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Report of the
Joint Subcommittee on Health Care

For All Virginians
To

The Governor and the General Assembly of Virginia
Richmond, Virginia

January, 1989

To: Honorable Gerald L. Baliles, Governor of Virginia
and

The General Assembly of Virginia

AUTHORITY FOR THE STUDY

The joint subcorcunittee was created by two joint
resolutions which were combined during the 1988 General
Assembly. Senate Joint Resolution 99, proposed by the Governor
and introduced by Senator Stanley C. Walker, authorized a study
of indigent heal th care, inclUding acute hospital care, long
term care, Medicaid cost containment, and the appropriate role
of the Certificate of Public Need program. House Joint
Resolution 78 was introduced by Delegate Ford C. Quillen. This
resolution authorized a study of eliminating Virginia's 209(b)
status under Medicaid, which involves .certain restrictive
eligibility criteria regarding elderly and disabled recipients
of Supplemental Security Income. These two joint resolutions
were combined and approved by the 1988 General Assembly.

INTRODUCTION

The General Assembly has been concerned with the rISIng
cost of heal th care and the burden of uncompensated hospi tal
care for many years. The most recent legislative report was
issued in 1986 by the Joint Subcommittee Established to Study
Alternatives for a Long Term State Indigent Health Care Policy
(House Document 29 of 1986) . This' report included a
recommendation to establish a Governor's Task Force on Indigent
Health Care. This task force was then created by Senate Joint
Resolution 32 of 1986 and continued by senate Joint Resolution
151 of 1987. The Governor's Task Force on Indigent Health Care
issued its final report as senate Document 11 of 1988.

The task force report was issued at the same time as the
report of the Governor's Commission on Medical Care Facilities
Certificate of Public Need, in December, 1987. As a result of

- 1 -



these two' reports, a number of proposals were considered but
not introduced by the 1988 General Assembly. Instead, the
Governor proposed legislation calling for a two-year moratorium
on granting Certificates of Public Need along wi th a further
legislative study of health care cost containment, indigent
health care, and long term care.

The 1988 General Assembly adopted a one-year moratorium
on Certificate of Public Need, as an amendment to the budget
bill. The General Assembly also adopted senate Joint
Resolution 99 which created the Joint Subcommi ttee on Heal th
Care For All Virginians. This resolution was combined with
House Joint Resolution 78 which called for a study of
eliminating Virginia's restrictive Medicaid eligibility
criteria for Supplemental Security Income recipients.

The joint subcommittee met six times during 1988 and
adopted this interim report on December, 28. 1988. During this
period a large number of presentations were made by interested
persons and groups. In addition. the joint subcommittee was
assisted throughout the study period by consultants from Peat
Marwick Main & Co. of Chicago.

The joint subcommittee wishes to express its sincere
appreciation to the many interested persons and groups who
contributed to this study. In particular, the subcommittee
gratefully acknowledges the assistance of Catherine Sreckovich,
Senior Manager of Peat Marwick Main & Co., and her staff;
Maston T. Jacks, Deputy Secretary of Health and Human
Resources; the Departments of Health, Medical Assistance
Services, and Aging: the Health Services Cost Review Council;
and, the Bureau of Insurance of the State Corporation
Commission. The joint subcommittee also extends its
appreciation to the Virginia Hospital Association and the
Virginia Health Care Association for their efforts on behalf of
this study.
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EXECUTUVE SUMMARY

The rising cost of health care is one of the most
intractable problems facing the Commonwealth. A significant
part of this problem is the need to provide health care for the
approximately 880,000 Virginians who do not have health
insurance of any kind from any source -- public or private.
Many of these persons are employed and have incomes in excess
of the the poverty level. For most of these Virginians health
insurance is simply not affordable. Many others have incomes
below the poverty line, but above the eligibility levels which
restrict Medicaid and other public programs. Hospital care for
those without any health insurance (public or private) is an
increasing financial burden on Virginia's hospitals.

At the same time the changing environment of hospi tal
finance has raised new questions about the appropriate role of
state government in regulating the supply of hospi tal beds,
equipment and services. Virginia's Certificate of Public Need
program was originally intended to control costs, but recent
evidence suggests carefully designed reimbursement systems may
be more effective in this regard.

A Public-Private Partnership

These and other problems associated wi th heal th care
financing are in the final analysis societal problems which
affect all Virginians, and not just one industry. Likewise,
solutions to these problems will involve actions by the
business community and by health care providers as well as
additional public financing. A joint public and. private
partnership is needed to enable all parties to share in the
responsibility for addressing the rising cost of health care.

A Trust Fund for Indigent Health Care. As a first step,
the joint subcommittee proposes that this partnership take the
form of a new trust fund for indigent health care, administered
by the Department of Medical Assistance Services. As a measure
of our good faith in trying to solve these problems, we suggest
the General Fund contribute one half of the funds the first
year ($7.5 million).

For fiscal year 1990, we expect the trust fund will
provide about $15 million to be distributed to those hospitals
which provide greater than a standard level of charity care. A
portion· of our General Fund contribution will be directed to
those hospitals which provide an extraordinary level of charity
care. Payments to the remaining hospitals will be supported
equally by hospital contributions and the General Fund. The
portion of the trust fund provided by hospitals will be in the
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form of contributions from those hospitals which provide less
than the standard level of charity care. We propose a sunset
clause for the trust fund to expire after the first year, so
that we may consider further steps and modifications, as
needed, during the second phase of this study.

State-Local Hospitalization. We also propose steps, as
recommended by JLARC in 1988, to strengthen the State-Local
Hospitalization program (at a cost of $4 million in General
Funds). This program, also to be administered by the
Department of Medical Assistance Services, will become our
payer of first resort for those Virginians who have no health
insurance of any type, and whose incomes fall below the poverty
level. When state and local allocations for this program are
exhausted, then the trust fund will be available as a backstop.

Deregulation of Hospi tals. We believe that this new
partnership should proceed hand in hand wi th legislation to
eliminate regulation of hospitals under the Certificate of
Public Need program, with certain exceptions. We suggest that
psychiatric and rehabilitation hospital beds continue to be
under COPN pending further study and that no hospital beds be
converted to nursing home beds during the moratorium.

We reconunend that hospi tals submit consol idated audi ts
each year to the Virginia Health Services Cost Review Council.
These audits should include hospital affiliates, so we can be
assured that public monies are being. distributed in a fair and
equitable manner.

The joint subcommittee reiterates that thisis only a
first step. We recommend that during the second phase of our
study we continue to review this situation to determine whether
additional contributions will be needed.

Health Insurance

In addition to these steps to provide hospital care for
those Virginians whose family incomes fall below the poverty
level, we believe additional steps are needed to make health
insurance more affordable. The joint subcomrni ttee notes the
disturbing estimate that 880,000 Virginians have no health
insurance from any source, either public or private.

While hospital insurance is available to anyone who
wishes to purchase a policy, it is simply not affordable for
many working families. One factor which contributes to the
rising cost of health insurance is the inclusion of mandated
benefits and providers in state laws governing such insurance.
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The joint subcommittee recommends a one year moratorium
on the consideration of any further mandated benefits or
providers so that further study may be conducted of the social
and financial impact of these mandates. The Bureau of
Insurance of the State Corportation Commission should assist in
this effort. The second phase of our study should also include
consideration of other cost containment ini tiatives and
incentives to make health insurance more affordable.

Long Term Care

We recognize that in the future we will need more
nursing home beds and other long term care services to meet the
needs of our rapidly growing elderly population. For now, we
reconunend the moratorium on approval of new nursing home beds
be continued until January 1, 1991 and that no applications be
filed until the end of the moratorium. At the same time, we
recommend that nursing homes come under the prospective budget
review system of the Health Services Cost Review Council.

We also recommend further steps to improve the
availability and coordination of home and community-based
services to enable more of our elderly citizens to continue to
live; in their own homes.

Medicaid

The cost of Medicaid is rIsIng quickly. In fiscal year
1988 Medicaid expenditures from all fund;; were $806 rni 11 ion.
Our projections indicate that by 1994 the cost of Medicaid will
exceed $1.5 billion. Medicaid will soon represent the largest
single expenditure in the state budget.

As costs have risen, the role of Medicaid has been
transformed since its creation in 1965. What was originally
intended to be a medical care program for poor families and
children who met traditional welfare-related definitions, has
been transformed into a program which is now the single most
important funding stream for long term care for the elderly and
disabled, due to the tremendous impact of long term care costs
on family resources.

Reimbursement Concerns. We recognize that Virginia's
eligibility standards for Medicaid are low in comparison to
many other states. However, before any options to expand
e1 igibi 1i ty are adopted, certain under lying weaknesses in our
reimbursement policies must be addressed. These weaknesses
relate primarily to hospitals, nursing homes, and physicians.
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We recorcunend that Medicaid reimbursement for hospitals
and nursing homes be enhanced by the inclusion of a new
Virginia-specific forecast of inflation for fiscal 1990, to
recognize the fact that nursing salaries are rlslng faster in
Virginia than in the nation as a whole. This new inflation
factor will cost $2.4 million (GF).

In recent years our physician reimbursement under
Medicaid has fallen far behind. In fact, some of our fees are
now as low as the fifth percentile. Even those fees we
recently raised to the 25th percentile have now fallen behind.
In order to correct this situation, we recommend that Medicaid
physician fees be increased to the 25th percentile over the
next three years, with the first step to the 15th percentile as
of January 1, 1990, at a cost of $6.0 million (GF).

In addition to raising physician reimbursement, we must
cons ider further strategies to make pr imary heal th care more
available. The Board and Department of Health should continue
to take the lead in this area, and prepare to make specific
recommendations during the second phase of this study.

Conclusion

The estimated cost of this series of recommendations in
fiscal year 1990 to the General Fund of the Commonwealth will
be in the range of $20 million.

Finally, we recommend that a Joint Resolution be adopted
to continue the Joint Subcommittee on Health Care For _All
Virginians, wi th a final report to the presented to the 1991
General Assembly.
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CERTIFICATE OF PUBLIC NEED

A major impetus for this study was the desire to resolve
the many issues surrounding Certificate of Public Need (COPN).
The Commonwealth has a stake in controlling the cost of
hospital and nursing home care, but the evidence is mixed as to
the overall effectiveness of COPN in restraining heal th care
cost increases. In view of the changing environment of health
care finance we conclude the time has come to move towards
deregulation of the hospital industry as part of an overall
strategy to address the problem of indigent health care. Other
issues with respect to COPN require further study.

Pending completion of this study, a moratorium on
approval of any further certificates was included in the 1988
Appropriations Act (Item 374). However, the following
exceptions were included:

• Projects for renovation or replacement of an
existing facility or part thereof as required to
comply with life safety codes, licensure,
certification or accreditation standards;

• Projects required to comply with the conditions
of research grants;

• Projects required to meet a clearly demon·strated
emergency publ ic health need, renovate or
replace equipment due to equipment fai lure or
obsolescence, provide innovate technologies of
proven significance for which the citizens of
the Conunonweal th do not have reasonable access,
or which have been substantially funded by
char i table contr ibut ions, or which wi 11 reduce
health care costs;

• Projects required by the General Assembly
pursuant to the Appropriations Act; or,

• Projects of a non-clinical nature.

This section of the report considers the original
justification for COPN I recent changes in heal th care finance
which lead us to reexamine the need for COPN, the Governor I s
Commission on COPN, and the findings and recommendations of the
joint subcommittee.
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Original justification for Regulation.

Government control of private investment in the health
care industry evolved over the past four decades as a means to
control the rising cost of health care. The federal
Hill-Burton Act of 1946 provided federal funds for hospital
construction, but required states and localities to initiate
health planning.

Since the creation of Medicare and Medicaid in 1965,
there has been growing awareness of the rising share of our
national income devoted to health care. In fact, by the early
1970's the problem of hospital shortages had been reversed, and
concerns of oversupply dominated federal policy discussions.
Congress established two separate capital expenditure review
programs to control the cost of health care by limiting the
growth of facilities. These two programs were the Section 1122
program under the Social security Act amendments of 1972 and
the Certificate of Public Need (COPN) program under the 1974
National Health Planning and Resources Development Act.

Recent Changes in Health Care Finance

Since the 1970's the nature of health care finance has
changed dramat ical1y, raising fundamental questions as to the
continued need for such regulatory controls. For example,
since the early 1980's government and private sector insurance
reimbursement systems have been restructured to emphasize
prospective cost controls. Virginia adopted a prospective
Medicaid reimbursement system in 1.982 I soon to be followed by
the Diagnostic Related Group (DRG) payment system which was
part of the Medicare reforms of 1983. Another dramatic change
in the health care industry has been the emergence of new ways
of delivering medical services, including outpatient and
ambulatory care and alternative delivery systems such as Health
Maintenance Organizations and Preferred Provider Organizations.

These changes have encouraged competition as well as
intense scrutiny of costs by the major third party payers such
as Blue Cross-Blue Shield plans, private insurers, and Medicare
and Medicaid. As a result, hospitals have become less able to
pass'along unjustified costs to the major payers.

Constrained reimbursement has contributed to the
declining use of hospital inpatient services, and Virginia' s
occupancy rate (about 67 percent) mirrors the national trend.
This excess acute care capacity has reduced the incentive to
add new beds. As a rasul t, mandatory government review of
hospital decisions seems less important. The alternative view
has emerged that heightened competition in the marketplace is
the best guide for private investment.
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The Governor's Commission on COPN

The Governor's Commission on Medical Care Facilities
Certificate of Public Need was established by executive order
in December 1986 to study the effectiveness of the COPN program
and to recommend changes, if needed. The Governor's concerns
were related to the issues of health care cost control,
availablilityof services, and access to services.

The Johns Hopkins University School of Hygiene and
Public Health was selected to conduct a study of the COPN
program in Virginia. The Johns Hopkins report concluded that
it was unable to find documented evidence of any significant
impact on cost by COPN; that the process needed to be improved;
and that there were sharp differences of opinions about COPN
among health care industry leaders.

The Governor's commission report was released in tandem
with the report of the Governor's Task Force on Indigent Health
Care. In a letter transmitting the two reports, the Secretary
of Health and Human Resources stated that the two 1987 reports
were inextricably linked, in that the Governor I s Task Force
sought to ensure that decisions made with respect to COPN
should be assessed in relation to their effect on the
availabil~ty of health care to the indigent.

In turn, the Governor's conunission recormnended partial
deregulation of hospi tals, provided that adequate measures to
address the indigent health care burden could be developed.
Specifically, the Governor I s conunission recommended that COPN
no longer.be required for purchase of major medical equipment
and establishment of associated new clinical services.
However, the. Conunission felt COPN should be retained for the
construction of new hospital beds, including the addition of
beds to existing facilities and relocation of existing beds.
The Commission also recommended that COPN be retained for
nursing homes and that a number of administrative improvements
be made in the COPN process and in the health planning
capabilities of the Commonwealth.

Discussion

The Commonweal th has a stake in the cost of hospi tal
care. While Medicaid accounted for only three percent of
hospital revenues in 1987, hospital reimbursement will still
account for 22 percent of Medicaid expendi tures this year.
However, there is insufficient evidence to support the claim
that continuation of COPN is justified in order to restrain
hospital cost increases. In view of today's highly competitive
health care marketplace, COPN is no longer necessary for most
types of hospital beds, equipment and services.
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The experience of states which have deregulated
hospitals suggests there has been no surge in the number of
acute care beds. At the same time, we note that in several of
these states there has been an increase in the number of
psychiatric and rehabilitation beds. These services are
frequently mandated in state law and there are fewer
reimbursement controls on these services. Further study is
needed before psychiatr ic or rehabi 1 i tation beds are removed
from COPN. We also conclude that hospitals should not enjoy an
unfair advantage over nursing homes during the moratorium by
converting excess acute care beds to nursing home use.

The Commonwealth plays a dominant role in financing
nursing home care through Medicaid, which is an entitlement
program. In fact, Medicaid pays for about two-thirds of all
private nursing home patient days in Virginia, and nursing horne
reimbursement will account for over 28 percent of Medicaid
expenditures this year. While there is a need to control the
potential cost to Medicaid of unlimited growth in the supply of
nursing home beds , it is unclear as to whether that control
should be exercised through COPN regulation or through other
types of limits in the Medicaid program. This is an issue
which should be addressed by the Joint Subcommittee next year.

In the context of a public private partnership in which
competition will be encouraged, there are certain additional
types of information which must be required by the Commonwealth
and made avai lable to the consumers. of heal th care in order to
insure fairness and equity in the allocation of public funds.

Recognizing that the environment of health care delivery
and finance is changing so rapidly, it seems clear that the
Commonwealth should take steps now to strengthen its ability to
carry out statewide health planning in a more effective
manner. This concern should be addressed in the second phase
of the study.

Recommendations

We offer the following recommendations wi th respect to
the Certificate of Public Need (COPN) program:

1. Hospitals. The time has come to deregulate the
hospital industry from Certificate of Public
Need, with certain exceptions. Psychiatric and
rehabilitation hospitals should continue under
COPN regulation, and no hospital beds should be
converted to nursing home beds, pending
completion of this study.
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At the same time we believe this decision must
be made in the context of a new publ ic and
private partnership to ensure the provision of
hospital care to those Virginians who are unable
to obtain any health insurance and whose incomes
are below the poverty level.

2. Nursing Homes. The moratorium on approval of
new certificates of public need for nursing home
beds should be continued until January I,. 1991.
During this period no new applications for
nursing home beds should be received by the
Commissioner of Health. The joint subcommittee
should continue its study of the certificate of
public need program during the next phase.

The next section of this report addresses the concerns
of Virginians who are uninsured and have diff icul ty obtaining
essential hospital and primary health care.
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VIRGINIAtS UNINSURED POPULATION

One of our key findings concerns those of our fellow
Virginians who have no health insurance of any kind or from any
source -- including Medicare, Medicaid, or private insurance.
As described above, actions to deregulate the hospital industry
must proceed in tandem with steps to address this critical need.

Who Are The Uninsured?

A large number of Virginians do not have any health
insurance at all. The Employee Benefit Research Institute has
estimated 880,000 Virginians (or 16.6 percent of our residents
under age 65) were uninsured in 1987. This compares to 17.4
percent for the nation as a whole (which represents 37 million
Americans without health insurance). The State Corporation
Commission reports 270,000 (or 31 percent) of the uninsured in
Virginia are age 17 or under.

Most of the uninsured are connected to the workforce.
National studies suggest 75 percent of the uninsured (or about
28 mi 11 ion persons) are in househo Ids in which at least one
family' member is employed. Comparable surveys for Virginia
suggest 600,000 (68 percent of Virginiats uninsured population)
live in households with at least one working family member. At
least two thirds of the uninsured live in households with
incomes above the poverty level.

Many of· the uninsured are employed in construction,
retail trade, and service companies, and in small businesses,
which often do not offer health insurance. The Governor's Task
Force on Indigent Health Care found that 35 percent of
businesses with fewer than 51 employees do not offer health
insurance protection for their workers. One factor which may
contribute to the high cost of heal th insurance for employees
of small businesses is the inclusion of mandated benefits under
state law. Further study is needed of this issue during the
second phase of this study.

Primary Care for the Indigent

Families without health insurance also have difficulties
obtaining primary care as well as hospitalization. In fact,
the lack of a primary care physician often leads the uninsured
to seek medical care in an inappropriate setting such as a
hospital emergency room. The State Board of Health has
reported that many Virginians do not have a family physician
and do not receive basic medical services in their own
communities because there is no doctor close to their home.
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Across Virginia, 52 of our 136 cities and counties are
designated as medically underserved areas, based on the
national standard of one primary care physician for every 3,500
people. The Department of Health assumed responsibility in
1985 for addressing the issues of access to primary health
services. At the November 28, 19-88, meeting of the Joint
Subcommittee, the Board and. the Department of Health suggested
a plan for encouraging the education of primary care physicians
and placing those physicians in medically underserved areas.

During the second phase of this study, we believe the
Department of Health should continue to explore the options in
this critical area. In addition, we believe the department
should explore potential roles which could be assumed by local
health departments in cooperation with other parts of the
medical community to provide better primary care.

Reconunendations

During the second phase of this study further study is
needed of mandated heal th insurance benefits and providers as
well as of other potential strategies to make health insurance
more affordable for all Virginians. Further study is also
needed to deve;lop strategies to expand the availability of
primary care for indigent Virginians. We offer the" following
recommendations to address these concerns:

1. Affordability of Health Insurance. The Joint
Subconuni ttee should continue to review, in the
second phase of this study, appropriate steps to
make 'private health insurance more affordable
for working Virginians. Such steps might
include social and financial impact analysis of
mandated insurance benefits' and providers and
other cost containment initiatives and
incentives to make health insurance more
affordable.

2. Moratorium on State Mandates. The 1989 General
Assembly should adopt a one year moratorium on
the approval of any new mandated health
insurance benefits or providers under the Code
of Virginia, pending completion of a study of
the social and financial impact of such mandates
by the Bureau of Insurance of the State
Corportation Commission, with the assistance of
the Department of Health, to be presented to the
joint subcommittee by September I, 1989.
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3. Availability of Primary Care. The Department of
Health should present a report to the Joint
Subcommittee by July 1, 1989, on potential
options to expand the availability of primary
care services for uninsured Virginians, and in
medically underserved areas, including steps to
encourage local health departments, community
hospitals, the teaching hospitals, the medical
schools, and the medical community in general to
work together to develop innovative local
programs to expand primary care delivery.

The high cost of health insurance and the unavailability
of primary care for many Virginians have contributed to the
growing burden of uncompensated care on Virginia I s hospitals,
as described in the following section.
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EQUALIZING THE BURDEN OF INDIGENT HOSPITAL CARE

Hospitals are providing a growing amount of care to
persons who are unable to pay their hospital bills, and who are
not covered by Medicaid, Medicare or other public programs.
This .. uncompensated II care is considered to be either chari ty
care or is written off as bad debts.

This section of the report considers the extent of
charity care and bad debt, programs in other states to address
this problem, Virginia's existing State-Local Hospitalization
program, and recommendations of the joint subcommittee.

Charity Care and Bad Debt

A more precise definition of charity care was adopted by
the Virginia Health Services Cost Review Council as of July 1,
1988. Under this new definition, charity care is defined as
uncompensated care provided by hospitals to persons whose
family income falls below the federal poverty level. As of
February, 1988, the federal poverty level for a family of four
was $11,650 per year (or $970 per month). Uncompensated care
provided to persons with incomes above this level is now
defined as a bad debt.

From fiscal 1982 to 1987 the level of uncompensated care
(excluding state teaching hospi tals) increased 94 percent -
from $1~9 to $230 million. However, due to pressures by third
party payers to hold down costs, hospi tals have become less
able to shift this burden to their paying patients.

In order to analyze this burden we converted charges to
costs, and considered only the cost of charity care, which is
that part of uncompensated care which is provided to persons
whose incomes are below the poverty level. We found that in
1987 total charity care by all hospitals was $125.5 million, of
which $90 million (or 80 percent) was provided by the two state
teaching hospitals (the University of Virginia Hospitals and
the Medical College of Virginia). The remaining amount of
charity care provided by private hospitals was $35.5 million.

The burden of of charity care is not evenly distributed
among public and private hospitals in Virginia. For example,
the Eastern Virginia Health Service Area bears an unusually
high percentage of the total char i ty care burden. Certain
hospita·ls also bear a disproportionate burden in relation to
their gross patient revenue.
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Review of Other States' Programs

We reviewed very carefully the experience of several
other states which have devised various plans to address this
problem. Several states have established minimum standards for
the amount of indigent care hospi tals should provide. Some
states have bui 1t these standards into their Certificate of
Public Need requirements, while others have established funding
pools. The concept of a funding pool involves contributions
from hospitals which provide less than the standard so the
dollars can then be redistributed to the hospital providing
more than the standard. Typically a formula is developed to
distribute the dollars.

States with funding pools
Florida, Massachusetts, Nevada,
Carolina.

include: Arkansas, Colorado,
New York, Ohio, and South

• Florida. In Florida, all hospitals are assessed
1.5 percent of net operating revenues, and these
revenues are matched with state general funds
and deposited into a trust fund. Hospitals
which provide at least 2.5 percent of their
total inpatient days to Medicaid patients (or at
least five percent of patient days to either
Medicaid or char i ty pat ients ) receive payments
from the trust fund.

• New York. In "New York, on the other hand, no
state general funds are provided. Hospitals are
assessed 1.9 percent of their total inpatient
revenues, and receive payments from one of eight
regional indigent. care pools based on the type
of hospital and the level of bad debt and
charity care.

• Massachusetts. A 13 percent surcharge on all
hospital bills is added in Massachusetts through
the rate setting process. State general funds
are also added to the funding pool, which
reimburses hospitals which have uncompensated
care costs greater than 13 percent of patient
revenues. The surcharge is expected to be
reduced under the new universal care program.

In each of these three states hospitals are assessed so
that funds maybe made available to those hospitals which bear
an extraordinary share of the indigent care burden. A more
detailed analysis of all such programs in other states was
provided to the joint subcommittee by Peat Marwick Main & Co.
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State-Local Hospitalization

The SLH program was established in 1946. The state
contributes 75 percent of the cost of the program, with
localities contributing the other 25 percent. Each
participating locality (through its local department of welfare
or social services) develops its own eligibility criteria,
service plans, and reimbursement methods.

8LH funds are allocated to all localities on the basis
of population. Funds allocated to localities which do not
participate in the program are redistributed to other cities
and counties when their SLH expenditures exceed their original
allocations. The program also has a reserve fund.

8LH has been criticized over the years. In 1987 JLARC
made a series of recommendations designed to strengthen the
program. JLARC recommended that all localities be required to
participate in the program, that eligibility criteria and
covered services be made uniform across the state, and that
local shares be adjusted by the JLARC revenue capacity model,
with or without an adjustment for local personal income.

Our review of these programs suggests that a plan to
strengthen the SLH program in tandem with the creation of an
indigent care funding pool has the greatest likelihood of
success in Virginia.

Recommendations

We reconunend a plan to involve state and local
government and the hospi tal industry in a new partnership for
hospital care for all Virginians whose incomes fall beneath the
poverty level, and who are not already covered by Medicare or
Medicaid. In brief, this plan has fout parts:

1. Virginia' s 94 acute care hospitals should
participate in a new Indigent Heal th Care Trust
Fund, to be managed by the Department of Medical
Assistance Services (DMAS). The Commonwealth
would contribute about one half of the trust
fund with an appropriation of $7.5 million from
the General Fund the first year. The remaining
one half of the fund would be financed by those
hospi tals which do not provide a minimum level
of charity care.

• All acute care hospitals would be ranked from
highest to lowest according to the percentage
of chari ty care they provide in relation to
their gross patient revenues.
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• The median percentage of charity care in
relation to gross patient revenues would be
defined as the standard level of charity care.

• Contributions would be based on the amount of
funds needed to pay hospitals which provide
charity care in excess of the standard.
Hospitals which pay into the fund would
receive credit for the amount of charity care
they provide.

• Hospitals with fewer than 100 beds would not
have to make a contribution, but could
receive payments for charity care in excess
of the standard.

• Hospitals which provide more than the
standard level of charity care would be paid
60 percent of their costs to ensure the trust
fund is used only as a payer of last resort.

• The trust fund would be created for one year
beginning July 1, 1989, with the initial
contributions and payments made as of June
30, 1990. The trust fund would then expire
unless reauthorized by the 1990 General
Assembly.

2. The State-Local Hospitalization (SLH) program
should be strengthened. A series of steps is
recommended, based on the 1988 JLARC report.

• First, 8LH should be moved from the
Department. of Social Services to the
Department'of Medical Assistance Services.

• Second, a number of changes should be made in
SLH such as mandatory local participation,
standard eligibility criteria and services,
and a new formula (based on local revenue
capacity adjusted by per capita income) to
determine the local shares of the program.
The cost of this step would be $4 million
from the General Fund plus a net increase of
about $300,000 in local funds.

3. The plan should incorporate the deregulation of
acute care hospitals from the Certificate of
Public Need (COPN) process. However,
psychiatr ic and rehabi 1i tat ion hospitals should
still be included under the COPN moratorium
pending further study, and no hospital should be
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permitted to convert hospital beds to nursing
home beds during the moratorium.

4. Hospitals should be required to submit
consolidated annual audits (including their
affiliates) for review and comment by the Health
Services Cost Review Council, on forms approved
by the council.

The strengthening of State-Local Hospitalization and the
creation of a new Indigent Health Care Trust Fund to serve as a
back-up funding stream for hospitals would signify a commitment
by the Commonwealth to participate in providing for the health
care of all Virginians who do not have any health insurance and
whose incomes fall below the poverty level.

The deregulation of hospitals from the Certificate of
Public Need program represents a determination that there are
more effective ways for state government to promote efficiency
and economy in the hospi tal industry than through the review
and approval of private investment decisions which affect the
supply of capital facilities, equipment and services.

This plan will require that the hospitals themselves
agree to a new contribution from those hospitals which provide
less than a standard level of uncompensated care. In addition,
all hospitals will have to provide annual consolidated audits
of their operations and the operations of their affiliates, so
the Commonwealth can be assured· that costs and benef its under
this new plan are apportioned fairly and equitably.

We believe this plan repiesents a critical first step to
finance hospital care for lower income Virginians. However, we
emphasize that this is only an interim step. During the second
phase of this study we also suggest continued review of these
steps so that modifications, if appropriate, can be considered.

Another area of growing concern to the Commonweal th is
the rising cost of long term care, including nursing homes for
elderly Virginians and the need for home and conununi ty based
alternatives. These issues are addressed in the next section.
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NURSING HOMES AND LONG TERM CARE

A key area of concern for the second phase of the study
will be the need to address Virginia's growing elderly
population and the need to provide nursing home care and other
types of long term care. Important objectives to be considered
include the need to encourage cost effective alternatives to
nursing home care and the need to improve coordination of all
long term care services.

The Aging of Virginia's Population

Virginians over age 85 are the fastest growing segment
of our population. From 1980 to the year 2000 this group will
have increased 71 percent, as compared to an increase of 25
percent for the state population as a whole. By 1990
Virginia I s population over age 65 will exceed the college age
population.

The aging of Virginia t s population requires that the
Commonwealth take steps now to plan for and expand the supply
of long term care services. Nursing homes represent one
important component of long term care, but not the only
component. Other services are needed to help older Virginians
to remain in their own homes if possible.

Addi t ional nurs ing home beds wi 11 be needed after the
moratorium on Certificate of Public Need (COPN) is lifted. As
of June· 30, 1988 Virginia had 24,694 licensed nursing home beds
and another 6,119 beds approved under COPN. However, even with
these additional beds Virginia will have about 48 beds per
1,000 elderly population, compared to a national average of 54
beds per 1,000. For this reason it seems clear that more
nursing homes will be needed in the future.

Coordinating Long Term Care

However, before the moratorium on approval of new beds
is lifted, steps are needed to enable the Commonwealth to play
a more active role in determining the appropriate number of
nursing home beds which are actually needed and in forecasting
the fiscal impact of the decisions to approve new beds.
Further study is needed to determine whether Certificate of
Public Need should be retained for nursing homes or whether
other types of expenditure controls should be developed within
the Medicaid program to limit future cost increases.
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At the same time the rate of growth in the number of
nursing home beds needed in the future can be moderated by a
shift in emphasis towards home and community based care. This
will require increased coordination of long term care services
which are provided by several different public agencies.

Recommendations

Recognizing the significant implications of Virginia IS

aging population and the need to strengthen our coordination of
long term care, we recommend the following actions:

1. Legislation should be adopted continuing the
moratorium on new nursing home beds (under
Certificate of Publ ic Need) through January 1,
1991. This should include a provision that no
applications may be filed until the end of the
moratorium.

2. Legislation should be adopted to require nursing
homes to come under the prospective. budget
review system of the Virginia Heal th Services
Cost Review Council. The council should work
wi th the nursing home industry to insure this
requirement is implemented in such a manner as
to minimize duplicate reporting.

3. Legislation should be considered during the
second phase of this study to strengthen the
Certificate of Public ~eed process as it relates
to long term care. The legislation should
provide for the development of a new methodology
for determining how many new beds are needed, as
well as other administrative improvements.

4. Legislation should be considered during the
second phase of this study directing the
Commissioner of Health to report each year to
the General Assembly on the number of new
nursing home beds needed, as well as the
proj ected f i seal impact of the proposed beds,
before they are approved.

5. Legislation should be considered during the
second phase of this study to strengthen the
Long Term Care Council so that it might serve as
a more effective coordinating body for those
public agencies which are involved in the
provision and funding of long term care.
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6. The Department of Medical Assistance Services
should be encouraged to move forward with a
strategy to expand waivers and optional services
for home and community based care as recommended
in its report to the Joint Subcommittee on
October 24, 1988.

7. The Department for the Aging should develop a
statewide information system for long term care
services for the elderly, including a uniform
assessment instrument for clients and a common
data base available to all participating state
and local agencies ($100,000 GF).

These recommendations are intended to address the
critical needs facing Virginia in the areas of uncompensated
hospi tal care and long term care. The next section of the
report addresses the role of Medicaid in financing a variety of
health services for eligible low income Virginians.
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ASSESSING THE MEDICAID BUDGET

The Joint Subcommittee was created in large part because
of concerns by the Governor and the General Assembly about the
rapid growth of the cost of Medicaid and the effect of that
growth on our abili ty to pay for other essential services.
Medicaid already represents about eight percent of 'our General
Fund budget, and this share could increase to ten percent by
1994. New federal mandates, new nursing home beds, and the
reduction in the federal share of the program account for much
of the increased cost of Medicaid to the General Fund.

Despite the growth in the size of the budget, Virginia
has a relatively modest Medicaid program in comparison to most
other states, part icular ly wi th respect to e1 igibi 1i ty. For
example, in 1986 Virginia ranked 39th among the 50 states in
total Medicaid expenditures per capita, and 36th in the
percentage of the poverty population covered by Medicaid.

The fundamental change which has occurred in Medicaid
since its inception in 1965 has been the transformation of a
program which was originally intended to serve categorically
eligible families who met : traditional welfare-related
definitions, into a program which is now the most important
funding stream for long term care for the elderly and
disabled'i A re;lated change since 1985 has been the expansion
of eligibility for certain high-risk groups such as pregnant
women and children, far beyond traditional welfare definitions.

As we assess Virginia t s Medicaid program, one of our
major concerns has been the proj'ected fiscal impact of recent
federal changes in Medicare, as outlined in the next section.

The Medicare Catastrophic Coverage Act

The 1988 Medicare Catastrophic Coverage Act represents a
significant new federal mandate on the Commonwealth to expand
Medicaid eligibility. The act requires that by 1992 Virginia
must have phased in Medicaid coverage of all elderly and
disabled persons under the poverty level. (In 1986 the poverty
level for a family of two was $7,372.) Medicare premiums and
deductibles for this new group will be paid by Medicaid. This
mandate will increase Medicaid enrollment by an estimated
26,000 elderly and 9,700 disabled recipients by 1993.

-In addition, the Catastrophic Coverage Act eliminates
Virginia I s transfer of assets rules, which will enable more
applicants to transfer their assets to other family members in
order to qualify for nursing home care under Medicaid.
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Our consultants from Peat Marwick Main & Co. have
estimated the cost of the Catastrophic Coverage Act to be about
$19 million (General Funds) in fiscal 1990. This cost is
expected to rise to at least $108 million by 1994.

Options for Expanding Eligibility

Beyond the new federal mandates I Virginia has a number
of options by which eligibility for Medicaid coverage could be
expanded. These include elimination of the so-called 209(b)
option as well as other steps to expand coverage of pregnant
women and children. We believe further study is needed of
these options during the second phase of the study,
particularly in light of the potential for further changes at
the federal level.

One of the key restrictions in eligibility is the 209(b)
option. When the Supplemental Security Income (SSI) program
was adopted in 1971, section 209(b) was passed by Congress to
allow Virginia to maintain certain more restrictive eligibility
criteria under Medicaid than would otherwise have been
permitted for elderly and disabled SSI recipients. These more
restrictive criteria include Virginia's $5,000 limit on
contiguous property and the exemption of' the first $2, 500 of
prepaid burial plans from countable assets. If these current
restrictions were to be lifted, an additional 9,295 SSI
recipients would become eligible for Medicaid at an annual cost
of $14.4 million in General Funds.

Other potential options for expanded Medicaid
eligibility include coverage of pregnant women and children (up
to age i8) in families with i:ncomes up to 185 percen·t of the
poverty level. The Department of Medical Assistance Services
has estimated the addi tional cost of covering chi Idren up to
age five in families with incomes below 185 percent of poverty
would be about $51.6 million (General Funds) in fiscal 1990.

Options For Improving Reimbursement

Our reimbursement of providers has lagged behind the
rising cost of heal th care services. Two particular concerns
which we have addressed are the inflation factor built into our
hospital and nursing home prospective reimbursement systems and
the overall level of physician reimbursement.

• Virginia Specific Inflation Forecasts. A new
industry-specific measure of inflation published
by Data Resources, Incorporated (DRI) was
adopted as of July 1, 1988 as a cost containment
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measure. However, nursing homes are concerned
that this national forecast of inflation does
not adequately reflect the rising cost of
nursing salaries in Virginia -~ a factor due in
large part to the current nursing shortage.
Nursing salaries appear to be rising faster in
Virginia than in the nation as a whole. In
order to address this problem the industry has
suggested that Medicaid adopt the DR! Virginia
specific inflation forecast, which would better
represent salary cost increases in Virginia.

• Physicians' Reimbursement. Since Virginia began
its Medicaid program in 1969, payments to
physicians have been increased across the board
only once (by five percent in 1981). As a
result, physicians fees are now a major concern.

The Department of Medical Assistance Services
reported to us that current payments for
physician services are generally less than the
fifth percentile of all charges. Obstetricians·
fees were raised in 1986 to the 25th percentile
but have now fallen to the tenth percentile.
Primary care physicians' fees were raised to the
25th percentile in ° 1987 , but have since fallen
behind again. Potential negative consequences
of such low reimbursement may include steps by
physicians to limit their Medicaid practices,
the inability of Medicaid to cover even overhead
charges for physici~ns t services 1 and possible
·federal lawsuits over restricted access to care.

We believe these underlying weaknesses in reimbursement
policies should be addressed before any further optional steps
are taken to expand eligibility.

Projected Medicaid Costs for 1994

Like most other states Virginia is concerned about
rapidly increasing cost of the Medicaid. Total Medicaid costs

. in Virginia increased by 84 percent from $382 million (from all
funds) in 1980 to $701 million in 1987. Our consultants
project the cost of Medicaid will increase another 118 percent
to $1,531 million in 1994.

This projection assumes that almost $260 million of the
projected $1.5 billion cost of Medicaid in 1994 would be
accounted for by three major factors:
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• First , it assumes Virginia would e1 iminate the
209(b) option which restricts eligibility for
elderly and disabled persons who also receive
ssr, and that this step would cost $48 mi 11 ion
annually (from all funds) by 1994.

• Second, it assumes the cost of the 1988 Medicare
Catastrophic coverage Act will be $103 million
annually by 1994.

• Third , it assumes the cost of nursing home beds
already approved and additional beds which would
be approved after the moratorium on COPN expires
would be $108 million per year by 1994 (from all
funds). This assumes the current bed need
methodology remains unchanged.

In view of these rapidly escalating costs I continued
review of the Medicaid program is n~eded. We also recognize
that a greater p~oportion of these costs will be borne by the
Commonwealth in the future, as described in the next section.

Federal Participation in Medicaid

The federal share of Virginia I s Medicaid program will
have declined from 65 percent in 1971 to 50 percent by 1990.
The federal share i·s determined by a formula which compares
Virginia's per capita income with the national average. Since
1980 Virginia's per capita income has risen from 24th to 10th
highest in the nation, so our federal match rate for Medicaid
has dropped accordingly. There is. a floor of 50 percent
federal funding currently, but we are· aware that this minimum
federal share could be reduced in the future.

Of the $1.5 billion projected total cost of Medicaid in
fiscal 1994, we can assume the Commonweal th' s share of this
total cost is $230 million higher ($995 million instead of $765
million from the General Fund) simply because of the reduction
in the federal matching rate from 65 to 50 percent.

Recognizing the attention focused at the national level
on reducing the federal defici t and the interest of the new
Administration in Washington in the role of states in health
care I we bel ieve continued review of the Medicaid program by
the Joint Subcommittee is essential.
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Reconunendations

We make the following recormnendations wi th respect to
the budget for Medicaid in fiscal 1990:

1 . The budget for the Department of Medical
Assistance Services should be adjusted to
include a Virginia-specific inflation forecast
(as published by Data Resources, Inc.) to adjust
per diem rates paid to hospitals and nursing
homes, effective July 1, 1989. This should cost
$2.4 million (GF) in fiscal 1990.

2. The budget for the Department of Medical
Assistance Services should be adjusted to
increase physician reimbursement to the 25th
percentile over a three year period, with the
first step raising reimbursement to the 15th
percentile on January 1, 1990. This should cost
$6.0 million (GF) in fiscal 1990.

3. The Department of Medical Assistance Services
should be encouraged to apply for additional
federal waivers to expand the availability of
home and corrnnunity based care f or the elder ly I

as alternatives to nursing homes. The
Department should make a follow-up report to the
Joint Subcommittee during 1989.

4 . The joint subcornmi ttee recognizes the cost of
pharmacy services under Medicaid has increased
by 71 percent over the past four years, and that
the cost containment initiative of the 1988
General Assembly was appropriate. This
initiative will result in a savings to the
General Fund of $5.5 million in fiscal 1990.
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CONCLUSION

The Joint Subcommittee on Health Care For All Virginians
was created by the 1988 General Assembly pursuant to Senate
Joint Resolution 99. The study also incorporated House Joint
Resolution 18 which called for a study of eliminating
Virginia's restrictive eligibility criteria for Supplemental
Security Income recipients who apply for Medicaid.

The j oint subcommittee was directed to study several
issues including the Certificate of Public Need (COPN) law, the
extent to which Virginians are not covered by health insurance,
the grow~ng burden of uncompensated hospital care, the growing
need for long term care in an aging society, and the rapidly
increasing cost of Medicaid and the need to contain costs
wherever possible,

Findings and Recommendations

On December 28, 1988, the joint subcommittee adopted an
interim report, In brief, the following conclusions and
recommendations were ipcluded:

• The r i.s ing cost of heal th care is one of
the most intractable problems facing the
Commonwealth. A major part of the problem
is to provide care for· those whose family
incomes fall below the poverty level.
Hospitals are absorbing an increasing
amount of c~arity care for persons in this
category,

• This is a societal problem, and all parts
of society should contribute to the
solution. As a first step to address this
problem, a trust fund is needed to finance
hospital charity care. This trust fund
should represent a joint partnership of the
Commonwealth and the hospital industry.
The fund should be managed by the
Department of Medical Assistance Services
(DMAS) .

• The State-Local Hospitalization (8LH)
program should be transferred from the
Department of Social Services to DMAS.
All localities should be required to
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participate, eligibility and services
should be uniform across the state, and
local shares should be determined by a
formula based on local revenue capacity
with a per capita income adjustment, as
recommended by JLARC. When funds for SLH
are exhausted the trust fund should be
available as a backstop.

• This new partnership between the
Corrnnonweal th and the hospi tal industry
should proceed hand in hand wi th steps to
eliminate regulation of hospitals under
Certificate of Public Need (COPN), with
certain exceptions. Psychiatric and
rehabilitation hospitals should remain
under COPN and no hospi tal beds should be
converted to nursing horne beds during the
moratorium.

• The moratorium on Certificate of PubIc Need
for nursing home beds should be continued
until January 1, 1991.

• Hospitals should submit consolidated annual
audits a'nd nursing homes should be brought
under the prospective budget review system
of the Health Services Cost Review Council.

• Medicaid has been transformed from a
program ~hich was originally intended to
serve the welfare-related needy, into a
program which is also the largest funding
stream for long term care for the elderly
and disabled. However, before any further
expansions of eligibility are approved,
several provider reimbursement issues
should be addressed.

• Medicaid reimbursement for hospitals and
nursing homes should be improved by
adopting a Virginia-specific measure of
inflation.

• Physicians' fees should be increased to the
fifteenth percentile as of January 1, 1990,
as the first step towards increasing fees
to the 25th percentile.
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• The Department of Health should prepare
recommendat ions to the joint subcommittee
to expand the availability of primary care
services.

• Virginia will need more nursing home beds
and other long term care services.
However, greater coordination is needed
between decisions to approve new nursing
home beds and the budget process for
funding those beds. Steps are also needed
to improve the availability and
coordination of home and community based
services which enable the elderly to remain
in their own homes as an alternative to
nursing homes.

• An estimated 880,000 Virginians have no
health insurance of any kind from any
source. However, two-thirds of these
persons live in households in which at
least one family member is working.

• The joint subcommittee should study
possible steps to make private health
insurance more affordable. There should be
a one-year moratorium on further mandated

. health insurance benefits and providers and
this issue should be studied' by the joint
subconuni ttee. The Bureau of Insur ance
should provide a report on this topic by
September I, 1989.

• These recommendations are estimated to cost
$20 million from the General Fund in fiscal
year 1990.

• The joint subcommittee should be continued.
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Respectfully submitted,

Stanley C. Walker, Chairman

Ford C. Quillen, Vice Chairman

Hunter B. Andrews

C. A. Holland

Robert B. Ball, Sr.

George H. Heilig, Jr.

S. Wallace Stieffen

Samuel B. Hunter, M.D.

Robert G. Jackson II

Bette O. Kramer

Charles B. Walker

Gerald L. Good

Eva S. Teig

Stuart W. Connock

Dissenting

Elliot S. Schewel

J. Samuel Glasscock

J. Bland Burkhardt, Jr.

Minority Reports Attached

J. Samuel Glasscock

J. Bland Burkhardt, Jr.
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DISSENT OF J. SAMUEL GLASSCOCK TO REPORT OF

JOINT SUBCOMMITTEE STUDYING HEALTH CARE FOR ALL VIRGINIANS

SJR 99/HJR 78

While I commend the work of the Subcommittee in

its effort to help the Commonwealth deal with the difficult

issue of health care for all Virginians, I do have two

concerns about the report. They are (1) the certificate

of public need law should not be completely eliminated

for hospi tals at this time and (2) there should be some

stated agreement regarding the purpose of the contributions

by hospitals to the proposed Trust Fund.

The certificate of public need law was established

initially in order to contain health care costs. Many

of the reimbursement rules which existed at that time have

been changed and there are new forces at work. There is

greater emphasis on competition among hospitals and perhaps

less need to have certificate of public need legislation

in order to contain costs in the short run. The effort

of HMO's, PPO's and other organizations to enter into

contracts with hospitals providing the lowest charges has

made it necessary to see that we not only have competition,

but that we have fair competition. The hospital which

provides significant uncompensated care is at a distinct

disadvantage when attempting to compete wi th the hospital

that provides very little uncompensated care. We must
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then be' concerned about access to health care by the

indigent. If hospitals providing large amounts of uncom

pensated care are allowed to fail, then we must be concerned

about the long run costs as well as access. The Trust

Fund proposed in the report is an attempt to help equalize

the competition, but it deals with only a relatively small

fraction of the uncompensated care. Until a more complete

solution to that problem is developed, it seems wise to

retain certificate of public need for the addition of

hospital beds, the construction of new hospitals and the

relocation of hospitals. It does appear advisable at this

time to remove certificate of public need for new services

and new' equipment in an effort to encourage reasonable

competition among hospitals.

I believe that we should state the purpose of the

hospital contribution to the Trust Fund. It would seem

that the legitimate purpose for this contribution is to

equalize the competition among hospitals. If hospitals

are asked to contribute to the Trust Fund beyond that point,

then we would be asking the paying hospital patients to

carry the burden of uncompensated care. It seems that

the major portion of the uncompensated health care burden

should be carried by the public at large.
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I
MARYVIEW HOSPITAL

A Bon Secours Health Care Facilit'

December 29, 1988

The Honorable Stanley C. Walker
100 West Plum Street
Suite 332
Norfolk, Virginia 23510

Dear Senator Walker:

It has been my honor to serve on the Joint Subcommittee on Health Care for All
Virginians (SJR 99/HJR 78) with such a distinguished group of individuals.
Many important issues have been ,addressed in the committee's recommendations,
however, there are several points that cause me continued concern.

I have taken the liberty of outlining these concerns in the attached Minority
Report. It is my hope that the committee will take these reservations into
consideration and attach this report to the full report presented to the
General Assembly in January.

Thank you and may you have a healthy New Year.

Respectfully,

tf~L IJ-fJ .ttl. ·
J. Bland Burkhardt, Jr.
Executive Vice President/CEO

jab

cc: Dick Hickman
Jane Kusiak
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MINORITY REPORT OF J. BLAND BURKHARDT, JR.
MEMBER

JOINT SUBCOMMITTEE ON HEALTH CARE FOR ALL VIRGINIANS

The report approved by the Joint Subcommittee on Health Care for All
Virginians (SJR 99/HJR 78) is a major step in recognizing the problems of
assuring access to quality health care for all citizens in the Commonwealth.
While I voted against the acceptance of the recommendations as written, I
would like to applaud the committee's intent to resolve the problem of
financing the care for the medi~ally ind~gent in our state. The report
stipulated many important findings and recognized that the problems of
financing health care in Virginia are largely attributable to the lack or
inadequacy of health insurance benefits for a substantial number of
Virginians, and that these are societal problems in which all segments of
society have stakes and responsibilities.

However, there are several points the recommendations do not address that
cause me great concern. B~cause the Joint Subcommittee approved a report in
"concept" rather than in "detailn, I understand that some or all of these
concerns may be resolved when implementing legislation is drafted. I
mentioned several of these concerns in the discussion on December 28, 1988 and
have outlined them below:

o The proposal calls for the creation of the Trust Fund to be administered
by the Department of Medical Assistance Services (DMAS). While the
performance of needed ministerial functions by DMAS is seemingly
appropriate, I believe that for the fund to develop the sense of clear
mission that allows it to be distinct from other programs and makes it a
true partnership, its operation should be governed by an independent
Trust Fund Board. The Board's job should be to promulgate necessary
regulations, develop appropriate methodologies for contribution and
distribution of funds and serve as th~ representative of "the partners".
Initially, the partners represented on the Board should be from the
government of the Commonwealth and from the hospitals of Virginia since
these would be the initial parties contributing to the Fund. As the
scope of the Trus t Fund's contributors is expanded to the bus iness
community, health insurance organizations, administrators or self
insurance pools, and others, representatives of each such contributing
group would be granted representation on the Board.

o The proposal seems to set forth a one-year commitment from the initial
partners. Statutory language to create the Trust should make clear that
the commitment for funds from the Commonwealth should always be in
amounts at least equal to amounts to be assessed from hospitals and/or
enactment of the Trust should provide for a sunset to be concurrent with
the Trust's collection and disbursement of funds in 1990. At that
point, all parties will have a better understanding of the workability
of the concept, and it will certainly be time to broaden the base of
financial support for the Trust.

o The Subcommittee's staff has worked long and hard in developing
approaches which would govern collection and disbursement of monies.
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MINORITY REPORT OF J. BLAND BURKHARDT, JR.
MEMBER
JOINT SUBCOMMITTEE ON HEALTH CARE FOR ALL VIRGINIANS
-Page 2-

Much good work has been done, but development of a methodology for
collection and disbursement is difficult and clearly an essential
feature of a viable Trust.

Recognizing that under the Subcommittee' spropos'al, the actual first
exchange of monies proposed would not be until June or July of 1990, I
recommend that the 1989' session statut~rily create the Trust Fund Board
and charge it with responsibility for developing carefully and fully the
methodology that best suits the needs for the Commonwealth and those
institutions to which the Commonwealth wishes to render assistance
together with the other statutory feature~ that will be required for the
Trust Fund to operate.

Things seen in the abstract are always different from what is found in
operation. Designing the program to be that which serves best the
interests for all the partners can best be done by those who will have
continuing responsibility to ensure that the true legislative intent of
the General Assembly is carried out.

Upon receiving recommendations from the Trust Fund Board, the 1990
General Assembly will have before it a well conceived piece of
legislation outlining the methodologies for contributions and
disbursements and whose particulars have been examined and discussed
thoroughly by the partners. The 1990 session of the General Assembly
will also have before it proposals that are scheduled to arise from DMAS
regarding Medicaid reimbursement modification. In effect, the 1990
session will be able to act on a comprehensive program.

o Much controversy has surrounded the Certificate of Need (CON) Program
for many years. There may still be some dispute regarding whether or
not the entire Program should be eliminated or merely portions of it. A
good middle ground regarding hospital and acute care services would be
to adopt recommendations as developed last year by a special Governors'
Commission which would eliminate CON except for new beds, relocation of
existing facilities and new facilities.

Regarding a moratorium on nursing home beds, I understand the important
motives of the Commonwealth in continuing this measure, however, would
remind all that skilled nursing beds are those in the shortest supply.
I feel that the CON moratorium proposed on the conversion of hospital
beds for skilled nursing use should be lifted and hospitals allowed to
convert existing beds to skilled nursing beds. Minimal capital
expenditures are involved and specialty patient populations r such as
ventilator dependent, AIDs, and other heavy care patients are in
desperate need of skilled care services rather than acute care.

o One item absent from the Subcommittee's recommendations relates to
proposed cuts in capital an outpatient reimbursement already scheduled
to be implemented on July 1, 1989. The thrust of the recommendation is
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to provide a more rational and adequate financing of health care to
ensure health care access. It is ironic that the net new money about
to be contributed by the Commonwealth to the Indigent Care Trust Fund is
an amount substantially the same as the reductions in Medicaid
reimbursement that hospitals will endure beginning in the Commonwealth's
1990 fiscal year. Failure to address the issue jeopardizes the purpose
of the Trust Fund approach, i.e. to .provide net new dollars to help
improve a deteriorating situation.

It is my hope that we can work toward modifying the proposal into legislation
that will better support the continued provisi~n of quality health care for
all residents of the Commonwealth.

Respectfully submitted,

~.M--.f2~
J. Bland Burkhardt, Jr.
Executive Vice President/CEO
Maryview Medical Center
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SUMMARY OF RESPONSES TO INTERIM REPORT

Joint Subcommittee on Health Care For All Virginians
(December 28, 1988)

Virginia Hospital Association

Trust Fund

• VHA supports the Indigent Health Care Trust Fund
as a partnership between the Conunonwealth and
other parties. However, in order to be a true
partnership the trust fund should be governed by
an independent board (separate from the Board of
Medical Assistance Services). The independent
board should consist of representatives of state
government and the hospi tal industry I and other
stakeholders if sources of revenue were to be
expanded in the future.

• Much good work has been done, but development of
the methodology for collecting and disbursing
funds is difficult and clearly an essential
feature of a viable trust fund. More work needs
to be done on the methodology for collecting
funds. VHA recommends the 1989 General Assembly
create the trust fund board and charge it wi th
responsibility for developing the methodology
for presentation to the 1990 General Assembly.
Under this proposal the first contributions
would be .assessed and the first payments made as
of June 30, 1990, just as suggested in the
interim report.

• The commi tment to a 50/50 financing partnership
should be made explicit for the first and
subsequent years (or the trust fund should
sunset after the first year).

Other Comments

• VHA recommends that two specific reductions in
Medicaid reimbursement (which were adopted by
the 1988 General Assembly but made effective on
July 1, 1989) now be rescinded. These two
reductions pertain to 80 percent reimbursement
for capital and outpatient costs.
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• The 1990 General Assembly should also consider
as part of a comprehensive package the proposals
scheduled to come forward from the Department of
Medical Assistance Services regarding Medicaid
hospital reimbursement.

• VHA supports actions to strengthen State-Local
Hospitalization.

• VHA supports partial deregulation from
Certificate of Public Need (COPN) as recommended
last year by the Governor's Commission; that is,
to maintain COPN review for hospital beds and
relocations but to deregulate equipment and
services.

• VHA proposes an exemption from the COPN nursing
home moratorium to permit conversion of hospital
beds for ski lIed nurs ing use, on the grounds
that ski lIed nursing beds are needed for
spec ial i ty popul at ions such as as AIDS pat ients
and ventilator-dependent persons.

Humana, Inc.

• Humana suggests the trust fund is not an
adequate substitute for . a new, broad based
source of revenue to fund indigent care. For
this reason, Humana suggests action to adopt the
trust fund be deferred until the 1990 General
Assembly, and that hospitals participate as part
of a broad based, .uniformly applied solution.
However, if the 1989 General Assembly adopts any
methodology, it should include at minimum a
credit for taxes paid.

• Humana addresses the differences between tax
paying and tax exempt hospitals, suggesting that
tax paying hospitals are already supporting
public purposes by paying federal, state and
local taxes. On the other hand, Humana believes
that tax exempt hospitals are relieved of this
burden because they are devoted to charitable
purposes. Humana suggests that if tax exempt
hospitals have no more obligation to provide
indigent care than do tax paying hospitals, then
the rationale for tax exemption of non-profit
hospitals is called into question.
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• Humana also suggests constitutional questions
are raised by the trust fund methodology. The
Conunonwealth may impose uniformly applied taxes
based on reasonable classifications. However,
Humana suggest the proposed assessment is not
uniform with respect to similarly situated
hospitals and may amount to an unconstitutional
taking of private property for public purposes
without just compensation.

Hospital Corporation of America

• HCA states that the two percent credit for taxes
paid does not provide a level playing field and
should not serve as the basis for placing
taxpaying hospitals and charitable hospitals in
the same class in order to mandate a certain
level of char i ty care. The concept of equal
protection would be violated, according to HeA,
unless for-profit hospitals were given full
credit for taxes paid.

• Hospitals should be given credi t for the hidden
tax they already pay -- the difference between
government reimbursement for Medicaid, Medicare
and other public programs and the cost of
providing that care.

• Hospitals with very low (or negative) operating
margins should not be treated the same as the
wealthiest hospitals.

• HCA hospitals are not audited individually. The
only audi t each year is for the entire
corporation. Individual audits would cost an
additional $300,000. HCA would like to minimize
this added expense.

• HCA also suggests
assure access for
nursing care.

a safeguard be adopted to
patients who need silled

• HCA is neutral on the elimination of COPN.
However, if COPN is eliminated for hospitals,
there should still be a review process for new
hospitals and bed relocations.

Blue Cross and Blue Shield of Virginia

• Blue Cross and Blue Shield opposes deregulation
of hospitals from COPN.
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• Health insuranc·e programs are available to all
Virginians; affordability is the issue. Blue
Cross and Blue Shield already offers coverage to
many small business and individuals; however,
the cost may be very high.

• Blue Cross and Blue Shield proposes a one year
moratorium on any further mandated benefits.
The imposition of mandated health care benefits
is a major factor J contributing to higher
insurance costs, according to Blue Cross and
Blue Shield. While some mandates may be
justified, each mandate should be analyzed in
terms of the social benefi ts compared to the
costs imposed. Language is suggested for the
joint subconunittee to study this issue during
the next year.

Health Insurance Association of America

• HlAA opposes deregulation of hospitals from COPN
because cornpeti tion alone cannot be reI ied upon
to restrain costs, maintain access to care, fund
medical education, and achieve other public
objectives for the health care system.

• HIAA supports creation. of a trust fund supported
by hospitals and the state general fund.

• HlAA believes the public sector should be
responsible for the" poor and therefore supports
expanded Medicaid eligibility.

• HIAA supports efforts next year to make heal th
insurance more affordable, including elimination
of mandated benefits.

Health Systems Agencies

• The Virginia Association of Health Systems
Agencies (HSA's) opposes deregulation of
hospitals under COPN. Other than development of
specialized facilities (such as psychiatric and
rehabi 1 i tat ion hospitals) and relocation of
facilities from inner cities to suburban areas,
the association expects comparatively little new
bed capacity in the next five years -- with or
wi thout COPN. However, changes in the heal th
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care marketplace result in strong incentives for
hospitals to acquire an even wider array of
clinical services and advanced medical
technology to improve market share and
profitability.

• The Association of HSAts also cites evidence
that competition raises costs and that
deregulation can have a negative effect on
quality of care. The Association raises the
concern that regulation is needed to guarantee
the high volume of services (such as cardiac
catherization and radiation therapy) necessary
to promote high quality of care.

• The Association suggests that if the Joint
Subcommittee decides to recommend deregulation,
some mechani sm other than 1icensure be set in
place to address these quality and cost concerns.

• HSA of Central Virginia also opposes deregu
lation for construction or relocation of
hospitals. Evidence is available, according to
this HSA, to demonstrate the need for a high
volume of practice, especially in cardiac and
obstetrical services, to ensure successful
outcomes. Higher volumes also tend to require
lower costs for these services. Finally,
advanced technology should be restricted to
teaching hospitals until its effectiveness is
shown and the cost is reasonable.

Free-Standing Renal Dialysis Centers

• ProCorp, Inc. of Harrisonburg points out that it
would be unfair and discriminatory to continue
to regulate free-standing or non- hospital
providers under COPN at the same time hospitals
are permitted to expand such services wi thout
COPN regulation.

• Dialysis Services Division of NMC National
Medical Care, Inc. expresses the same concern
and points out the majority of outpatient renal
dialysis care is provided by non-hospital
providers.
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Virginia Health Care Association

• VHCA supports inclusion of Virginia-specific DR!
to recognize the observation that nursing
salaries are rising faster in Virginia than in
the nation as a whole.

• VHCA supports continuation of the moratorium on
nursing home beds. In addition, VHCA supports
the recommendations to improve the COPN system,
including better methodologies arid batching of
applications.

• VHCA will cooperate with the Virginia Health
Services Cost Raview Council to implement the
prospective budget review requirements so as to
minimize dupl icate reporting. However, the
industry does have some concern with this
proposal (particularly the fees) and does not
see a clear benefit from the additional
reporting.

• For next year, VHCA suggests studying ways to
expand the availability and affordability of
long term care insurance so our reliance on
Medicaid can be reduced . Without private
insurance the elderly will continue to "spend
down" in oI;der to become Medicaid eligible.

Medical Society of Virginia

• The .Medical Society support-s ralslng physician
fees to the 25th percentile, but points out that
unless an annual inflation factor is built in
these new fees will soon fall behind again.

• The Medical Society expressed its concern about
the administrative and paperwork demands imposed
by Medicaid. The Medical Society would like to
address this concern during the coming year.

• The Medical Society also expressed its concern
about potential liability exposure when
physicians accept charity care or Medicaid
patients. This concern takes two forms: first,
the legitimate fear of lawsuits; and second, the
potential for increased insurance costs. The
Medical Society suggests the joint subcommittee
address-this concern next year.
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2 SENATE JOINT RESOLUTION NO .....

3 Continuing the joint subcommittee on health care for all Virginians.

4

5 WHEREAS, the Joint Subcommittee on Health Care For All Virginians

6 was created by Senate Joint Resolution No. 99 and House Joint

7 Resolution No. 78 of the 1988 General AssemblYi and

8 WHEREAS, the joint subcommittee met six times during the 1988

9 interim and conducted a detailed review of the major issues facing the

10 Commonwealth in the field of health care finance, including the

11 projected increase in the Medicaid budget, new federal mandates

12 contained in the Medicare' Catastrophic Coverage Act of 1988, the

13 extent to which Virginians are not covered by health insurance, -

14 indigent hospital care, primary care, long-term care for the aging, -

IS the Certificate of Public Need program, and other issues which will

16 have significant fiscal impact over the next several yearsj and

17 WHEREAS, the joint subcommittee has submitted an interim report

18 to the 1989 General Assembly outlining a series of steps to begin to

19 address these concernSj and

20 WHEREAS, the joint subcommittee recognizes that these issues are

21 of such magnitude and complexity that further study and

22 recommendations are required; now, therefore, be it

23 RESOLVED by the Senate, the House of Delegates concurring, That

24 the Joint Subcommittee on Health Care For All Virginians is continued 4

25 The current membership of the joint subcommittee shall continue to
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·1 serve and vacancies shall be filled in the manner in which the

2 original appointments were made.

3 The joint subcommittee's deliberations shall include the

4 following:

5 1. The appropriate role of the Certificate of Public Need

6 program and the need for procedural and administrative changes in this

7 program as well as other improvements to the statewide health planning

8 process, including, but not limited to:

9 a. Determination of the appropriate role for the Certificate of

10 Public Need'program in the regulation of both psychiatric and

11 rehabilitation hospitals, and in the regulation of the conversion of

12 hospital beds to nursing home beds; and

13 b. Determination of an effective methodology for projecting

14 future needs for long-term care services, including nursing home beds,

15 and steps to ensure executive and legislative review of the fiscal and

16 programmatic impact of proposed nursing home beds before they are

17 approved, and consideration of cost-effective alternative programs

18 such as home and community based carei

19 2. Appropriate steps to strengthen the statewide planning,

20 coordination and management of long-term care services in the

21 Commonwealth;

22 3. Appropriate methods to make private health insurance more

23 affordable .for working Virginians including a social and financial

24 impact analysis of mandated health care benefits, and other

25 cost-containment initiatives and incentives;

26 4. Appropriate ways to expand primary care services for the

27 uninsured population and in medically underserved areas, including

28 potential roles and responsibilities for local health departments in

-48-



JS

1 cooperation with other public and private entities in the health care

J industry and in the medical community;

3 5. Monitoring, evaluation, and refinement as needed of the

4 interim steps as recommended to the 1989 General Assembly, and

5 determination of further initiatives as needed to finance

6 uncompensated hospital care;

7 6. Assessment of the need for further enhancements and the

8 potential for further cost-containment steps in the Medicaid program;

9 and

10 7. Such other related matters as the joint subcommittee may deem

11 appropriate.

12 Staff support for the joint subcommittee shall be provided by the

13 staff members of the Senate Committee on Finance and the House

14 Committee on Appropriations.

15 All agencies of the-Commonwealth shall provide assistance upon

16 request as the joint subcommittee may deem appropriate.

17 The joint subcommittee shall complete its work in time to submit

18 its findings and recommendations to the Governor and the 1991 General

19 Assembly as provided in the procedures of the Division of Legislative

20 Automated Systems for processing legislative documents.

21 The indirect costs of this study are estimated to be $15,860£ the

22 direct costs of this study shall "not exceed $18,360.

23 #
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2 SENATE JOINT RESOLUTION NO .....

DS

3 Requesting the Bureau of Insurance of the State Corporation
4 Commission, with the assistance of the Department of Health, to
5 study mandated benefits and providers, and recommending a
6' one-year moratorium on the adoption of any additional mandated
7 health insurance benefits and providers.

8

9 WHEREAS, the joint subcommittee on Health Care For All Virginians

10 was created by Senate Joint Resolution No. 99 and House Joint

11 Resolution No. 78 of the 1988 General Assembly; and

12 WHEREAS, the joint subcommittee has requested that it be extended

13 for further study of several issues, including the disturbing fact
-

14 that 880,000 Virginians, more than two-thirds of whom live in

15 households in which at least one family member is currently employed,

16 are not covered by any health insurance of any kind, either public or

17 private; and

18 WHEREAS, the joint subcommittee has determined that further study

19 is needed to address this situation through determination of

20 -appropriate steps to make private health insurance more affordable fb~

21 working Virginians; and

22 WHEREAS, the joint subcommittee recognizes that a growing number

23 of mandated health insurance benefits and health care providers are

24 required under Title 38.2, Chapters 34 and 42, of the Code of

25 Virginia, to be included in both commercial and Blue Cross/Blue Shield

26 health insurance plans; and

27 WHEREAS, the joint subcommittee is concerned that additions to

-50-



DS

WHEREAS, many large employers, including the Commonwealth of

Virginia, have chosen in recent years to move towards self-insurance,

and are therefore not governed by the mandates contained in state law,

and as a result the additional costs imposed by such mandates may fall

disproportionately on small business~s and their employees; and

WHEREAS, the joint subcommittee anticipates that legislation may

be proposed during the 1989 General Assembly to mandate additional

benefits and providers, which would further increase the cost of

private health insurance for working Virginians; now, therefore, be it

RESOLVED by the Senate, the House of Delegates concurring, That

the Bureau of Insurance of the State Corporation Commission, with the

assistance of the Department of Health, is requested to study the

social and financial impact of all current and proposed mandated

benefits and providers, including recommendations to make private

health insurance more affordable for working Virginians. In addition,

the Joint Subcommittee on Health Care for All Virginians recommends

the adoption of a one-year moratorium on the approval of any

additional mandated benefits and direct reimbursement to providers

pending completion of the study by the Bureau of Insurance. The joint

subcommittee recommends that all such legislation proposed during the

1989 General Assembly Session should be held in abeyance for further

evaluation.

The Bureau of Insurance shall complete its work in time to submit

its findings and recommendations to the Governor and the General

Assembly by September 1, 1989, as provided in the procedures of the

~D6915137

1 such mandated benefits and providers may have the effect of

2 significantly increasing the cost of health insurance to the consumer;

3 and

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28
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1 Division of Legislative Automated Systems for processing legislative

2 documents.

3 #
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2 SENATE BILL NO HOUSE BILL NO.

3 A BILL to amend the Code of Virginia by adding in Title 32.1 a chapter
4 numbered 11, consisting of sections numbered 32.1-332 through
5 32.1-342, relating to the Virginia Indigent Health Care Trust
6 Fundi penalties.

7

8 Be it enacted by the General Assembly of Virginia:

9 1. That the Code of Virginia is amended by adding in Title 32.1 a

10 chapter numbered 11, consisting of sections numbered 32.1-332 through

11 32.1-342, as follows:

12 CHAPTER 11.

13 VIRGINIA INDIGENT HEALTH CARE TRUST FUND.

14 § 32.1-332. Definitions.--As used in this chapter unless the

15 context requires a different meaning:

16 "Board" means the Board of Medical Assistance Services.

17 "Charity care" means hospital care for which no payment is

18 received and which is provided to any person whose gross annual family

19 income is equal to or less than 100 percent of the federal nonfarm

20 poverty level as published for the then current year in the Code of

21 Federal Regulations.

22 I1The Fund" means the Virginia Indigent Health Care Trust Fund

23 created by this chapter.

24 "Hospital" means any acute care hospital which is required to be

25 licensed as a hospital pursuant to Chapter 5 of Title 32.1.

26 "Panel" means the Technical Advisory Panel appointed pursuant to
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1 the provisions of this chapter.

2 § 32.1-333. Creation of Fund; administration-~A. There is hereby

3 created the Virginia Indigent Health Care Trust Fund, whose purpose is

4 to receive moneys appropriated by the Commonwealth and cC.ltributions

5 from certain hospitals and others for the purpose of distributing

6 these moneys to certain hospitals subject to restrictions as provided

7 in this chapter.

S B. The Fund shall be the responsibility of the Board and

9 Department of Medical Assistance Services. However, the Fund shall be

10 maintained and administered separately from any other program or fund

11 of the Board and Department.

12 c. The Board may promulgate rules and regulations pursuant to

13 the Administrative Process Act (§ 9-6.14:1 et seq.) for the

14 administration of the Fund consistent with this act, including but not

15 limited to:

16 1. Uniform eligibility criteria to define those medically

17 indigent persons whose care shall qualify a hospital for reimbursement

18 from the Fund. Such criteria shall define medically indigent persons

19 as only those individuals whose gross family income is equal to or

20 less than 100 percent of the federal nonfarm poverty level as

21 published for the then current year in the Code of Federal

22 Regulations.

23 2. Hospital inpatient and outpatient medical services qualifying

24 for reimbursement from the Fund. Such medical services shall be

25 limited to those categories of inpatient and outpatient hospital

26 services covered under the Medical Assistance Program, but shall

27 exclude any durational or newborn infant service limitations.

28 3. A mechanism to ensure that hospitals are compensated from the
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1 Fund only for charity care as defined in this chapter.

2 4. Terms, conditions and reporting requirements for hospitals

3 participating in the Fund.

4 § 32.1-334. Fund contributions.--The Fund shall be comprised of

5 such moneys as may be appropriated by th~ General Assembly for the

6 purposes of the Fund and by contributions from hospitals made in

7 accordance with the provisions of this chapter. The Fund may also

8 receive contributions from other ent~ties as specified by law.

9 § 32.1-335. Technical Advisory Panel.--The Board shall annually

10 appoint a Technical Advisory Panel, whose duties shall include

11 recommending to the Board (i) policy and procedures for administration

12 of the Fund, (ii) methodology relating to creation of charity care

13 standards, eligibility and service verification, and (iii)

14 contribution rates and distribution of payments. The Panel shall also

15 advise the Board on any matters relating to the governance or

16 administration of the Fund as may from time to time be appropriate.

17 The Panel shall consist of seven members as follows: the

18 Chairman of the Board, the Director of the Department of Medical

19 Assistance Services, the Executive Director of the Virginia Health

20 Services Cost Review Council, two additional members of the Board, one

21 of whom shall be the representative of the hospital industry, and two

22 chief executive officers of hospitals as nominated by the Virginia

23 Hospital Association.

24 § 32.1-336. Annual charity care data submission.--No later than

25 ninety days following the end of each of its fiscal years, each

26 hospital shall file with the Department a statement of charity care

27 and such other data as may be required by the Department. Data

28 reguired for carrying out the purposes of this chapter may be supplied
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1 to the ~epartment by the Virginia Health Services Cost Review Council.

2 The Board shall prescribe a procedure for alternative data gathering

3 in cases of extreme hardship or impossibility of compliance by a

4 hospital.

S § 32.1-337. Hospital contributions! calculations.--Hospitals

6 shall make contributions to the Fund in accordance with the following:

7 A. A charity care standard shall be established annually as

8 follows: For each hospital l a percentage shall be calculated of which

9 the numerator shall be the charity care charges and the denominator

10 shall be the gross patient revenues as reported by that hospital.

11 This percentage shall be the charity care percent. The median of the

12 percentages of all such hospitals shall be the standard.

13 B. Based upon the general fund appropriation to the Fund and the

14 contribution, a disproportionate share level shall be established as a

15 percentage above the standard not to exceed three percent above the

16 standard.

17 c. The cost of charity care shall be each hospital's charity -.

18 care charges multiplied by each hospital's cost to charge ratio as

19 determined from the Medicare allowable cost to charge ratio where

20 available. For those hospitals whose mean Medicare patient days are

21 greater than two standard deviations below the Medicare statewide

22 mean, the hospital's individual cost-to-charge ratio shall be used.

23 D. An annual contribution shall be established which shall be

24 egual to the total sum required to support charity care costs of

25 hospitals between the standard and the disproportionate share level.

26 This sum shall be equally funded by hospital contributions and general

27 fund appropriations

28 E. An annual hospital contribution rate shall be calculated, the
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1 numerator of which shall be the sum of one-half the contribution plus

2 the sum of state corporate taxes paid by the hospital and the

3 denominator of which shall be the sum of the hospital's positive

4 operating margin plus the sum of state corporate taxes paid by the

5 hospital. The rate shall not exceed 6.25 percent.

6 F. A charity care and corporate tax credit shall be calculated,

7 the numerator of which shall be each hospital's cost of charity care

8 plus state corporate taxes and the denominator of which shall be total

9 patient revenues as defined by the Virginia Health Services Cost

10 Review Council.

11 G. For each hospital, the contribution dollar amount shall be

12 calculated as the difference between the rate and the credit

13 multiplied by each hospital's operating margin.

14 § 32.1-338. Distribution of Fund moneys.--The Fund shall

15 distribute moneys to hospitals in accordance with the following:

16 A. The payment to each hospital shall be determined as the

17 standard subtracted from each hospital's charity care percent,

18 multiplied by each hospital's gross patient revenues, multiplied by

19 each hospital's cost-to-charge ratio and multiplied by a percentage

20 not to exceed sixty percent.

21 B. Each hospital whose charity care percent is above the

22 standard but below the disproportionate share level shall be paid from,
23 .the total amount of the contribution.

24 c. That portion of a hospital's charity care percent which is

25 above the disproportionate share level shall be paid solely from

26 appropriations by the General Assembly to the Fund.

27 § 32.1-339. Frequency of calculations, contributions and

28 distributions.--Contributions to the Fund by hospitals shall be made
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1 once annually in December of each calendar year beginning in December

2 1990 using financial data for the hospitals' most recent fiscal years

3 ending on or before June 30 of that calendar year. Calculations for

4 distributions shall be made under the same terms. The pclicy and

5 details relating to receipt of contributions and distribution of the

6 Fund moneys shall be prescribed by the Board.

7 § 32.1-340. Annual report.--The Board and Director shall report

8 to the Governor and the General Assembly prior to the 1990 Session of

9 the General Assembly on any statutory modifications identified by the

10 Board which are required to carry out the purposes of this chapter

11 effectively. In January of 1991, the Board and the Director shall

12 report to the Governor and the General Assembly on all moneys received

13 and distributed and shall make any recommendations for changes with

14 respect to the Fund and its administration.

15 § 32.1-341. Failure to comply; fraudulently obtaining

16 participation or reimbursement; criminal penalty.--A. Any person who

17 engages in the following activities, on behalf of himself or another,

18 shall be guilty of a Class 1 misdemeanor in addition to any other

19 penalties provided by law:

20 1. Knowingly and willfully making or causing to be made any false

21 statement or misrepresentation of a material fact in order to

22 participate in or receive reimbursement from the Fund;

23 2. Knowingly and willfully failing to provide reports to the

24 Department as required in, this chapter; or

25 3. Knowingly and willfully failing to pay in a timely manner the

26 contribution to the Fund by a hospital as calculated by the Department

27 as described in § 32.1-333.

28 B. Conviction of any provider or any employee or officer of such
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1 provider of any offense under this section shall also result in

2 forfeiture of any payments due.

3 § 32.1-342. Rights and responsibilities under this

4 chapter.--This chapter shall not be construed as (i) creating any

5 legally enforceable right or entitlement to payment for medical

6 services on the part of any medically indigent person or any right or

7 entitlement to participation or payment of any particular rate by any

8 hospital or other participant or (ii) relieving any hospital of its

9 obligations under the Hill-Burton Act or any other similar federal or

10 state law or agreement to provide unreimbursed care to indigent

11 persons.

12 2. That this act shall expire on June 30 , 1991.

13 #
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That the Code of Virginia is amended by adding in Title 32.1 a

Be it enacted by the General Assembly of Virginia:

BILL to amend the Code of Virginia by adding in Title 32.1 a chapter
numbered 11, consisting of sections numbered 32.1-332 through
32.1-339 and to repeal Chapter 7, consisting of §§ 63.1-134
through 63.1-140, of Title 63.1 of the Code of Virginia, all
relating to the State/Local Hospitalization Program for indigent
persons; penalties.

2

3 A
4
5'
6
7
8

9'

10 .

11 1.

SENATE BILL NO HOUSE BILL NO. ....... ~ ....

12 chapter numbered 11, consisting of sections numbered 32.1-332 through

13 32.1-339 as follows:

14 CHAPTER 11.

15 STATE/~9CAL HOSPITALIZATION PROGRAM.

16 .§ 32.1-332. Definitions.--As used in this chapter unless the

17 ~~!1text requires a di_~_fer~nt meaning:

18 "Board" means the Boal-d of Medical Assistance Services.

19 "Director" means the director of the Department of Medical

20 Assistance Services.

21 "II1digent person" means a person who is a bona fide resident of

22 the county or city, whether gainfully employed or not and who, either

23 by himself or by those upon whom he is dependent, ts unable to pay for

24 required hospitalization or treatment. Residence shall not be

25 established for the~urpose of obtaining the benefits of this chapter.

26 ~~9rant workers and aliens living in the United States illegally shall

27 not be considered bona fide residents of the county or city for
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1 purposes of the State/Local Hospitalization P~ogram.

2 § 32.1-333. State/Local H~spitalization Prograrn.--There is

3 hereby established within the Department of Medical Assistance

4 Services the State/Local Hospitalization Program for indigent persons.

S With such funds as are appropriated for this purpose, the Director of

6 .the Department of Medical Assistance Services is authorized to

7 administer this program and to expend state and local funds in

8 accordance with the provisions of this chapter.

9 § 32.1-334. Counties and cities required to participate;

10 . allocation and payment of funds to and payments by counties and

11 cities.--A. The governing bodies of every city and county in the

12 Commonwealth shall participate in the State/Local Hospitalization

13 Program for indigent persons established in this chapter.

14 B. The Director shall allocate annually to the counties and

15 cities of the C9mmonwealth such funds as may be appropriated by the

16 General Assembly for this program. The allocation of state funds

17 sh~ll ..be based on the estimated total cost of required services in

18 eac11 co\.!nty and ci tr- le.ss the funds which shall be provided by· the

19 counties and cities. The Director shall estimate the costs of the

20 program based on the prevailing statewide per capita demand for

21 reguired services or actual local per capita demand, whichever is

22 greater, multiplied by the local average daily cost for required

23 services in each county and city, the product of which shall be

24 multiplied by the current population as shown by the last preceding

25 United States census or as estimated by the Tayloe Murphy Institute of

26 the University of Virginia.

27 g_. ~ach county and city shall provide funds for a share of the

28 estimated total costs as determined by the Director. The share for
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1 each county and city shall be calculated by dividing its per capita

2 revenue capacity by the statewide total per capita revenue capacity,

3 as determined by the Commission on Local Government, and by

4 multiplying the resulting ratio by an aggregate local share of

5 twenty-five percent. Each local share shall be adjusted according to

6 local income, as determined by dividing the median adjusted gross

7 income for all state income tax returns in each county and city by the

8 median adjusted gross income for all income tax returns statewide.

9 However, no county or city shall contribute more than twenty-five

10 percent to the total cost for providing required hospitalization and

11 treatment for ind~en~. persons.

12 D. Upon allocation of funds appropriated pursuant to subsection

13 B of this section, each city and county shall remit within thirty days

14 to tIle Department tll~ amount d~_,!:el~~_ined to be the local share pursuant

15 to subsection C of this section.--

16 L32-=-1-33~_-=--. ._Dil"'ec~or to establish standards; reimbursement of

17 services. --A. TIle Director sIlall prescribe regulations setting forth

18 the amount, duration and SCORe of medical services covered by the

19 ~rogram which shall be uniform in all localities. Such services shall

20 consist only of inpatient and outpatient hospital services, services

21 re~dered in free-standing a~ulatory surgical centers and local public

22 bea1th clinics by providers who have signed agreements to participate

24 !!1_~h~_Medical A_~~~sta~~e Pl"~9ram. Services covered under the Program

25 shall not exceed in amount, durat~on or scope those available to

26 ~ecipients of Medical Assistance Services as provided in the State

27 Plan for Medical Ass~s~ance pursuant to Chapter 10 of Title 32.1.

28 §ubject to the above, the Board may modify such coverage so long as
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1 uniformity of coverage is maintained throughout the Commonwe.,alth.

B. Reimbursement for services under this Program shall be equal

3 to that of the Medical Assistance Program pursuant to Chapter 10 of

4 Title 32.1 as follows:

5 1. The reimbursement rate per visit for outpatient hospital

6 services shall be the same as that established by the Department of

7 Medical Assistance Services for an intermediate office visit for an

8 established patient;

9 2. The daily inpatient hospital reimbursement rate shall be the

10 same as that per diem rate established and in effect on June 30 of

11 each year by the Department of Medical Assistance Services for the

12 ~~cific hospital;

13 3. Inpatient hospital stays for adults shall be limited to

~4 twenty-one days of covered hospitalization within sixty days for the

~5 same or similar diagnosis. The sixty day period shall begin with the

16 initial hospital ad~is5ion. Only twenty-one total medically necessary

17 ~~y~~h~~ be cover~d_ whether incurred for one or more hospital stays,

18 i~_ the ~ame or mul tiple._hospi tals, during the s'ixty day period.

19 .!!!2atient hospital admissions on Friday and Saturday shall not be

20 covered except in cases of medical emergencies. Reimbursement of

21 inpatient hospital days on behalf of individuals up to the age of

22 twenty-one shall be for medically necessary stays in excess of

23 tw~nty-one days as provided in the State Plan for Medical Assistance

24 Services;

25 4. The hospital emergency room reimbursement rate per visit

26 shall be· the same as that rate established by the Department of

?7 Medical Assistance Services for an intermediate level, established

28 patient emergency department visit;
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1 5. The outpatient surgical rate for hospitals and ambulatory

2 surgical centers shall be the same as the rates established by the

3 De~rtrnent of Medical Assistance Services for the facility component

4 for ambulatory surgical centers; and

5 G. Procedures identified by the Department of Medical Assistance

6 Services as outpatient surgical procedures shall be performed in an

7 outpatient setting unless the inpatient care was medically necessary

8 and outpatient surgery could not be safely performed, the surgical

9 procedure was performed with other surgical procedures requiring

10 inpati~nt admission or adequate outpatient facilities were not

11. available.

12 C. Acceptance of payment for services by a provider under this

13 P~o~4am shall constitute payment in full.

14 ~ 32.1-336. Eligib~l~~ for P~rami duty of the Department of

15 Social Services and loca~ we.~f.iil--e_or social services agencies; data

16 reg~ir~d.--A. The Board of Medical Assistance Services shall

17 2romulgate regulations to establish uniform eligibility criteria by

18 defining those persons who will gualify for payment for medical care

19 under the Program. Such criteria shall include, but not be limited

20 to.1 the following:

21 1. To be eligible, a person shall have net countable income,

22 using the current budget methodology of the Virginia Aid to Dependent

23 Children Program, equal to or less than 100 percent of the federal

24 !l<?n~~.rm...Eoverty level as publislled for the then current year in the

25 ~~~e_of Federal Regulations, except that localities which in fiscal

26 y~?~_!~89 used an income level higher than 100 percent of the federal

27 ~~~nf~~m poverty level may continue to use the same income level; and

28 2. To be eligible, a person shall have net countable resources,
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1 !:l~!.I).9._~he current budget met110dolo9Y. of the Virginia Aid to Dependent

2 Clli Idren Program l equal to or less t11an the then current resource

3 ~.!-_9ndards of the federal Supplemental Securi ty Income Program.

4 B. Eligibility under this Program shall be determined by the

5 Department of Social Services_through the local boards of welfare or

6 social services upon application for assistance under this program

7 from residents of such localities. The eligibility criteria

8 ~stablished by the Board Eursuant t~ this section shall be used in

9 Erocessing all such applications. The local departments of welfare or

10 ~ocial service~_~hall cert~fy to the applicant and Department of

11 Medical Assistance Services within thirty days of receipt of each

12 ~pE!ication wheth~r the person applying meets such criteria.

13 C. Administrative appeal of adverse eligibility decisions shall

14 be conducted by the Department using the procedures applicable to

15 ~2plicants for Medicaid benefits under the State Plan for Medical

16·, Assist~nce gursuant to Chapter 10 of Title 32.1.

17 ~~he local governil1~ body of every county or city shall report

18 .~~~~!ual_~L<;iata on rej ecte~~pEl:i-cations for hospi talization and

19 treatment of indigent perso~~ which shall include, but not be limited

20 to, the number of days regtlest~d for reimbursement, and the services

21 received. The Director shall utilize this data as well as data on

22 ~ccepted applications to estimate the costs of hospitalization for

23 ~D~igent persons.

24 ~-:.__Ylle State/L.9c~l Hospi talization Program shall be established

25 _!'~.__~l}~_b~ok_~-2-f t.he C_~mptro~l~r so as to segregate the amounts

26 ~£eropl-i~~_~d and tl!.~.. .§l~.9unts COlltributed tl1ereto by the locali ties.

27 N~_E.<?!~ti012-~L~lle S't:ateL~ocal Hospi talization Program shall be used

28 ~9~~_~pose other than that described in this chapter. Any .state
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the end of the fiscal year shall revert to-the1 funds remaining at

2 9 ~~~ ~!:~.9:.!__~~_nd.-: AllY

3 .fi scalJear or the

~ocal_~~~~~_~o~remainingat the end of the

_____________b_i_e_n_n_1_·u_rn shall remain in the locality's account

4 under the State/Local Hospitalization Program to be used by the

5 Department as an offset to the calculated local share for the

6 following year.

7 § 32.1-337. Nothing in this Act shall be construed as relieving

8 any hospital of its obligations unde~ the Hill-Burton Act or any other

9 similar federal or state law or agreement to provide unreimbursed care

10 to indigent persons.

11 § 32.1-338. Liabil~ty for excess payments.--Any person who

12 9.y..t~iI"!-~l?~~efi ts under this p_r0.9!'arn to which he is not entitled shall

13 pe.... li~.~_~~__t:or3~xcess benefi ts l"'eceived. If the recipient knew or

14 .!-'"easonably_s}10uld have knowt:1 tllat 11e was not enti tled to the excess

15 benefi ts, l1e ma~ls.o be liable for illterest on the amount of the

16 excess benefits at the judgment rate as defined in § 6.1-330.10 from

17 the date upon which he knew or reasonably should have known that he

18 had received excess benefits to the date on which repayment is made to

19 the Commonwealth. No person shall be liable for payment of interest,

20 however, when excess benefits were obtained as a result of errors made

21 solely-py the Department of Medical Assistance Services or any local

22 ~el~.are or social services agency.

23 Any payment erron~ously made on behalf of a recipient or former

24 re~ipient of this program may-p~_~ecovered by the Department of

25 ~ed~~al Assistance Service~ from the recipient or the recipient's

26 ~E~o~e, assets or estate unless suc~~operty is otherwise exempted by

27 state or federal law or regulation.

28 Any person who, on behalf of himself or another, obtains or
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1 ~~~~~2ts to obtain. the benefits of this program by means of (i)

2 wi llful false statel~~~1t, (ii) w.~_!_!_~~l misrepresentation or concealment

3 of a material fact, or (iii) any other fraudulent scheme or device

4 shall be liable for repayment of any excess benefits received, plus

5 interest on the amount of the excess benefits at the rate of 1.5

6 percent per month for the period from the date upon which payment was

7 made for such benefits to the date on which repayment is made to the

8 Commonwealth.

9 All civil penalties collected pursuant to this section shall be

10 ~eposited with the Comptroller for the State/Local Hospitalization

11 Pl·ogl~m_j.n t11e same manner as the state and local shares.

12 .Lh~~. 1-~39. Fralldulently obtaining benefi ts; criminal

13 pellal ty. - -A. Any person who ~Jl9i\--9.~_s i!1 the following activi ties, on

14 behalf of himself or another, s~l~~E~_~uilty of a Class 1 misdemeanor

15 in a~dition to a~y other p~nalties provided by law:

16 1. Knowingly and willfully making or causing to be made any

17 false statement or misrepresentation of a material fact in an

18 ~plication for eligibi Ii ty ul1der tIli 5 program or in order to

19 participate in or receive reimbursement from the program;

20 2. Knowingly and willfully concealing or failing to disclose any

21 ~vent affecting the initial or continued right of any individual to

22 any benefits wit~ an intent to secure fraudulently such benefits in a

23 9!~_~~~E...~~oun--!.-0I:__quanti ty than is authorized or when no such bene!! t

24 .!E.-_a~~~ol"ized;

25 h_- Knowing'!y_. a11d willfully failing to notify the local

26 9~a~!I!l_~n~_.of we~fare or social services, through whom the benefi ts of

27 ~~_~-p!~gram were obtained, of changes in the circumstances of any

28 recipi~nt or appl~cant which could result in reduction or termination
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1 of the benefits;

2 !.:-_. Kno~ingl.Y._and wi.:-_~f~l~'y failing to provide any reports or

3 data to the Department as reguired in this chapter.

4 B. Conviction of any provider or any employee or officer of such

5 E~ovider of any offense under this section shall also result in

6 forfeiture of any payments due.

7 2. That Chapter 7 , consisting of §§ 63.1-134 through 63.1-140, of

8 Title 63.1 of the Code of Virginia is repealed.

9 #
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2 SENATE BILL NO HOUSE BILL NO .

W$

3 A BILL to amend and reenact §§ 9-156, 9-157, 9-158, 9-160 and 9-163 of
4 the Code of Virginia and to amend the Code of Virginia by adding
5 a section numbered 9-157.1, relating to the Virginia Health
6 Services Cost Review Council.

7

8 Be it enacted by the General Assembly of Virginia:

9 1. That §§ 9-156, 9-157, 9-158, 9-160 and 9-163 of the Code of

10 Virginia are amended and reenacted and that the Code of Virginia is

11 amended by adding a section numbered 9-157.1 as follows:

12 § 9-156. Definitions.--As used in this chapter:

13 "Consumer" means any person (i) whose occupation is other than

14 the administration of health activities or the provision of health

15 services, (ii) who has no fiduciary obligation to a health care

16 institution or other health agency or to any organization, public or

17 private, whose principal activity is an adjunct to the provision of

18 health services, or (iii) who has no material financial interest in

19 the rendering of health services;

20 "Council" means the Virginia Health Services Cost Review Council;

21 "Health care institution" means (i) a general hospital, ordinary

22 hospital, er outpatient surgical hospital , nursing home or certified

23 nursing facility licensed or certified pursuant to Chapter 5, Article

24 1 (§ 32.1-123 et seq.) of Title 32.1 , (ii) a mental or psychiatric

25 hospital licensed pursuant to Chapter 8 of Title 37.1 (§ 37.1-179 et

26 seq.) and (iii) a hospital operated by the University of Virginia or
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1 Virginia Commonwealth University. In no event shall such term be

2 construed to include any physician's office i R~~e~ft~ ft8me,

3 ~R~e~Me8~a~e ea~e £ae~~~~y, eK~eRae8 R~~5~R~ ea~e iae~~~~y; or

4 nursing care facility of a religious body which depends upon prayer

5 alone for healing l independent laboratory or outpatient clinic;

6 "Voluntary cost review organization" means .a nonprofit

7 association or other nonprofit entity which has as its function the

8 review of health care institution costs and charges but which does not

9 provide reimbursement to any health care institution or participate in

10 the administration of any review process under Chapter 4 1 Article 1.1

11 (§ 32.1-102.1 et seq.) of Title 32.1;

12 "Aggregate cost" means the total financial requirements of an

13 institution which shall be equal to the sum of:

14 a. The institution's reasonable current operating costSI

15 including reasonable expenses for operation and maintenance of

16 approved services and facilities l reasonable direct and indirect

17 expenses for patient care services, working capital needs and taxes,

18 if any;

19 b. Financial requirements for allowable capital purposes,

20 including price-level depreciation for depreciable assets and

21 reasonable accumulation of funds for approved capital projects;

22 c. For investor-owned institutions, after tax return on e~ity at

23 the percentage equal to two times the average of the rates of interest

24 on special issues of public debt obligations issued to the Federal

25 Hospital Insurance Trust Fund for the months in a provider's reporting

26 period, but not less, after taxes, than the rate, or weighted average

27 of rates l of interest borne by the individual institution's

28 outstanding capital indebtedness. The base to which the rate of return
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1 determined shall be applied is the total net assets, adjusted by

5S

2 paragraph b' of this definition, without deduction of outstanding

3 capital indebtedness of the individual institution for assets required

4 in providing institutional health care services.

5 § 9-157. Commission continued as Council; members; terms;

6 reimbursementj etc.--A. The Virginia Health Services Cost Review

7 Commission is continued and shall hereafter be known as the Virginia

8 Health Ser'vices Cost Review Council. The Council shall be compo'sed of

9 e~eve~ fifteen members as follows: ~eft thirteen members shall be

10 appointed by the Governor, five of whom shall be consumers, ~ft~ee six

11 of whom shall be persons responsible for the administration of

12 nongovernmental health care institutions, one of whom shall be an

13 employee of a prepaid hospital service plan conducted under Chapter 23

14 (§ 38.1-810 et seq.) of Title 38.1 and one of whom shall be an

15 employee of a commercial insurer which underwrites accident and

16 sickness insurance; aHa one member shall be the Commissioner of Health

17 or his designated representative and one member shall be the Director

18 of the Department of ~edical assistance services or his designated

19 representative. Two of the consumer members appointed by the Governor

20 shall be experienced in financial management or accounting. The

21 nongovernmental health care institution members shall consist of three

22 employees of hospitals and three employees of nursing homes. Each

23 member of the Council appointed by the Governor shall be appointed for

24 a term of three years except that eRe e£ the 4!we three members

25 representing nursing h~me5 initially appointed on July 1, ~9Be 1989 I

26 to increase the Council to e~eveft fifteen members shall be appointed

27 for 8 ~erM ei ~we yea~8 terms of from one to three years to provide

28 for staggered terms .
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1 B. Appointive members of the Council shall not be eligible. to

2 serve as such 'for more than two consecutive full terms. Two or more

3 years shall be deemed a full term.

4 C. Members of the Council shall receive fifty dollars per meeting

5 of the Council and committees appointed by the chairman, not to exceed

6 ,fifty dollars for anyone day, for their service on the Council .and

7 shall also be reimbursed for necessary and proper expenses that are

8 incurred in the performance of their duties on behalf of the Council.

9:;. D. A consumer member shall be elected by the Council to s~rve as

10 chairman. The Council may elect from among its members a vice

11 chairman. Meetings of the Council shall be held as.frequently as its

12' duties require.

13 E. SeveR Nine members shall constitute. a quorum.

14 § 9-157.1. Executive Director; powers and duties.--A. The

15 Governor shall appoint an Executive Director of the Council, subject

16 to confirmation by the General Assembly. The Executive Director shall

17 hold_h~~. position at the pleasure of the Governor.

18 B. The Executive Director shall have the following powers:

19 1. To supervise the administration of work of the Council;

20 2. To prepare, approve, and submit any requests for,

21 ~ppropriations and be responsible for all expenditures pursuant to

22 ~ppropriationSi

23 3. To employ such staff as is necessary to carry out the powers

24 and duties of this chapter, within the limits of available

26 4. To do all acts necessary or convenient to carry out the

27 ~urpo~e of this chapter and to assist the Council in carrying out its

28 respon~ibilities and duties;
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1 5. To make and enter into all contracts and agreements necessary

2 or incidental to the performance of its duties and the execution of

3 its powers under this chapter, including, but not limited to,

4 contracts with the United States, other states, and agencies and

5 governmental subdivisions of the Commonwealth.

6 § 9-158. Uniform reporting regulations.--A. The Council shall

7 establish by regulation a uniform system of financial reporting by

8 which health care institutions shall report their revenues, expenses,

9 other income, other outlays, assets and 'liabilities, units of service

10 and related statistics. In determining the effective date for

11 reporting requirements, the Council shall be mindful both of the

12 immediate need for uniform health care institutions' reporting

13 information to effectuate the purposes of this chapter and the

14 administrative and economic difficulties which health care

15 institutions may encounter in complying, but in no event shall such

16 effective date be later than ~ ~r~ two and one-half years from the

17 date of the formation of the Council. In the case of nursing homes,

18 the effective date shall b~ no ~ater than July 1, 1990. During the

19 yea~__of July 1, 1989, through June 30, 1990, each nursing home

20 E£ovider shall comply with subdivisions Al and A2 of § 9-159 and

21 assist in developing requirements for Leporting such other costs

22 jncurred in rendering services as the Council may prescribe.

23 B. In establishing such uniform reporting procedures the Council

24 shall take into consideration:

25 1. Existing systems of accounting and reporting presently

26 utilized,by health care institutions;

27 2. Differences among health care institutions according to size,

28 age, financial structure, methods of payment for services, and scope,
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1 type and method of providing services; aR6

55

2 3. Other'pertinent distinguishing factors ~ -'-
3 4. Data and forms presently used by other state agencies

4 receiving similar information fr~m hospitals and nursing homes, in

5 order to eliminate duplicate reporting of data and reduce the

6 administrative burden of compliance to the minimum; and

7 5. Methods to minimize the financial impact and administrative

8 burdens on all providers.

9 C. The Council, where appropriate, shall provide for modification

10 consistent with the purposes of this chapter, of reporting

11 requirements to reflect correctly these differences among health care

12 institutions and to avoid otherwise unduly burdensome costs in meeting

13 the requirements of the uniform system of financial reporting.

14 § 9-160. Continuing analysis, publication, etc.--A. The Council

15 sllall:

16. 1. Undertake financial analysis and studies relating to health

1 7 care insti tutions i __._

18 2. Publish and disseminate information relating to health care

19 institutions' costs and charges including the publication of changes

20 in charges otller than those havillg a minimal impact prior to any

21 changes taking effect ,_._

22 3. Survey all hospitals that report to the Councilor any

23 corporation that controls a hospital to determine the extent of

24 commercial diversification by such hospitals in the Commonwealth. The

25 sllrvey shall be in a form and mallner prescribed by the Council and

26 shall request the information specified in subdivisions a, f, 9, hand

27 i below on each hospital or such corporation and, with respect to any

28 tax-exempt hospital or controlling corporation thereof, the
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1 information specified in subdivisions a through i below for each

2 affiliate of such hospital or corporation, if any:

3 a. The name and principal activity;

4 b. The date of the affiliation;

5 c. The nature of the affiliation;

6 d. The method by which each affiliate was acquired or created;

7 e. The tax status of each affiliate and, if tax-exempt, its

8 Internal Revenue tax exemption code numberj

9 f. The total assets;

10 g. The total revenues;

11 h. The net profit after taxes, or if not-for-profit, its excess

12 revenueSi and

13 i. The net equity, or if not-for-profit, its fund balance.

14 As a part of th~s survey, each hospital that reports to the

15 Councilor any corporation which controls a hospital that reports to

16 the Council shall submit an audited consolidated financial statement

17 to ~he Council detailing the total assets, liabilities and net worth,

18 as well as a statement of income and expenses, including of all its

19 affiliates.

20 The Council shall report the results of this survey by December 1

21 of each year to the General Assembly. This report shall be open to

22 ~~~Jic__inspection. Information filed pursuant to this subdivision

23 §hall not be subject to the provisions of § 2.1-342.

24 4. Provide information concerning costs and charges to the

25 public in a form which consumers can use to compare costs and services

26 in order to increase competition within the health care industry and

27 contain health care costs.

28 B. The Council shall prepare and may make public summaries and
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1 compil~tions or other supplementary reports based on the information.

2 filed with or made available to the Council.

3 C. The Council, in carrying out its responsibilities under this'

4 section and § 9-161 , shall be cognizant of other programs which bear

5 . upon the operation of health care institutions including programs

6. relating to health planning, licensing and utilization review.

7' § 9-163. Administration.-- ~ The Council (i) shall maihtain

8 records of its activities; (ii) shall collect and account for all fees

9 prescribed to be paid into the Council and account for and d~p:osit the

10 moneys so collected into a special fund from which the expenses of the

11 Council ~fte;~a~R~ ~fte Ba~a~y e£ aRy ~e~Beftfte~.8e may Be eM~ieyea 8y

12 ~fie €eHRe~~ shall be paid; (iii) may eM~~ey e~eft ~epeeftRe~ ass

13 aBB~6~8~ee as may Be ~e~~~ea £e~ ~fie e~e~a~~eft ei ~fte €e~fte~~~ f~V1

14 shall enforce all regulations promulgated by it; and fV 7 1iYl shall

15 contract with any voluntary cost review organization for services

16 necessary to carry out the Council's activities where this will

17 promote economy, efficiency, avoid duplication of effort and make best

18 use of available expertise.

19 #
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2 SENATE BILL NO HOUSE BILL NO.

3 A BILL to amend and reenact § 32.1-102.1 of the Code of Virginia and
4 to amend the Code of Virginia by adding a section numbered
5 32.1-102.3:2, relating to certificate of public need.

6

7 Be it enacted by the General Assembly of Virginia:

8 1. That § 32.1-102.1 of the Code of Virginia is amended and reenacted

9 and the Code of Virginia is amended by adding a section numbered

10 32.1-102.3:2 as follows:

11 § 32.1-102.1. Definitions.--As used in this article, unless the

12 context indicates otherwise:

13 "Certificate" means a certificate of public need for a project

14 required by this article.

15 "Clinical l1eal th set"vice" means a single diagnostic I therapeutic,

16 rehabilitative, preventive or palliative procedure or a series of such

17 procedures that may be separately identified for billing and

18 accounting purposes.

19 "Health service area" means the area served by a health systems

20 agellcy.

21 "Health systems agency" means an entity organized and operated as

22 provided in Title XV of the United States Public Health Service Act

23 and designated as a health systems agency pursuant to Title XV of the

24 Public .Health Service Act or, in the absence of such an agency, a

25 local, district or regional health planning body established under the

26 laws of the Commonwealth.
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1 "Medical care facility" , as used in this title, means any

2 institution, place, building or agency, whether licensed or required

3 to be licensed by the Board or the state Mental Health aft8 L Mental

4 Retardation and Substance Abuse Services Board, whether operated for

5 proflt or nonprofit and whether privately-owned or privately-operated

6 or owned or operated by a local governmental unit, (i) by or in which

7 health services are furnished, conducted l operated or offered for the

8 prevention, diagnosis or treatment of human· disease, pain, injury#

9 deformity or physical condition, whether medical or surgical, of two

10 or more nonrelated mentally or physically sick or injured persons, or

11 for the care of two or more nonrelated per~ons requiring or receiving

12 medical, surgical or nursing attention or services as acute, chronic,

13 convalescent, aged, physically disabled or crippled, or (ii) which is

14 the recipient of reimbursements from third-party health insurance

15 programs or prepaid medical service plans. ~e ~e~m ~fteiHae87 B~~ ~8

16 Re~ ~~m~~ea ~e For purposes of this article, only the following

17 medi~~! care fac~lities shall be subject to review:

18 ~~ 6eRe~ai Ree~i~ai8~

19 ~~ SaRa~e~~Hm5~

20 a~ Sanitariums.

21 4~ Nursing homes.

22 5~ Intermediate care facilities.

23 6~ Extended care facilities.

24 ~~ Mental hospitals.

25 B~ Mental retardation facilities.

26 9~ Psychiatric hospitals and intermediate care facilities

27 established primarily for the rnedical~ psychiatric or psychological

28 treatment and rehabilitation of alcoholics or drug addicts.
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1 ~e~ S~ee~ai~Bea eeft~e~e e~ el~ft~e6 aeve±epea £e~ ~Re ~~ev~e~eft e£

2 eM~~8~~eR~ e~ amBMia~ery eH~~e~Yi ~eH8± a~a±ys~e ~fte~a~Yi ~ae~a~~eH

3 ~he~8~Y7 eeM~H~e~~Bea ~eme~~a~fty tS~7 eeaftft~R~ e~ e~fie~ Mea~ea± e~

4 sM~~~ea± ~~e8~MeR~5 ~e~~~~~R~ ~Re ~~~~~Ba~~eR ef e~~~~Meft~ Re~ HeHa~±y

5 865ee~a~ee w~~~ ~Re ~~ev~6~eR e£ ~~~ma~y ftea±~ft Be~~~ee6~

6 3: ~-: of Re~e a ~ eEi-: t-

7 ~a-: He6~iee6-: Rehabilitation hospitals.

8 The term "medical care facility" shall not include a ~ftye3:e:i:aft.t6

9 e£f~ee eHee~~ ae ae£~Rea :i:a ~a~a~~a~ft 6 ~Rae~ ~fte ae£~ft:i:~~eR e£

10 ~P~ejee~ll e~ a e~~R:i:eai !8ae~a~e~y ~£ ~Re ei~R~ea± ~aee~a~e~y :i:s

11 ~R6e~eR6eR~ ef a ~fiY6~e:i:aR16 e£f~ee e~ a ftes~~~ai aft6 fias BeeR

12 ae~e~m~Re6 ~e mee~ ~fte ~e~H~reffieR~5 e£ ~a~8~~a~fi5 f~e1 8Re t~i, ef §

13 ~B6~ fS1 ef ~~~~e KV;;~ ei ~fte See~ai See~~~~y Ae~ facility of the

14 Department of Mental Health, Mental Retardation and Substance Abuse

15 Services or any community services board authorized by law.

16 "Project" means:

17 1. A capital expenditure by or on behalf of a medical care

18 facility, including but not limited to any studies, surveys, designs,

19 plans, working drawings and specifications, which, under generally

20 accepted accounting principles, is not properly chargeable as an

21 expense of operation and maintenance and which:

22 a. Exceeds $600,000 or such higher amount as the Board may

23 pl-escribe I

24 b. Increases the total number of beds, or

25 c. Relocates ten beds or ten percent of the beds, whichever is

26 less, from one physical facility to another in any two-year period;

27 however, a hospital shall not be required to obtain a certificate for

28 the ~empoFary use of ten percent of its licensed beds as skilled
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1 nursi11g :keme care beds for a maXimtlm of thirty days per patient per

2 bed as provided in § 32.1-132;

3 2. The acquisition by a ~eviewable medical care facility, through

4 donation or lease, of equipment or facilities which, if purchased by

5 the medical care facility, would require an expenditure described in

6 paragraph 1 under the definition of "Project";

7 3. The acquisition by a reviewable medical care facility of

8 equipment or facilities through a transfer ·at less than fair market

9 value if the transfer at fair market value would require an

10 expenditure described in paragraph 1 under the definition of

11 "Project";

12 4. The introduction by a ~eviewable medical care facility of a

13 clinical health service except home health services which the facility

14 has never provided or has not provided in the previous twelve months;

15 5. The acquisition, by purchase, lease, gift or bequest, by or on

16 behalf of a reviewable medical care facility e~; ~~ ~fte HR~~ ei

17 e~~~pffleR~ ~s ~eRe~a~~y 8R6 e~s~efflB~~±Y 856ee~a~ea w~~fi ~~e ~~eV~5~eft

18 ef ke8~~R Be~v~ee6 ~R 88 ~R~a~~eR~ 8e~~~R~7 ey e~ 68 aeRai£ e£ a

19 ~RY5~e~aRls eff~ee I of equipment whose fair market value, including

20 the value of any studies, surveys, designs, plans, working drawings,

21 specifications and other activities essential to the acquisition of'

22 the equipment, exceeds $400,000 or such higher amount as the Board may

23 prescribe by regulation and which is used for the provision of medical

24 and other health services.

25 "Statewide Health Coordinating Council" mea115 the duly authorized

26 statewide health advisory agency established pursuant to Article 4 (§

27 32.1-117 et seq.) of Chapter 4 of this title.

28 "state Health Plan" means tIle plan provided for in Article 2 {§
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1 32.1-103 et seq.) of Chapter 4 of this title.

2 "State Medical Facilities Plan" means the plan provided for in

3 Article 4 (§ 32.1-117 et seq.) of Chapter 4 of this title.

4 § 32.1-102.3:2. Certificates of public need; moratorium.--The

5 Commissioner of Health shall not approve, authorize or accept

6 applications for the issuance of any certificate of public need

7 pursuant to this article for a nursing home, intermediate care

8 facility or extended care facility from the effective date of this act

9 ~hrough January 1, 1991. However, the Commissioner may approve or

10 authorize the issuance of a certificate of public need for a project

11 for the renovation or replacement on site of an existing facility or

12 any part thereof, in accordance with the law, when a capital

13 expenditure is reguired to comply with life safety codes, licensure,

14 certification or accreditation standards.

15 #
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1 SENATE JOINT RESOLUTION NO. 99
2 AMENDMENT IN THE NATURE OF A SUBSTITUTE
3 (Proposed by the House Committee on Rules
4 on March 4,1988)
5 (Patron Prior to Substltute-Senator Walker)
6 Establishing a joint subcommittee to study health care for all Virginians.
7 WHEREAS, access to professional health care is a necessity for 'ife and happiness and
8 in recent years, the steadily increasing costs of health care have limited access to such
9 care for middle-class, poor and elderly citizens alike; and

18 WHEREAS, the cost of health care programs has become .a staggering burden to both
11 businesses and government; and .
12 WHEREAS, failure to confront now the issue of rising health-care costs will create
13 profound financial hardships for the Commonwealth and its citizens in the future; and
14 WHEREAS, federal health -care cost control measures appear to be failing, thereby
15 creating new pressures on govemment-supported programs such as Medicare and Medicaid;
18 and
17 WHEREAS, the federal-state funded Medicaid program is the principal instrument for
18 ensuring adequate care for Virginia'S poor and elderly citizens; and
19 WHEREAS, the total cost of the Virginia Medicaid program has risen more than 331
20 percent in less than a dozen years, and the Commonwealth has assumed an increasingly
21 large proportion of the total program cost; and
22 WHEREAS, the burden of uncompensated care for indigent persons is not equally
23 distributed among Virginia's hospitals, thereby jeopardizing the financial survival of some
24 hospitals in an environment in which health care is becoming an increasingly competitive
25 business; and
26 WHEREAS, it is essential that Virginians eligible to participate in the Medicaid program
27 be assured access to necessary acute and long-term health care; and
28 WHEREAS, the work of the Governor's Task Force on Indigent Health care and the
29 Governor's Commission on the Medical care Facilities Certificate of Public Need Law has
30 demonstrated that the probleln of access to essential health care will become even more
31 acute in the near future; and
32 WHEREAS, any viable and lasting solution to the critical problem of financing indigent
33 and long-term health care must entail shared responsibility by the pUblic and private
34 sectors, inclUding the hospital and nursing home industries; and
35 WHEREAS, the federal Social Security Act's commonly known "209(b)" option allows
36 states to impose restrictive eligibility criteria on aged, blind and disabled people who seek
37 health insurance through the Medicaid program; and
38 WHEREAS, Virginia imposes several restrictive eligibility criteria which prevent more
39 than 10,000 recipients of Supplemental Security Income (SSI) benefits from receiving
40 Medicaid coverage; and
41 WHEREAS, the cost of health care programs has become a staggering burden to both
42 businesses and government as thousands of Virginians either do not have health insurance
43 or are under-insured for health costs, and can be classified as the working poor or the
44 medically indigent; and
45 WHEREAS, many of these individuals are not eligible for medical assistance services,
46 and the State and Local Hospitalization Program within the Department of Social Services
47 only provides a small percentage of hospital coverage for indigents; and
48 WHEREAS, in some areas of the state, the working poor obtain care from the state
49 medical schools but most of these persons do not live in close enough proximity to the
50 state medical schools to obtain such care, and frequentlYt such individuals do not have
51 access to private health care except, perhaps, in an emergency; and
52 WHEREAS, the number of persons eighty years of age and over will nearly double by
53 the year 2000, increasing the burden on the Medicaid program for long-term care; and
54 WHEREAS, most states automatically provide Medicaid benefits to aged, blind and
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1 disabled individuals who receive Supplemental Security Income benefits (55I) and many
2 elderly Virginians who are not eligible for Medicaid are on fixed incomes and must
3 struggle to pay for their prescriptions; and
.. WHEREAS, a number of other states have implemented pharmaceutical assistance
5 programs for the elderly; and
6 WHEREAS, the federal financial participation level for the Medicaid program has been
7 decreasing every year, placing a burden on the Commonwealth, as over forty percent of all
8 indigent health care is provided by the Commonwealth's two teaching hospitals with the
9 remainder of the burden not equally shared among local providers; and

10 WHEREAS, various options and approaches may be available to the Commonwealth to
11 resolve this dilemma, including chanees in the eligibility requirements for Medicaid, the
12 State-Local Hospitalization Program, the assessment of fees in health care institutions, the
13 creation of an indigent health risk pool, the implementation of additional home and
14 community-based programs and the implementation of a pharmaceutical assistance program
15 for the elderly; and
16 WHEREAS, all options and approaches must be .carefully and jUdiciously analyzed for
17 efficacy and appropriateness, and proposed solutions must be in the best interest of health
18 care providers and institutions, the indigent, the elderly, the working poor and the
19 Commonwealth; now, therefore, be it
20 RESOLVED by the Senate, the House of Delegates concurring, That a joint
21 subcommittee is established to study health care for all Virginians. The joint subcommittee
22 shall be composed of seventeen members to be appointed as follows: four members of the
23 Senate to be appointed by the Senate Committee on Privileges and Elections, and five
24 members of the House to be appointed by the Speaker of the House. Six citizen members
25 shall be appointed by the Governor, one representative each from the medical community,
26 the Virginia hospital and nursing home industries, the Virginia Board of Medical Assistance
27 Services, the business community and a representative of the commercial health insurance
28 industry. The Secretary of Human Resources and the Secretary of Finance shall also serve
29 as members.
30 The joint subcommittee shall include in its deliberations the following:
31 1. The proposals advanced by the Secretary of Human Resources regarding the
32 financing of indigent health care and long-term nursing home care;
33 2. Alternative financing concepts that may be suggested by health care providers, the
34 insurance industry and others to address the problems of financing Medicaid and
35 uncompensated care;
36 3. Creation of a Virginia Hospital care fund to assist in equalizing the burden of
37 uncompensated care among Virginia's hospitals so as tn ~!!minate the practice of forcing a
38 few institutions to carry a disproportionate burden of uncompensated care responsibilities;
39 4. Means to control further increases in health care costs, including strengthened
40 mechanisms for rate review and rate setting;
41 5. Means for providing long-term nursing home care insurance and risk-pOOling
42 mechanisms to serve the uninsured and underinsured citizens of the Commonwealth;
43 6. Mechanisms to control the dramatic increases in the bUdget of the Virginia Medicaid
44 program, inclUding. but not limited to:
45 a. Selective contracting with hospitals to provide care to Medicaid patients;
46 b. case-mix reimbursement for nursing homes;
47 c. Reimbursement for outpatient and emergency hospital services on a fee basis;
48 d. Reduction of payments for non-emergency hospital services provided in an
49 emergency room setting;
50 e. Establishment of a limit on capital cost reimbursement to hospitals;
51 f. Methods to reduce the length of hospital stays, including requirement of written
52 justification for stays extending beyond seven days;
53 g.. Prior authorization of all nonemergency hospital admissions;
54 h. Expansion of the list of surgical procedures required to be performed on an
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1 outpatient basis;
2 i. Reimbursement of inpatient and outpatient phar~aceutical services at prevailing
3 free-standing p'harmacy rates;
4 j. Revision of current cost escalation formulas to provide incentives for improved
5 practices and operational efficiency;
6 k. Establishment of an "all payor" reimbursement system for hospital services w~ich

7 ensures that no payor shall pay more than the Medical Assistance Program rate; and
8 1. Evaluation of criteria by which limitations may be placed on the number of provider
9 agreements entered into by the Medical Assistance Program; and

10 7. The number of aged, blind and disabled persons affected by the 209(b) restrictions,
11 the impact of such restrictions on the ability of such persons to obtain necessary health
12 care, and the source and funding of alternat~ health care coverage obtained by the aged,
13 blind and disabled who do not have Medicaid coverage;
14 8. The costs and benefits incurred by the Commonwealth in assuming the 209(b) option,
15 and the estimated costs of revising or eliminating the 209(b) restrictions with appropriate
16 offsets;
17 9. Alternative funding concepts to address the problems of financing indigent care,
18 long-term nursing home care, Medicaid, uncompensated health care and the
19 disproportionate burden of uncompensated health care responsibilities and costs to
20 institutions, health care providers and the Commonwealth;
21 10. The feasibility of establishing a cooperative state/local program for providing health
22 coverage to the working poor, considering ways to fund such coverage or to encourage the
23 provision of pro bono services such as tax: incentives for the rendering of such services,
24 state and local contributions and the possibility of requiring third party payors to contribute
25· to such a program. The joint subcommittee shall also examine any similar initiatives in
26 other states and explore the possibility of obtaining federal contributions;
27 11. The feasibility of establishing a .pharmaceutical assistance program for the elderly;
28 and
29 12. Other related matters that the joint subcommittee may deem appropriate.
30 Staff support for the joint subcommittee shall be provided by the staff members of the
31 Senate Committee on Finance and the House Committee on Appropriations.
32 All agencies of the Commonwealth shall provide assistance upon request as the joint
33 subcommittee may deem appropriate.
34 The joint subcommittee shall complete its work in time to submit its findings and
35 recommendations to the 1989 General Assembly.
36 The indirect costs of this stUdy are estimated to be $13,045; the direct costs of this
37 stUdy shall not exceed $11,700.
38
39
40
41
42
43
44
45
46
47
48
49
50
51
52
53
54

-84-




