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What is the hospital financing waiver?

California’s Medi-Cal Hospital/Uninsured Care Demonstration Project is the new system for paying public and private safety net hospitals for care provided to Medi-Cal and uninsured patients. The project is described by a Medicaid (Medi-Cal in California) waiver negotiated by the Schwarzenegger Administration and the federal government last year. California’s legislature passed the law (SB1100) putting it into place in Sept 2005. The five-year waiver covers the period from July 1, 2005 to June 30, 2010. It replaces a 15-year old system that governed hospital payments through a different set of mechanisms that will no longer be used.

The new hospital financing waiver:

· Provides an increase in hospital funding for the first, and possibly the second year, in exchange for installing a new system in which rising costs are claimed against a capped funding source. 

· Freezes federal funding for public hospitals for five years.

· Shifts the risk and responsibility for funding public hospitals through the Medi-Cal program from the State to the counties.

· Allows the federal government to narrow the list of services for which it provides reimbursement.

· Requires the State to develop a program to cover uninsured individuals, in order to receive $180 million per year in the third, fourth and fifth year of the waiver (2007-2010).

· Guarantees affected hospitals a minimum, or “baseline,” level of funding set at 2004-05 levels.

Which hospitals does the waiver finance?

The arrangement affects 23 public hospitals (county and University of California hospitals), and private safety net hospitals that serve large numbers of Medi-Cal patients. For these institutions, Medicaid funding is a major, if not the single most important source of revenue. 

California’s public hospitals make up just 6 percent of the state’s hospitals, yet they deliver more than half the hospital care to the 6.5 million uninsured. They also operate 60 percent of the top-level trauma centers and train half the state’s doctors. All of these critical community functions are supported by Medicaid dollars. 

How will federal money reach California’s public hospitals?

The Medicaid deal is a financing agreement that changes the way that the state draws down federal matching funds to support public hospitals. Under the new system, public hospitals’ funding will be generated almost exclusively by county spending. Each county that operates a public hospital
, and the University of California, will now certify the money spent on health care to Medi-Cal and uninsured patients. These certified public expenditures (CPEs) will be matched with federal Medicaid dollars at the rate of half their value. In other words, for every dollar a county spends, the federal government reimburses 50 cents. In order for a county to increase the level of federal support for its public hospital, that county will first have to spend more money itself. This arrangement shifts the risk and responsibility for financing public hospitals through the Medi-Cal program from the State to the counties. 
 The State of California is no longer financially engaged in maintaining public hospital services.

Inside the waiver

The new arrangement sets out three major funding streams for public hospitals, all of which are to be financed by CPEs, matched against federal Medicaid dollars. 

	1) Medi-Cal Fee For Service: Can grow if county spending increases

Federal payments made to public hospitals for services delivered to Medi-Cal patients. The federal payment rate represents approximately half the costs borne by the hospital. Public hospital fee for service payments fluctuate based on numbers of Medi-Cal patients served. They are counted towards the calculation of baseline funding (04-05 levels).

Estimated value: $770 million annually 


	2)  Disproportionate Share Hospital (DSH) funds
: Frozen

Federal payments made to public hospitals to account for a portion of the uncompensated care delivered to the uninsured, including undocumented immigrants. Funds also can be applied to make up for shortfalls in Medi-Cal psychiatric and Medi-Cal managed care payments and the cost of care delivered.

Value: $1 billion per year 




	3) Safety Net Care Pool: Frozen

Federal payments made to public hospitals and public clinics for uncompensated care delivered to uninsured patients and for certain designated non-hospital costs, such as drugs and supplies for the uninsured. Both public and private safety net hospitals will access the pool to achieve baseline funding (to 04-05 levels) and for stabilization (growth) funds.

Value: $586 million per year for years 1 and 2 (2005-2007). 

$766 million per year for years 3, 4 and 5 (2007-2010), reflecting the addition of $180 million per year contingent on a coverage program.




Where are we now?

As of early March 2006, the waiver’s federal dollars have not yet started to flow to California’s public hospitals. Implementation of the new CPE system has proven to be an extraordinarily complicated and unwieldy task, with many technical and legal issues to address. CAPH and the State have worked closely together for several months on the intricacies of the new financing structure, such as how CPEs will be defined, which services will count as allowable costs, and how hospitals will go about submitting their claims for payment to the federal government. 

During this process, it has become clear that the federal government plans to use the opportunity presented by the CPE system to ratchet down allowable costs at public hospitals and thus diminish the federal obligation to support their services. For instance, the federal Centers for Medicare and Medicaid Services (CMS), has removed hospital physician costs from the roster of services that will be counted as CPEs, and reduced the costs eligible for DSH funding.
 

To date, the most pressing issue has been the cash-flow crisis resulting from the delay in federal payments to public hospitals – representing an absence of $650 million owed to these hospitals as of December 31 2005. Public hospitals have been forced to borrow millions from their counties while awaiting the federal money. In the meantime, they have continued to provide services to Medi-Cal and uninsured patients. The State agreed in early March to deliver cash advances to nine counties and their public hospitals, totally approximately $187 million, to fill the gap until the federal funds arrive.

Now that a key piece of the deal is finalized,
 $400 million federal dollars from the Safety Net Care Pool should flow to these indispensable institutions. The 23 public hospitals are currently awaiting those payments. The wait for DSH funding and physician costs payments will be longer, as they each depend on the completion of separate State Plan Amendments. Private safety net hospitals have not experienced a similar lag in payments, as their federal money is matched by state funds, not CPEs.  

The road ahead

For public hospitals, the waiver paints a bleak long-term future. The myriad problems with getting the new system up and running may foreshadow what the next five years has in store. 

The deal, with its capped federal pools and dependence on county spending, fails to recognize California’s tough health care environment. Here, demand for care from the uninsured is up, yet Medi-Cal rates and federal payments for uncompensated care head in the opposite direction.

As health care costs continue to rise, CPEs will grow, and the fixed amount of available money in the Safety Net Care Pool will be used up at an accelerated rate. In addition, there are technical changes to the waiver in Year 3 that will further complicate public hospitals’ ability to be fully funded.

Year 3 also brings a new programmatic requirement to the waiver. Starting then, the State must implement a coverage program for the uninsured in order to access $180 million per year from 2007 to 2010. That money will come from the Safety Net Care Pool, potentially diminishing hospitals’ sources of funding even further, if the funds are not directed to them.

The new financing system is off to a rocky start. Today’s top priority is to ensure that public hospitals are paid this fiscal year for the services they have delivered.  Once the waiver is fully implemented, the next step will be to evaluate its performance and monitor its impact on the hospital safety net and the patients and communities it serves.

� The waiver also contains a requirement that, in order to access $180 million in federal funds for each of the first two years of the waiver ($360 million total for 2005-2007), the State impose mandatory managed care on Medi-Cal beneficiaries who are Seniors or Persons With Disabilities. That program has not been implemented, resulting in a forfeiture to date of those dollars.


� 15 counties operate public hospitals today


� Private safety net hospitals also are funded by the waiver. Rather than CPE-driven payments, their match for federal Medicaid funds will come from the State General Fund.


� In addition to the use of CPEs, some limited use of Intergovernmental Transfers (IGTs) also will draw down DSH funds. 


� In a break from precedent, these services will be paid instead under a separate arrangement with the state, outside of the waiver. A State Plan Amendment will be required to govern the payments for hospital-based physician services for Medi-Cal patients. Until that SPA is completed, these services will not be paid. This is an example of the narrowing of allowable costs inherent in the waiver structure.





� Paragraph 14 of the Terms and Conditions, the funding and reimbursement protocols.


� In Year 3, payments from the Safety Net Care Pool will count against hospitals’ OBRA cap, potentially diminishing their ability to take in the full allotment of DSH funding.








70 Washington Street ( Suite 310 ( Oakland, CA  94607 ( 510.874.7100 ( 510.874.7111 (fax)

[image: image1.png]