tive  paym en t system s fo r 
a t le a s t one  p aye r in  o p e ra t io n . U s in g  such devices as revenue  
caps, ra te  and  budget rev iew , D R G ’s, p rice  com petition , and p r i ­
m a ry  ca re  n e tw o rk s , S ta te  g o ve rnm en ts  a re  a c tiv e ly  seek in g  re a ­
sonab le  and  a ffo rd a b le  p rices fo r  h osp ita l ca re .

T he  trend  tow ard  p rospec tive  p aym en t system s inc ludes a ’ 'a ri- 
e ty  o f  new and c re a tiv e  S ta te  and  lo ca l p ro g ram s  deve loped , and in 
som e cases im p lem en ted  o v e r th e  la s t y e a r . L ead ing  e xam p le s  o f 
these inn ova tiv e  app roaches to  h osp ita l cost c on ta inm en t inc lude .

— Arizona. U n d e r th e  A riz o n a  h e a lth  c a re  cost-con ta inm en t 
sy stem — A H C C C S  (p ron ounced  "A C C E S S " )— the S ta le  and 
p a rtic ip a tin g  p r iv a te  em p loy e rs  use a b ro k e r  to c on tra c t w ith  
case m an age rs  to  p rov id e  c a re  on a p repa id , p e r cap ita  basii

— Califo rn ia . T h e  S ta te  n ego tia tes w ith  each hosp ita l w illin g  to 
t re a t m ed ica id  p a tie n ts  and then  signs con trac ts  w ith  those 
h osp ita ls  th a t m ee t M ed i-C a l re q u irem en ts  fo r ca re  a t  the 
low est p rice . A ls o , p r iv a te  th ird -p a r ty  p a y e rs  a re  au th o rized  
to  con tra c t w ith  "p re fe r re d  p ro v id e rs ” — hosp ita ls  and ph ysi­
c ian s— a t a d iscoun ted  ra te  and  to o f fe r  p o lic yh o ld e rs  s ig n ifi­
c an t reduc tion s in p rem ium s i f  the in su red  choose to rece ive 
a l l c a re  th rou g h  con trac ted  p rov id e rs .

— Massachusetts. In  le g is la tio n  enacted in 1983, a revenu e  "c a p " 
is p laced on each h osp ita l th a t lim its  the am oun t o f  rev enu e  to 
be paid to th e  h o sp ita l o v e r a fisca l y e a r . In  add ition , th e  a l-

1 P repared by  Donald L  Z im m erm an . Ph D . fo r th e  In te rg o ve rnm en ta l H ea lth  P o licy  P ro jec t. 
Ceora*** W uah in tfton U n iv e rs ity  R ich a rd  K M-- ratt, d ire c to r Th*** papc; • ij'n ifirt n tly  rev •**».. u p  
d a le s , and i n lnrajes h d un e  19h tepo rt p repn rM  bv th e  u ta ff of th e  hu tx  u in in ilte e  on 
H ea lth . S enate  F in an ce  C om m ittee  Iw i ih  uHsi.stance of J n iie t IV *n ice  L undy  and (.‘le a n  M .irk u s  
o f th e  C ongressiona l Ri*search S e rv ic e i. e n t it le d , ’ P ro sp ec tive  R e im bursem en t o l Hosm tal.s ."

* These  e s tim a te s o f iiro t'rnm  effect iv t .pie- nri ru fcu ln le ir i*  mad** by  l(*F I n c .  from  cen sus
da Lu mad* .♦vail*1 Ion* I '1**.?
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low ab le  p ro jected inc rease  in  h osp ita l revenues w ill be reduced 
by 7 .5 pe rcen t o v e r the  n ex t 6 y ea rs .

—New York. In  1983, th e  S ta te  enacted a to ta l revenue cap on 
each hosp ita l and c rea ted  com m on “ p oo ls " o f  th ird -p a rty  funds 
to re im bu rse  h osp ita ls  th a t  a re  fin a n c ia lly  s tra in ed  by p a tien t 
bad debt and  c h a rity  ca re .

In  lig h t o f  the in c reas ing  com m itm en t o f  S ta te  g ove rnm en ts  to 
new cost-con ta inm en t s tra te g ie s , s e v e ra l question s a re  ra ised :

— Do these p rog ram s m a in ta in  an  a p p ro p ria te  ba lance  betw een 
reduced costs and q u a lity  o f  c a re ? .

— A re  successfu l S ta te  p rog ram s  t ra n s fe ra b le  to o th e r S ta tes?
— A re  these p rog ram s a p p ro p r ia te  m ode ls  fc r  a n a t io n a l " a l l ­

p a y e r"  system ?
— W ha t is th e  im pact o f  h o sp ita l ra te se ttin g  p rog ram s on ph ys i­

c ians and o th e r  p rov id e rs?
— W ha t is the  fisca l im pact o f  h o sp ita l ra te se ttin g  o r  o th e r seg­

m en ts o f  the  h e a lth  econom y?
These questions a re  n o t e a s i ly  answ ered . B u t because o f  im m ed i­

a te  fisca l p ressu res , an in c reas ing  n um be r o f  S ta te s  a re  op e ra tin g  
and deve lop ing  paym en t system s th a t seek to e s tab lish  a fixed  p u r­
chase price fo r  hosp ita l serv ices. T h is  pap e r p resen ts a fram ew o rk  
fo r  unde rs tand ing  the m any  d if fe re n t  S ta te  p rospective  system s 
now in op e ra tion . In  add ition , a n um b e r o f  key  S ta te  system s a re  
described and recen t inn ova tion s  a re  review ed .

A . IN T R O D U C T IO N
Since the  m id -19 (i0 ’s, h o sp ita l cost inc reases have c on s is ten t ly  

ou tpaced the  C on sum e r P ric e  Ind ex  (C P I) , r is in g  a t on  ave rage  
a n n u a l ra te  o f  13 percen t. F rom  1965 to 1981, e xp end itu re s  fo r  hos­
p ita l c a re  g rew  by ro u g h ly  7 50  pe rcen t (from  $14 to $118 b illio n ) . In  
1965, the  ave rage  cost o f  a  d ay  o f  h o sp ita l c a re  was $41; by 1981, 
th a t cost had reached $229 . D u rin g  1982, w hen th e  ra te  o f  in f la t io n  
was o n ly  5 pe rcen t, h o sp ita l costs g rew  m o re  th an  tw ice th a t fast.

In  response to d ram a tic  cost inc reases, m an y  p o lic ym ake rs  have 
proposed a v a r ie ty  o f  cost-con ta inm en t s tra teg ie s . Such in it ia t iv e s  
nave t ra d it io n a lly  ta rge ted  redu c tion s in e lig ib i lity , re s tr ic t io n  o f  
serv ices, increased copaym en ts and  deductib les , and pee r u t i liz a ­
tion  rev iew . A lth ou gh  these e ffo r ts  to  c o n tro l costs have  had some 
sh o rt-te rm  success, th e ir  c um u la t iv e  im pact has c rea ted  o n ly  m in o r 
dev ia tion s  in the o v e ra ll ra te  o f  in c rease  fo r  h o sp ita l costs,

W h ile  th e re  a re  a n um be r o f  fa c to rs  th a t c on trib u te  to  the 
upw ard  s p ira l o f  h o sp ita l costs, th e  p r im a ry  m echan ism  d riv in g  
hosp ita l e xp end itu re s  is the cost-based retrospective reimbursement 
methodology used h is to r ic a lly  by the  pub lic  and p riv a te  secto rs to 
pay fo r  h o sp ita l serv ices. R ecogn iz ing  th e  in h e re n t ly  in f la t io n a ry  
n a tu re  o f  re tro spec tive  re im b u rsem en t, m an y  p rog ram s have been 
adop ted to  a lt e r  the  basic m ethod  fo r  pay ing  fo r  h osp ita l c a re  by 
rep la c in g  it w ith  a lte rn a t iv e  prospective reimbursement systems.

G en e ric a lly , p rospective re im b u rs em en t system s m ove the  focus 
o f  p ric in g  pow er from  in d iv id u a l h o sp ita ls  to  an  e x te rn a l a u th o r ity  
th a t es tab lish es fix e d -d o lla r  lim its  fo r  paym en ts to  hosp ita ls . These 
d o l la r  lim its  a re  es tab lish ed  p r io r  to th e  tim e  pe riod  in which the 
ca re  is a c tu a lly  p rov ided , fo rc in g  h o sp ita ls  to con ta in  costs w ith in  
th e  fisca l c on s tra in ts  o f  the se t p rice .

T he  in trod u c tion  o f  fixed  p rospec tive  p aym en t ra te s  seve rs  the  
d ire c t lin k  which ex is ts  in re tro sp ec tiv e  re im bu rsem en t between 
the  cost o f  se rv ices p rov ided  to pa tien ts  by a hosp ita l and the 
am ou n t paid to  the h osp ita l by th ird -p a rty  paye rs . U n d e r a fixed- 
ra te  p rog ram , i f  a h o sp ita l's  costs exceed th e  estab lished  paym en t 
ra te s , the  h osp ita l w ill face a re a l d o l la r  loss. T h e  p oss ib ility  o f  
noncom pensated  ca re  thu s c rea te s  an  incen tiv e  fo r  hosp ita ls  to  be 
m ore  cost conscious and e ffic ien t.

A p r im a ry  e xam p le  o f  a p rospec tive  p aym en t s tra teg y  is the 
recen t F ed e ra l decision to in trod u ce  fixed  d o l la r  ra te s  fo r d if fe re n t 
types o f  d iagnostic re la te d  g rou p s (D R G ’s) in th e  m ed icare p ro ­
g ram . B u t the p rice c o n s tra in t im posed on  m ed ica re  costs w ill no t, 
a lon e , re so lv e  the o v e ra ll p rob lem  o f  h o sp ita l cost increases.

W ith  o n ly  m ed ica re  re im b u rsem en t u n de r a fixed -p rice  p rospec­
tive system , h osp ita ls  m ay  s h ift  the m ed ica re  revenue  costs th a t 
exceed th e ir  o th e r paye rs . T h is  p oss ib ility  is s ig n ific an t ly  reduced 
in m any S ta te s  by new ,.nd  im p o rta n t app roaches to the  fu l l con ­
ta inm en t o f  h osp ita l costs.



B. O V E R V IE W  O F  P R O S P E C T IV E  R E IM B U R S E M E N T  S Y S T E M S
1. B a c k g r o u n d

T he  fac to rs  im p e llin g  th e  c re a tion  o f  p rospective paym en t p ro ­
g ram s have  v a ried  a lm o s t as m uch as the  system s them se lves. 
Som e p rog ram s w ere the re s u lt  o f  u n b rid led  increases in medicaid 
budgets and  dw ind lin g  S ta te  revenues ; o th e rs  w e re  in flu enced  by 
a la rm in g  inc reases in h e a lth  in su ran ce  p rem ium s and h ikes in em ­
p lo y e r c on trib u tion s  fo r  em p loyee  bene fits ; in s t i l l  o th e rs , the  g row ­
ing  tide o f  cost sh ift in g  am ong  th ird -p a rty  paye rs  was im p o rta n t ; 
and , in a  few , the  th re a t  o f  B lu e  C ross in so lvency  was pa ram oun t. 
C u tt in g  across these fo rces , how ever, w ere som e s ig n ific an t m od ifi­
ca tion s in F ed e ra l p o licy  w h ich  foste red  exp e rim en ts  and dem on ­
s tra t io n s  w ith  p rospective re im bu rsem en t.

As e a r ly  as 19(37, C ong ress a u th o rized  p aym en t e xp e rim en ts  to 
sea rch  fo r  s tra teg ie s  to con ta in  h osp ita l costs; how ever, v e ry  few a l­
te rn a t iv e  e xp e rim en ts  evo lved . In  1972, Cong ress expanded H E W ’s 
a u th o r ity  to  e xp e rim en t w ith  p rospective and o th e r a lte rn a t iv e  re ­
im bu rsem en t system s fo r  m ed ica re  and m edicaid . U n d e r th is  au ­
th o r ity , H E W  prov ided  d eve lopm en t ,d d em on stra tion  funds to 
test th e  e ffic iency  and  e ffec tiveness oi a  n um be r o f  a lte rn a tiv e s . In  
1974 and 1978, H E W  suppo rted  e v a lu a tio n s  o f  se ve ra l such sys­
tem s. M o reove r, in 1974, as p a rt  o f  the  N a t io n a l H e a lth  P la n n in g  
Act, C ong ress re a ff irm ed  its in te re s t in p rospective re im bu rsem en t 
and  funded six S ta te  h osp ita l ra te se tt in g  d em on stra tion  p rog ram s.

H ence , by the end o f  197(3, ab ou t 20 p rospective re im bu rsem en t 
system s w ere unde rw ay , m ost o f  wh ich w ere in it ia ted  and adm in is ­
te red  by B lu e  C ross p lan s  o r  h osp ita l assoc ia tions . E leven  p ro ­
g ram s , how ever, w ere  the  re s u lt  o f  S ta te  le g is la tio n . In  3 o f  the  11 
S ta te - leg is la ted  p rog ram s , com m iss ions w ere c rea ted  to p e rfo rm  the 
ra te se ttin g  fu n c tion ; in the rem a in in g  S ta te s , the  a u th o r ity  rested 
w ith  a pub lic  agency , u s u a lly  th e  h e a lth  d ep a rtm en t.

T h e  O m n ibu s Budget R econ c ilia tio n  A ct o f  1981 (section 2173 ) en ­
couraged S ta te  d eve lopm en t o f  p rospective  p aym en t system s. T h is  
key section a llow s S ta te s  to rep lace  m ed ica id  re im bu rsem en t sys­
tem s based on re tro spec tiv e  cost-based m ed ica re  p rin c ip le s  w ith 
system s th a t set ra te s  adequate  to m eet the  cost o f  "e ff ic ie n t ly  and 
e con om ica lly  ope ra ted  fa c i lit ie s .”

B y  th e  sum m e r o f  1983, p rospective ra te se tt in g  p rog ram s w ere  in 
op e ra tion  in 2(! S ta te s— a ll a im ed  a t e s tab lish in g  a reasonab le  price 
fo r  q u a lity  h osp ita l ca re .

C u rre n t S ta te  e ffo r ts  to c on tro l h o sp ita l costs th rough  prospec- 
t iv e ly  d e te rm ined  ra te s  and paym en ts com p rise  a m osaic o f s t ra te ­
gies and p rog ram  designs.

i

2 . T h e  B a s ic  F r a m e w o r k  o f  S t a t e  P r o g r a m s

(A )  TYPE OF ADMINISTRATIVE BODY RESPONSIBLE FOR THE PROGRAM
T h e re  is con s id e rab le  v a ria t io n  in the  d e fin it io n  o f  the “ e x te rn a l 

a u th o r i t y "  re spons ib le  fo r  o p e ra tin g  the  p rospec tive  ra te se ttin g  
p rog ram . K e y  v a ria t io n s  in c lude : (1 ) H ow  the  a u th o r ity  is e s tab ­
lish ed— it m igh t be c rea ted  by specific le g is la tiv e  ac tion , independ ­
en t ac tiv it ie s  o f  p r iv a te  in su re rs , loca l d ec is ionm ak in g  bodies, o r  co­
a lit io n s  o f  business, la b o r , and c on sum e r g roups ; (2 ) how  the  a u ­
th o r ity  is o rg an ized— it m ay ta ke  the  fo rm  o f  a  tem p o ra ry  o r  p e r­
m an en t com m iss ion , g ove rnm en t agency, c om m un ity  boa rd , o r  in 
one p a r t ic u la r  case, a  le g is la t iv e ly  m anda ted  o ffic e  o f  n e a lth  c a re  
n ego tia tion s led by a  " c z a r" ; and  (3 ) how the a u th o r i ty  is s ta ffe d —  
it m ay inc lude v o lu n te e r rep re sen ta tiv e s  o f  a l l  in vo lved  p a rtie s , a 
fu ll- t im e  p ro fe ss ion a l s t a f f  re c ru ited  from  the  p r iv a te  secto r, o r  a 
re o rg an ized  com ponen t o f  a s tand in g  S ta te  a dm in is t ra t iv e  un it.

(B )  TYPES OF RISKS AND INCENTIVES INTRODUCED
A fu n d am en ta l goa l o f  a  p rospec tive  re im bu rsem en t system  is to 

com pel h osp ita ls  to  b ea r a g re a te r  deg ree o f  fin a n c ia l r is k  th an  
th a t encoun te red  w hen paid on  a re tro spec tiv e  cost o r  cha rg e  basis. 
T he  basic " r i s k ”  c rea ted  by p rospective p aym en t system s forces 
h osp ita ls  to  p rov id e  c a re  a t a p re v io u s ly  ag reed -upon price . T he  
hosp ita l is " a t - r is k "  fo r  a l l costs exceed ing  the  es tab lish ed  p rice . 
T h is  type o f  r is k  c rea tes  the  incen tive  fo r  h o sp ita l m anage rs  con­
cerned  w ith  the^ fiscal so lvency o f  th e ir  h o sp ita ls  to im p lem en t new 
"cos t consc ious" m ed ica l and a dm in is t ra t iv e  p rac tices th a t in su re  
adequate  p aym en t fo r  th e  se rv ices rend e red  to the  p a tien t.

In  add ition  to such nega tive  in cen tives, m any  p rospective p ay ­
m en t p rog ram s use positive  incen tives to  encou rage cost c on ta in ­
m en t. O ne  o f  th e  m ost basic incen tives p e rm its  in s t itu t ion s  to 
re ta in , as  p ro fit , som e o r  a l l  o f  a n y  d o l la r  d iffe ren ce  betw een in ­
cu rred  costs th a t a re  less th a n  the p rospective p a ym en t am oun ts . 
Such an  incen tive  m ay  no t a lw ays c on trib u te  su ccess fu lly  to cost 
c on ta inm en t in system s th a t base fu tu re  p aym en t d e te rm in a tio n s  
on the p re sen t cost expe rience . I t  is qu ite  possib le th a t hosp ita ls  
m ay be encou raged to keep th e ir  expenses as c lose to the p rospec­
tive  ra te  as possib le in  o rd e r to p re se rve  a  h igh base from  which 
an y  c a lc u la t io n s  a re  made.

<C> MANDATORY VERSUS VOLUNTARY HOSPITAL PARTICIPATION
Som e stud ies o f  p rospective  p aym en t system s suggest th a t m an ­

d a to ry  p a rtic ip a tion  by h osp ita ls  is an  essen tia l in g red ie n t o f  an  e f­
fective system . M an d a to ry  p rog ram s a re  those w ith  leg a l a u th o r ity  
to re q u ire  h o sp ita ls ’ p a rtic ip a tion  and to fo rce h o sp ita ls  to com p ly 
w ith  p rog ram  ru lin g s . P rospec tive  system s m ay be m ade m anda ­
to ry  by s ta tu te  fo r  a l l  th ird -p a rty  pu rchase rs  o f  c a re  to c rea te  an 
a ll-p a y e rs  system . A lte rn a t iv e ly , th e  m an d a to ry  n a tu re  o f  the  p ro ­
g ram  r. ay  ex tend  o n ly  to  se rv ices re im bu rsed  by specific g o v e rn ­
m en ta l p rog ram s o f  p riv a te  th ird -p a rty  pu rchase rs . V o lu n ta ry  p ro ­
g ram s a re  those in which e ith e r hosp ita l p a rtic ip a tion  o r  c om p li­
ance o r both , is le ft to rhe d i- ret'-m  o f  .!»•.- 'n - i ih i ’.u  .,s R r.'i. m n
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d a to ry  and v o lu n ta ry  p rog ram s m ay app ly  to one, m u lt ip le , o r  a l l 
payers .

(D ) STRINGENCY OK THE PAYMENT RATES
A s tr in g en t ra te  is one th a t requ ire s  h osp ita l m anagem en t to ex ­

erc ise  cons ide rab le  sk iP  and op e ra tin g  e ffic iency  to p rov id e  serv ices 
a t the  estab lished  price . S ince h osp ita ls  th a t fa i l to keep  costs 
u nde r th e ir  p rice a re  lik e ly  to face fin an c ia l d iffic u lt ie s , ra te s  set 
too low  can ra ise  specia l p rob lem s.

Cost sh ift in g  to o th e r  th ird -p a rty  paye rs  is a p o ten tia l conse­
quence when few er th an  a l l th ird -p a rty  paye rs  a re  in vo lv ed . In  s it­
u a tion s w here  on ly  one  th ird -p a rty  p aye r has estab lished  a fixed- 
ra te  p aym en t p rog ram , h osp ita ls  m ay find  it advan tageous to  sh ift  
costs in excess o f  the fixed am oun t to o th e r paye rs . Because o f  d if­
fe re n t fin an c ia l requ irem en ts  o f  d if fe re n t  types o f  h o sp ita ls  (i.e ., 
p ro fit , teach ing , com m un ity , pub lic ), th e  p o ten tia l fo r  s h ift in g  o f  
costs is g rea te s t in h osp ita ls  w ith  s ig n ific an t revenues from  a  v a r i­
e ty  o f  th ird -p a rty  payers . In  c on tra s t , f in a n c ia lly  m a rg in a l hosp i­
ta ls  and hosp ita ls  th a t se rve  a  high p rop o rtio n  o f  p u b lic ly  financed 
b ene fic ia rie s  and  un in su red  pa tien ts  m ay re q u ire  specia l a llow ­
ances i f  th ey  a re  to con tin ue  p rov id ing  care .

(E )  EQUITY OF THE SYSTEM
A key ch a ra c te ris tic  o f d if fe re n t p rospective paym en t system s is 

the m ethod used to equ itab ly  b a lance  the to ta l agg regate  d o lla r  
am oun t to  be paid to hosp ita ls  o v e r the  nex t fisca l te rm  w ith  the  
p a r t ic u la r  fin an c ia l s tra in s  a g iven  hosp ita l m ay expe rien ce  as a 
re su lt o f  the  im pact o f  cost-re la ted  fa c to rs  ou t o f  the hosp ita l's  
d irec t c on tro l. F o r  exam p le , specific h osp ita ls  m ay be faced w ith  an  
unexpected and d ram a tic  inc rease  in the ra te  and  incidence o f  a 
specific type o f  illn e ss  th rou gh  an  ep idem ic . O r  a fin a n c ia lly  d is­
tressed u rb an  hosp ita l se rv in g  a  d isp rop o rtion a te  num be r o f  pub lic ­
ly  supported  pa tien ts  m ay re q u ire  spec ia l assistance to in su re  ade­
quate b en e fic ia ry  access. A  reg ion a l teach ing  fa c ility  m ay re q u ire  
add itio n a l su p p lem en ta ry  funds to con tinue  p rov id ing  m ed ica l edu ­
cation .

M ethods fo r  d e te rm in in g  the le g it im a te  c r ite r ia  fo r  d if fe re n t ia t ­
ing the am oun t to be paid to d if fe re n t h osp ita ls  in a fa i r  and equ i­
tab le  fash ion  a re  qu ite  va ried . E xam p le s  inc lude : (a ) S e ttin g  d i f fe r ­
en t ra te s  fo r  d iffe re n t g roups o f  h osp ita ls  sh a rin g  s im i la r  c h a ra c ­
te ris tics ; (b ) au th o riz in g  add itio n a l p aym en ts to a h osp ita l p rov id ­
ing ca re  to  pa tien ts  re q u irin g  e x t ra o rd in a ry  and u n u su a lly  expen ­
sive ca re ; and (c) c rea tin g  a d o lla r  pool above the p rospective ra te  
th a t can be used to pay fo r specia l costs in cu rred  by a given hosp i­
ta l because o f  “ specia l c ircum stances .”

3 . P r o s p e c t iv e  P a y m e n t  M e c h a n is m s

A t the  h e a rt o f  each a lte rn a t iv e  p rospective p aym en t system  is 
the m echan ism  fo r d e te rm in ing  the ac tu a l d o lla rs  to be spen t fo r 
hosp ita l serv ices. A t a m in im um , a tten tion  m ust be g iven to  the 
fo llow ing  components- (a ) D e te rm in a tio n  o f  the  un it o f  p ■* -nent 'b)

scope o f  re venu e  sub jec t to th e  perspective system ; (c) e s tab lish ing  
the  ra te ; and  (d) rev iew ing  and  m od ify ing  estab lished  ru le .

(A ) d e t e r m i n a t i o n  o f  t h e  u n i t  o f  p a y m e n t

P rospec tive  paym en ts a re  m ade on the basis o f  h osp ita l cost p e r­
fo rm an ce  as m easu red  by specific  un its  o f  paym en t, wh ich m ay in ­
c lude the to ta l h o sp ita l budget, s ep a ra te  d ep a rtm en t budgets, 
d irec t m ed ica l and in d ire c t a dm in is t ra t iv e  costs, a c tu a r ia lly  de­
fined costs p e r subpopu la tion , type o f  d iagnosis , leng th  o f  s tay , 
ave rage  p e r d iem  costs, and  un its  o f  se rv ice  produced . D if fe re n t  
un its  o f  paym en t can p roduce d iffe re n t k ind s o f  hosp ita l responses 
in o rd e r to keep  costs be low  th e  p rospective paym en t ra tes . F o r ex ­
am p le . p rospective system s th a t c o n tro l a h o sp ita l’s to ta l revenues, 
ra th e r  th an  e s tab lish  p e r d iem  o r  p e r case paym en t ra te s , c rea te  
less incen tive  fo r the  h o sp ita l to t ry  to c ircum ven t the cost-con tro l 
system  by in c reas ing  adm iss ion s o r  leng th s  o f  s tay . P a ym en t un its  
based on pe r case, p e r d iem , o r  specific se rv ices a re  a l l  open to c ir ­
cum ven tion  by inc reases in v o lum e . In  add ition , i f  such un its  a re  
used, ex ten s ive  u tiliz a t io n  c on tro ls  m ay be necessary in o rd e r to 
in su re  th a t o n ly  th e  needed q u an tity  o f  ca re  is p rov ided . T h e  use o f  
to ta l revenue caps o r  cap ita ted  re im bu rsem en t s tra teg ie s  m ay m o­
tiv a te  h osp ita ls  to reduce th e  q u an tity  (adm iss ions and pa tien t 

, days) and  the  u n it costs o f  se rv ices (th rou g h  changes in case m ix o r  
reduc tions in scope o f  se rv ice ).

(R )  SCOPE OF REVENUE SUBJECT TO THE PROSPECTIVE SYSTEM
M uch o f  th e  d iscussion abou t p rospective paym en t system s focus­

es on  the  scope o f  the revenues sub jec t to the  incen tives conta ined 
in such system s. As a g en e ra l ru le , a ll-p a y e r system s th a t prospec- 
tiv e ly  d e te rm in e  a l l  h o sp ita l re venu e  w ill have a m ore  s ign ifican t 
im pact on h osp ita l e xp end itu re s  th an  s ing le  o r  p a r t ia l p aye r p ro ­
g ram s, because th e  g re a te r p ro p o rtio n  o f  hosp ita l revenues con ­
tro lle d , the  m o re  th e  cost-con ta inm en t po ten tia l o f  the p rospective 
system  is inc reased . A  com m on fe a r expressed abou t such u n i la te r ­
a l p aym en t system s is th a t a  c en tra lized  re g u la to ry  en v iro nm en t 
m ay be c rea ted  th a t m ay  no t recogn ize the  leg it im a te  fisca l needs 
o f  h o sp ita ls  fo r  m eeting  fu tu re  contingenc ies such as the pu rchase 
price o f  new techno logy , inc reased  dem ands by physic ians, and re ­
quests to c rea te  new com m un ity  "o u tre a c h "  p rog ram s.

(C ) ESTABLISHING THE RATE
One o f  the basic com ponen ts o f  a p rospective re im bu rsem en t p ro ­

g ram  is the m ethod used fo r  e s tab lish in g  the  ac tua l ra te  to  be paid 
fo r  h osp ita l care .

A lth ou gh  th e re  a re  a v a r ie ty  o f  p rac tica l m ethods c u r re n t ly  used, 
fo u r g en e ra l m ethods can be id en tified . Direct negotiation ty p ic a lly  
invo lves d ire c t con tac t betw een the  ra te se ttin g  o rg an iza tion  and 
e ith e r in d iv id u a l h osp ita ls  o r  th e ir  c o llec tive  rep resen ta tives . In  
g en e ra l, h o sp ita ls  p re sen t th e ir  fin an c ia l requ irem en ts  and ra tese t- 
te rs  ch a llen g e  these needs on th e  basis o f  designated ta rg e t rates. 
Biirg.->»iinp over naym en t am ou n t0 o ften  n ro v d e s  I hi- opp o rtu n itv

7



fo r  the  ra te se tte rs  to cons ide r the c ircum stances and requ irem en ts  
o f in d iv id u a l fac ilitie s .

The nego tia tion  app . ->ach can requ ire  ex tens ive  adm in is t ra tiv e  
e ffo r t  w hen app lied  to la rg e  num bers o f  in s titu tion s  o r  to w ide ly 
d ive rse  hosp ita l fac ilit ie s . T he  re la t iv e  s k i lls  o f  the re sp ec ti\e  ra te - 
se tte rs , ra th e r  th an  c le a r  ob jec tive fac to rs , can a lso  p lay  a m a jo r 
ro le  in d e te rm in in g  the ac tu a l p rices paid.

T he  bidding approach in vo lv e s  the so lic ita tion  o f  bids from  hosp i­
ta ls  p r io r to th e  paym en t period . T h e  pu rchase rs  o f  se rv ices se lect 
the  low est bid o r  es tab lish  c r ite r ia  fo r  e v a lu a tin g  the  subm itted 
bids. A lth ough  the  b idd ing app roach  re fle c ts  m arke t-based  assum p­
tions, since p rice com petition  am ong  hosp ita ls  m ay be w eak in a 
given m a rk e t , secu ring  m ean in g fu l cost-con ta in ing  bids in th is  
m an n e r m ay be im p rac tica l. T h is  is p a r t ic u la r ly  t ru e  i f  h osp ita ls  
a rc  u n w illin g  to p a rtic ip a te  o r  com pete w ith  each o th e r by o ffe r in g  
d iffe re n t p rice and se rv ice  packages.

U n d e r the  budget review and  approva l app roach , the ra te -d e te r­
m in ing  a u th o r ity  o r  agency p e rio d ic a lly  exam ines the  budgets and 
schedu les o f  ind iv id u a l h o sp ita ls  and estab lishes ra te s  accord ing  to 
gu ide lin es p rescribed by the  a u th o r ity . T he  frequency and ex ten t o f 
the rev iew  de te rm ines  th e  in flu en ce  th is  app roach  m ay have on 
hosp ita l costs. T he  success o f  the  budget rev iew  app roach  ty p ic a lly  
depends on the  e x ten t o f  good da ta , techn ica l resou rces, and the  ex ­
pertise o f  the budget rev iew ers  in e v a lu a tin g  hosp ita l costs, op e r­
a tions , and accounting procedures.

Se ttin g  ra te s th rou gh  the  application o f  a fo rm u la  is an ap ­
proach th a t va rie s  w ide ly  from  s im p le  techn iques to qu ite  soph is ti­
cated m ethods. One com m on app lica t ion  o f  th is  app roach  is he c a l­
cu la tion  o f  a p p rop ria te  paym en t le v e ls  fo r  a g iven hosp ita i based 
on a p ro jec tion  o f  the h is to r ic a lly  averaged  costs o f  ca re  fo r  pa­
tien ts lik e ly  to be served by th a t in s titu tion . F o r  exam p le , b; d e te r­
m in ing  the  "a ve rag e  cost p e r p a tie n t"  fo r  the p r io r y e a r and tre n d ­
ing it fo rw a rd  to the com ing y e a r  w ith  ad ju s tm en ts  fo r  such v a r ia ­
b les as case m ix , p o ten tia l dem and , changes in a c tu a r ia lly  defined 
popu la tion  cha rac te ris tic s , and in f la t io n , e s tim ates o f  expected 
costs can be deve loped . T he  D R G  m ethodo logy  in the m ed icare  p ro ­
g ram  uses a fo rm u la  th a t fixes fu tu re  p rices fo r  d i ffe re n t types o f 
m ed ica l d iagnoses based on an  ad ju sted  e s tim a te  o f  the expected 
costs fo r  each sepa ra te  d iagnostic  g roup .

A n o th e r way o f  using a fo rm u la  fo r  d e te rm in in g  p rices is to 
place each ind iv idua l hosp ita l in to  a "p e e r g ro u p " o f  s im i la r  fa c i li­
ties based on a set o f  key  d iffe re n t ia t in g  va riab le s . In  th is  ap ­
proach , each hosp ita l in a given g roup  is assum ed to sh a re  common 
fisca l requ irem en ts  w ith  a l l o th e r hosp ita ls  in the sam e group . 
A fte r c a lc u la t in g  an  agg regate m easu re  o f  costs fo r  each g n u p  fo r 
the  p rio r y e a r and ad ju s ting  it  to re fle c t p robab le  changes, the 
sam e prospective ra te  is app lied  to each hosp ita l in each sepa ra te  
group.

These fo u r  app roaches to se tting  p rospective ra tes a re  not m u tu ­
a lly  exc lusive . M any  o f  the  p rog ram s c u rre n t ly  in p lace combine 
e lem ents from  each o f  the m ethods. F o r exam p le , fo rm u la e  a re  
often found  w ith  budget rev iew  and app rova l app roaches that set 
o v e ra ll fin an c ia l ce ilings, and d ire c t nego tia tion  is o ften  a part o f 
t on bidd ing approu'.b

8 9

<DI REV IEW ING  AND MODIFY ING THE ESTABLISHED RATE
S e v e ra l d i ffe re n t techn iques a re  used to rev iew  and m od ify  p ro ­

spective h osp ita l p aym en t ra te s . Sem e in vo lv e  an  e xam in a t io n  o f  
the  in te rn a l cost h is to ry  and  past trend s  w ith in  a  s in g le  hosp ita l. 
O th e rs  in v o lv e  c om p a ra tiv e  e xam in a t io n s  o f  g roups o f  s im i la r ly  s it ­
uated hosp ita ls . Such rev iew s m ay  be based on an  e x am in a t io n  o f 
the use o f  cost sc reens o r  s ta t is t ic a l ana ly se s , th e  e xam in a t io n  o f  
specific op e ra tin g  p rocedu res , fin a n c ia l d a ta , o r  the  s im u ltan eou s  
rev iew  o f  budget and cost rep o rts .

O th e r gu ide lin es a re  used to e v a lu a te  proposed increases o r  to 
m od ify  p re v iou s ly  e stab lish ed  ra te s , s r i h  as im position  o f  le g is la ­
t iv e ly  d e te rm ined  ce iling s o r  v a r ia b le  ra te s  o f  inc rease  based on ex ­
te rn a l econom ic fac to rs  (e .g ., c on sum er o r  m a rk e t-b a ske t indices) 
and in te rn a l fa c to rs  (e.g ., case m ix , bed size, etc.).

A lth ou gh  no t exhau s tiv e , th is  b r ie f  fram ew o rk  fo r  describ ing  p ro ­
spective paym en t system s h ig h lig h ts  a n um be r o f  v a r ia b le s  th a t 
sh ou ld  be considered in th e  e v a lu a tio n  o f  c u r re n t S ta te  in itia t iv es  
to con ta in  h osp ita l costs.



C. D E S C R IP T IO N  O F  S E L E C T E D  S T A T E  P R O S P E C T IV E  
R E IM B U R S E M E N T  S Y S T E M S

The fo llow ing  b r ie f desc rip tion s o f  S ta te  in it ia t iv e s  to con tro l hos­
p ita l costs th rough  prospective  p aym en t system s p rov id e  a basic 
o r ie n ta t ion  to the v a rie ty  o f  cost-con ta inm en t op tion s c u r re n t ly  
being exp lo red  by S ta te  g ove rnm en ts  as w e ll as p riv a te  in su re rs . 
R ecen tly  enacted p rog ram s a re  described in d e ta il. T h e  ex is ting  
p rog ram s selected fo r  d esc rip tion  d em on s tra te  the  d iv e rs ity  o f  p ro ­
g ram  a lte rn a t iv e s  and S ta te  ac tiv itie s .

1. A r i z o n a

A rizon a  has recen tly  estab lish ed  a un ique  and p o te n tia lly  d ra ­
m atic app roach to pu b lic ly  financed h e a lth  ca re . S ta r t in g  in 1981, 
the A rizon a  h ea lth  ca re  cost c on ta inm en t system  (A H C C C S ) iias 
combined seve ra l in n ova tiv e  concepts w ith  a p rospective paym ent 
system  inc lud ing :

Price competition. C om petition  is encou raged  th rou g h  the re ­
qu irem en t th a t p rov id e rs  com pete fo r  c on trac ts  to  se rve  AHCCCS 
patien ts in a sta tew ide b idd ing process, E ach  p ro v id e r w inn ing  a 
con trac t m ust then com pete fo r  p a tien ts  in  each loca l a re a  w ith 
m ore th an  one con trac to r.

Case management. As a m eans to c o n tro l u t i liz a t io n , each con­
tra c tin g  p rov id e r is p laced a t f in a n c ia l r is k  fo r  p rov id in g  a n d /o r 
au th o riz in g  access to a l l  o th e r se rv ices requ ired  o r  desired  by an  
e n ro lle d  m em ber.

Expanded purchasing power o f  Government. AH CCCS , in d is tinc ­
tion to o th e r S ta te  m edicaid p rog ram s , cove rs S ta te  and  coun ty 
g ove rnm en t em p loyees, em p loyees w ith ou t subsidy , in add ition  to 
the low -incom e p opu la tion . T hu s , th e  A rizon a  p rog ram  has a t ­
tem pted to en la rg e  the  pu rchas ing  pow er o f  g ove rnm en t beyond 
the scope defined by F ed e ra l h e a lth  p rog ram s  to inc lude s ig n ific an t 
subpopu la tion s t ra d it io n a lly  se rved  by p riv a te  sec to r th ird -p a rty  
payers.

D riv in g  the e n tire  p rog ram  is a p rospec tive  paym en t system  th a t 
pays c on trac to rs  a fixed  m on th ly  cap ita ted  d o l la r  am ou n t fo r  each 
AHCCCS m em ber se rved  Dy a g iven  case m anage r. These d o lla rs  
m ust pay fo r a l l serv ices, in c lu d ing  h o sp ita liz a tio n , la b  w o rk , and 
drugs. I f  funds a re  le ft  o ve r, the  c on tra c tin g  p ro v id e r can rea lize  a 
p ro fit ; how ever, i f  costs exceed th is  am oun t, th e  c o n tra c to r su ffe rs  
a loss. T o  p reven t p rov id e rs  from  m in im iz in g  ca re  in the  hope o f 
gen e ra ting  in ap p rop ria te  leve ls  o f  p ro fit , th e re  is a q u a lity  con tro l 
system  th a t inc ludes m ed ica l in te rv iew s, s ite  v is its , aud its , and a 
g rievance p rocedure .

In  add ition  to the  risk  in cu rred  by in d iv id u a l p rov id e rs , the S ta te  
a lso  assum es risk  by en te rin g  in to  a p rospective p aym en t a rra n g e ­
ment w ith  the F ed e ra l G ove rnm en t. U n d e r th is  a rra n g em en t, the

I !IM

am ou n t o f  F ed e ra l m a tch ing  funds fo r  A rizona 's  m ed icaid p rog ram  
is se t a t  (J5  percen t o f  the funds th a t w ou ld  be paid to  th e  S ta te  i f  
it had a m ore  t ra d it io n a l m ed icaid p rog ram .

2 .  C a l i f o r n i a

One o f  the mt re  un ique m ethods Tor con ta in in g  h osp ita l costs 
was enacted in to  law  in C a li fo rn ia  th rou g 'i A B  799 , S B  2012, and 
A B  3480 , as th e  M edi-Cal re fo rm  leg is la tion  o f  1982. In  th is  le g is la ­
tion , C a li fo rn ia  law m ake rs  took the fo llow in g  steps to in troduce  
m arke t-based  re fo rm s  in to  the  pu rchase  and  d e liv e ry  system s o f  
h e a lth  c a re  services:

First. A u th o rized  the  c re a tio n , e ffe c tiv e  J u ly  1, 1982, o f  a 1 -year 
position in the  o ffice  o f  th e  G o v e rn o r o f  a specia l h o sp ita l n ego tia ­
to r to ac t as a  p ru d en t p u rch a se r o f  a l l  in p a tien t h o sp ita l serv ices 
fo r the  M ed i-C a l p opu la tion  by c on tra c tin g  w ith  th e  m ost price- 
com petitive  fa c ilit ie s . On J u ly  1, 1983, th e  fun c tion s , pow ers, and 
du ties o f  the spec ia l h osp ita l n eg o tia to r (th e  o ffice  o f  spec ia l h ea lth  
ca re  n eg o tia tion s ) w ere  t ra n s fe r re d  to a n ew ly  c rea ted  C a li fo rn ia  
M ed ica l A ssistance C om m iss ion  w ith  th e  execu tive  d ire c to r se rv in g  
as c h ie f n eg o tia to r,

Second. A u th o rized  the  D ep a rtm en t o f  H e a lth  S e rv ice s  (beg in ­
n ing J u ly  1, 1983) to e n te r in to  se lec tive  con trac ts  w ith  n on in stitu - 
t ion a l p ro v id e rs  fo r serv ices to the  M ed i-C a l p opu la tion . (P o te n t ia l­
ly , con trac ts  w ith  n o n in s t itu t io n a l p rov id e rs  cou ld  be negotia ted 
th rough  the M ed ica l A ssistance C om m iss ion  o r w ith  the  D e p a rt­
m en t o f  H e a lth  Se rv ices .)

Third. A u th o rized  p riv a te  in su ran ce  com pan ies and n on p ro fit  
h osp ita l p lan s  (i.e ., B lu e  C ross ) to con tra c t w ith  p re fe rre d  p rov id e rs  
and to c rea te  a set o f  econom ic incen tives fo r  con sum ers to  re s tr ic t 
th e ir  choice o f  p rov id e rs  to those unde r con trac t. T h is  a u th o r ity  
became e ffe c tiv e  J a n u a ry  1, 1983, fo r  h osp ita ls , and J u ly  1, 1983, 
fo r  physic ians.

These th re e  re fo rm s  a re  in tended  to c rea te  tw o m a jo r  changes in 
the m a rk e tp la c e  fo r  m ed ica l se rv ices in com ing  yea rs . T h e  fi rs t  and 
m ost basic re fo rm  is th e  a u th o r iz a t io n  o f  c on trac tin g  fo r  M edi-Cal 
hosp ita l se rv ices. T h is  m echan ism  is in tended  to c rea te  a new ad ­
m in is tra t iv e  ro le  o f  the  prudent purchaser th a t com b ines com p le te  
and fu l l know ledge o f  both  the  se lle rs ' and consum ers ' needs in to  a 
s ing le  d ec is ionm ak ing  process (i.e ., th e  specia l h osp ita l n eg o tia to r 
and the M ed ica l A ssistance C om m iss ion ). T he  in fo rm ed  pu rchasing  
o f  h o sp ita l se rv ices fo r  the  M edi-Cal p opu la tion  is re s tra in ed  by 
a v a ila b le  d o lla rs  a llo ca ted  by the S ta te  le g is la tu re  and by S ta te  
and F ed e ra l law  spec ify ing  th e  m in im um  set o f  se rv ices to be p u r­
chased. T hu s , th e  p ru d en t p u rch a se r is re spons ib le  fo r  buy ing  the 
most p rice -com petitive  se rv ices a v a i la b le  in  the m ed ica l m a rk e t­
p lace fo r  m eeting  the  le g is la t iv e ly  de fined  needs o f  the  M edi-Cal 
c onsum er. As a re su lt , it is assum ed th a t p ro v id e r know ledge o f  the 
S ta te 's  fisca l c on s tra in ts  a rd  buy ing  needs w ill induce p rice  compe- 
t jt io n  am ong  p ro v id e rs  w ish ing  to s e ll th e ir  serv ices to the S tate . 
Each hosp ita l u n d e r c on tra c t w ill be p rospec tive ly  lim ited  to a 
fixed  p e r d iem  ra te .

T he  second im p o rta n t re fo rm  is the au th o riza tio n  o f  p riv a te  
hea lth  insu one com |."in ii,s ;n  r n . ' r a n  w in . ’ iro lo rro d  nrov id  •••«•
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and to d irec t th e ir  p o lic yh o ld e rs  to these p ro  iders fo r  m ed ica l 
ca re . T h is  re fo rm  is in tended to have tw o d irec t consequences. 
F irs t , it is in tended to in h ib it cost sh ift in g  to  p riv a te  paye rs  tha t 
cou ld  re su lt  from  the se lec tive  con trac tin g  o f  M edi-Cal services. 
(F o r  e xam p le , it w as estim a ted  th a t the  negotia ted pu rchasing  o f 
M ed i-C a l se rv ices cou ld , w ith ou t su itab le  o ffs e tt in g  legislation, 
c rea te  a sh ift  o f  m ore  th an  $800  m illio n  to  o th e r th ird -p a rty  
p aye rs .) Second , because p riv a te  in su ran ce  com pan ies can d e liv e r a 
cap tive  p opu la tion  o f  p o lic yh o ld e rs , it is assum ed th a t p rov id e rs  
w ill com pete fo r  access to m ed ica l business by  o ffe r in g  a d iscount 
in c u r re n t  m a rk e t  p rices to m a jo r th ird -p a rty  pu rchase rs . It is e x ­
pected th a t p r iv a te  in su ran ce  com pan ies w ill pass the reductions in 
p ro v id e r costs a lo n g  to consum ers by w ay o f  reduced p rem ium s. In  
so do ing , th e  cost." o f  p r iv a te  in su ran ce  sh ou ld  decrease as com pa­
n ies com pete fo r  nesv cu s tom ers  by o ffe r in g  m ore  cost-a ttrac tive  
p lans .

T a k en  toge th e r, the  C a li fo rn ia  system  is in tended to change the 
m ed ica l m a rk e tp la c e  from  one w he re  p ro v id e rs  d e te rm in e  both  the 
cost o f  se rv ices and the p op u la tion  se rved , to one w here  the  S ta te  
and  p riv a te  in su re rs  de fin e  both the  a v a ila b le  d o lla rs  fo r  h ea lth  
c a re  and  a lso  the p rov id e rs  who m ay rece ive these d o lla rs .

3 . C o n n e c t ic u t

Long  in the ra te se ttin g  business, the  C onnec ticu t Com m ission on 
H osp ita ls  and H e a lth  C a re  a n n u a lly  rev iew s and app roves hosp ita l 
cap ita ! expend itu re s  budgets. P a rt ic ip a tio n  and com p liance  by a l l 
n on g ove rnm en t h osp ita ls  in budget and  ra te  rev iew  is m anda to ry . 
T h e  p rog ram  cove rs charge-based paye rs  d ire c t ly , and o th e r payers 
in d ire c t ly , th rou gh  to ta l budget con tro ls .

P re v io u s ly , the  com m ission w ou ld  rev iew  each hosp ita l's  p ro ­
posed budget fo r  in p a tien t revenues based on an  o v e ra ll test o f  re a ­
sonab leness. H o sp ita ls  fa i lin g  th is  test w ere sub jected to de ta iled  
re g u la to ry  rev iew  and m od ifica tion . H ow ever, recen t leg is la tion  
has m od ified  th is  app roach  by rep lac in g  the  test fo r  reasonab leness 
by a less s tr in g en t “ s u p e rs c re e n .1 T h e  supe rsc reen  is based on the 
H e a lth  C a re  F in an c in g  A dm in is tra tio n 's  estim ated  in f la t io n  ra te  
fo r C onnec ticu t hosp ita ls , p lu s  2 pe rcen t to accoun t fo r increases in 
vo lum e  and se rv ice  in ten s ity . I f  a hosp ita l's  proposed budget is less 
th an  th e  supe rsc reen  a llow ance , it  is exc luded from  fu r th e r  review . 
I f  the  budget exceeds the sc reen , the rev iew  con tinues as in p re v i­
ous yea rs .

B y  m oving  to a system  w here de ta iled  budget rev iew  is used on ly  
fo r h osp ita ls  exceed ing h ig h e r fisca l screens, th e  recen t m od ifica ­
tions in C onnec ticu t a re  lik e ly  to decrease th e  e ffec tiveness o f  its 
cost-con ta inm en t p rog ram .

4 . M a r y l a n d

O ne o f  th e  f i r s t  S ta te s  to  es tab lish  a p rospective hosp ita l pay­
m en t system , the  M a ry la n d  H ea lth  S e rv ices C ost Review  C om m is­
sion sets and rev iew s ra te s  fo r  a l l n on -F ed c ra l acute sh o rt-te rm  
generu l h osp ita ls  and a ll n on gove rnm en t long -te rm  and spec ia lty
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from  th e  im p lem en ta tio n  o r  the F ed e ra l D R G  m ethodo logy fo r the 
m ed ica re  p rog ram .

In  th is  p ro g ram , d e ta iled  budget rev iew s o f  each hosp ita l a re  in i­
t ia l ly  used to e s tab lish  a  set o f  ra tes . In  subsequen t yea rs , a u tom a t­
ic ad ju s tm en ts  fo r  in f la t io n , vo lum e , case m ix , and c e rta in  pass­
th rou g h  costs a re  app lied . A  hosp ita l m ay , how ever, request a de­
ta ile d  budget rev iew  in stead , which uses com pa rison s  o f costs 
ac ross s im i la r  h o sp ita ls . In  add ition , th e  gu a ran te ed  in p a tie n t re ve ­
nue system  (G IR ) is used fo r  a l l  h osp ita ls  in  excess o f  100 beds and 
a n y  o th e r  h o sp ita l w ish ing  to pa rtic ip a te . T h e  G IR  system  app lies  
D RG -d e te rm in ed  paym en t ra te s  to each case se rv iced  by a g iven  
h osp ita l. T h e  h o sp ita l is a t  r is k  fo r  a n y  sav in g  o r  loss rea lized  
u n d e r the  system .

5. M a s s a c h u s e t t s

T he  re c en t ly  enacted  "c h a p te r  3 7 2 "  system  p laces p rospec tive ly  
d e te rm ined  caps on h o sp ita l re venu e  from  a l l p aye rs . These caps 
p lace a s tr ic t lim ita t io n  on th e  to ta l am ou n t o f  d o lla rs  to be paid to 
hosp ita ls . H o sp ita ls  th a t keep  costs be low  th e ir  revenue  lim it  can 
keep th e  b a lance  as d is c re t io n a ry  p ro f it ; i f  th e  lim it  is exceeded, 
the am ou n t in excess o f  th e  cap m ust be absorbed by th e  h osp ita l 
as loss.

In  d e te rm in in g  the a c tu a l d o l la r  lim it  to be used as the cap, a l l 
h o sp ita l revenues a re  to  be reduced by a cum u la t iv e  7 .5  percen t 
o v e r th e  n ex t 6 y ea rs . T he  cap is ca lcu la ted  fo r  each hosp ita l on 
th e  basis o f  the p rev iou s  y e a r ’s S ta te -app roved  revenue  lim ita t io n . 
I f  v o lum e  exceeds the p rev iou s  y e a r ’s by m ore  th an  4 percen t, hos­
p ita ls  w ill be re im bu rsed  fo r  a n c i l la ry  serv ices a t ra te s  be low  the  
m a rg in a l costs. Such  d is incen tives  to  in c reas ing  vo lum e  a re  com ­
p lem en ted  by incen tives to reduce vo lum e : H osp itu .s  a re  a llow ed  a 
7 -pe rcen t decrease o f  in p a tie n t days w ith ou t lo s ing  any  revenues. 
T he  fo rm u la  fo r  c a lc u la t in g  revenu e  lim its  a lso  recogn izes le g it i­
m a te  cost inc reases due to  in f la t io n , changes in se rv ice  v o lum e , and 
c e rta in  excep tion a l c ircum stances . T h e  c a lc u la t io n , how ever, spe­
c if ic a lly  exc ludes the  fisca l im pac t o f  changes in the se ve r ity  o r  in ­
ten s ity  o f  se rv ices requ ired  by pa tien ts . T he  exc lu s ion  o f  the se ve r­
ity  and in ten s ity  v a r ia b le  is in tended  to m in im ize  an y  incen tive fo r 
a h osp ita l to engage in "p re fe r re d  se le c t ion " o f  pa tien ts re q u ir in g  
cost-e ffec tive  c a re  o v e r cases re q u ir in g  m ore  com p lex  and costly  
serv ices.

6 . N e w  J e r s e y

U n d e r th e  New  J e rs e y  system , a hosp ita l ra te se tt in g  com m ission 
was estab lish ed  to  app rove  and  ad ju s t hosp ita l ra te s  based on d iag ­
nosis re la te d  g rou p s  (D R G 's ). P a rt ic ip a tio n  and com p liance  by a l l 
sh o rt-te rm  acu te  h o sp ita ls  is m an da to ry . T he  p rog ram  covers a l l 
th ird -p a rty  p aye rs , in c lu d in g  m ed ica re  th rough  a specific w aiver.

T he case m ix system  in e ffec t in New  Je rse y  was used as the 
m ode l fo r  th e  n a t io n a l D R G  m ed ica re  m ethodo logy . B r ie f ly , it es­
tab lish e s  a p e r case ra te  o f  p aym en t specific to a p p ro x im a te ly  450 
d iagnostic  g roups . T h e  d o l la r  ra te  fo r  each D R G  is deve loped from  
base v e a r costs d e rived  from  m ed ica l d ischarge abstrac ts , p a tie i.. 
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ports. A d ju stm en ts  to the base D RG  paym en t ra te  fo r d ire c t costs 
a re  m ade fo r loca l and reg ion a l v a r ia t io n s  in wages, an  "econom ic 
fa c to r"  fo r  in f la t io n , and p a tie n t vo lum e . In d ire c t a dm in is t ra t iv e  
costs a re  considered fixed and no t sub jec t to v a ria t io n  because o f  
changes in case m ix o r  vo lum e . A t the end o f  th e  ra te  y e a r , i f  the 
revenues co llec ted  a re  o v e r o r  u n d e r the app roved  revenu e  budget, 
th ey  a re  inc luded in the n ex t y e a r's  ra tes . In  th is  system , p rospec­
tive ra te s a re  estab lished  th a t re fle c t the  d if fe re n t ia l costs expected 
to be trea ted  by each hosp ita l in  th e  com ing te rm .

7 . N e w  Y o r k

The N ew  Y o rk  p rospective h o sp ita l re im b u rsem en t m ethodo logy  
(N Y P H R M ) was im p lem en ted  in J a n u a ry  1983. In  th is  system , p ro ­
spective cost-based ra te s  a re  es tab lish ed  fo r  a l l h o sp ita ls  as a g u a r­
an teed revenu e  cap. L ik e  M assachusetts , th is  cap p laces a lim it  on 
to ta l revenues a v a i la b le  to a hosp ita l from  a ll paye rs . T he  revenue 
cap is de te rm ined  on  the  basis o f  each hosp ita l's  1981 a llow ab le  
costs, trended  fo rw a rd  fo r  in f la t io n  and ad ju sted  fo r changes in 
vo lum e , case m ix , se rv ices added o r  de le ted , and rea sonab le  in ­
creases in la b o r costs.

In  add ition , each h o sp ita l’s a llow ab le  costs a re  lim ited  to  the 
ave rage cost expe rienced  by its peer g rou p , p lu s  5 percen t. A 7.5- 
percen t " r is k  c o r r id o r "  is a v a ila b le  to  pay h o sp ita ls  w ith  costs 
above the g roup  ave rage . In  add ition , a 1 -percent d isc re tion a ry  
fund a llow ance  has added to  each h o sp ita l’s 1983 p e r d iem  ra te .

O ne o f  the m ost in n ova tiv e  aspects o f  N ew  Y o rk 's  p rog ram  is its 
m echan ism  fo r p rov id ing  an  a llow an ce  fo r  bad deb t and c h a rity  
ca re . In  th is  system , each hosp ita l p aye r is requ ired  to add a speci­
fied d o lla r  am ou n t to its ra te  th a t is added to a  reg ion a l pool and 
d is tribu ted  back to h osp ita ls  in need o f  ad d itio n a l funds. S ep a ra te  
pools a re  estab lished  fo r  pub lic  h o sp ita ls , v o lu n ta ry  n on p ro fit , and 
p ro p r ie ta ry  fa c ilit ie s . A ny  s h o r t fa l l c rea ted  by th e  m ed ica re  sh a re  
o f  bad debt w ill be m ade up by o th e r th ird -p a rty  paye rs .

8 . R h o d e  Is l a n d

U nd e r Rhode Is lan d 's  system , th e  s ta ffs  o f  B lu e  C ross , th e  S ta te  
budget ofTice, and the  Rhode Is la n d  H osp ita l A ssoc iation  negotia te  
an an n u a l "m ax ic ap ”  th a t p laces a lim it  in the  sta tew ide budget 
fo r a l l h osp ita l c a re  fo r  the upcom ing y e a r . P  rtic ip a tion  and  com ­
p liance by a l l  n on -F ede ra l h o sp ita ls  is m an d a to ry . T h e  p rog ram  
covers B lu e  C ross and m edicaid (m ed ica re  pa rtic ip a ted  from  1975 to 
1978).

Once the m axicap  is e s tab lish ed , h o sp ita l budgets a re  reviewed 
in d e ta il and negotia ted w ith  B lu e  C ross s ta ff . A d ju s tm en ts  a re  
m ade to the  base fo r in f la t io n , v o lum e  changes, and  new and ex ­
panded serv ices. A fte r  to ta l o p e ra tin g  expenses a re  negotia ted , the 
h osp ita l es tab lishes a schedu le  o f  cha rges which is reviewed by 
B lu e  C ross and the  S ta te  budget o ffice . T h e  schedu le  o f  cha rg es is 
then  used to e s tab lish  sep a ra te  ra te s  fo r  B lu e  C ross and medicaid 
by ad ju s ting  fo r  cost and  ben e fit d iffe rences .

9. R o c h e s t e r  a n d  F i n c e r  L a k e s , N .Y .
T h e  H e a lth  C a re  F in an c in g  A dm in is tra t io n  has con trac ted  w ith 

the  R och este r A re a  H o sp ita ls ’ C o ro o ra t io n  (R A H C ) P ro je c t and the 
F in g e r L a k e s  A rea  H osp ita ls ' C o rp o ra t ion  (F L A H C ) P ro je c t to test 
w h e th e r an a reaw id e  budget cap is e ffe c tiv e  in c o n tro llin g  h osp ita l 
costs, P a rt ic ip a tio n  in the  p ro je c t was in i t ia l ly  v o lu n ta ry  fo r  the 
n in e  R A H C  and the e igh t F L A H C  hosp a ls . A ll hosp ita ls  must 
now rem a in  in the  system  fo r the d u ra t io n  o f  the  d em on stra tion . 
T h e  p rog ram s in both  a re a s  d ire c t ly  c o n tro l p aym en ts from  m ed i­
ca re , m ed ica id . B lu e  C ross , and a l l o th e r h o sp ita l incom e.

T he  R A H C  and the  F L A H C  system s a re  v i r tu a l ly  the  sam e, 
except th a t R A H C  is a test o f  an  a reaw id e  budget in a m e tro p o li­
tan  a re a  and  F L A H C  is in a ru ra l a re a . B o th  system s op e ra te  by 
d e te rm in in g  an  o v e ra ll li 'it on th e  y e a r ly  poo l o f  revenues fo r a l l 
o f  the  a re a  hosp ita ls . F ro  th is  pool o f  revenues , in d iv id u a l h osp i­
ta ls  a re  g u a ran teed  paym en ts  equa l to th e ir  base y e a r  costs, a d ju s t­
ed fo r  in f la t io n , inc reases in vo lum e , and fo r  app roved new p ro j­
ects. In  add ition , a con tingency fund  equa l to abou t 2 pe rcen t o f  the 
hosp ita ls ' a llow ab le  cost basis is estab lished  to m ake  paym en ts to 
hosp ita ls  fo r  v o lum e  changes, ce rtifica te -o f-need  p ro jec ts , case-m ix 
ad ju s tm en ts , and o th e r  pu rposes.

T h e  to ta l p aym en ts  a v a ila b le  to each hosp ita l from  the  com m on 
pool o f  revenues a re  used to pay  a l l  op e ra tin g  costs fo r the y e a r , 
in c lu d ing  o u tp a tie n t ca re . Because each  hosp ita l is fre e  to a llo c a te  
its g iven  revenues in  its own fa sh ion , th is  system  o ffe rs  a v a rie ty  o f  
op tion s to hosp ita l a d m in is t ra to rs  fo r  ta rg e tin g  d o lla rs  in cost-e ffi- 
c ien t ways.

10 . W a s h in g t o n

T he  W ash ing ton  S ta te  H osp ita l Com m ission  a n n u a lly  review s 
and app roves h osp ita l budgets. P a rt ic ip a tio n  and com p liance by a l l 
n on -F ede ra l h o sp ita ls  is m anda to ry . T h e  p rog ram  covers a l l charge- 
based payers .

T h e  com m ission rev iew s in d e ta il v a riou s  cost cen te rs  in each 
hosp ita l's  budget a n n u a lly . Costs which exceed p rev iou s ly  defined 
d o l la r  lim its  a re  e ith e r  d isa llow ed  o r  ju s t if ie d  by the  hosp ita l. 
B udgets a re  an a ly zed  fo r  s ig n ific an t changes in the  a rea , such as 
new  beds, serv ices, and th e  reasonab leness o f  vo lum e  p ro jec tions. 
F u r th e r  rev iew s a re  based on a com parison  o f  in d iv id u a l h osp ita l 
budgets to th e  budgets o f  s im i la r  hosp ita ls . A fte r  cap ita l costs and 
fin an c ia l ra t io s  (re venu es  to  expenses) o re  rev iew ed in d e ta il, the 
com m iss ion  then  negotia tes the am ou n t o f  to ta l revenue  to be a l ­
lowed fo r a g iven  h osp ita l. T h e  h osp ita l es tab lish es its lis t o f  
charges from  the re su lt in g  to ta l d o l la r  figu re .

In  add ition  to the  S ta te  system s described above, th re e  add ition a l 
S ta tes  have adop ted com p rehens ive  h osp ita l cost-con ta inm en t leg is ­
la t io n  du ring  the  la s t y e a r  th a t deserves m en tion .

11. W e st  V ir g in ia

T he  enac ting  le g is la tio n  fo r  the h e a lth  ca re  cost rev iew  a u th o rity  
em pow ers the  rev iew  board  to in it ia te  rev iew s and investigations o f  
h o -( : ( ; i l ’ a le s  f  »r s fe ; ific  s< rvico' and com ponent fac to rs  which
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de te rm in e  such ra tes , as w e ll as to ta l op e ra tin g  budgets. T h e  spec if­
ic ra te -d c te rm in a tion  c r ite r ia  requ ire  th a t: (1 ) T he  costs o f  hosp ita l 
serv ices a re  rea son ab ly  re la ted  to se rv ices p rov ided , and the ra tes 
a re  re a son ab ly  re la ted  to the  costs; (2 ) the ra te s  a re  equ itab ly  es­
tab lished  am ong a l l  pu rchase rs  w ith  a h osp ita l; CD medicaid ra te s  
a re  rea sonab le  and adequate  to m eet the costs in cu rred  by e f f i ­
c ien t ly  and econom ica lly  ope ra ted  h osp ita ls ; and (4 ) the- ra te s a re  
equ itab le  in com parison  to p re v a ilin g  ra tes fo r  s im i la r  serv ices in 
s im i la r  hosp ita ls .

As an  incen tive  to e ffic ien t hosp ita l m anagem en t, h osp ita ls  w ill 
be a llow ed  to re ta in  a n y  sav ing  rea lized  unde r the p ro r , ‘ ive ra te  
and be p a r t ia lly  lia b le  fo r  an y  re su lt in g  defic its .

U n t i l ra te s  a re  es tab lished , a l l p aym en t lim its  h ave  L _n estab ­
lished by freez ing  h osp ita l revenues a t  th e ir  F e b ru a ry  1, 198.'!, 
le ve ls  p lu s  a 12-percent a n n u a l increase.

12 . W is c o n s in

W iscon s in ’s new p rog ram , which sets maximum  ra te s , w ill go 
in to  e ffec t on J a n u a ry  1, 1985. M ean .vh ile , the  com m ission is d i­
rected by law  to rev iew  and e v a lu a te  each hosp ita l's  ra te  request in 
lig h t o f  a v a rie ty  o f  s tan d a rd s  fo r d ec is ionm ak ing , inc lud ing : (1 ) 
C om pa rison s  w ith  p ru d en t ly  adm in is te red  h osp ita ls  o f  s im i la r  size 
o r  p rov id ing  s im i la r  se rv ices ‘ h a t o f fe r  q u a lity  h e a lth  ca re  w ith 
su ffic ien t s ta ff; (2 ) the  specia l c ircum stance .; o f  ru ra l h osp ita ls  and 
teach ing  h o sp ita ls ; and CD find ings o f  u ti liz a t io n  rev iew  p rog ram  
re la t in g  to the a p p lic an t h o sp ita l. In  c la ss ify in g  hosp ita ls  fo r  p u r­
poses o f  com pa rison , the  com m ission is d irec ted  to cons ide r vo lum e , 
in ten sity , edu ca tiona l p rog ram s , and specia l se rv ices p rovided .

P ric e  com petition  am ong  both  physic ians and hosp ita ls  has been 
encouraged in th is  new  leg is la tion  by a llow in g  m a jo r th ird -p a rty  
paye rs to  e stab lish  p re fe rre d  p ro v id e r o rg an iza tion s  PPO 's . In  add i­
tion , the  leg is la tion  in troduces t ..e  un ique  re q u irem en t th a t a ll 
m a jo r em p loye rs  (o v e r 250 em p loyees) m ust c f fe r  a t le a s t two com ­
peting h e a llh  p lan s  to th e ir  em p loyees , one o f  which to be e ith e r a 
P P O  o r  H M O  p lan .

13. M a in e

. M a in e ’s com m ission w ill be funded by an  assessm ent o f  up to .15 
percen t o f  each hosp ita l's  g ross p a tien t se rv ice revenues. A un ifo rm  
system  fo r  rep o rt in g  fin a n c ia l and  h e a lth  ca re  in fo rm a tio n  w ill be 
requ ired  o f  a l l  hosp ita ls .

The law  p rov ides th a t the com m ission s h a ll e s tab lish  a g ross pa­
tien t se rv ice  revenue lim it  fo r  each hosp ita l fo r  each paym en t y e a r 
beg inn ing O ctobe r 1, 1984. T h e  s ta tu te  a lso  d irec ts  the com m ission 
to exerc ise  its best e ffo r ts  to design a p rog ram  which w ill q u a li fy  
fo r a w a ive r fo r  m ed ica re  p a rtic ip a tion  in the  S ta te  p rog ram .

The com m ission a lso  has the a u th o r ity  to im p lem en t e xp e rim en ­
ta l o r  d em on stra tion  p ro jec ts designed to asses: m ethods o f  es tab ­
lish ing  revenue  lim its  o r paym en t m ethodo log ies o th e r than  those 
estab lished  by the s ta tu te . T he  e x p e rim en ta l o r  d em onstra tion  p ro j­
ects m ay inc lude  such a lte rn a t iv e s  as d iagnostic re la ted  group.r 
c ap ita tion , p re fe rred  p ro v id e r re la tio n sh in s , and reg ion a l hosp ita l 
co rpo ra tion s .

D . R E L A T E D  S T R A T E G IE S
In  response to th e  f le x ib i li ty  g ran ted  to S ta te s  th rou gh  the  O m n i­

bus Budget R econc ilia tion  Act (O B R A ), a n um be r o f  im p o rta n t p ro ­
g ram  in it ia t iv e s  a re  ta k in g  p lace in the  m ed ica id  p rog ram  th a t lin k  
a lte rn a t iv e  p aym en t system s w ith  new fo rm s o f  u t i liz a t io n  c on tro ls  
th rou gh  section 2175  w a ive rs . O ne o f  the  m ost s ig n ific an t o p p o rtu ­
n itie s g ran ted  by th is  section o f  O B R A  a llow s  S ta te s  to e s tab lish  
system s o f  u t i liz a t io n  c o n tro l by lim it in g  b en e fic ia ry  " fre ed om  o f  
cho ice" th rou g h  case m an agem en t and p r im a ry  c a re  ne tw o rks . In  
th is  app roach , p r im a ry  c a re  physic ians g e n e ra lly  ta k e  m ed ica l and 
fin an c ia l c o n tro l and re sp on s ib i'ity  fo r  th e  ca re  o f  a  g iven num ber 
o f  m ed icaid b en e fic ia rie s  se rved .

B en e fic ia rie s  c an n o t rece ive an y  m ed ica l se rv ices w ith ou t th e  
d ire c t a u th o riz a t io n  o f  the  p r im a ry  c a re  physic ian  re spons ib le  fo r 
th e ir  ca re . Ph ys ic ian s  in the  p r im a ry  ca re  n e tw o rk  a re  expected to 
lim it  unnecessa ry  b en e fic ia ry  u ti liz a t io n  by se rv in g  a gatekeep ing  
fun c tion  to such high-cost se rv ices as in p a tien t c a re  and n on em e r­
gency use o f  em ergency room s. C on tra c t in g  physic ians a re  typ ic a lly  
pa id  a p rospective ra te , cap ita ted  lo r  d if fe re n t subpopu la tion s  as 
de fined  by such a c tu a r ia l v a r ia b le s  as age, sex, and ca tego ry  o f w e l­
fa re  e lig ib ility .

Betw een O ctober 1, 1981 and M ay  1, 1983, 53 requests fo r the 
" fre ed om  o f  cho ice" w a iv e r necessary  fo r  the im p lem en ta tion  o f  a 
case m anagem en t system  w ere  Hied w ith ,he D ep a rtm en t o f  
H e a lth  and H um an  Se rv ices . O f  these , 29 have  been app roved , and 
8 a re  pending.

E xam p le s  o f  S ta te s  deve lop ing  p rospec tive ly  pa id  case m anage­
m en t system s inc lude C a li fo rn ia , C o lo rad o , M ich igan , and Tennes­
see.

1. C a l i f o r n i a

Monterey County has deve loped a coun tyw ide p r im a ry  care  ne t­
w o rk  th a t inc ludes a l l  M ed i-C a l e lig ib les  liv in g  in the  coun ty . T o  
encou rage cost c on ta inm en t, a spec ia l budget accoun t is c reated fo r 
each p r im a ry  c a re  ph ysic ian . F o r  each ben e fic ia ry  who has chosen 
thm  p a r t ic u la r  physic ian , an  am ou n t is paid in to  th a t budget ac- 
co ' ~ ion th . T h e  specific  am ou n t rep resen ts  the  average per
c jn s e  fo r  a b en e fic ia ry , s tanda rd ized  by a c tu a r ia l v a ria -
bi o. i i . i . p lan  fu r t h e r  a d ju s ts  expec ta tion s o f  expense o r  a llo c a ­
tion s to budget accounts in which a se ve rity  bias is d isce rnab le .

A ll c la im s (h o sp ita l, sp ec ia lis t, a n c i l la ry  se rv ice  expense, p re ­
sc rip tion s ) a re  charged ag a in st the budget accoun t o f  the  p rim a ry  
physic ian .

T he  fin a n c ia l r is k  associated w ith  the  v a r ia b i li ty  o f  incidence 
and seve rity  o f  illn e ss  is poo led am ong  a l l  p a rtic ip a tin g  physic ians' 
budget accounts.

•7
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Phys ic ian s  w ith su rp lu s  budget accoun ts can rece ive , as a bonus, 
an am oun t equa l to the ne t su rp lu s  rem a in in g  in th e ir  budget ac­
coun t (a fte r a risk -poo l assessm en t) m u ltip lie d  by an ad ju s tm en t fo r 
th e ir  leve l o f  risk . A lthough  th is  bonus is lim ited  to an  am oun t s u f­
fic ien t to cover the  d iffe ren ce  in re im bu rsem en t between medicaid 
(M ed i-C a l) p aym en ts and cu s tom a ry  fees in the  com m un ity  fo r 
those serv ices, it is in tended to encou rage  physic ians' pa rtic ip a tion .

A ny  rem a in ing  su rp lu s  ba lances w ith in  each budget account a re  
c a rried  fo rw a rd  to be used to o ffse t de fic its in tha t budget account 
in th e  subsequent y e a r  o r  to be m erged w ith  an y  subsequen t s u r ­
p lu s  in c a lcu la tin g  the  bonus p aym en t e n tit lem en t fo r  th a t physi­
c ian ’s budget account.

Santa Barbara  has deve loped th e  S an ta  B a rb a ra  C oun ty  Specia l 
H e a lth  C a re  A u th o rity  as an independen t pub lic  agency to assum e 
a ll re sp on s ib ility  fo r  the  M ed i-Ca l p rog ram  in the coun ty . W ith  the 
exception o f  em ergency serv ices, a n y  h e a lth  c a re  p ro v id e r w ish ing 
to rece ive paym en ts fo r  serv ices rend e red  to  M ed i-C a l bene fic ia ries 
can do so o n ly  by con trac tin g  w ith  the  a u th o r ity . P r im a ry  care  and 
spec ia lty  physic ians m ay con trac t w ith  the a u th o r ity  e ith e r ind iv id ­
u a lly  o r  as fo rm a l g roups know n as se rv ice c on trac tin g  en titie s  
(SCE ).

A ra th e r  com p lex m ethod has been developed fo r d e te rm in in g  re ­
im bu rsem en t fo r c on trac tin g  p rov id e rs . F irs t , the  S ta te 's  paym en t 
to the  a u th o r ity  w ill be based on p m on th ly  p e r cap ita  ca lcu la tio n . 
P ro jec ted  expend itu re s  in the M ed i-C a l p rog ram  in S an ta  B a rb a ra  
C oun ty  a re  conve rted  in to  ra te s  p e r b en e fic ia ry  (w h ich v a ry  by aid 
ca tego ry ) p e r m on th . T h e  S ta te  th en  p repays to  th e  a u th o rity  a 
sum each m on th  based on the  n um be r o f  e lig ib le  bene fic ia rie s in 
each M edi-Cal aid ca tego ry  fo r  th a t m on th , m u lt ip lie d  by the ra te  
fo r th a t p a r t ic u la r  a id  ca te to ry .

Based on th is  c ap ita tion  ra te , the  a u th o r ity  w ill a c tu a r ia lly  a l lo ­
cate am oun ts  to necessary re se rves  and to specific types o f  services.

T h e  a u th o r ity  w ill re ta in  a re se rv e  poo l in o rd e r  to p ro tect 
aga in st unan tic ipa ted  losses. In  add ition , the  S ta te  lim its  the  risk  
o f p rov id e rs  and the  a u th o r ity  to a m ax im um  o f  $15 ,000  o f  e x ­
penses per ben e fic ia ry  p e r c on trac t y e a r .

P aym en ts  to p rov id e rs  can be m ade in two ways: (1 ) T he  a u th o r i­
ty  can re ta in  the agg regate  c ap ita tion  paym en ts fo r non-case-m an- 
aged bene fic ia ries (these a re  h igh  r is k  bene fic ia ries ). A l l con trac ted  
p rov id e rs  m ay ren d e r se rv ices to th is  c lass o f  ben e fic ia ry  a fte r  re ­
ce iv ing au th o riza tio n  from  SB H A , and a re  re im bu rsed  a t p re v a i l­
ing M edi-Cal fee -fo r-se rv ice ra te s ; (2 ) the  m a jo r ity  o f  bene fic ia ries  
a re  case m anaged by a p r im a ry  c a re  physic ian  o r  an  SCE . P a y ­
m en ts a re  m ade to p rov id e rs  by a llo c a tin g  se rv ice  cap ita tion  ra te s 
to ind iv idua l p r im a ry  c a re  physic ians and SC E  accounts accord ing 
to the  num ber o f case-m anaged bene fic ia rie s  in each practice .

T h e  a u th o r ity  has a lso  c rea ted  an  accoun t fo r  each p r im a ry  ca re  
physic ian con trac tin g  w ith  the a u th o r ity  to encou rage fu l l p a rtic i­
p a tion . Each m on th  the a u th o r ity  c red its  the  account w ith  the fu ll 
Capitation am oun t and pays a p o rtion  o f  it  as g u a ran teed  paym ent. 
T h is  "u p  f ro n t "  com pensation  is m ade rega rd le ss  o f  w h e th e r the  
bene fic ia ries  in the  p r im a ry  care  physic ian  s p rac tice  use an y  serv- 
irps >r. any p a rt ic u la r m on th

19

H osp ita ls  in the  coun ty  w ill p a rtic ip a te  in th e  p rog ram  by s ig n ­
ing con trac ts  w ith  the  a u th o r ity . Based on p rev iou s M edi-Cal costs 
and u ti liz a t io n  expe rien ce , p rospective ra te s a re  set as a ll- in c lu s iv e  
pe r d iem  am oun ts . E ach hosp ita l receives m on th ly  advanced pay ­
m en ts in the  fo rm  o f  a b lock paym en t. B lock  paym en t am oun ts a re  
re ca lcu la ted  each m on th , depend ing on the  p rev iou s m on th 's expe­
rience. P a ym en ts  a re  m ade to  h osp ita ls  o n ly  fo r se rv ices au th o rized  
by the p r im a ry  ca re  physic ian  and rendered  to case-managed 
b en e fic ia rie s  and  a re  charged aga in st the  a p p rop ria te  physic ian 
and SC E  accounts.

2 . Co l o r a d o

C o lo rad o  is c u r re n t ly  in the  e a r ly  stages o f  im p lem en tin g  a p r i ­
m a ry  ca re  physic ian  p rog ram  P C P P . In  add ition  to c rea ting  a p r i ­
m a ry  care n e tw o rk , th is  p rog ram  adds an  a d d it io n a l incen tive  to 
encou rage physic ian  p a rtic ip a tion  th rou gh  th e  c re a tion  o f  an  " in ­
cen tive  p o o l"  tc be added to the  physic ian lin e  item  in the 1983 -84  
m edicaid budget. These d o lla rs  a re  to  be used to inc rease  physic ian 
re im bu rsem en t u n d e r m edicaid p r 'o r  to paym en t o f  the  p rospective 
ra te .

3 . M ic h ig a n

A physic ian  p r im a ry  sp on so r p la n  has re cen tly  been im p lem en t­
ed in W ayne  C oun ty . In  th is  app roach , physic ians and H M O ’s a re  
placed unde r con tra c t to se rve  both  as case m an age r and p r im a ry  
m edical p ro v id e r fo r  m edicaid rec ip ien ts . Each c on trac tin g  case 
m anage r is p laced a t r is k  fo r  th e  cost o f  a l l se rv ices d ire c t ly  p ro ­
vided o r  au th o rized  fo r each e n ro lle d  rec ip ien t. A lth ough  in it ia l 
b en e fic ia ry  response has n o t been as positive as w ished, m ethods 
fo r a llow in g  e n ro lle e s  m ore  f le x ib i li ty  in se lec ting  a case m anage r 
a re  c u r re n t ly  being exp lo red .

4 . T e n n e s s e e

Tennessee has deve loped a sta tew ide p r im a ry  ca re  ne tw o rk  
th rou gh  a con tra c t w ith  th e  T ennessee A ssoc ia tion  o f  P r im a ry  
H e a lth  C a re  C en te rs  (T A P IIC C ). T h e  T A PH C C  has the  re sp on s ib ili­
ty  fo r deve lop ing  a se ries  o f  subcon trac ts  fo r the p rov is ion  o f m ed ic­
aid serv ices to  q u a li fie d  in d iv id u a ls  w ith  the 22-m em ber h e a lth  
ca re  cen te rs  and  p riv a te  p rov id e rs .

A ll c om m un ity  p r im a ry  h e a lth  c a re  cen te rs  and p r im a ry  h e a lth  
ca re  physic ians a re  e lig ib le  to p a rtic ip a te  in the PC N . T he  p r im a ry  
ca re  p rov id e rs  w ill d e liv e r p r im a ry  se rv ices and au th o rize  a l l o th e r 
m ed ica l se rv ices covered by the  p lan  except fo r em ergency cases.

P a rt ic ip a tin g  p rov id e rs  w ill be a t fin an c ia l r is k  th rou gh  the- pay ­
m en t o f  cap ita ted  se rv ice  ra tes .



E. C O N C L U S IO N
H osp ita l ca re  is expensive and no t e a s ily  sub jected to cost con­

ta inm en t. D ecisions to c o n fro n t the  hosp ita l in d u s try  w ith  c le a r 
s tra teg ie s to a lt e r  its basic fin an c ing  m echan ism  is a bold and sig­
n ifican t event.

T h rough  the m an y  m ethods described in th is  paper, S ta te  gov ­
e rnm en ts  a re  w o rk in g  tow ard  s t ru c tu ra l re fo rm s  th a t ho ld  re a l 
p rom ise  fo r  c o n tro llin g  the g ran ts  in hosp ita l expend itu res . Such 
re fo rm s  m ay both reduce the ra te  o f  in c rease  o f  hosp ita l expend i­
tu res  and a lso  re a liz e  re a l d o l la r  savings. In  design and m eth odo lo ­
gy, these p rog ram s re fle c t the w ide d iv e rs ity  o f  op tion s fo r con ­
s t ra in in g  the  eve r-in c reas ing  costs o f  h e a lth  care .

(20 )
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F O O T N O T E S

1 . l > r  d i r n

1*. P e r  d i s c h a r g e

1. P e r  a d m i s s i o n

J*. N e g o t i a t i o n / P e r  d i s c h a r g e

5. Nep.ot i a t  i n n / P e r  dices

6. H u d g e t / R a t e  r e v i e w  a n d  a p p r o v a l  ( a i l  p a y e r  s y s t e m )

7. b u d g e t  / R e v e n u e  l i m i t s  ( a l l  p a y e r  3 y s f.cn)

8. B u d g e t / R a t e  r e v i e w  a n d  A p p r o v a 1 / R a t e  p e r  c a s e  ( a l l  p a y e r )

9. P r o s p e c t i v e  c a p  o n  r e v e n u e s  ( a l l  p a y e r  s y s t e n )

10. N e g o t i a t e d  ’M a x i - C a p "  - -  s t a t e w i d e  p e r c e n t a g e  r e v e n u e  l i n l t  i n c r e a s e

11. P u d g e t / R a t e  r e v i e w  a n d  a p p r o v a l

1?. In 1 9 8 1  M a i n e  e s t a b l i s h e d  a H e a l t h  C a r e  F i n a n c e  C o n n l s s i o n  e m p o w e r e d  

t o  I m p l e m e n t  a m a n d a t o r y ,  a l l  p a y e r  p r o s p e c t i v e  r a t e  s e t t i n g  p r o g r a m .  

T h e  l a w  a u t h o r i r . e s  t h e  C o m m i s s i o n  t o  s e e k  a w a i v e r  f o r  M e d i c a r e  
p a r t i c i p a t i o n  in t h e  s y s t e m .

11. P e n n s y l v a n i a  is c o n s i d e r i n g  i m p l e m e n t i n g ,  a p r o s p e c t i v e  r e i m b u r s e m e n t  

s y s t e m  F o r  M e d i c a i d  o n l y ,  b a a e d  u p o n  d i a g n o s i s  r e l a t e d  g r o u p s .

H .  U t a h  is c o n s i d e r i n g ,  a d o p t i n g  a D R G  m e t h o d o l o g y  t o  i t o  a l t e r n a t i v e  
p a y m e n t  s y s t e m  F o r  M e d i c a i d .

15. In 1 9 8 3  Wes*. V i r g i n i a  c r e a t e d  a H e a l t h  C a r e  C o o t  R e v i e w  A u t h o r i t y  

t o  I m p l e m e n t  a m a n d a t o r y ,  a l l  p a y e r  r a t e  s e t t i n g  p r o g r a m  b y  rald- 

198** . A w a i v e r  F o r  M e d i c a r e  p a r t i c i p a t i o n  h a s  n o t  b e e n  g r a n t e d  
a s  y e t .

16 . In 1 9 8 3  W i s c o n s i n  m o d i f i e d  i t s  p r o g r a m  b y  c r e a t i n g  a m a n d a t o r y  

a i l  p a y e r  r a t c - a e t t l n g  p r o g r a m  t o  h e  a d m i n i s t e r e d  b y  a t h r e e  

m e m b e r  c o m m i s s i o n .  T h e  p r o g r a m  is t o  b e  F u l l y  I m p l e m e n t e d  b y  

J a n u a r y  1, 1 9 8 5 .  T h e  l a w  a p e c i F l c a l l y  p r o h i b i t s  t h e  c o m m i s s i o n

F r o m  u n l n g  n c a s e - m i x  m e t h o d o l o g y ,  s u c h  a s  D R G s ,  u n t i l  J a n u a r y  I, 1 9 0 7 .

I n t e r g o v e r n m e n t a l  H e a l t h  P o l i c y  T r c j e c t  a n d  O F F l c e  o F  R e i m b u r s e m e n t  

T o l l e y ,  H e a l t h  C a r e  F i n a n c i n g  A d o  1n 1 s t r a t l o n  , O H M S .
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