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SB 1383, An Act Concerning Medicaid Modernization

My name is Stephen Frayne and I am Senior Vice President, Health Policy of the Connecticut
Hospital Association (CHA). I appreciate the opportunity to testify on behalf of CHA and its
members on SB 1383, An Act Concerning Medicaid Modernization.

The best independent work available that outlines why hospital rate setting in the Medicaid and
SAGA programs needs an overhaul can be found in the Legislative Program Review and
Investigations Committee December 18, 2006 report Concerning the Funding of Hospital Care.
The Program review committee and its staff should be commended for the extraordinary quality
and thoroughness of the December 18, 2006 Report. In that report, the committee documented

- the mix of revenue sources hospitals rely on to fund services, the adequacy and equity of
Medicaid and SAGA rate setting processes, and how those programs impact negatively the
financial viability of Connecticut hospitals. The independence of that report lends both
credibility and urgency to the need for rate relief for Connecticut hospitals.

While the Program Review Committee report is chock full of detail and analysis, the key
takeaways relative to Medicaid and SAGA hospital rate setting are: the current system is broken,
the current level of funding is inadequate and needs to be dramatically increased, and rates need
to be maintained and updated with annual increases. The importance of this last point can’t be
understated. In fact, it has been our past failure to maintain and annually increase the rates that

has largely put us in the current mess.

For your convenience, I have attached a synopsis of the last twenty-five years of hospital
Medicaid rate setting. At the beginning of the time line, hospitals were paid cost. However,
during those twenty-five years, the combination of freezes, cuts, and repeals of future promises
brought us to the point where today we are losing $250 million per year.

As the chart below clearly indicates, every year before a hospital plans a new program, hires
another nurse, invests in a quality initiative it must first figure out how to cover the annual $250
million dollars deficit caused by state under-funding of its existing insurance programs. Under
current law, this is a never-ending and ever growing deficit. Current law freezes existing rates

forever.
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WHO PAYS FOR THE COST OF CARE FOR THE UNINSURED
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AMOUNT OF CARE THEY RECEIVED

This year, thankfully, there are many proposals regarding adopting a new payment system for
hospitals for Medicaid and SAGA. Some of those proposals pay Medicare for inpatient and
outpatient services, others for just inpatient, and others a percentage of Medicare such as 90%.

While all of these proposals go a long way to bringing the level of payment for those services
closer than it has been in a quite awhile to cost, all of them unfortunately fall short of covering
the full cost of these programs. Adopting a Medicare basis of payment is a complicated
undertaking. It requires paying based on Diagnosis Related Groups (DRGs) for inpatient
services and Ambulatory Patient Classifications (APCs) for outpatients. Annually, Medicare
promulgates over a thousand pages of proposed rules regarding these systems.

What should be done?

When setting rates, one has to be constantly mindful of how those rates relate to the underlying
cost of service. The last time we calibrated our Medicaid and SAGA rates equal to cost was over
twenty-five years ago. Such a calibration is long overdue. SB 1383 addresses the problem of
inadequate and never updated rates head-on by requiring the state to recalibrate rates equal to
what it costs.
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Hospitals need the legislature to recognize that its fiscal policies dramatically affect the ability of
hospitals to succeed caring for the people of Connecticut.

Hospitals need you to decide that investing in their ability to care for Connecticut is a priority.

Paying hospitals what it costs to serve individuals enrolled in state programs is an investment
that makes sense and is long overdue. Please adopt SB 1383.

For additional information, contact CHA Government Relations at (203) 294-7310.
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Synopsis of 25 Years of Cuts and Freezes

Year Change Comment
1982 Paid actual cost for inpatient and emergency room care ................ No loss providing services

Clinic care was paid at actual cost capped at 150% of the cost for

a physician office VISIt. ...........cooeirvnnii No loss providing services
1984 PA 84-367: Changed payment from actual to reasonable cost of an

efficient ProVIder. .o ieieciiecee e e Cut

Added payments for Inpatient Administrative days.......c.coeevenrneninrenens Increase not implemented
1985 PA 85-482: Reduced the amount allowable for clinic from

reasonable cost capped at 150% of the physician fee schedule to

116% of the physician fee schedule. ......cccovvmnniivimrveinniniennen, Cut
1987 PA 87-27: Removed from allowable cost expenses related to

supporting or OpPOSING UNIOMIZALION. .........orerereverininransesessserasessssssesenen, Cut

PA 87-516: Permitted the Commissioner to pay more for clinic to

DSH hospitals up to 175% of physician fee.......oouvurrivevrerreeiiecaiacnncn, Increase not implemented
1988 PA 88-156: Permitted the Commissioner to pay more than

reasonable cost for DSH hoSpitals. .......ccccovrrvreiniincrcnnsenrennuenieiinnens Increase not implemented
1989 PA 89-297: Reduced Emergency room payment for non-emergency

use of the emergency room to the clinic rate. .......ccovveevieeieernreverennnnee. Cut
1991 PA 91-8: Capped the increase in the clinic rate to no more than CPI

changes, froze current ED rates except those that decreased. ............... Cut and Freeze

Reduced by the most recent Medical CPI payments for those

outpatient services paid on a cost basis........ccevriveiruiiemininenisienissenn, Cut
1992 PA 92-16: Froze the ED rates for another year except those that

ECTEASEA. ..cvvevivirrireirecteerectrsevreasoeeern e reeer oot stscanen e sas s sbesasssnsnaans Freeze
1994 PA 94-5: Reduced by the most recent Medical CPI payments for

those outpatient services paid on a cost basis. ........c.cvrvrrerrmreesinissenenn, Cut

Froze the ED rates for another year except those that decreased. ......... Freeze

Required a fee schedule to be developed for all outpatient services

effective 1/1/1995, froze the fee schedule for 18 months, then

required it to be increased to reflect the cost of services........ovrvereenc. Cut and Freeze
1995 PA 95-306: Limited the application of AND enhanced payments to

instances when the patient is not eligible for Medicare. ........c.coovernnenen. Cut
1998 PA 98-131: Beginning 10/1/1998, stopped pegging the annual

inpatient inflation increase to Medicare and set it at 3% per annum Cut

BNETEATIET, voveeeeeeeeeeeseeeeeneeteeeeisessaeestaeesnasesssanesssrenssesatossessasarsreessesser
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1999

2001

2003

2004

2005

2006

2007

Synopsis of 25 Years of Cuts and Freezes

PA 99-279: Repealed the 3% inpatient adjustment for all years after
10/1/1998 - granting no increase thereafter..........coovvirirerrenricisennnnene,

Repealed outpatient fee schedule updates for 1999 and 2000. .............
RePealed tAXES ...coveereerirecriiiencre s

PA 01-3: Increased outpatient fees by 10.5%. .coceeerenreennierinnnienecn,

Increased inpatient to a minimum of 62.5% of cost. If above the
minimum no increase. Froze the rates for 2002 and 2003. ..................

PA 03-3: Extended outpatient rate freeze through 2005. ......................

Extended inpatient rate freeze to 2004 and 2005, ...ccveerenriniivicienennen.

PA 04-258: Set minimum inpatient target for 4/1/05 at 3,750, 4/1/06
at $4,000, 4/1/07 at $4,250; inpatient rates remain frozen if above
TOATHITIUINL. cevereeesenereeseeersnsunnnsmnnnrnressssesessssonssssssssssssessnnsssnseesssssssssssnnns

Cut SAGA by $20 million Per Year.......cceveeeeenrvrivrermmesssireenservenen,

PA 05-280: Delayed increasing the 2006 and 2007 minimum
inpatient target for SiX MONthS. ...,

Cut DSH by $10 million Per YEar. ........cccceuvimreceieienisinieieresennresssssesinas
PA 06-188: Repealed the 2007 $4,250 minimum inpatient target. .....

Permitted an inpatient increase for 2006 for institutions not eligible
FOT MUNIMIUIL c.eviirerreeireeereeerernresseesssssssessuesseessnessnssnssssesssssassssssssasss

Permitted an increase for outpatient clinic rates. ........coveveerccerieernnnee,
Permitted an increase for outpatient MRI rates........coceevriviceriesnecerannn:
Permitted an increase for outpatient CT SCAN rates..........ocevenireerenn,

Permitted an increase for outpatient ED rates. .......cccoovviveevniiesenarnnnann,

Rates frozen in Perpetuity. ........cccccoovnniviiineeneenennnesens e,
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Cut

Cut

Increase

No new dollars; funded by

Reduction to Uncompensated
Care Pool

No new dollars; funded by
Reduction to Uncompensated
Care Pool

Freeze

Freeze

Increase

Cut

Freeze

Cut

Cut

Increase not implemented

Increase
Increase not implemented
Increase not implemented

Increase

Loss providing service $250
Million

Loss grows by more than $30
Million per year



