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Free Care Reform
An Update from the Massachusetts Division of Health Care Finance and Policy on the Uncompensated Care Pool

The Uncompensated Care Pool

The Massachusetts Uncompensated Care

Pool pays for medically necessary services

provided by acute care hospitals and com

munity health centers to low-

income uninsured and under-

insured people. This fund, which

is administered by the Mas-

sachusetts Division of Health

Care Finance and Policy, is a key

component of the Common-
wealth's health care safety net,

helping to ensure access to

needed health care services for

people with no other source of

health care coverage. Patients

can apply for free care at any

acute care hospital or commu-

nity health center.

also takes into account the patient's avail-

able assets.

The Pool also pays for bad debt resulting

from emergency services provided to unin-

sured patients. The Pool only pays for emer-
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— Eligibility —
Patients with family income up to 200%

of the Federal Poverty Income Guidelines

(FPIG) are eligible for full free care. The

largest proportion of Uncompensated Care

Pool funds goes to pay for services provided

to patients who are eligible for full free care.

Patients whose family income is from 201-

400% FPIG are eligible for partial free care.

Patients who are eligible for partial free care

must pay a deductible based on their income

before they are eligible for full free care.

Medical hardship assistance is available for

people of any income level whose medical

expenses are so high that they cannot pay

them. The application for medical hardship

gency bad debt as a last resort in order to

ensure that the hospital directs its efforts

toward enrolling the patient into the most

appropriate program of care. Providers must

make every effort to assist a patient in com-

pleting a MassHealth or free care application,

bill a patient, or pursue collection action be-

fore billing the Pool for emergency services.

— Funding —
Funding for the Pool comes primarily

from three sources. An assessment on acute

care hospitals' private sector charges con-

tributes $215 million. A surcharge assessed

on payments made to hospitals and ambula-

tory surgical centers by payers, including
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HMOs, insurers, and individuals, collects $100 million.

The Commonwealth adds an appropriation of $30

million from the General Fund, bringing the total

amount of available funds in the Pool to $345 million.

Finally, the Commonwealth has been able to access an

additional $70 million per year in federal funds for free

care provided at Boston Medical Center and Cam-

bridge Health Alliance.

History

The Massachusetts legislature established the

Uncompensated Care Pool in 1985 as a financing

mechanism to distribute the burden of bad debt and

providing free care (together known as "uncompen-

sated care") more equitably among acute care hospitals.

Before the Pool was established, individual hospitals

and their affiliated community health centers had to

bear these costs on their own, but they were allowed to

raise their charges to cover them, which in some cases

led to extraordinarily high charges. The creation of the

Pool was intended to help pay for the costs of providing

care to the uninsured, and also to eliminate financial

disincentives that a hospital might have to providing

such care. Hospitals and community health centers are

reimbursed by the Pool for free care they provide based

on their reasonable costs.

When the Pool was created, it was funded by a

uniform assessment included in all acute hospital

charges. This assessment was calculated by dividing

Shift in Net Payers and Net Receivers
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'1997 and 1998 figures relied preliminary settlements, subject to change at tinal settlement

"1999 figures reflect preliminary calculations through July 1999

uncompensated care charges by total private sector

charges. If the total assessment collected by a hospital

exceeded the amount of uncompensated care at that

hospital, the excess went into the Pool. If the total

assessment collected by a hospital was insufficient to

cover its uncompensated care, the Pool reimbursed the

hospital for the additional costs.

In 1988, the legislature capped the Pool at $325

million. By 1990, this had been reduced to $315 million,

and in 1993, the legislature's annual appropriation to the

Pool from the Commonwealth's General Fund was set at

$15 million. The Pool thus had an overall cap of $330

million. Along with the cap, however, came the poten-

tial for a shortfall—a situation where the amount of

funding in the Pool is insufficient to cover the costs of

the uncompensated care that is provided. The Pool has

had a shortfall since 1989. Since 1992, the shortfall has

been allocated so that hospitals with a greater propor-

tional requirement for Pool funds receive a greater

proportional share of Pool payments.

Chapter 495 of the Acts of 1991 brought major

changes to the Pool. Pool reimbursement was restricted

to pay for only free care and bad debt resulting from

emergency services provided to uninsured patients.

Losses associated with all other bad debts—for any

services provided to insured patients and for non-

emergency services for uninsured individuals not eligible

for free care—would be absorbed by the hospitals that

incurred them. This restriction provided a stronger

incentive for hospitals to collect bad debt rather than

simply writing it off to the Pool. Chapter 495 also made

freestanding community health

centers eligible for payments from

the Pool. Community health

centers were exempt from the

shortfall allocation, and are

therefore reimbursed for the costs of

all of the free care they provide.

Unfortunately, these changes

were not sufficient to ensure the

continued long-term financial

viability of the Pool. By 1996,

demand for Pool funds exceeded the

amount of funding in the Pool, and

the shortfall had ballooned to

nearly $157 million. In addition,

the health care market was chang-

ing dramatically, and many payers

were negotiating payment arrange-
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ments with hospitals that were not based on their

charges. Consequently, hospitals were forced to absorb

more of the cost of the assessment because they were less

able to collect it from insurers.

Reforming the Pool

Because of these problems, in the summer of 1996 the

legislature established the Special Commission on

Uncompensated Care to recommend a long-term plan to

reform the structure of the Uncompensated Care Pool.

This Special Commission was comprised of representa-

tives from state government, providers, payers, business,

and consumers. Following the recommendations of the

Special Commission on Uncompensated Care, Chapter

47 of the Acts of 1997 made a number of changes to the

Pool and how it is administered.

The most significant change was a change in the fund-

ing source of the Pool. The total amount of funding for

the Pool did not change significantly, but the sources of

the funding did, as the legislation reduced the assessment

on hospitals, introduced an expanded surcharge on payers,

and increased the appropriation from the General Fund.

In addition to the change in funding, a number of

administrative changes were made to the Pool. In order

to ensure that patients are enrolled in the most appropri-

ate program for which they are eligible, hospitals and

community health centers must screen free care appli-

cants for possible eligibility for other health care pro-

grams and assist them in applying for these other

programs. The legislation also limited the use of Pool

funding so that non-Massachusetts residents are eligible

for free care for emergent and urgent care services only.

Finally, the Division was authorized to use a limited

amount of Pool funds for demonstration projects that

test alternative financing and delivery models for

providing care to low-income uninsured and

underinsured Massachusetts residents. These demonstra-

tion projects must reduce the liability of the Pool to

acute hospitals and community health centers by at least

the amount expended by the Pool on these projects.

Two Years of Progress

— Surcharge —
The surcharge percentage, which is the amount

assessed on payments made to hospitals and ambulatory

surgical centers, has been set at 5.06% since January 1

,

1998. This percentage was based on estimates of the

percentage needed to generate $100 million. Surcharge

payers have been regularly paying their obligation to the

Pool. The Division has determined, however, that this

percentage has actually generated more than $100

million. As a result, the surcharge percentage will be

reduced to 3% effective October 1 , 1999. The Division

currently working on verifying that all surcharge payers

have appropriately paid the surcharge.

— Eligibility —
Prior to the passage of Chapter 47, each hospital and

community health center used its own application form

for determining eligibility for free care. Although there

was a single standard for free care eligibility, the process

was not consistent and varied widely between providers.

In October 1998, however, the Division introduced a

streamlined and clarified eligibility determination

process along with a standard application form in order

to ensure consistency between providers. The new

application form also implemented the new screening

requirements by asking applicants a set of questions that

indicate possible eligibility for other programs.

— Demonstration Projects —
Chapter 47 also authorized the use of a limited

amount of Pool funding for projects exploring innovative

approaches to care for the low-income uninsured and

underinsured. These projects must demonstrate at least

dollar-for-dollar savings to the Pool. Through the

development and testing of these model programs, this

initiative will also gather information that will assist the

Division in setting future Pool policies. The Division is

currently funding five programs for patients with

congestive heart failure, and is reviewing a number of

proposals for a broad range of other programs. In addi-

tion, the Division allocates funding to three other

demonstration projects: the Hampshire Health Access

project, the EcuCare project, and the Massachusetts

Fishermen's Project, Inc.

— Data Collection —
The Division is required to collect patient level data

on individuals who use the Pool. In order to collect these

data, the Division will require hospitals and community

health centers to submit free care applications and

patient medical claim forms for all free care that is billed

to the Pool. Eligibility data will be collected through an
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electronic version of the free care application that will

be provided to all hospitals and community health

centers. Claims data will be collected electronically and

on paper.

These data will be used for numerous purposes. The

Division will use them to prepare quarterly reports for

the Executive Office of Health and Human Services

and the Massachusetts legislature's Joint Committee

on Health Care. These data will also be used to

conduct ad-hoc analysis and reporting, and to develop

new programs of care for targeted populations. Fur-

thermore, these data will be used to verify eligibility

of individuals for free care, and to cross-reference

individuals for enrollment in other public assistance

programs. Finally, these data may be used to calculate

UC Funding versus Costs over Time

helping to pay for a person's medical expenses to the

extent that he or she is ineligible for other programs, but

it does not offer the comprehensive range of benefits of a

program. This project will evaluate the current method

of determining what the Pool pays for, and whether this

can be defined more clearly.

— Program Catalog —
Chapter 47 directed the Division to compile and

maintain a catalog of program information for all

programs of health coverage for low-income persons,

including programs sponsored by public and private

organizations. This catalog is intended as a tool to assist

hospital and community health center staff in their

screening efforts, in order that they may be able to direct

patients to other more organized and

comprehensive sources of coverage

besides free care.
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Pool Status

The reforms initiated in 1997, in

conjunction with the recent expan-

sions of MassHealth, the strong

economy, and an $85 million increase

in Pool revenues over previous years

have had a positive effect on the Pool.

The increased Pool revenues, de-

creased burden on hospitals, stream-

lined administration of the Pool, and

emphasis on enrolling patients in the

must appropriate program (if care have

settlements with hospitals and community health had an enormous impact and have eliminated the short-

centers on a case-by-case basis. The Division has strict fall. The Division estimates a $9 million surplus in 1998,

Allowable UC Costs

UC Funding
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data confidentiality policies that prohibit the release

of patient specific information.

— Pool Services —
The Division is conducting an assessment of the ser-

vices that are paid for by the Pool and other government

and private insurance programs. This project includes an

evaluation of how hospitals and community health

i enters determine what services they bill to the Pool. As

the payer of last resort, the Uncompensated Care Pool

acts as a safety net for limited services for people who do

not qualify for any other health care program. The Pool

was not originally designed to In- ;i health care program.

As ,\ safety net, the Pool serves an important purpose by

and a larger surplus in 1999. Beginning in Pool FY99,

some Pool funds will be transferred to the Children's and

Seniors' Health ("are Assistance Fund. The Division

projects that the overall future of the Pool is stable.

The Uncompensated Care Pool is only one part of the

Commonwealth's web of health care initiatives for low-

income uninsured and underinsured individuals. The

Division has been careful to manage the Pool to best

serve the needs of the people it serves. Our goals are to

improve the efficiency and effectiveness of the Pool,

while at the same time improving the quality of care and

reducing costs. Through thoughtful administration of the

Pool, the Division ensures the integrity of a strong and

stable health care safety net for many years to come.


