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Introduction

New York has a long history of using public financing to help hospitals provide care to
uninsured and underinsured patients. The State remains committed to supporting those
institutions that provide this care. If you examine the way in which that money has been
allocated, however, some inconsistencies arise. The formulas that allocate bad debt
and charity care funds are complex and opaque. It is not clear how the allocation of
money connects back to actual care provided to actual patients. CPHS has long
advocated for a more transparent system, where money indeed follows the patient.

In the current fiscal climate it becomes even more important that public funds are used
for their intended purposes. As funding for health care tightens, and s the allocation of
public money is subject to increased scrutiny, it is time to revisit the formulas that drive
the indigent care pool funding. Under new federal law funding will be reduced and the
means by which it is allocated will be re-evaluated. These factors make it essential that
we revisit the goals of New York's indigent care pool, and work to create a transparent
funding methodology that assures that public dollars are being spent appropriately.

Background

The Commission on the Public’s Health System (CPHS) is a city-wide, community-
based, membership health advocacy organization located in New York City, whose
mission is to “fight for equal access to quality health care services for everyone
regardless of race, ethnicity, language spoken, diagnosis, or ability to pay.” For the last
twenty years, CPHS has monitored the allocation of public dollars to health care
institutions with an eye toward ensuring that those dollars are spent in the most
equitable and transparent way. The State of New York policy is tilted towards the
protection of academic medical centers. This hospital-centric focus is often to the
detriment of public and community hospitals, community health centers, and the
communities that they serve.

Over a period of years, CPHS documented the allocation of public dollars from the
State’s $847 million Hospital Indigent Care Pool intended to compensate hospitals for
the indigent care they provided. As a result of this effort, CPHS published two reports
that showed little or no relationship between the actual dollars received by the hospitals
from the hospital Charity Care Pool and the amount of health care services they
provided to the uninsured. It is interesting to note that there is a separate community
health center pool to pay for the care of the uninsured. This pool of dollars is much
smaller than the hospital pool and is funding allocated to health centers based on their
reporting care that they provide to the uninsured. CPHS believes that it is always
prudent to spend public money wisely, in an accountable and transparent way. It



is even more critical to do so in tough economic times such as what we are living
through now.

New York, like Massachusetts and New Jersey, deregulated its rate setting while
maintaining funding of “public goods.” One of those defined goods is paying hospitals
for the care of uninsured and underinsured patients. Massachusetts and New Jersey
required hospitals to document care provided to uninsured patients in order to access
their state’s charity care pool. In those states, the money follows the patient. This has
not been the case in New York, where despite efforts by advocates to change the
allocation of charity care dollars, money continues to be allocated on the basis of an
antiquated accounting methodology that is completely opaque, and also compensates
hospitals for bad debt as well as charity care. CPHS believes that uncompensated
care payments to hospitals from the state’s Charity Care Pool should follow the
patient. Hospitals should be paid from the charity care pool for providing care to
uninsured patients.

Despite recent efforts to change the allocation of charity care dollars, political provider
resistance has maintained the system almost untouched. There has, however, been
movement over the last several years to ensure that the uninsured have access to
health services regardless of their ability to pay. The first change was passage of the
Hospital Financial Assistance Law (Subdivision 9-a of Section 2807-k of the New York
State Public Health Law) - also called Manny's Law. For the first time, the State
requires that all hospitals to develop a charity care sliding fee policy for New York
residents with incomes at or below 300% of the Federal Poverty Level, post these
policies, and notify patients of their right to a sliding fee scale for payments based on
income and family size.

The second important change came as the result of a 2008 State Task Force which
reviewed the hospital charity care system, and resulted in the requirement that 10% of
the total $847 million in the hospital Charity Care pool be distributed on the strength of
the hospital showing they had cared for numbers of uninsured patients. The benefit of
this very small movement is that in order to receive a share of the 10%, hospitals have
to report all of the care they delivered to people with no health insurance. This reporting
has enabled a more in-depth look at what hospitals are doing to provide care and to
match that care to the dollars being distributed to these institutions, thus making this
report possible. Aftached is a table listing New York State Hospitals’ provision of
Charity Care and distribution of dollars. The chart was prepared by Denise Soffel with
data excerpted from Paying New York State Hospitals More Fairly for Their Care to

Uninsured Patients.

With passage of the Affordable Care Act in 2010 has come concern about continued
federal funding under the Disproportionate Share Hospital (DSH) program to provide



services for the uninsured,. A portion of these federal dollars are targeted to pay for
expansion of health insurance coverage — an important goal. For the population that
will not be eligible, or able to take advantage of eligibility for this expanded coverage, it
becomes even more important to propose ways for continuing access to care and
payment for that care. Under ACA, the Secretary of HHS will make a determination
about allocation of the remaining dollars based on the remaining number of
uninsured residents and allocation of DSH/charity care dollars to hospitals
providing care for the uninsured and Medicaid patients. If New York does not
change its current method of distribution of DSH, it stands to lose hundreds of
millions of needed dollars.

The Need for a Review of Charity Care Allocations and Proposals for Alternatives

Since 1983, New York State has been providing funding for uncompensated care
services at hospitals. Uncompensated care mixes and co-mingles reporting on actual
charity care (services provided for the uninsured) and bad debt (which is a charge
written off by the hospital as uncollectable). New York retained its “Indigent Care Pools
when it deregulated its reimbursement rate setting system in 1996, but did not improve
its reporting system for the allocation of these funds. Some of the problems identified
by the State Health Department Task Force:

n

¢ The foundation for charity care payments are the hospitals’ own reports on bad
debt and charity care. Although the State claims that these reports are certified,

CPHS was able to find significant mistakes in the reports of several hospitals.
e The dollars do not follow services to individual patients.

¢ Although there are very specific requirements of hospitals in implementation of
“Manny’s Law, there is no monitoring or tracking of hospitals’ compliance.

The Report

With support from the Robert Sterling Clark Foundation and a donor-advised grant from
the North Star Fund, CPHS contracted with Prof. Alan Sager, Professor and Director of
the Health Reform Program at the Boston University School of Public Health. Prof.
Sager was asked to review the efficacy of the current system and propose altemative
allocation methods. CPHS set up an advisory committee* which participated in
reviewing the concepts that were being developed. CPHS also committed to develop
messaging about and organizing for the alternative methods developed, as well as to
look at the practices of hospitals in New York City (separate report).

This report describes the current system of charity care allocation in New York State,
which includes reimbursement for “claimed” bad debt costs. Anyone with a casual



understanding of the geography of hospitals throughout the state will recognize that
there is little rhyme or reason to the current system of charity care reimbursement.
Hospitals in overlapping or contiguous neighborhoods with near-identical patient
populations nevertheless receive wildly divergent payments. Comparing public and
some voluntary hospitals, along with community-based health centers, that traditionally
make up the healthcare safety-net to larger academic medical centers which see a
smaller share of Medicaid and uninsured patients reinforces the notion that the current
system does not reflect the stated intent of charity care.

A review of data shows that some hospitals may be overpaid and others underpaid.
(see CPHS report at www.cphsnyc.org/publications). Dr. Sager has proposed a new
system to more fairly compensate hospitals for the care of the uninsured patients. The
very complex current system is made less complicated and is based on funding
following the uninsured patients. Because of recommendations from a State
Department of Health Task Force in 2008 and action by the State Legislature, data is
now available from all hospitals showing the amounts and types of care (e.g., inpatient,
outpatient, emergency) provided for people with no insurance, or whose insurance does
not cover the service being provided. The system developed for this report also
recognizes the extra effort of some hospitals in providing a larger share of care for these

patients.

The Proposal

Prof. Sager constructs new methods of allocating uncompensated care funds (see chart
for summary explanation). The first measure reflects the money follows the patient
principle (CARE). CARE rests on the provision of actual volumes of care as measured
through four areas of services (acute inpatient discharges, ER visits, general clinic
visits, and ambulatory surgery). Reporting on uninsured care is actually broken down
into 17 different categories, but the four listed above represent 90% of all care for the
uninsured. This volume of care is then multiplied based on a weighted mean statewide
Medicaid rate. This method does not, however, recognize regional differences in costs
or the acuity (complexity) of the care provided.

So the second method, attempts to capture inter-hospital variation by adjusting for
severity of patient mix and institution-specific costs (BASE). Finally, to recognize the
efforts of hospitals that provide larger shares of care for the uninsured, the third method
progressively increases funding based on increased care provided for the uninsured

(BASE STEEP).



Summary of Three Aspects of Five Methods of Paying for Uncompensated Care
Paying New York State Hospitals More Fairly for Their Care to Uninsured Patients

Method | Volumes of care Pricing Progressivity
90% As asserted by hospital but | Charges, reduced to cost by negligible
Current | not reported hospital-wide cost-to-charge ratio
10% As reported by hospital, but | Price paid by Medicaid to each None
current | not subject to audit, income | hospital for each of the four services
level, or insurance status
CARE As reported by hospital, but | Statewide weighted mean Medicaid | None
not subject to audit, or price for each of the four services.
income level.
BASE As reported by hospital, but | Inpatient: Statewide base price, None
not subject to audit, or adjusted for each hospital’s input
income level. costs and case mix; excludes GME
and capital
Outpatient: APG prices paid by
Medicaid in 2010 to each hospital
BASE- | As reported by hospital, but | As BASE Some
STEEP | not subject to audit, or

income level.

Finally in recognition of federal changes likely to occur in the availability of federal
Disproportionate Share Hospital (DSH) dollars, Prof. Sager looked at ways of
structuring the pools so that the 21 major public hospitals in the state (of a total of 200
hospitals) would be positioned to gain a larger share of the State’s charity care dollars
than they currently receive. The public hospitals share is currently capped at $139
million of the $847 million distributed annually across the state. The capping of these
dollars does not consider any increases, or decreases, in the level of care provided to
uninsured patients. If the public hospitals are included in the larger pool, Prof. Sager
recommends using the BASE method, rather than BASE STEEP as this method would
sharply reduce payments to the non-public hospitals.

The 2010 federal Affordable Care Act reduces federal Medicaid DSH dollars that are
currently provided for care of uninsured people. However, the law allows the secretary
of the federal Department of Health and Human Services to determine reductions to
states based three criteria: (1) on the state using the DSH funding appropriately; (2)
the number of remaining uninsured residents in the population; and, (3) targeting




hospitals with high levels of Medicaid. The State could lose federal DSH dollars if the
funding does not meet these criteria.

Public hospitals in the past have had access to other public dollars, primarily federal
Disproportionate Share Hospitals funding (DSH) matched by city/county funds, but this
too is subject to change. Although representing a small number of the hospitals
statewide, in 2008, the 21 major public hospitals provided 25.3% of uninsured
discharges, 31.4% of ER visits, 55.5% of regular clinic visits, and 43.7% of ambulatory
surgery procedures. Of particular note, the large numbers and percent of clinic visits for
the uninsured is one way of preventing unnecessary hospitalizations. If these changes
are made and the public hospitals receive a greater share of the statewide pool, Dr.
Sager recommends the use of the BASE method as the one that most fairly
compensates both public and private hospitals for the volume of uncompensated care

they provide.

Conclusion

The recommended changes in this report are necessary on an ethical and financial
basis, but could be disruptive if not done thoughtfully. Some hospitals are receiving
large sums of charity care funding, but not providing much care for the uninsured. Public
funds should be used for their intended purpose, in this instance, paying for the care of
the uninsured. Had the changes proposed over the years been implemented before,
the reallocation of dollars would not have as large an impact. CPHS has made other
payment reform proposals for safety-net providers that are outside the purview of this
report. As part of any reimbursement reform, special attention should be paid to
Medicaid payment reform that ensures the continued viability of safety net health care
providers in low-income, medically underserved communities.

CPHS would like to thank Prof. Alan Sager for his hard work and his willingness to go
back to the drawing board to help us arrive at a methodology which ensures that the
money follows the patients for care received. We also thank the members of our
Advisory Group (listed below) for their important contributions to the understanding of
the current situation and their astute proposals for change.

Given the compelling evidence offered in the report, CPHS believes that a realignment
of the charity care funds is in the best interest of the people of New York State. CPHS
provides this report with the intent of making a clear cut argument for the need for
change in New York State’s Charity Care pools and an important contribution to the
ways that the allocations can be made more fair and equitable so that uninsured
patients can benefit from these changes. We hope that you will join us in this effort!



*Advisory Group Members:

Nisha Agarwal, New York Lawyers for the Public Interest

LaRay Brown, Health and Hospitals Corporation

Linda DeHart, Health and Hospitals Corporation

Moira Dolan, District Council 37

Tim Foley, Committee of Interns & Residents

Jack O’Connell, Nassau University Medical Center

Carol Santangelo in place of Lisa Sbrana, Legal Aid Society

Denise Soffel, consultant, former Executive Director, NYS Senate Health Committee
Jennifer Torres in place of Jenny Rejeske, New York Immigration Coalition
Justin Wood, Committee of Interns & Residents

Marlene Zurack, Health and Hospitals Corporation

Judy Wessler

Director

Commission on the Public’s Health System (CPHS)
45 Clinton Street

New York, New York 10002

212-246-0803

www.cphsnyc.org
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