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RATE SETTING COMMISSION.

TWO BOYLSTON STREET
BOSTON, MASSACHUSETTS 02116, OCTOBER 23, 1989

The Honorable Michael Joseph Connolly, Secretary of State
State House, Room 337, Boston, Massachusetts 02133

Dear Secretary Connolly;
The Rate Setting Commission has prepared a legislative recom-

mendation entitled “An Act to Promote Access and Patient-Related
Long Term Care Reimbursement” for consideration in the 1990
legislative session. Enclosed you will find a copy of this proposal for
transmittal to the General Court.

The bill, if enacted, would render per diem rates effective in January
for nursing homes participating in the prospective case-mix
reimbursement program. A demonstration of this new reimbursement
model is underway, and the Commission would like to see statutory
deadlines brought into conformity with this feature of the
demonstration before the Commonwealth implements the system
statewide on January 1, 1991. Accompanying the legislation is a
statement explaining in detail the circumstances which prompted the
Commission to develop this technical correction.

We would like to express our appreciation to you for your help
in processing this material. If there are any remaining questions, please
do not hesitate to contact me.

Sincerely,

PAULA R. GRISWOLD,

®fje Commontoealtt) of ifltoMatfjuaett*

Chairman.
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Proposed Legislation
On November 4, 1985, the Commonwealth of Massachusetts, in a

joint effort by the Rate Setting Commission and the Departments of
Public Health and Welfare, submitted a proposal to the Federal
Health Care Financing Administration for a three-year grant to develop
and implement a prospective case-mix reimbursement system in a
demonstration group of nursing homes in Massachusetts. The
Commonwealth was awarded the grant on August 1, 1986 and
implemented the demonstration on October 1, 1988 in a sample group
of nursing homes. The demonstration will run through December 31,
1989.

Under the current retrospective cost-based reimbursement system,
nursing home providers receive interim per diem rates based on
average historic facility costs up to an industry-specific ceiling plus
inflation. Providers then receive a final per diem rate based on actual
costs approximately eighteen months after the facility incurs the
expenses. This system does not give providers the incentive to admit
and retain Medicaid patients whose care costs exceed the facility’s
average interim rate. Moreover, the system does not give providers
the incentive to spend in relation to patient care needs. Rather, it gives
providers the incentive to spend in order to maximize their Medicaid
rate. Finally, the system can create cash flow problems for providers
if their spending significantly exceeds the interim Medicaid per diem
rate.

The prospective case-mix reimbursement system is a patient-
specific cost-based reimbursement system with no final settlement.
The provider may bill at one of ten patient-specific case-mix per diem
rates rather than at one average facility per diem rate. This results in
a reimbursement system that gives providers the incentive to incur
expenses related to patient care needs, to admit and retain Medicaid
patients in particular, heavy care Medicaid patients and to spend
in an efficient manner in order to provide cost-effective quality care.

The Commonwealth is planning to implement the prospective case-
mix reimbursement system in 196 nursing homes on January I, 1990.
It plans to implement this payment system statewide on January 1,
1991. As part of this transition, the Rate Setting statute must be
amended to reflect the new effective date for establishing prospective
per diem rates for nursing homes.
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Recommendation of the Rate Setting Commission (House, No.
220). Health Care.

In the Year One Thousand Nine Hundred and Ninety

An Act to promote access and patient-related long term care
REIMBURSEMENT.

Be it enacted by the Senate and House ofRepresentatives in General
Court assembled, and by the authority of the same, asfollows:

1 The third paragraph of section 32 of chapter 6A, as most
2 recently amended by section 1 of chapter 776 of the acts of 1981,
3 is hereby further amended by striking the second sentence and
4 inserting in place thereof the following:
5 Said rates for nursing and rest homes, as defined under section
6 seventy-one of chapter one hundred and eleven, shall be
7 established as of January first of each year, for purposes of
8 prospective reimbursement, and as of October first of each year,
9 for purposes of retrospective reimbursement, to reflect costs of

10 a nursing home or rest home for the most recently reported
11 calendar year adjusted for the twelve months succeeding said
12 January, for purpose of prospective reimbursement, and said
13 October, for purposes of retrospective reimbursement.
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