
No. 2841HOUSE
By Representatives Moore of Uxbridge, McNeil of Malden and

Gray of Framingham, petition of Richard T. Moore, Barbara E. Gray,
Francis H. Woodward and John C. McNeil relative to the financing
of hospitals in the Commonwealth. Health Care.

In the Year One Thousand Nine Hundred and Ninety-One.

An Act relative to hospital financing.

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

1 SECTION 1. The policy of the Commonwealth of Massachu-
-2 setts is that the financing of hospitals be governed by a system
3 that provides a level of total revenue that is adequate to meet the
4 reasonable financial requirements of providing health services to
5 patients, and distributes such revenue in an equitable manner. The
6 system of hospital revenue controls provided by Chapter 23 of
7 the Acts of 1988 will expire at the end of hospital fiscal year
8 nineteen hundred and ninety-one. It serves the public interest that
9 the Commonwealth develop and implement a hospital payment

10 system to succeed Chapter 23 that reflects informed planning, and
11 incorporates the concerns of groups that are affected by hospital
12 payment policy. It is also consistent with the public interest that
13 such a system incorporate certain principles, such as adequate and
14 predictable payment levels, equitable payment distribution
15 methodologies, and predictable mechanisms of administration.
16 The Commonwealth has adopted the goals of providing its citizens
17 with access to quality health care resources, of promoting
18 behavior that is consistent with maintenance of good health status
19 among its citizens, and of pursuing these goals at an affordable

20 level of health expenditures. In order to reflect these goals, the
21 hospital financing provisions that succeed those of Chapter 23
22 should include incentives that promote the use of lower cost
23 providers of health care, that reward the appropriate use of lower
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24 cost outpatient health services, and that encourage health care
25 providers to assume a leadership role in addressing the health
26 issues of their communities.

1 SECTION 2. Section seventy-eight of chapter 6A of the
2 General Laws, as appearing in the 1988 Official Edition, is hereby
3 amended by striking the phrase “and nineteen hundred and ninety-
-4 one” and inserting in its place the phrase “nineteen hundred and
5 ninety-one, and nineteen hundred and ninety-two”.

1 SECTION 3. Paragraph (b) of section seventy-nine of said
2 chapter 6A is hereby amended by striking the phrase “and
3 nineteen hundred and ninety-one” and inserting in its place the
4 phrase “nineteen hundred and ninety-one, and nineteen hundred
5 and ninety-two”.

1 SECTION 4. Paragraph (b) of section seventy-nine of said
2 chapter 6A is hereby further amended by inserting after the phrase
3 “not to exceed twenty million dollars each year” the following
4 paragraph (b)(i);
5 (i) to the extent that acute hospitals are not compensated for
6 shortfalls in medicare payments pursuant to section thirty-two C
7 due to lack of appropriation or payment of the amounts provided
8 therein, the amount of net patient service revenue due to each
9 hospital under this section shall be increased by an amount

10 corresponding to the amount not paid pursuant to section thirty-
-11 two C, and such amount shall not be subject to the limits imposed
12 on the amount ofnet patient service revenue otherwise distributed
13 pursuant to this section.”

1 SECTION 5. Paragraph (a)(iv) of section eighty of said
2 chapter 6A is hereby amended by inserting after the phrase “to
3 the division of administrative law appeals;” the following:
4 “Hospitals shall have the right to submit disputes that are
5 unresolved as of October 1, 1991, or that arise subsequent to
6 October 1, 1991, to a process of arbitration. The purpose of such
7 arbitration shall be to determine the interpretation and appli-
-8 cation of specific provisions of hospital agreement thirty, hospital
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agreement thirty-one, or the successor agreement to hospital
agreement thirty-one, as applicable, to the dispute. The arbitrator
may be selected by mutual agreement of the parties. If the parties
do not select an arbitrator by mutual agreement, the arbitrator
shall be selected by the American Arbitration Association in
accordance with its usual procedures. The decision of the
arbitrator shall be final and binding on the parties to the dispute.
The expenses associated with the arbitration process shall be
shared equally by the parties.

SECTION 6. Section eighty of said chapter 6A is hereby
further amended by the following:

(a) Paragraphs (f) through (k) of said section eighty are
redesignated (g) through (1).

(b) Said section eighty is amended by inserting after para-
graph (e) the following paragraph (f):

(f) Said fiscal year nineteen hundred and eighty-seven
maximum allowable costs, as adjusted pursuant to paragraphs
(b) through (e), shall be further adjusted to incorporate the
adjustment described in paragraph (c) of section eighty-one A.

SECTION 7. Section eighty of said chapter 6A is hereby
further amended by the following:

(a) The first sentence of paragraph (g) of said section eighty,
as redesignated pursuant to section six, is amended by inserting
after the phrase “paragraph (d) or (e) as applicable”, the phrase
“and paragraph (f)”.

(b) Said section eighty is further amended by striking para-
graph (g)(ii), as redesignated pursuant to section six, and inserting
in its place the following;

(ii) for fiscal years nineteen hundred and eighty-eight through
nineteen hundred and ninety-one, the inpatient, routine
outpatient, surgical day care, and emergency service volume
adjustments shall be calculated on the basis of a marginal cost
allowance of one hundred percent and there shall be no corridors
applied; for fiscal year nineteen hundred and ninety-two, the
routine outpatient, surgical day care, and emergency service
volume adjustments, and the adjustment for inpatient volume
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18 increases, shall be calculated on the basis of a marginal cost
19 allowance of one hundred percent and there shall be no corridors
20 applied; for fiscal year nineteen hundred and ninety-two, the
21 adjustment for inpatient volume decreases shall be calculated on
22 the basis of a marginal cost allowance of fifty percent and there
23 shall be no corridors applied.
24 (c) Said section eighty is further amended by striking
25 paragraph (g)(iii), as redesignated pursuant to section six, and
26 inserting in its place the following:
27 (iii) for fiscal years nineteen hundred and eighty-eight through
28 nineteen hundred and ninety-one, the outpatient ancillary service
29 volume adjustments shall be calculated on the basis of a marginal
30 cost allowance of sixty percent and there shall be no corridors
31 applied; for fiscal year nineteen hundred and ninety-two, the
32 outpatient ancillary service volume adjustments shall be
33 calculated on the basis of a marginal cost allowance of one
34 hundred percent, and there shall be no corridors applied.
35 (d) Said section eighty is further amended by striking the first
36 sentence of paragraph (g)(iv), as redesignated pursuant to
37 section six, and inserting in its place the following:
38 (iv) for fiscal year nineteen hundred and ninety-two, the cost
39 bases for calculating routine outpatient, surgical day care,
40 emergency service, and outpatient ancillary service volume
41 allowances shall be adjusted by adding the absolute value of the
42 difference between any net cumulative negative inpatient services
43 volume allowance for the fiscal years nineteen hundred and eighty-
-44 eight through ninety hundred and ninety-one, as calculated
45 pursuant to paragraph (g)(ii) of this section, and a revised
46 inpatient volume allowance calculation for the same years that
47 utilizes a marginal cost allowance of fifty percent; any adjustment
48 required under this section shall be apportioned among the cost
49 bases for routine outpatient, surgical day care, emergency, and
50 outpatient ancillary services on the basis of the percentage of each
51 such service’s prior year adjusted costs, as provided in column 13
52 of Schedule B. 1.0 of the nineteen hundred and ninety-one year-
-53 end filing per-review appendix D maximum allowable cost report,
54 to the total of the same prior year adjusted costs. In determining
55 the inpatient volume allowance for fiscal years nineteen hundred
56 and eighty-eight through nineteen hundred and ninety-two, the
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57 statistical base shall be case-mix adjusted discharges, including all
58 transfers of inpatients from an acute hospital to another facility.
59 (e) Paragraph (g)(v) of said section eighty, as redesignated
60 pursuant to section six, is amended by striking the phrase “for
61 fiscal years nineteen hundred and eighty-eight through nineteen
62 hundred and ninety-one” and inserting in its place the phrase “for
63 fiscal years nineteen hundred and eighty-eight through nineteen
64 hundred and ninety-two”.
65 (f) Paragraph (g)(vi) of said section eighty, as redesignated
66 pursuant to section six, is amended by striking the phrase
67 “paragraphs (a) through (f)”, and inserting in its place the phrase
68 “paragraphs (a) through (g)”.

1 SECTION 8. Paragraph (h) of section eighty of said
2 chapter 6A, as redesignated pursuant to section six, is hereby
3 amended by striking the phrase “paragraph (f)” and inserting in
4 its place the phrase “paragraph (g)”.

1 SECTION 9. Paragraph (j) of section eighty of said
2 chapter 6A, as redesignated pursuant to section six, is hereby
3 amended by striking the second sentence.

1 SECTION 10. Paragraph (1) of section eighty of said
2 chapter 6A, as redesignated pursuant to section six, is amended
3 by striking the phrase “paragraphs (a) to (j)” and inserting in its
4 place the phrase “(a) to (k)”.

1 SECTION 11. Section eighty Aof said chapter 6A is amended
2 by striking each occurrence of the phrase “paragraph (e) of
3 section eighty” and inserting in its place the phrase “paragraph (e),
4 paragraph (f), or paragraph (g)(iv) of section eighty”.

1 SECTION 12. Paragraph (f) of section eighty-one of said
2 chapter 6A is amended by striking the phrase “paragraph (f) of
3 section eighty” and inserting in its place the phrase “paragraph (g)
4 of section eighty”.

1 SECTION 13. Paragraph (i) of section eighty-one of said
2 chapter 6A is amended by striking the second sentence.
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2 the following section: -

3 Section 81 A. (a) For each acute hospital, the aggregate
4 percentage increase in nineteen hundred and eighty-seven
5 maximum allowable costs, as such costs are defined in
6 paragraph (a)(vi) of section eighty, that results from paragraphs
7 (b) through (e) of section eighty, and from paragraphs (b)
8 through (d) of section eighty-one, shall be calculated.
9 (b) Each acute hospital for which the result of the calculation

10 described in paragraph (a) of this section is; less than the sum of
11 the compounded inflation adjustments calculated pursuant to
12 paragraph (d) of section eighty and paragraph (d) of
13 section eighty-one, and six one-hundredths; and for which the sum
14 of any reductions to patient care costs calculated pursuant to para-
-15 graph (c) of section eighty and paragraph (c) of section eighty-
-16 one do not exceed seven one hundredths of nineteen hundred and
17 eighty-seven maximum allowable costs, as such costs are defined
18 in paragraph (a)(vi) of section eighty; and for which the sum of
19 any additions to patient care costs calculated pursuant to para-

-20 graph (c) of section eighty and paragraph (c) of section eighty-
-21 one do not exceed three million dollars, shall be entitled to the
22 adjustment described in paragraph (c) of this section.
23 (c) The adjustment for an acute hospital qualifying under the
24 provisions of paragraph (b) of this section shall be equal to
25 nineteen hundred and eighty-seven maximum allowable costs, as
26 such costs are defined in paragraph (a)(vi) of section eighty,
27 multiplied by six one-hundredths; provided, however, that such
28 adjustment, when stated as a percentage of nineteen hundred and
29 eighty-seven maximum allowable costs and added to the
30 calculations required by paragraph (a) of this section shall be
31 limited to the amount that does not cause the total to exceed the
32 sum of the compounded inflation adjustments calculated pursuant
33 to paragraph (d) of section eighty and paragraph (d) of
34 section eighty-one, and six one-hundredths.

1 SECTION 15. The first paragraph of section eighty-two Aof
2 said chapter 6A is hereby amended by adding as the second
3 sentence the following; “For fiscal year nineteen hundred and

1 SECTION 14. Said chapter 6A is hereby amended by adding
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4 ninety-two, patient care costs for each hospital shall be determined
5 in a manner consistent with section eighty-one, exclusive of
6 paragraphs (b) and (c), and substituting “fiscal year nineteen
7 hundred and ninety-one,” and “fiscal year nineteen hundred and
8 ninety-two,” respectively.

1 SECTION 16. Section eighty-three of said chapter 6A is
2 hereby amended by striking each occurrence the phrase “fiscal
3 years nineteen hundred and eighty-eight to nineteen hundred and
4 ninety-one” and inserting in its place the phrase “fiscal years
5 nineteen hundred and eighty-eight through nineteen hundred and
6 ninety-two”.

1 SECTION 17. Section eighty-four of said chapter 6A is hereby
2 amended by the following;
3 (a) The first paragraph of said section eighty-four is amended
4 by striking the phrase “for fiscal years nineteen hundred and
5 eighty-eight to nineteen hundred and ninety-one” and inserting
6 in its place the phrase “for fiscal years nineteen hundred and
7 eighty-eight to nineteen hundred and ninety-two”.
8 (b) The second paragraph of said section eighty-four is
9 amended by striking the first sentence and inserting in its place

10 the following; “Approved gross patient service revenue shall
11 be apportioned to inpatient services and outpatient services on
12 the basis of the percentage of each such services’rate year adjusted
13 costs, as provided in column 15 of Schedule B. 1.0 of the previous
14 year’s, year-end filing per-review appendix D maximum
15 allowable cost report, to the total of the same rate year adjusted
16 costs. The results shall be known as approved gross inpatient
17 service revenue and approved gross outpatient services revenue,
18 respectively.

1 SECTION 18. Paragraph (1) of section eighty-seven of said
2 chapter 6A is hereby amended by inserting as the final sentence
3 the following: “The amount of total private sector liability to
4 the pool for fiscal year nineteen hundred and ninety-two and
5 thereafter, as applicable, shall be calculated without regard to any
6 limits such as those applied to fiscal years nineteen hundred and
7 eighty-eight through nineteen hundred and ninety-one.
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1 SECTION 19. No later than thirty days following the passage
2 of this act, the legislature shall designate an appropriate regulatory
3 agency to address issues of payment for hospital care in the
4 Commonwealth. Said regulatory agency shall have the respon-
-5 sibility for developing, monitoring, and administering a system
6 by which the rates of payment to hospitals of various third party
7 payment programs, including medicaid, are determined. Any such
8 system developed by said regulatory agency shall be consistent
9 with the provisions of this act, and shall be effective for hospital
10 fiscal years beginning on or after October first, nineteen hundred
11 and ninety-two. For those hospitals for which the application of
12 said system beginning on October first, nineteen hundred and
13 ninety-two would constitute a financial hardship, said regulatory
14 agency shall consider the establishment of an option by which said
15 system is applied to any such hospitals according to a phase-in
16 schedule.

1 SECTION 20. The system of payment for hospital care to be
2 developed by the regulatory agency designated pursuant to
3 section nineteen shall provide that the rates of payment to each
4 hospital be determined in accordance with the following:
5 (a) The rates of payment for inpatient hospital services shall
6 be in accordance with an externally determined, objective
7 standard of payment that is to be applied consistently across all
8 hospitals. Said regulatory agency shall ensure that any such
9 standard of payment adopted pursuant to this section is adequate
10 to satisfy the reasonable financial requirements of a hospital
11 operating at a reasonable standard of efficiency. Any such
12 standard of payment shall be adjusted, using a methodology
13 applied consistently across all hospitals, to account for differences
14 in the reasonable financial requirements of hospitals due to certain
15 factors including, at a minimum, geographic differences in wages
16 paid to hospital workers, differences among hospitals in the case
17 mix and financial class mix of their respective patient populations,
18 and, to the extent not compensated separately pursuant to para-
-19 graph (d), the effect of medical education on the utilization of
20 medical resources.
21 (b) The rates of payment for outpatient routine services,
22 outpatient ancillary services, emergency services, and surgical day
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23 care services shall each be computed separately, and shall
24 incorporate incentives to encourage the use of outpatient services
25 where such use is medically appropriate and would result in a more
26 efficient utilization of medical resources. The regulatory agency
27 shall ensure that each such rate of payment is adequate to satisfy
28 the reasonable financial requirements of a hospital operating at
29 a reasonable standard of efficiency. The regulatory agency shall
30 further ensure that the rates of payment for surgical day care
31 services are adequate to reflect the additional resources required
32 by recent changes in medical technology and in clinical practice
33 patterns, in no event shall the rates of payment determined
34 pursuant to this paragraph result in net revenue less than the net
35 revenue that would have resulted from the application of
36 paragraph (f) of section eighty of chapter 6A of the General Laws
37 as amended by section seven of this act.
38 (c) Payment for capital costs shall be on the basis of each
39 hospital’s depreciation, amortization, interest, and other capital
40 costs as defined in paragraph (g), as now appearing, of
41 section eighty of said chapter 6A. The regulatory agency shall
42 adjust such capital costs as necessary to allow for the replacement
43 of capital assets on a reasonable schedule, and to reflect changes
44 in medical technology and in clinical practice patterns.
45 (d) Payment for the costs of teaching and medical education
46 shall be determined separately, and shall incorporate, at a
47 minimum, the terms, conditions, and definitions set forth in regu-
-48 lation by the medicare program for the determination ofallowable
49 teaching and medical education costs.
50 (e) The regulatory agency shall ensure that the rates ofpayment
51 established pursuant to paragraphs (a) through (d) incorporate
52 a factor to adjust for the effect on a hospital’s reasonable financial
53 requirements of providing health services on an uncompensated
54 basis to the poor, the medically indigent, and other individuals
55 who qualify, using a reasonable standard of need for uncompen-
-56 sated care, to receive such health services. The method for deter-
-57 mining such adjustment shall not incorporate any arbitrary limits
58 on the allowable amounts of such uncompensated care. The
59 regulatory agency shall also ensure that, to the extent any govern-
-60 mental third party payor does not recognize its pro rata share of
61 the payments authorized by the regulatory agency pursuant to this
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62 section, the payment shortfall resulting therefrom shall be
63 apportioned to and borne by other third party payors.
64 (f) The regulatory agency shall ensure that a process is set forth
65 for the resolution in a timely manner of disputes, requests for
66 exceptions, and requests for exemptions related to the rates of
67 payment determined pursuant to this section. The process shall
68 include a mechanism for hospitals to request an adjustment to the
69 rates of payment determined pursuant to this section to reflect
70 the costs of medically appropriate use of new treatment protocols,
71 and shall include an option for the parties to use a process of
72 arbitration as described in section five.
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