PROPOSED REGULATIONS

For information concerning Proposed Regulations, see Information Page.

Symbol Key

Roman type indicates existing text of regulations. Italic type indicates proposed new text.
Language which has been stricken indicates proposed text for deletion.

Proposed Regulations


TITLE 12. HEALTH

DEPARTMENT OF MEDICAL ASSISTANCE SERVICES

Title of Regulation:  12 VAC 30-70. Methods and Standards for Establishing Payment Rates; Inpatient Hospital Services (amending 12 VAC 30-70-271).

Statutory Authority:  §§ 32.1-324 and 32.1-325 of the Code of Virginia and Chapter 1042 of the 2003 Acts of Assembly (Item 325 OOO).
Public Hearing Date:  N/A - Public comments may be submitted until March 26, 2004.
(See Calendar of Events section

for additional information)

Agency Contact:  Steve Ford, Manager, Division of Provider Reimbursement, Department of Medical Assistance Services, 600 E. Broad St., Suite 1300, Richmond, VA 23219, telephone (804) 786-7355, FAX (804) 786-1680, or e-mail sford@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 DMAS to administer and amend the Plan for Medical Assistance according to the board's requirements.  Specific authority for this action is found in the 2003 Appropriation Act (Chapter 1042 of the 2003 Acts of Assembly), Item 325 OOO.  The Medicaid authority as established by § 1902 (a) of the Social Security Act (42 USC § 1396a) provides governing authority for reimbursement to providers.

Purpose:  The regulation governing reimbursement of inpatient hospital capital costs is 12 VAC 30-70-271.  Prior to the July 1, 2003, effective date of the emergency regulation preceding this proposed regulation, inpatient hospitals were paid 100% of their actual allowable capital costs.  This proposed change provides that, as of July 1, 2003, Type Two hospitals will be paid 80% of their actual allowable capital costs.  This proposed action is not expected to have any direct impact on the health, safety, or welfare of citizens.

Substance:  The section of the State Plan for Medical Assistance that is affected by this action is Methods and Standards for Establishing Payment Rates; Inpatient Hospital Services (Attachment 4.19-A -- 12 VAC 30-70-271).  Prior to the July 1, 2003, effective date of the emergency regulation preceding this proposed regulation, inpatient hospitals were paid 100% of the actual allowable capital costs.  The proposed amendment adds language providing that as of July 1, 2003, Type Two hospitals will be paid 80% of allowable capital costs.

Issues:  The effect of reducing the percentage of allowable inpatient hospital capital costs that will be reimbursed will be lower reimbursement expenditures for DMAS.  The advantage is a significant savings to the Commonwealth.  The disadvantage to the hospital community is that there will be a reduction in allowable capital cost reimbursement from DMAS for inpatient hospitals.

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.  Pursuant to the 2003 Appropriation Act, Item 325 OOO, the proposed change reduces the inpatient hospital capital reimbursement to 80% of the allowable costs from 100% for nonteaching hospitals.  The proposed change has been in effect since July 2003 under the emergency regulations.

Estimated economic impact.  The proposed regulation will permanently reduce the Medicaid capital reimbursement to nonteaching hospitals from 100% of the allowable actual costs to 80% of the allowable costs.  This change will reduce Medicaid reimbursements to 106 nonteaching hospitals for inpatient capital costs by about $5.2 million per year.  Of that amount, approximately one half is the state share and the remaining is the federal share.  Thus, this change represents approximately $2.6 million savings in Medicaid expenditures annually for the Commonwealth, which can be used beneficially through other government expenditure or through lower taxes than would be required to maintain the higher reimbursement rates.

Probably the largest cost of this proposed change is the loss of approximately $2.6 million in federal funding.  In other words, in order to save $2.6 million, the Commonwealth will give up another $2.6 million in federal funding.

In response to the reduction in reimbursement rates for Medicaid Inpatient capital costs, nonteaching hospitals could potentially: (i) choose to no longer serve any Medicaid recipients (beyond emergency cases), (ii) choose to raise rates to private payers to offset the loss of Medicaid revenue, or (iii) scale back services.

The economic impact of the proposed rate reduction depends on the effect on each nonteaching hospital’s profit margin.  If a hospital cannot offset its revenue losses from other sources such as private payers, it could end the participation in the Medicaid program.  However, the department is not aware of any hospitals that have left the program since July 2003 when the payments were reduced.

Also, the available research lacks evidence that hospitals are able to shift costs to private providers in response to reduction on Medicaid rates.1  Since no hospitals stopped participating in the Medicaid program and they seem to be limited in their ability to shift costs to private payers, the most likely response would be reducing services to Medicaid recipients.  This could be a reduction in the quantity of services if hospitals start prioritizing patients with willingness and ability to pay higher rates, or a reduction in the quality of services if hospitals choose to operate with fewer support staff and eliminate services that are considered beneficial, but non-essential.  This reduction in inpatient services could also increase the inpatient services provided by teaching hospitals whose rates are higher.  Thus, we may also see a substitution away from nonteaching hospitals toward teaching hospitals in the delivery in inpatient Medicaid services.

Businesses and entities affected.  The proposed regulations affect the 106 nonteaching hospitals that provide inpatient services to Medicaid recipients, as well as their staff and patients.

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

Projected impact on employment.  The proposal to limit nonteaching hospitals to 80% of their allowable costs for inpatient capital costs will likely reduce services and some employment at these hospitals.  Conversely, if there is a significant shift of services from nonteaching hospitals to teaching hospitals we may see an increase in employment at teaching hospitals, which would balance some of the possible employment loss at nonteaching hospitals.

Effects on the use and value of private property.  The lower reimbursement rates will consequently lower the value of private nonteaching hospitals.  Private hospitals may react by offering fewer services.

Agency's Response to the Department of Planning and Budget's Economic Impact Analysis:  DMAS has reviewed the Economic Impact Analysis prepared by the Department of Planning and Budget regarding the regulations concerning inpatient hospital services.  Noting that the analysis is predicated on potential scenarios, which may or may not come to pass regarding hospital reactions to the new reimbursement methodology, DMAS raises no issues with this analysis.
Summary:

This proposed regulation reduces capital cost reimbursement levels for inpatient hospitals to 80%.

12 VAC 30-70-271. Payment for capital costs.

A. Inpatient capital costs shall continue to be paid determined on an allowable cost basis and settled at the hospital's fiscal year end,.  Allowable cost shall be determined following the methodology described in Supplement 3 (12 VAC 30-70-10 through 12 VAC 30-70-130).  Inpatient capital costs of Type One hospitals shall continue to be settled at 100% of allowable cost. For services beginning July 1, 2003, inpatient capital costs of Type Two hospitals shall be settled at 80% of allowable cost. For hospitals with fiscal years that do not begin on July 1, 2003, inpatient capital costs for the fiscal year in progress on that date shall be apportioned between the time period before and the time period after that date based on the number of calendar months before and after that date. Capital costs apportioned before that date shall be settled at 100% of allowable cost, and those after at 80% of allowable cost.
B. The exception to the policy in subsection A of this section is that the hospital specific rate per day for services in freestanding psychiatric facilities licensed as hospitals, as determined in 12 VAC 30-70-321 B, shall be an all-inclusive payment for operating and capital costs.

C. Until prospective payment for capital costs is implemented, the provisions of 12 VAC 30-70-70 regarding recapture of depreciation shall remain in effect.

VA.R. Doc. No. R03-231; Filed December 30, 2003, 4:30 p.m.
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