
HOUSE 2906
By Mr. Hynes of Marshfield, petition of Frank M. Hynes and other

members of the General Court relative to ensuring adequate health
care in the Commonwealth. Health Care.

QTfjc Commontoealtf) of iflassacliusrtts

In the Year Two Thousand and One

An Act for a healthy commonwealth.

Be it enacted by the Senate and House of Representatives in General
Court assembled, and by the authority of the same, as follows:

1 SECTION 1. The Great and General Court of the Common-
-2 wealth of Massachusetts hereby finds that
3 (a) Whereas, Numerous studies have demonstrated that the
4 Massachusetts Medicaid program pays hospitals below their
5 actual costs of treating Mass Health enrollees;
6 (b) Whereas, The Medicare Payment Advisory Commission, an
7 advisory organization to Congress established by federal law, has
8 confirmed the results of these private economic studies;
9 (c) Whereas, There is an urgent need to reform the current

10 Medicaid payment system, in order to recognize the costs incurred
11 by efficient and economically-operated hospitals, and to make the
12 system more predictable, fair and less confusing to patients and
13 hospitals;
14 (d) Whereas, In order for hospitals to meet their obligations to
15 their communities, all health care payers must pay their fair share
16 of costs incurred and hospitals should not be forced to rely on
17 cross-subsidization between payers nor forced to deplete chari-
-18 table assets as the only method to fulfill their mission of financing
19 the care provided to vulnerable patients in their communities;
20 (e) Whereas, The financial condition of Massachusetts hospitals
21 is fragile and deteriorating, such that two-thirds of the hospitals in
22 the state have negative operating margins;
23 (f) Whereas, The Governor of the Commonwealth of Massa-
-24 chusetts and the Massachusetts Legislature have recognized the
25 deleterious condition of hospitals in the state;
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26 (g) Whereas, Massachusetts hospitals recognize and willingly
27 assume their obligation to provide quality, cost-effective health
28 care to all patients, including patients who receive benefits under
29 the MassHealth program;
30 (h) Whereas, It is improper and inconsistent with good public
31 policy to require hospitals to continue to treat MassHealth patients
32 while continuously paying them below their costs;
33 (i) Whereas, The method of financing hospital and community
34 health center uncompensated care in the Commonwealth relies
35 disproportionately and inappropriately on assessments on acute
36 hospital revenues and a new method of financing such care should
37 be developed;
38 (j) Whereas, The uncompensated care pool should not be used
39 to subsidize state programs for which the general fund is the
40 appropriate source of revenue;
41 (k) WHEREAS it is a shared responsibility to provide care to
42 the Commonwealth’s uninsured and underinsured; and
43 (1) Whereas, The deferred operation of this act would tend to
44 defeat its purpose, it is hereby declared to be an emergency law
45 for the immediate preservation of the public convenience.

1 SECTION 2. This Act may be cited as the “Act for a Healthy
2 Commonwealth.”

1 SECTION 3. Paragraph (13) of section 9C of chapter 118 E of
2 the General Laws is amended to read as follows:
3 “Expenditures under this section shall be subject to appropria-
-4 tion from the General Fund, and shall be further subject to the
5 requirements of the budget neutrality plan established by
6 section 98.”

1 SECTION 4. Section 12 of chapter 118 E of the General Laws is
2 amended in the second paragraph by striking “The division may"
3 and inserting in lieu thereof:— “Except in the case of a hospital,
4 the division may”.

1 SECTION 5. Said chapter 118 E is amended by adding after
2 section 12 the following new section;
3 Section 12A. Payments to acute hospitals.
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4 (a) Subject to subsections (b) through (h) of this section, the
5 division shall reimburse acute hospitals for inpatient and outpa-
-6 tient services under a methodology as similar as practically pos-
-7 sible to the payment methodology applicable to acute hospitals
8 under title XVIII of the federal social security act. Said payment
9 system shall

10 (1) establish rates of payment that reflect the reasonable costs
11 of providing care, with a system of annual updates that take into
12 account changes in medical technology, clinical practice, input
13 price inflation, and labor cost increases;
14 (2) be adequate to cover the cost of providing care to Medicaid
15 recipients without cross subsidization from other hospital rev-
-16 enues or assets;
17 (3) provide hospitals with a fair and predictable source of rev-
-18 enue, through the provision of timely information on the nature
19 and expected impact of any proposed changes or updates to rates
20 under the system, and a process for consultation and comment by
21 providers; and
22 (4) maintain consistency with updates to industry standard
23 patient classifications and diagnostic and procedural medical
24 coding, and update said classifications and coding procedures in
25 the same manner and same frequency as for purposes of said
26 title XVIII.
27 (b) Payments for inpatient services provided by acute hospitals
28 shall be prospectively determined. Inpatient rates of payment shall
29 be based upon a diagnosis-related grouping patient classification
30 system similar to that used to classify inpatients under title XVIII
31 of the federal social security act, but modified (as necessary) to
32 reflect the patient population of patients entitled to health cov-
-33 erage under this chapter.
34 (c) Payments for outpatient services provided by acute hospitals
35 shall be based on a standardized and simplified payment system,
36 consistent with payment systems used by the largest purchasers of
37 outpatient hospital services in this commonwealth and designed to
38 fairly reimburse hospitals for the cost of providing said services.
39 (d) In implementing the payment system for inpatient services
40 required under subsection (b) and outpatient services under sub-
-41 section (c), the division shall ensure that total payments to acute
42 hospitals for the provision of said services in the initial year of
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43 operation of said system shall be no less than payments to acute
44 hospitals for those services in the preceding year, increased by the
45 market basket percentage increase established by the federal
46 health care financing administration for acute hospitals pursuant
47 to 42 C.F.R. §413.40(a)(3) (or any successor provision) applicable
48 for the year.
49 (e) In developing the payment systems required under this
50 section, the division shall take into account
51 (1) differences in hospitals’ wages;
52 (2) the special needs of disproportionate share hospitals, as
53 determined by the division of health care finance and policy under
54 chapter 118G;
55 (3) both direct and indirect medical education expenses
56 incurred by teaching hospitals;
57 (4) the costs of capital to update and maintain the hospital’s
58 physical plant and medical technology;
59 (5) the need for an appropriate outlier payment system that is
60 appropriately reimbursed;
61 (6) recognition of the costs of organ acquisition for transplanta-
-62 tion;
63 (7) an appropriate method for reflecting the casemix and com-
-64 plexity of Medicaid patients treated by the hospital that is consis-
-65 tent with the requirements of section 12(b)(1)(A) of the Act for a
66 Healthy Commonwealth; and
67 (8) the unique circumstances and requirements of pediatric hos-
-68 pitals, cancer hospitals, sole community hospitals, and critical
69 access hospitals.
70 (f)(1) Not later than April 1 of each year, the division shall pro-
-71 mulgate a regulation setting forth adjustments to the payment
72 mechanism established under this section for the following pay-
-73 ment year.
74 (2) Not less than 30 days prior to the promulgation of the regu-
-75 lation described in paragraph (1), the division shall convene a
76 consultative session with representatives of the Massachusetts
77 hospital association, as well as individual hospitals, to discuss the
78 methodology intended to be used to establish the payment rates to
79 acute hospitals for the succeeding payment year. In promulgating
80 said regulation, the decision shall take into account the comments
81 proposed by said association in said consultative session.
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(3) The division shall make available to interested parties the
data and calculations used in the development of rates, weights,
and measurement of impact. The division shall hold briefings and
other sessions with interested parties and provide an opportunity
to comment prior to preparation and publication of the regulation
in final form.

82
83
84
85
86
87

(4) Not less than 30 days prior to the beginning of a payment
year, the division shall publish in final form the regulation issued
pursuant to paragraph (1). In publishing said regulation, the divi-
sion shall specifically respond to each comment of the Massachu-
setts hospital association in the consultative process described in
paragraph (2) and to any comments said association files prior to
final promulgation of the regulation under this paragraph.

88
89
90
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(g) The division shall95

(1) maximize available federal financing participation under
title XIX of the federal social security act in establishing the pay-
ment system under this section; and

96
97
98

(2) (2) maximize the designation of hospitals as dispropor-
tionate share consistent with and as defined by section
1923(a)(1)(A) of said act.

99
100
101

(h)(1) The division shall establish exceptions to the payment
system under this chapter for any unique circumstance hospital.
For purposes of this subsection, the term “unique circumstance
hospital” has the meaning given such term by the acute hospital
payment contract authorized under section 11 of chapter 118 G and
in effect on December 1, 2000.

102
103
104
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107

(2) In the case of any unique circumstance hospital, this section
shall not, absent an election by said hospital, apply for three years
after the implementation of this section. In the absence of any
such election, the rate of payment to a unique circumstance hos-
pital shall equal the rate of payment calculated under section 12(c)
of the Act for a Healthy Commonwealth.

108
109
110
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(3) In the case of a unique circumstance hospital that is
also described in section 1 886(d)(1 )(B)(iii) or section
1886(d)(l)(B)(v)(I) of the federal social security act, the division
may establish such exceptions to the diagnosis related grouping

114
115
116
117

system required under subsection (b) as may be necessary to
reflect the unique patient mix of said hospital.

118
! 19
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1 SECTION 6. (a) Section 13A of chapter 118 E of the General
2 Laws is amended by adding after the first sentence thereof the
3 following new sentence: “The division shall be required to recog-
-4 nize any hospital described in section 1886(d)( 1 )(B)(ii) or section
5 1886(d)(l)(B)(iv)(I) of the social security act as a MassHealth
6 provider, and reimburse said hospital if it provides services to
7 MassHealth enrollees.”
8 (b) Said section 13A is amended by adding at the end thereof
9 the following new matter;

10 “Any contract for rate year 2002 between the division and a
11 hospital described in section 1886(d)(l)(B)(iv)(I) of the federal
12 social security act shall provide for a rate of payment for inpatient
13 and outpatient services that reflects said hospital's costs in fiscal
14 year 1998 as reported to the division of health care finance and
15 policy, increased by the market basket percentage increase for
16 hospitals that are not subsection (d) hospitals (as defined in
17 section 1886(d)(1)(B) of the social security act) determined by the
18 federal health care financing administration pursuant to 42 C.F.R.
19 § 413.40(a)(3) for each of fiscal years 1999, 2000. 2001. and
20 2002, and shall include payments for administratively necessary
21 days in the same manner as any contract in the preceding year.
22 Any contract in a subsequent rate year for such a hospital for days
23 of care provided before the implementation of the payment system
24 described in section 138 shall provide for the rate of payment in
25 effect in the prior year (including adminstratively necessary days),
26 increased by the market basket percentage increase for hospitals
27 that are not subsection (d) hospitals (as defined in section
28 1886(d)(1)(B) of the social security act) determined by the federal
29 health care financing administration pursuant to 42 C.F.R.
30 § 413.40(a)(3) (or any successor provision) for the year. Any con-
-31 tract for a rate year after 2001 between the division and a hospital
32 described in section 1886(d)(l)(B)(ii) of said act shall provide for
33 a rate of payment for inpatient and outpatient services that reflects
34 said hospital’s payments in rate year 2001 increased by the market
35 basket percentage increase for hospitals that are not subsection (d)
36 hospitals (as defined in section 1886(d)(1)(B) of the social secu-
-37 rity act) determined by the federal health care financing adminis-
-38 tration under 42 C.F.R. §413.40(a)(3) (or any successor provision)
39 for a hospital described in section 1886(d)( 1 )(B)(ii) of said act
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40 and shall include payments for administratively necessary days in
41 the same manner as any contract in the preceding year.
42 (c) Chapter 118 E of the General Laws is amended by adding
43 after section I3A the following new section:—
44 Section 138. Payments to certain non-acute hospitals
45 (a) The division shall reimburse a hospital described in clauses
46 (ii) or (iv)(I) of section 1886(d)(1)(B) of the federal social secu-
-47 rity act
48 (1) for inpatient services in accordance with subsection (b); and
49 (2) for outpatient services in accordance with subsection (c).
50 (b)(1) For payment years after 2002, the division shall reim-
-51 burse a non-acute hospital described in subsection (a) for services
52 provided to MassHealth enrollees at the same rate of payment
53 (expressed as a per-diem amount) as the hospital received in the
54 preceding year, increased by the market basket percentage
55 increase established by the federal health care financing adminis-
-56 tration for hospitals that are not subsection (d) hospitals (as
57 defined in section 1886(d)(1)(B) of the social security act) pur-
-58 suant to 42 C.F.R. §413.40(a)(3) (or any successor provision) for
59 the year.

60 (2)(A) The division shall adjust the per-diem amount calculated
61 pursuant to paragraph (1) for a hospital upon a showing by said
62 hospital that it has, relative to the preceding year
63 (i) added a new service; or
64 (ii) experienced a change in its casemix intensity.
65 (B) For purposes of subparagraph (A)(ii), a hospital shall be
66 able to establish that it has experienced a change in its casemix
67 intensity by showing that it has
68 (i) experienced a net increase in full-time equivalent clinical
69 positions at the hospital; or
70 (ii) experienced a net increase in the cost of ancillary services
71 per patient day.
72 (3) Any payment calculated pursuant to this subsection shall
73 include an addition for administratively necessary day rates. Any
74 such administratively necessary day rates shall be composed of
75 (A) a statewide administratively necessary day routine per diem
76 amount;

77 (B) a statewide administratively necessary day ancillary per
78 diem amount; and
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79 (C) the hospital-specific supplementary per diem amount
applicable to a non-acute hospital in the preceding payment year
increased as provided in paragraph (1).

80
81

(c) Payments for outpatient services provided by non-acute hos-
pitals described in subsection (a) shall be based on a standardized
and simplified payment system, consistent with payment systems
used by the largest purchasers of outpatient hospital services in
this commonwealth and designed to fairly reimburse hospitals for
the cost of providing said services.

82
83
84
85
86
87
88 (d) Nothing in this section shall be construed as prohibiting the

division from establishing a reimbursement system for non-acute
hospitals described in subsection (a) that is based upon the princi-
ples of reimbursement applicable to such hospitals under title
XVIII of the social security act, except that

89
90
91
92
93 (I) any such payment system shall yield a payment that is equal

to the title XVIII payment amount expressed as a per-diem;94
95 (2) for the first three years after the implementation of such a

system, a non-acute hospital may elect to receive the payment
amount calculated under subsections (b) and (c) in a year;

96
97
98 (3) prior to the implementation of any such payment system,

the division shall form a consultative process with the Massachu-
setts hospital association and representatives of non-acute hospi-
tals; and

99
100
101
102 (4) said division shall notify the house and senate committees

on ways and means and the joint committee on health care prior to
the implementation of such a payment system.

103
104

SECTION 7. The first paragraph of section 11 of chapter 118G
of the General Laws is amended to read as follows:

1
2

“All rates of payment to acute hospitals and non-acute hospitals
under title XIX shall be subject to all applicable title XIX statu-
tory and regulatory requirements. All rates of payment to acute
hospitals in a year under title XIX shall be determined in accor-
dance with section 12A of chapter 118E. For purposes of estab-
lishing said rates, the provisions of subsections (a), (b), and (c) of
this section shall apply. All rates of payment to non-acute hospi-
tals in a year under title XIX shall be determined in accordance
with section 138 ofchapter 1I8E.”

3
4
5
6
7
8
9

10
11
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1 SECTION 8. Section 18 of chapter 118 G is amended
2 (a) In subsection (b)
3 (1) by striking “and amounts transferred to the separate
4 MassHealth account established by subsection (c)”;
5 (2) by placing a period after the words “for the purposes of the
6 uncompensated care pool”; and

(3) by inserting after that sentence (as amended by this section)
8 the following new sentence; “Appropriations for the purpose of
9 uncompensated acute hospital care or uncompensated community

10 health center care from the General Fund shall not, in any year, be
11 less than $l3O million.”.
12 (b) In subsection (c), by striking “amounts transferred from the
13 Uncompensated Care Trust Fund".
14 (c) In subsection (d), in the third sentence, by striking except
15 for amounts transferred" through “in subsection (c),”.
16 fd) In subsection (n), in the second sentence, by striking
17 “, excluding any revenue in the separate MassHealth insurance
18 reimbursement program account.”.
19 (e) By adding after subsection (n) the following new paragraph:
20 “In any year that the division determines that there is a shortfall
21 or surplus in the uncompensated care pool established under sub-
-22 section (d), the amount of the shortfall shall be appropriated by
23 the legislature and used to reimburse hospitals for the shortfall
24 allocation; and any surplus shall be used in a succeeding year to
25 proportionately reduce the acute hospital assessment calculated
26 under subsection (e), the surcharge percentage calculated under
27 section 18A(a), and any amounts appropriated from the General
28 Fund under section 26 of chapter 47 of the Acts of 1997 (as
29 amended by section 10 of the Act for a Healthy Commonwealth)
30 or other law.”

1 SECTION 9. The last sentence of section 29 of chapter 203 of
2 the Acts of 1996 is amended to read as follows:
3 “The division of medical assistance and the division of health
4 care finance and policy are hereby authorized and directed to
5 assure that the intergovernmental transfer program shall reduce by
6 the maximum amount allowable under federal regulations

7 (including 42 C.F.R. §447 et. sec/.) (or any successor provision)
8 the allowable uncompensated care costs of any hospital eligible
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9 tor said program from the uncompensated care pool established
10 pursuant to chapter 118 G of the General Laws.”

1 SECTION 10. Section 26 of chapter 47 of the Acts ol 1997 is
2 amended to read as follows:
3 “For each hospital fiscal year beginning with fiscal year 1998
4 and ending with hospital fiscal year 2001, the private sector lia-
-5 bility of purchasers and third party payors to the uncompensated
6 care trust fund established pursuant to section 18 of chapter 118G
7 of the General Laws shall be $315,000,000. For each hospital
8 fiscal year beginning with fiscal year 2002 and ending in the hos-
-9 pital fiscal year in which this act expires, the private sector lia-

-10 bility of purchasers and third party payors to said uncompensated
11 care trust fund shall be $215,000,000. For state fiscal years 1998
12 to 2001, inclusive, subject to appropriation, $30,000,000 gener-
-13 ated by federal financial participation made available under title
14 XIX of the Social Security Act shall be deposited into said fund.
15 For state fiscal years beginning in 2002, subject to appropriation,
16 at least $130,000,000 generated by federal financial participation
17 made available under title XIX of the Social Security Act shall be
18 deposited into said fund.”

1 SECTION 11. (a) The special commission established by
2 section 30 of chapter 203 of the acts of 1996 shall be revived not
3 later than October 1, 2001.
4 (b) Said special commission shall develop an alternative
5 methodology to financing the uncompensated care pool estab-
-6 lished under section 18 of chapter 118 G of the General Laws. Any
7 such alternative methodology shall maximize the use of federal
8 funds as a financing source, and shall consider reductions in or
9 elimination of the use of hospital assessments to fund said pool,

10 while assuring adequate funding of uncompensated care by com-
-11 munity health centers and acute hospitals.
12 (c) Said special commission shall also examine the administra-
-13 tive burden imposed on hospitals and community health centers in
14 complying with the requirements of section 18 of chapter 118G.
15 The commission shall develop recommendations reasonably
16 designed to ensure that administrative requirements on such par-
-17 ticipating providers do not pose an undue burden for compliance.
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18 (d) The special commission shall, by not later than January 1,
19 2002 make its recommendations to the senate and house commit-
-20 tees on ways and means, the joint committee on health care, and
21 the executive offices of health and human services and administra-
-22 tion and finance.

1 SECTION 12(a). Prior to the effective date of section 12A of
2 chapter 118 E of the General Laws (as added by section 5 of this
3 Act), the division of medical assistance shall determine rates of
4 payment to acute hospitals:
5 (1) in payment year 2002 in accordance with subsection (b)
6 and
7 (2) in any subsequent year after 2002 (but only if the payment
8 system described in said section 12A has not been implemented
9 by the division or, in the case of a unique circumstance hospital, if

10 section 12A(h)(2)(A) of said chapter 118 E is in effect with respect
11 to such a hospital), in accordance with subsection (c).
12 (b) Acute hospital payments in 2002
13 (1) For acute hospital inpatient and outpatient services in pay-
-14 ment year 2002, the division shall increase payment rates under
15 the contract authorized by section 11 of chapter 118 G of the
16 General Laws as in effect on March 31, 2001, by the market
17 basket inflation index established by the federal health care
18 financing administration for acute hospitals pursuant to 42 C.F.R.
19 § 413.40(a)(3) (or any successor provision) for the year plus an
20 additional 10 percentage points.
21 (A) For inpatient services, the rates to be increased are the
22 Standard Payment Amount per Discharge, Capital Payment
23 Amount Per Discharge, Administrative Day Per Diem, Regional
24 Weighted Average Psychiatric Per Diem, or equivalent rates
25 applicable to hospitals designated as unique circumstances. Inpa-
-26 tient rates of payment shall be adjusted for MassHeallh case mix
27 by using an accurate index that reflects all MassHealth covered
28 inpatient cases, including transfer cases, for the most recent 12-
29 month period available, and all diagnosis and procedure c
30 included on the bills for those cases by each hospital. In app
31 the case mix index calculated under subparagraph (A), the
32 sion shall not permit a reduction from one year to the next in

index of greater than 5% for any hospital
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34 (B) For outpatient services, the rates to be increased include fee
35 schedule amounts for Off-Site Radiation and Oncology Treatment
36 Centers and the APG Conversion Factor.
37 (2) The division shall differentially increase inpatient and out-
-38 patient payment rates calculated pursuant to paragraph (1). Any
39 such differential increase shall be based on the difference in the
40 adequacy of current payment rates in meeting the costs of pro-
-41 viding care as determined by the study authorized pursuant to
42 Line Item 4000-1000 of Chapter 159 of the Acts of 2000.
43 (4) Nothing in paragraph (1) shall be construed as limiting the
44 division from adjusting the payment methodology in order to
45 maximize the use of federal revenue through
46 (A) intergovernmental transfer arrangements under section
47 I903(w)(6)(A) of the federal social security act; or
48 (B) disproportionate share adjustments pursuant to section
49 1923(a)(1)(A) of said act;
50 (c) In the event that the division has not implemented the pay-
-51 ment system described in section 12A(b) of chapter 118 E of the
52 General Laws (as added by section 5 of this Act) by the beginning
53 of payment year 2003. or, only with respect to a unique circum-
-54 stance hospital that has made an election under section
55 12A(h)(2)(A) of said chapter, the total amount of payment by the
56 division to an acute hospital for inpatient and outpatient services
57 in a year after payment year 2002 shall be calculated in the same
58 manner as described in subsection (b)(1). except that
59 (1) the rates described in that subsection shall be the payment
60 rates applicable to each hospital in the preceding year; however.
61 (2) in any payment year after 2003, rates shall not be increased
62 by any percentage greater than the market basket inflation index
63 established by the federal health care financing administration for
64 acute hospitals pursuant to 42 C.F.R. §413.40(a)(3) (or any suc-
-65 cessor provision) for the year.

1 SECTION 13. During the time period described in section
2 12(a), the division of medical assistance shall consult with the
3 Massachusetts hospital association to develop the payment system
4 described in section 12A of chapter 118 E of the General Laws (as
5 added by section 5 of this act). Said division shall promptly estab-
-6 lish a workgroup to develop said payment system, and shall file
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7 four reports to the senate and house committees on ways and
8 means and the joint committee on health care detailing the
9 progress made to date on said system. Said reports shall be due to

10 said committees on September 1, 2001; January 15, 2002; April 1,
11 2002; and July 1, 2002.

1 SECTION 14. Notwithstanding any other special or general law
2 to the contrary, increases to hospital rates of payment under the
3 Act for a Healthy Commonwealth shall not be counted in calcu-
-4 lating budget neutrality as required by section 9B of chapter IIBE
5 of the General Laws.

1 SECTION 15(a). Except as provided in subsection (b), the pro-
-2 visions of this Act shall take effect on July I, 2001.
3 (b) Sections 4, 5 and 7 of this Act shall become effective on
4 April 1, 2002.
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