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Proposed Regulations


DEPARTMENT OF MEDICAL ASSISTANCE SERVICES

Title of Regulation: 12 VAC 30-70. Methods and Standards for Establishing Payment Rates; Inpatient Hospital Care (amending 12 VAC 30-70-201).

Statutory Authority: §§ 32.1-324 and 32.1-325 of the Code of Virginia.
Public Hearing Date: N/A -- Public comments may be submitted until April 11, 2003.

(See Calendar of Events section

for additional information)

Agency Contact: Peterson Epps, Analyst, Division of Reimbursement, Department of Medical Assistance Services, 600 E. Broad Street, Suite 1300, Richmond, VA 23219, telephone (804) 225-4591, FAX (804) 786-1680 or e-mail pepps@dmas.state.va.us.

Basis: Section 32.1-325 of the Code of Virginia grants to the Board of Medical Assistance Services the authority to administer and amend the Plan for Medical Assistance. Section 32.1-324 of the Code of Virginia authorizes the Director of the Department of Medical Assistance Services (DMAS) to administer and amend the Plan for Medical Assistance according to the board's requirements.

The Medicaid authority as established by § 1902 (a) of the Social Security Act (42 USC § 1396a) provides governing authority for payments for services.

Purpose: This proposed regulatory action is not necessary to protect the health, safety, or welfare of the citizens of the Commonwealth. The proposed change reduces reimbursement to hospitals for services rendered to achieve the mandatory savings as specified in Chapters 899 of the 2002 Acts of Assembly.

Substance: In accordance with 42 CFR 447.250 through 42 CFR 447.252, which implements § 1902(a)(13)(A) of the Social Security Act, the Department of Medical Assistance Services (DMAS) establishes payment rates for services that are reasonable and adequate to meet the costs that must be incurred by efficiently and economically operated facilities to provide services in conformity with state and federal laws, regulations, and quality and safety standards. The General Assembly has considered the hospital component of the Medicaid program and has determined that a total reduction of payments to hospitals participating in the Virginia Medicaid Program in the amount of $8,935,825 and $9,227,815 total funds for the respective state fiscal years of 2003 and 2004 is prudent and necessary.

Issues: The advantage to the Commonwealth of this change is that it saves general fund dollars and causes no disadvantages to the public.

Fiscal Impact: Approximately 99 enrolled hospitals will be affected by this change. The mandated payment reductions will achieve total fund savings to the Commonwealth of $8,935,825 ($4,400,000 GF) and $9,227,815 ($4,565,000 GF) for state fiscal years 2003 and 2004 respectively.

Department of Planning and Budget's Economic Impact Analysis: The Department of Planning and Budget (DPB) has analyzed the economic impact of this proposed regulation in accordance with § 2.2-4007 H of the Administrative Process Act and Executive Order Number 21 (02). Section 2.2-4007 H requires that such economic impact analyses include, but need not be limited to, the projected number of businesses or other entities to whom the regulation would apply, the identity of any localities and types of businesses or other entities particularly affected, the projected number of persons and employment positions to be affected, the projected costs to affected businesses or entities to implement or comply with the regulation, and the impact on the use and value of private property. The analysis presented below represents DPB’s best estimate of these economic impacts.

Summary of the proposed regulation. The proposed regulations will reduce inpatient hospital reimbursements by approximately $8.9 million in fiscal year (FY) 2003 and $9.2 million in FY 2004. The proposed reductions have been already in effect under the emergency regulations.

Estimated economic impact. These regulations contain rules for Medicaid inpatient hospital reimbursements. The types of inpatient services include acute care provided to persons suffering from acute trauma or illness, rehabilitation services to persons needing physical therapy, occupational therapy, and speech-language pathology, long-stay services to persons who require all day licensed nursing care or specialized equipment, and inpatient psychiatric care services provided in an institutional setting. The total Medicaid inpatient hospital reimbursements in FY 2002 were about $524.4 million and there are approximately 80,799 Medicaid inpatient hospital patients.

Pursuant to the 2002 Appropriation Act1, the Department of Medical Assistance Services (the department) proposes to reduce the inpatient hospital reimbursements by $8,935,825 in FY 2003 and $9,227,815 in FY 2004. These reductions will be distributed among hospitals proportional to their expected Medicaid inpatient revenues. This is estimated to amount to 3.24% reduction in inpatient revenues for each individual hospital in FY 2003 and FY 2004. The department also proposes a $500,000 cap on the reductions so that the reduction may not exceed the cap for any one hospital. The proposed cap was the result of a negotiation with the Virginia Hospital and Healthcare Association. Approximately one quarter of mandated reductions have been already made under the emergency regulations.

Expected reductions for individual hospitals vary from no reductions up to $500,000. The average reduction per hospital is approximately $88,474 and there are three hospitals with the maximum $500,000 reduction. Of the total reduction, about 91.4% will come from in-state acute care hospitals, 7.3% will come from out-of-state hospitals, and less than 2.0% will come from rehabilitation and psychiatric hospitals. The proposed reductions will be a loss for the hospitals from a projected Medicaid revenue increase that has a 6.1% inflation factor built in.

Lower reimbursements to hospitals represent costs to them, as they will not receive as much as otherwise they would for the same services they provide. Hospitals cannot respond to reduction in their revenues by reducing the services they offer since they are required to treat all patients. Instead, hospitals may choose to reduce the quality of services rather than the quantity of services they provide. Thus, low reimbursements have the potential to negatively affect Medicaid patients at the margin in terms of quality of care they receive. The expected effect is the difference in quality of care that would result with and without the proposed reduction in projected revenues.

On the other hand, the proposed changes will produce savings of approximately $4.4 million in general funds and $4.5 million in federal matching funds in FY 2003 and $4.5 million in general funds and $4.7 million in federal matching funds in FY 2004. With the proposed changes, the Commonwealth will be able to use these savings for other purposes.

Businesses and entities affected. The proposed changes will directly affect inpatient hospitals. Currently, there are 101 inpatient hospitals serving Medicaid patients in Virginia. All of these providers will likely experience a proportionate reduction in their projected reimbursements. The Medicaid patients may be indirectly affected and may experience some decrease in the quality of care they receive relative to that would result without the proposed reduction in funding. Approximately 80,799 Medicaid patients are provided inpatient hospital services in the Commonwealth annually.

Localities particularly affected. The proposed changes to the regulations apply throughout the Commonwealth.

Projected impact on employment. Approximately 3.2% reduction in reimbursements may cause a reduction in demand for labor at inpatient hospitals. However, hospitals are required to treat all patients regardless of their ability to pay, which is likely to limit the potential negative effect on the labor demand.

Effects on the use and value of private property. The value of private hospitals may decrease relative to what they would be without the proposed reductions. The proposed reduction in reimbursements is about $8.9 million in FY 2003 and about $9.2 million in FY 2004, or about 3.2% of the expected revenues. Lower reimbursements will likely negatively affect the profitability of private hospitals and the future profit stream and thus their value.

Agency's Response to the Department of Planning and Budget's Economic Impact Analysis: The agency concurs with the economic impact analysis summary prepared by the Department of Planning and Budget regarding the regulations concerning 12 VAC 30-70, Methods and Standards for Establishing Reimbursement Rates-Inpatient Hospital Care, Inpatient Hospital Reimbursement Reduction.

Summary:

The proposed amendments establish a methodology for reducing reimbursements to inpatient hospitals for state fiscal years 2003 and 2004 as mandated by Item 325KK of Chapter 899 of the 2002 Acts of Assembly.

12 VAC 30‑70‑201. Application of payment methodologies.

A. The state agency will pay for inpatient hospital services in general acute care hospitals, rehabilitation hospitals, and freestanding psychiatric facilities licensed as hospitals under a prospective payment methodology. This methodology uses both per case and per diem payment methods. Article 2 (12 VAC 30‑70‑221 et seq.) describes the prospective payment methodology, including both the per case and the per diem methods.

B. Article 3 (12 VAC 30‑70‑400 et seq.) describes a per diem methodology that applied to a portion of payment to general acute care hospitals during state fiscal years 1997 and 1998, and that will continue to apply to patient stays with admission dates prior to July 1, 1996. Inpatient hospital services that are provided in long stay hospitals and state‑owned rehabilitation hospitals shall be subject to the provisions of Supplement 3 (12 VAC 30‑70‑10 through 12 VAC 30‑70‑130).

C. Transplant services shall not be subject to the provisions of this part. Reimbursement for covered liver, heart, and bone marrow/stem cell transplant services and any other medically necessary transplantation procedures that are determined to not be experimental or investigational shall be a fee based upon the greater of a prospectively determined, procedure‑specific flat fee determined by the agency or a prospectively determined, procedure‑specific percentage of usual and customary charges. The flat fee reimbursement will cover procurement costs; all hospital costs from admission to discharge for the transplant procedure; and total physician costs for all physicians providing services during the hospital stay, including radiologists, pathologists, oncologists, surgeons, etc. The flat fee reimbursement does not include pre‑ and post‑hospitalization for the transplant procedure or pretransplant evaluation. If the actual charges are lower than the fee, the agency shall reimburse the actual charges. Reimbursement for approved transplant procedures that are performed out of state will be made in the same manner as reimbursement for transplant procedures performed in the Commonwealth. Reimbursement for covered kidney and cornea transplants is at the allowed Medicaid rate. Standards for coverage of organ transplant services are in 12 VAC 30‑50‑540 through 12 VAC 30‑50‑580.

D. Reduction of payments methodology.

1. For state fiscal years 2003 and 2004, the Department of Medical Assistance Services (DMAS) shall reduce payments to hospitals participating in the Virginia Medicaid Program by $8,935,825 total funds, and $9,227,815 total funds respectively. For purposes of distribution, each hospital’s share of the total reduction amount shall be determined as provided in this subsection.

2. Determine base for revenue forecast.

a. DMAS shall use, as a base for determining the payment reduction distribution for hospitals Type I and Type II, net Medicaid inpatient operating reimbursement and outpatient reimbursed cost, as recorded by DMAS for state fiscal year 1999 from each individual hospital settled cost reports. This figure is further reduced by 18.73%, which represents the estimated statewide HMO average percentage of Medicaid business for those hospitals engaged in HMO contracts, to arrive at net baseline proportion of non-HMO hospital Medicaid business.

b. For freestanding psychiatric hospitals, DMAS shall use estimated Medicaid revenues for the six-month period (January 1, 2001, through June 30, 2001), times two, and adjusted for inflation by 4.3% for state fiscal year 2002, 3.1% for state fiscal year 2003, and 3.7% for state fiscal year 2004, as reported by DRI-WEFA, Inc.’s, hospital input price level percentage moving average.

3. Determine forecast revenue.

a. Each Type I hospital’s individual state fiscal year 2003 and 2004 forecast reimbursement is based on the proportion of non-HMO business (see subdivision 2 a of this subsection) with respect to the DMAS forecast of SFY 2003 and 2004 inpatient and outpatient operating revenue for Type I hospitals.

b. Each Type II, including freestanding psychiatric, hospital’s individual state fiscal year 2003 and 2004 forecast reimbursement is based on the proportion of non-HMO business (see subdivision 2 of this subsection) with respect to the DMAS forecast of SFY 2003 and 2004 inpatient and outpatient operating revenue for Type II hospitals.

4. Each hospital’s total yearly reduction amount is equal to their respective state fiscal year 2003 and 2004 forecast reimbursement as described in subdivision 3 of this subsection, times 3.235857% for state fiscal year 2003, and 3.235857%, subject to revision by the DMAS annual budget forecast, for state fiscal year 2004, not to be reduced by more than $500,000 per year.

5. Reductions shall occur quarterly in four amounts as offsets to remittances. Each hospital’s payment reduction shall not exceed that calculated in subdivision 4 of this subsection. Payment reduction offsets not covered by claims remittance by May 15, 2003, and 2004, will be billed by invoice to each provider with the remaining balances payable by check to the Department of Medical Assistance Services before June 30, 2003, or 2004, as applicable.

VA.R. Doc. No. R02-332; Filed January 15, 2003, 11:33 a.m.

1 Chapter 899, Item 325 KK.
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