COMMITTEE ON RATES AND STANDARDS

OKLAHOMA HEALTH CARE AUTHORITY

NEW OKLAHOMA DISPROPORTIONATE SHARE HOSPITAL FORMULA
ISSUE

According to federal law, Oklahoma is deemed to be a Low Disproportionate Share Hospital (DSH) program state.  As such, the state is receiving 16% annual increases in DSH funds each year through 2008.  The new DSH formula will allow the state to distribute DSH funds to more Oklahoma hospitals.
EFFECTIVE DATE

The new DSH funds will be available effective July 1, 2006.
BACKGROUND
Congress established the Medicaid disproportionate share hospital (DSH) program in 1981 to help ensure that states provide adequate financial support to hospitals that serve a significant number of low-income patients with special needs. Recognizing that safety net hospitals typically incur higher uncompensated care costs than other hospitals and rely heavily on Medicaid, Congress authorized DSH payments to assist states in financing the programs.

At a minimum, Medicaid law requires states to designate as disproportionate share hospitals all hospitals meeting one of the following criteria: a Medicaid utilization rate one standard deviation or more above the mean for all hospitals in the state, or a low income utilization rate exceeding 25%.  

States are also authorized to go beyond the Federal minimum criteria and make DSH payments to hospitals with Medicaid inpatient use rates as low as 1%.  Because of this flexibility, States' DSH programs vary greatly both in how DSH payments are rendered and the types of hospitals that receive payments.

In 1992 the Oklahoma voters rejected a state question that would have established a provider tax which could have been used to aggressively match the DSH program.  Prior to its rejection, the Oklahoma Legislature passed HB 2423, Section 11 (1992) which established a Task Force to examine, among other things, the State Medicaid program.  

In February 1993 The Task Force issued a report which included a recommendation concerning the Oklahoma DSH program.  The report recommended that Oklahoma, as a federally designated low DSH state, adopt four funding pools based on a formula targeting charity care and incorporating the federal laws related to low income utilization.

In 1993 the Legislature passed SB 576, Section 19, which required the Oklahoma Department of Human Services to develop a DSH formula based on Medicaid and low income utilization and resource consumption costs weighted against the University of Oklahoma’s Medical Center which was described in the legislation as “the single full service tertiary care facility with the highest combined Medicaid and low income utilization and resource consumption costs.”
Because Oklahoma received less than $25 million from the federal government for DSH, had to weigh the funding toward the University of Oklahoma by law and the availability of matching funds were limited, the University Medical Center received over 80% of the available DSH funds annually.
FEDERAL CONSTRAINTS ON DISTRIBUTING DSH FUNDS

While federal law allows states to establish broad-based formulas to distribute DSH funds to hospitals where Medicaid inpatient use rates are 1% or more of total inpatient days there are several important constraints in federal law that states must follow.  The laws as they were passed by congress are as follows:
· Medicaid law provides that any hospital defined or deemed as a disproportionate share hospital must have at least 2 obstetricians who have staff privileges at the hospital and who have agreed to provide obstetric services to individuals who are entitled to medical assistance for such services; or hospitals which serve individuals under 18 years of age; for hospitals which did not offer nonemergency obstetric services to the general population and were in business as of December 22, 1987.  Finally, in the case of a hospital located in a rural area the term “obstetrician” includes any physician with staff privileges at the hospital who performs nonemergency obstetric procedures.
· Medicaid law requires states to match their DSH allocation at the state specific federally established matching rate (FMAP).   For federal fiscal year 2006 the Oklahoma FMAP is 67.91% of total expenses.

· The Omnibus Budget Reconciliation Act (OBRA) of 1993 (P.L. 103-66) capped total DSH payments to a single hospital.  DSH payments could not exceed 100% of a hospital’s un-reimbursed costs of providing inpatient care to Medicaid patients (i.e., the Medicaid shortfall) and uninsured (e.g., charity care) patients.  This limit became known as the “hospital-specific cap” or DSH Upper Payment Limit (UPL).
· In 1997 Congress passed the Balanced Budget Act (BBA - P.L. 105-33).  The BBA established state specific DSH allotments for each year through 2002.  The BBA also included provisions limiting how much DSH money Institutions for Mental Disease (IMD) can receive based on a federal formula using the 1995 percentage of DSH funds spent on IMD facilities. 

· The Medicare, Medicaid, and State Child Health Insurance Program Benefits Improvement and Protection Act (BIPA) of 2000 (P.L. 106-554) postponed the state specific DSH cuts for 2001 and 2002 - which were included in the 1997 BBA - until 2003.  
BIPA added a new Special Rule for Extremely Low DSH States.  Under this rule, States with 1999 DSH expenditures that were greater than zero percent and less than 1% of the states' 1999 total medical assistance expenditures were 
considered to be ``low-DSH States.''   Oklahoma fell into the Low DSH State category since the state DSH spending was less than 1% of total Medicaid expenditures.
· The Medicare Prescription Drug, Improvement and Modernization Act (MMA) of 2003 (P.L. 108-173) reversed the declines which occurred when BIPA expired by increasing state specific allocation for 2004 and beyond.  For 2004, DSH ceilings for states with large DSH programs (high-DSH states) were increased by 16% from the 2003 ceilings for one year.  High DSH state ceilings were then adjusted each year after 2004 by a Consumer Price Index (CPI) calculation using 2003 as the base year.

The MMA also changed the definition of Low-DSH states for 2004 and subsequent fiscal years by expanding the range of DSH expenditures from 0% to 1% of Medicaid expenditures to 0% to 3% of the State's total 2000 expenditures for medical assistance.  All states with DSH ceilings under 3% of Medicaid spending as of August 31, 2003, have been deemed extremely low-DSH states.  

Extremely low DSH states receive 16% increases in their ceilings each year from 2004 through 2008, and then a CPI calculation for each year thereafter. Finally, the MMA established very strict and expanded DSH reporting and auditing requirements which states will have to comply with once the federal rules are issued.
OKLAHOMA’S RESPONSE TO THE INCREASE IN DSH ALLOCATION

The increases occurring in the DSH program due to the 2003 MMA provide Oklahoma with a unique opportunity to create a new allocation formula which will allow more hospitals to receive funding to offset their uncompensated care costs.  

OHCA is adding a new section to the State Plan (Section X) in order to allocate               $5,925,053 of the 2006 DSH allocation to sixty-four private and / or non-state government owned hospitals, $840,486 to a new category for the J.D. McCarty Center (a state operated hospital for developmentally disabled children) and $7,222,295
to public / private major teaching hospital (The University of Oklahoma Medical Center).  

The additional amount allocated to the University of Oklahoma Medical Center is equal to a total of $25.5 million of DSH funds for 2006, which is the same amount the facility received in 2005 and 75.02% of the total amount available for allocation to facilities which are not classified as IMDs.
DSH ALLOCATION METHODOLOGY

In order to qualify for the funds hospitals will be required to complete the annual DSH survey conducted by OHCA in full, meet all of the requirements outlined in Section 1923 of the Social Security Act related to OB/GYN Services and remain within their hospital specific upper payment limits as calculated by OHCA using a standard cost to charge ratio applied to total Medicaid charges.
Each hospital must then have a Medicaid Inpatient Utilization Rate (MIUR) equal to or in excess of 1.0% of their total hospital inpatient days.  Hospitals deemed eligible to receive the new DSH funds will be allocated funds as follows:

· Hospitals will be grouped by licensed bed size based on the Oklahoma State Department of Health Medical Facilities Division health care facility directory
· Group 1 includes hospitals with 300 or more licensed beds
· Group 2 includes hospitals with more than 100 but less than 299 licensed beds

· Group 3 includes hospitals with less than 100 licensed beds

· The $5,925,053 will be divided between the three groups based on each group’s total Medicaid inpatient days divided by the total number of all Medicaid inpatient days provided by the three groups combined and then rounded.  The percent of funds available to each group is as follows:

· Group 1 will receive 60% of the funds available

· Group 2 will receive 30% of the funds available

· Group 3 will receive 10% of the funds available

· Hospitals in each group will receive funds based on their relationship to the total amount of Indigent Care Costs provided by the group.  Indigent Care Costs are reported to the Oklahoma Health Care Authority by each hospital using the annual OHCA DSH Survey.  
Indigent Care Costs are calculated based on the following hospital specific formula:
· (Medicaid Gross Charges +  Bad Debt + Charity Care) x (The hospital specific cost to charge ratio)
· Once allocations are made to each hospital they are compared to the hospital’s DSH-cap and then adjusted down so as to not exceed the cap. 
FISCAL IMPACT

The following table displays the amount of new funds that are available in the State Plan Amendment, the federal and state share matching amounts, and the entities responsible for paying the state share amounts.
	Description of Activity
	Amounts

	Total Allocation in DSH State Plan Amendment 
	           13,987,834 

	 Federal Share of Total Allocation 
	                                9,499,138 

	 Total State Share 
	                                4,488,696 

	
	

	Entities responsible for paying state share
	Amount

	 State Share for 64 Hospitals - OHCA
	                                 1,901,350

	 State Share for OU - OU
	                                 2,317,634

	 State Share for JD McCarty – JD McCarty
	                                   269,712 
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