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Executive Summary

This report provides a context for understanding hospitals contributions toward care for the
uninsured and the indigent. It provides a framework for considering the interrelations between
these programs and the related funding streams. However, it must be recognized at the outset
that the primary data source, (i.e., Annual Hospital Survey), used to generate the following
analyses of uncompensated care in Texas hospitals was developed with the purpose of reporting
uncompensated care as a relatively simple set of hospital charges and as such, has weaknesses in
its design and content when used to go beyond charges in an effort to identify, in as clear a way
as possible, the related funding streams necessary to arrive at an estimate of unreimbursed
uncompensated care cost.

Uncompensated care has typically been reported as the sum of charity care and bad debt charges.
A 2008 analysis reported these at $13.6 billion; in 2010, that amount had grown to $17.6 billion.
Of this total, approximately $9.7 billion (55 percent) was charity care charges while $7.9 billion

(45 percent) was for bad debt, not a substantial from 2008.

Charges are not the best measure of uncompensated care (UCC) since charges can vary widely
between hospitals. Therefore, this analysis converts charges to cost. While there are a variety of
methods and data sources for doing so, this report used financial information in the Annual
Hospital Survey to calculate a ratio of costs to charges (RCC) for each hospital. These RCCs
were then applied to charity and bad debt charges to estimate uncompensated care costs for 2010
at just about $5.3 billion ($4.7 billion in 2008). Charity care costs were $3.2 billion while costs
for bad debt totaled $2.1 billion in 2010.

In an effort to identify revenue streams that offset the reported uncompensated care costs, this
report makes an attempt to segregate these streams into patient specific revenue (where the
payment can be reasonably tied to an individual patient) and lump sum revenue (where matching
funding to an individual patient is not possible). Based on Survey responses, there was about
$270 million in payments associated with charity care patients.

There are also a variety of lump sum revenues that hospitals receive. While lump sum funding is
not linked to specific patients, it is a significant funding stream for offsetting costs of
uncompensated care. Lump sum revenues include tax revenues, donations and federal grants. In
the 2010 Survey, these amounts were reported at $3.5 billion.

In the analyses that follow, the specific Medicaid lump sum funding streams--Disproportionate
Share Hospital (DSH) and Upper Payment Limit (UPL)--were associated with government
program shortfalls. Hospitals reported funding for these two major revenue streams at
approximately $1 billion for DSH and $2.7 billion for UPL.



When uncompensated care costs are associated with funding streams for all hospitals
participating in the Survey, the total amount of residual uncompensated care cost is estimated at
approximately $1 billion. In 2008, the estimated residual cost was approximately $3.2 billion.*

Certain analyses in this report present uncompensated care by three hospital types, for-profit
hospitals, nonprofit hospitals and public hospitals. While all hospitals provide significant
amounts of charity care, public hospitals provided the most with 15 percent of their charges
coming from charity care, and of these, about 62 percent arising from outpatient care and 38
percent from inpatient. Patient populations access care from hospitals differentially. This may
have implications for how the rules for accessing funding from the two major Medicaid funding
streams, Medicaid DSH and UPL, are developed as the Medicaid 1115 waiver is implemented
throughout Texas.

Key Findings

e Nonprofit and public hospitals have the bulk of their uncompensated care in the form of
charity care charges, whereas in for-profit hospitals, uncompensated care is concentrated
in bad debt. (Table 2)

e Public hospitals have a substantially higher amount of their gross charges related to
uncompensated care. (Table 3)

e When the 2010 AHS is compared to a 2008 analysis, outpatient UCC charges (both
charity and bad debt) increased by $2.6 billion, from $6 billion in 2008 to $8.6 in 2010.
(Table 4)

e There are differences in the source of uncompensated care charges. For-profit hospitals
have their largest share of uncompensated care from inpatient bad debt charges, while
nonprofit hospitals have their largest share from inpatient charity charges. Public
hospitals have their largest share of uncompensated care from outpatient charity charges.
(Table 4)

e There is about $3.5 billion of lump sum revenue available to offset charity and bad debt
costs. (Table 9)

e When lump sum revenues are considered as offsets to charity and bad debt costs, as well
as government program shortfalls, hospitals have $1 billion in residual unreimbursed
costs. (Table 14)

e The numbers of uninsured are estimated to decrease by 1.7 million with the advent of the
individual mandate and premium tax credit subsidies in 2014. However, the impact on
Texas hospitals’ residual UCC cost is not clear because of the many variables involved,
including:

0 The projected reduction in the federal contribution to DSH associated with
implementation of the Patient Protection and Affordable Care Act.

0 Texas specific DSH formula issues.

0 The impact of Medicaid 1115 waiver on “replacing” Upper Payment Limit
funding to hospitals through the waiver’s UC Pool.

1 A precise understanding of the difference between 2010 and 2008 is not possible for several reasons but part of the
difference may lie in the amount of UPL reported in 2010 ($2.7 billion) as opposed to 2008 ($1.1 billion). Another
aspect of the difference might be assumptions regarding whether DSH funding was reported as part of net patient
revenue or separately.



o Community decisions regarding continuation of local tax revenue to offset UCC
costs.

Recommendations

e The Annual Hospital Survey (AHS) serves as the basis for calculating UCC costs
from hospitals across the state. While the Survey provides a methodology for using
financial data to convert self-reported reported charges to cost, it appears to be
lacking in structure when it comes to identifying offsetting hospital revenue streams
as a basis of calculating residual uncompensated care. To address the validity and
reliability of the data, the following recommendations might be considered:

1.
2.

3.
4.

5.

6.

Identify a core set of critical policy questions associated with UCC in Texas.
Formulate a core set of questions that will support policy decisions regarding
the impact of UCC on both the state and local governments.

Identify a single, clear source for obtaining this data (e.g., AHS).
Unambiguously identify which questions from this source generate the
information required.

Develop a clear set of definitions that are capable of generating valid
responses from all participants.

Consider amending the Health and Safety Code, Chapter 311, Powers and
Duties of Hospitals, to address financial reporting of UCC unreimbursed
costs.

e Develop a vision for addressing UCC in Texas including:

1.

Identifying the role of the different types of hospitals (e.g., for-profit,
nonprofit and public) because each appears to have a different role in the
provision of UCC.

Identifying the role of the different “lump sum” funding streams including
DSH and the Medicaid 1115 waiver’s UC Pool.

Integrating into policy (and rules) the role of the Medicaid waiver’s newly
formulated 20 Regional Healthcare Partnerships (RHPS) to fully articulate
what their roles are with respect to Medicaid’s “lump sum” funding streams.
Amending the Health and Safety Code, Chapter 61: Indigent Health Care and
treatment Act as necessary to consider the impact of the ACA individual
mandate and premium tax credits as well as the Medicaid 1115 waiver.



Rider 37 Report on Uncompensated Care Costs

Texas has the highest rate of uninsured in the nation, with 25 percent of the population, or just
over 6 million people, without health insurance. About 60 percent of Texas’ uninsured adults
have incomes below 200 percent of the Federal Poverty Level, an upper boundary for assistance
programs.

Today, care for uninsured Texans often takes place in hospitals and emergency rooms — the most
expensive points in the health care system. The cost of that care is passed on to local
governments and those with private insurance. When businesses drop insurance coverage
because of rising costs, this results in more uninsured people seeking healthcare in Texas
emergency rooms, or through Medicaid or other public programs)., This can lead to even higher
costs for those who can afford health insurance. It has been estimated that approximately $1,500
is added to the cost of Texas family premiums for costs for the uninsured that have been shifted
to commercial payers. Not only is there a general cost shift to insured Texans, but taxpayers also
subsidize the health care costs of the uninsured through the various reimbursement programs for
uncompensated care in Texas.

Rider 37, General Appropriations Act, 82" Legislature, directed the Health and Human Services
Commission (HHSC) to submit a biennial report on uncompensated care costs, while considering
the impact of patient specific and lump sum funding as offsets to uncompensated costs.?

When hospital uncompensated care has been reported in the past, it has been calculated as the
sum of bad debt and charity care charges. In its 2008-2010 Residual Uncompensated Care Costs
report HHSC made an initial effort to provide an additional context for understanding
uncompensated care by converting charges to cost and then subtracting associated payments.
These payments can take the form of patient specific payments or lump sum payments. The
intent of the current analysis is to continue this approach and update the impact of UCC in Texas
hospitals for 2010.

Uncompensated care (UCC) includes the charges for the uninsured (those with no source of third
party insurance) and the underinsured (those with insurance who after contractual adjustments
and third party payments have a responsibility to pay for an amount which they do not pay).
Uncompensated care also includes the unreimbursed costs from government sponsored health
programs. Against these costs, both patient specific funding and lump sum funding will be
reported to show amounts available to offset the cost of uncompensated care. The result is
residual uncompensated care.

Understanding residual uncompensated care can be an important foundation for consideration of
the impact of the 2011 Medicaid 1115 waiver on reimbursements for uncompensated care to the
20 regions newly created under this waiver authority. An initial effort to review the impact of
UCC on the waiver regions is contained in Appendix 3.

2 House Bill 1, 82" Legislature, Regular Session, p. 11-93.



While care for the uninsured has direct and indirect costs to society, measuring the exact scale is
problematic. The general concept of uncompensated care is relatively simple in theory (care that
a provider receives no payment for) in practice, there are multiple avenues through which
uncompensated care occurs. While the traditional view of uncompensated care is that of the
person in a hospital emergency room with no insurance, a more complex picture of
uncompensated care has evolved where even patients with insurance can create uncompensated
care by being unable to afford to pay their coinsurance and/or deductibles. As more individuals
and employers select insurance policies with higher deductibles and more cost sharing by the
patient, bad debt resulting from the underinsured or partially insured may continue to grow, yet
current reporting mechanisms do little to measure this effect.®

Uncompensated care is most often reported in terms of gross charges, without consideration of
offsetting payments received. However, programs exist to reimburse uncompensated care costs.
Some programs are targeted to a particular type of care or population group, while others are
more encompassing. As these funding streams developed independently of each other, there is
little consideration of their interaction and limited understanding of the actual financial impact of
uncompensated care on hospitals. To better assess the effectiveness of the various governmental
funding streams directed at reducing uncompensated care, they must be considered together.

An aggregate measure of unreimbursed costs after considering all of the funding streams
(amounting to billions of dollars) available to offset these costs is necessary for a complete
analysis. This measure is referred to in this report as residual uncompensated care. While there
may be alternative methods of calculating residual uncompensated care, this report utilizes the
methodology outlined in the 2008 — 2009 Report on Residual Uncompensated Care Costs in
developing estimates of residual costs of UCC.

The Current System”

To begin to better understand the landscape of uncompensated care reporting, this report will
discuss the various programs shaping the current system and key concepts that influence
uncompensated care reporting and financing. Understanding these components will provide
context for the analysis of residual uncompensated care.

The Texas Constitution delineates care for the uninsured as a local government function.
Counties are required to provide certain services to all persons at or below 21 percent of the
Federal Poverty Level (FPL).> The required basic health services include primary and
preventative services, inpatient and outpatient hospital services, rural health clinics, laboratory

® Federal health care reform may mitigate this effect through limitations on out-of-pocket expenses for people
receiving subsidies to purchase insurance.

* Since this report is based on AHS data reported for 2010, the “current system” is primarily an overview of the
programs available at that time. However, references are made to known changes that include the advent of the
Medicaid 1115 waiver (December 2011), termination of the historical UPL program (as required by the waiver) and
implementation of the Patient Protection and Affordable Care Act (ACA).

® Counties may elect to serve residents at higher than 21 percent FPL. The cost of care for individuals up to 50
percent FPL may be included in the county’s request for state assistance funds.



and X-ray services, family planning services, physician services, prescription drugs, and skilled
nursing facility services, regardless of the patient’s age.

Counties report these expenditures on a monthly and annual basis to the Department of State
Health Services (DSHS). If the cost of services exceeds eight percent of the county’s general tax
levy, a county is eligible to request state assistance funds. If state appropriations for assistance
are not available, the county is not liable for the cost of care that exceeds the eight percent.®

Where they exist, public hospitals and hospital districts have the same constitutional obligation
to provide care to indigent persons. Using local tax revenues, these hospitals often provide more
hospital care to the uninsured than the constitutional minimum requirement.

Various state and federal funding sources are available to offset some of the costs of care for the
uninsured, however, providing the care and financing it remains largely a local responsibility.

Community Benefit/Charity Care-Unreimbursed Costs

In addition to the requirements placed on counties and hospital districts, Texas statutes also
require nonprofit hospitals to provide charity care to low income Texans. Texas Health and
Safety Code Chapter 311, also known as the Charity Care Law, sets out requirements for certain
hospitals to maintain their status as nonprofit entities in the state of Texas. This statute requires
nonprofit hospitals to establish a charity care policy that provides free or reduced price care to
low income persons.” The value of the tax benefits received in a sense “pay for” the charity care
provided. By not having to pay taxes, a nonprofit hospital is able to afford to provide more free
care than it would as a for-profit hospital.

Each nonprofit hospital has flexibility to set the income level qualifications for the charity care,
provided that it covers, at a minimum, persons at less than 21 percent of the Federal Poverty
Level (FPL). A hospital may set its charity care policy to cover persons up to 200 percent FPL.®
This has resulted in significant differences among hospitals with respect to what is bad debt or
charity care. It is conceivable that care for a person at 100 percent FPL could be fully covered
by charity care, partially covered on a sliding scale, or not covered as charity, and likely resulting
in bad debt.

This implies that any universal definition of uncompensated care that focuses exclusively on
charity care will be misleading with respect to the burden of health care costs for the uninsured.
To provide meaningful perspective for public policy discussions, the measurement of
uncompensated care must not arbitrarily limit the scope of uncompensated care by limiting its
definitions.

® The Department of State Health Services distributed approximately $2.5 million in State Assistance Funds to
qualifying counties in fiscal 2010.

" For-profit hospitals are not required to provide charity care. However, those that operate emergency rooms must
treat people who have emergency medical conditions, regardless of their ability to pay.

® Reportable charity care may also include care for patients above 200 percent FPL if the patient is determined to be
medically indigent by the hospital’s eligibility system. Bills remaining after payment by third-party payers exceed a
specified percentage of the patient’s income and the person is financially unable to pay the remaining bill(s).



Among other requirements for nonprofit hospitals is the filing of the Annual Statement of
Community Benefit (ASCB). The ASCB is also required of public hospitals, as well as for-
profit hospitals that participate in the Disproportionate Share Hospital program. The ASCB
report requires a hospital to demonstrate that they provide community benefits at a level
sufficient to meet at least one of several standards:
e “reasonable” as it relates to their community’s needs, resources of the hospital, and tax
exempt benefits received,;
e 5 percent of net patient revenues, as long as charity care and government sponsored
indigent health care equal at least 4 percent of net patient revenues; or
e amounts equal to tax benefits of nonprofit status, excluding federal income tax.

Charity care is free or reduced price care provided to low income persons who qualify based on
the hospital’s eligibility standards. Community benefits are other activities undertaken by
hospitals that serve a broader population or where the hospital receives payments but does not
cover its costs. Community benefits include activities that are not directly related to patient care
such as health fairs, immunization programs, and education of medical staff,® as well as
operation of subsidized health services (emergency, trauma, neonatal intensive care and
community clinics). Hospitals may also count as a community benefit the unreimbursed costs
from governmental programs.

These unreimbursed costs of government programs fall into two categories—government-
sponsored indigent health care and other government sponsored programs. The first is for costs
for providing health services to programs based on financial need. Medicaid is the primary
example, but other federal, state and local indigent care programs that are means-tested also fall
in this category. Other government sponsored programs are for the costs for providing health
care that is not based on need. Medicare is the principal component, but so are CHAMPUS,
Tricare and other federal, state or local programs.

In the community benefit reporting mechanism, hospitals are allowed to use an RCC that is
calculated from their financial statements. The financial statements must be prepared in
accordance with generally accepted accounting principles (GAAP) so this ratio is sometimes
referred to as a GAAP RCC. This RCC is higher than those calculated from Medicare/Medicaid
cost reports since the financial statements will reflect hospital expenses that are not allowed on
the cost reports for governmental health programs.*

While the ASCB is required of public and for-profit hospitals that participate in DSH, they are
not required to complete all of the data elements in the report. This exclusion limits the
usefulness of the ASCB data for a comprehensive analysis of uncompensated care. In particular,

° Measurement of community benefits can be difficult, especially when they involve activities where there is no
charge for services (such as a health fair) as there is not a readily available financial data element to capture.
Likewise, hospitals may face difficulty in estimating the value of their tax exempt status. This can be especially true
as it relates to the value of a property tax exemption. The appraised or market value of the hospital’s facilities and
land are typically not known.

19 Some of the items that are not allowed on the Medicare/Medicaid cost reports include some general and
administrative costs, physician on-call charges, and portions of depreciation and interest costs.



the information on revenues or value of tax exempt status that helps to offset the costs of
uncompensated care is not known.

Annual Hospital Survey—Uncompensated Care

The Annual Hospital Survey (AHS) sponsored by the American Hospital Association (AHA) in
conjunction with the Texas Hospital Association and the Department of State Health Services
(DSHS) provides one of the most comprehensive measurements of uncompensated care. In that
instrument, uncompensated care is defined as the sum of inpatient and outpatient charges for
charity care and the inpatient and outpatient charges associated with bad debt. A summary
provided each year by DSHS reports these uncompensated amounts in full charges, as is
discussed above. This figure has grown from $6.5 billion in 2002 to just over $17 billion in
2010. Slightly more than half of this measure of uncompensated care (56 percent) is reported as
charity care, that is care for which hospitals expect no reimbursement.

Charges are not the best data point upon which to make comparisons between hospitals.** When
the Department of State Health Services publishes the results of the Survey for the state, it does
not use an RCC to convert charges to cost, although other data elements in the Annual Hospital
Survey could be used to calculate one.** To provide a basis for comparison between hospitals,
charges must be converted to costs since charges do not reflect the actual impact on a hospital
from providing uncompensated care.

Disproportionate Share Hospital Program-Uninsured Costs and Hospital Specific Limit
One of the most significant sources of funding available to provide payment to hospitals related
to uncompensated care is the Disproportionate Share Hospital program (DSH), a component of
the Medicaid program. DSH is a capped federal program that provides about $1.6 billion in
funding to approximately 170 hospitals that are more extensively utilized by Medicaid clients
and other low income persons. In the DSH program, each hospital’s payment is based on a
Hospital Specific Limit (HSL) that is the sum of its Medicaid shortfall™ and uninsured costs.
The DSH program defines uninsured costs as the charges for care for patients with no source of
payment for the care they receive. These charges are converted to costs using a methodology
that is specific to each cost center on the individual hospital’s Medicaid (i.e., Medicare) cost
report,** and from these costs any payments made by or on behalf of those individuals are
subtracted.

1 When AHA prepares an annual assessment of uncompensated care, they convert the charges to costs stating
“Uncompensated care data are sometimes expressed in terms of hospital charges, but charge data can be misleading,
particularly when comparisons are being made among types of hospitals, or hospitals with very different payer
mixes.” American Hospital Association, Uncompensated Hospital Care Cost Fact Sheet December, 2010,
http://www.aha.org/aha/content/00-10/10uncompensated care.pdf

12 The AHA converts charges to cost with a ratio of total expenses (excluding bad debt) over the sum of gross
patient revenue and other operating revenue. One difficulty in using this RCC, especially for comparisons of
hospitals, is that the AHS data is not always complete for every hospital. To address this issue, statistical methods
were used to estimate missing values for hospitals. Those methods are discussed further in the appendix.

3 A Medicaid shortfall is the difference between the allowable costs to a hospital for providing services to Medicaid
clients and the Medicaid payments received by that hospital.

! The “all-payer” RCC used to convert charges to costs is calculated from the hospital’s cost report. The Medicaid
program has specific rules for determining allowable costs that do not allow hospitals to include all of their
operational costs in the reporting and it can be argued that a Medicaid RCC may understate a hospital’s costs. The



For the purpose of identifying reimbursable costs, only payments directly tied to the patient are
used to offset the reported cost. If the hospital received a local tax appropriation for the general
purpose of offsetting the hospital’s uncompensated care this payment does not show up in the
reporting of DSH. What is considered uninsured costs in the DSH program may not necessarily
be unreimbursed costs from a broader policy perspective.

There are at least two major factors that forecast potential changes in DSH in 2010. Neither of
these changes was in effect in 2010, the year of this report but being aware of them is important
for any understanding of how DSH will fund UCC in the future. The first factor that became
operation in 2012 is the federal approval of Texas’ Medicaid 1115 waiver.*> While Appendix 3
discusses the waiver in more detail, for this DSH discussion, its significance lies in how the
waiver changed the funding incentives for the large urban public hospitals that have historically
been the principle source of the state match for DSH. While the DSH methodology is well
beyond the scope of this report, the essential issue is that the waiver creates a Pool for funding
uncompensated care incurred by hospitals. The presence of this waiver-created UC Pool
provides the large urban public hospitals with an alternative mechanism for receiving Medicaid
payments for their UCC. The UC Pool will pay hospitals the lesser of their hospital specific
limit (HSL) or the amount in the Pool, just as DSH does. However, the Pool does not require the
large urban public hospitals to provide the state match for any hospital other than themselves
because under the waiver, they can earn a much higher rate of federal funding through the UC
Pool than through DSH. In this way, the Medicaid waiver has substantially changed the rules
under which historical Medicaid funding programs have operated.

The potential impact on future DSH is that fewer state matching funds could be provided by the
urban hospitals which will limit the amount of DSH payments to hospitals, especially the private
hospitals participating in the DSH program.

The second major factor is embedded in the Affordable Care Act of 2010. While not set to take
effect until 2014, the Act requires the Secretary of HHS to evaluate the federal allocation of
funds to Medicaid DSH program and reduce these allocations according to a methodology that
she will develop; however, she must take into consideration the amount of uncompensated care
within each state.

Interestingly, there is the possibility of an unintended interaction between these two factors if
Texas is unable to draw the full amount of federal DSH available to Texas because of limitations
in the state match (Factor 1) and if the Secretary develops a federal funds reduction methodology
that assumes, as a baseline, the amount of federal funding to Texas in DSH in FFY 2013 (for
example) then the federal reduction under the ACA may be magnified by the inability of Texas
to fully fund its DSH program.

all-payer RCC allows a higher percentage of charges to convert to costs than a Medicaid ratio, which is limited to
the costs that Medicaid program rules allow.

1> Although DSH is not included in the Medicaid waiver, there are funding formulas that transcend the waiver
requirements and impact DSH.
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Trauma-Uncompensated Trauma Care

The Texas Legislature has provided state funding for hospitals to help address the costs of the
uncompensated trauma care they provide.'® Uncompensated trauma care is defined as the sum
of the unreimbursed costs of bad debt and charity care provided on an inpatient or emergency
room basis. By rule, the reported trauma charges are converted to cost using the all-payer RCC
calculated from hospital Medicare/Medicaid cost reports submitted to the state’s Medicaid fiscal
intermediary. Information on charges is collected on a separate Survey instrument for the trauma
program on a calendar year basis. Charges for trauma patients must exclude any ambulance
charges.

While limited to specific diagnosis codes, the charges associated with trauma care are a subset of
uncompensated care and could easily be reported in both the DSH program and the trauma
program.

Tobacco Settlement-Unreimbursed Health Expenditures

Texas’ master settlement with the tobacco companies provided for units of local government to
be compensated for their health care expenditures. The court settlement specified that hospital
districts and public hospitals be awarded a pro rata distribution of funds based on their
unreimbursed health care expenditures. Rather than have hospitals report those expenditures, the
settlement defines unreimbursed costs as the amount of tax revenues collected by hospital
districts and public hospitals. Tax collections in effect serve as a proxy for unreimbursed costs.

Since tax revenues serve as the state match for DSH and the Upper Payment Limit supplemental
payment programs, as well as being the de facto basis for allocating tobacco settlement revenues,
essentially the same dollars serve as the basis to draw uncompensated care funding across
different programs.

County governments are also eligible for funding from the settlement. However, counties are
required to provide a more detailed accounting of the actual expenditures classified as
unreimbursed. Reporting requirements related to distribution of funds from the settlement do not
involve an RCC.

While this funding stream is based on “unreimbursed health costs,” political subdivisions are not
required to use the funds for health related purposes. There is an incentive for counties to use
their tobacco settlement proceeds for health care since expenditures that are financed by the
tobacco settlement proceeds may be counted as unreimbursed expenditures in the next reporting
period.

Upper Payment Limit-Uninsured Costs

While not contributing to the varying array of definitions related to uncompensated care,
Medicaid’s Upper Payment Limit (UPL) program provided a major source of uncompensated
care reimbursement for participating hospitals. The UPL program makes made supplemental
payments to offset the difference between what Medicare would pay for services and actual
Medicaid payments. However, for hospitals that receive DSH payments the hospital specific
limit (HSL) is carried over to UPL. For example, a hospital that had an HSL for Medicaid

1® Trauma funding is principally from drivers’ license surcharges and from court fines.
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shortfall and uninsured costs of $20 million and received $15 million in DSH payments could be
eligible for $5 million in UPL payments.

Acting as a cap on UPL payments for hospitals that participate in both the DSH and UPL
programs, the HSL indirectly brings uninsured costs into the UPL program and therefore,
transforms the UPL program into a major funding stream for the uncompensated care of
hospitals.’

Lump sum payments to hospitals resulting from the UPL supplemental payment program are
included in the analysis of UCC that follows even though the 1115 Medicaid waiver approved by
CMS in December 2011 effectively terminated this program. Under this waiver, federal funding
flowing to Texas through the UPL program was “redirected” into two newly created waiver
pools. The rules that governed the allocation of UPL funds no longer exist and are replaced by
the rules negotiated with CMS to determine how waiver pool funds are to be distributed to
eligible providers. However, since this report uses UCC data from the 2010 Annual Hospital
Survey, funding from the now defunct UPL program is included in the analysis. The impact of
the waiver is discussed in more detail in Appendix 3.

While the UPL funds were preserved through the creation of the waiver pools, the disappearance
of these rules has the potential to create a significant change in how the former UPL funds are
allocated to hospitals. As this report is being drafted, there are virtually no rules governing the
dispersion of UC Pool funds that can replace those which governed UPL dispersion. The
significance of this lies in the potential for a substantial redistribution of federal funding among
hospitals that does not match the flow of patients nor the UCC costs that they create.

Timing Issues

Reporting of uncompensated care, regardless of the instrument, presents a series of timing issues.
Surveys or reports of uncompensated care, by their nature, deal with a single point in time. The
information systems associated with patient care, however, are a series of feedback loops and
evolving data.

Patients with a single source of third party payment can be reported on with relative ease. For
the uninsured, hospitals face additional steps trying to secure some sort of payment, typically a
governmental program. This can be hampered by incomplete or inaccurate information provided
by the patient. Frequently, the patient has long since left the hospital’s care when all of the
determinations have been made.

Similarly, once the patient’s financial responsibility is known, there is additional time and effort
devoted to collections. Some patients arrange payment plans that can extend the time their
accounts are kept open.

7 This gets more complex because there is a substantial subset of hospitals that participated in the UPL program that
were “charged capped.” This is a different type of cap from the HSL cap because charged capped hospitals did not
participate in the DSH program and therefore, their UPL payment may not reflect any UCC burden.
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While imperfect, time boundaries are set to allow for collection of data and subsequent analysis.
Some care reported as bad debt or charity care, may eventually be covered to a degree by patient
or third party payments.

Data Sources

In adopting the residual uncompensated care methodology, HHSC elected to use the 2010
Annual Hospital Survey as the principal source of data since it has data for all hospitals. It
should also be noted that the AHS data is self-reported, meaning hospitals are asked, but not
required to use audited financial statements to prepare their responses. Due to timing issues, this
is not always possible. For example, the AHS is typically sent to hospitals around March, and
hospitals are to report based on their hospital fiscal year that ended in the previous calendar year.

Timing issues can limit the effectiveness of comparisons between hospitals. For example, two
hospitals in the same community but different hospital fiscal years would not necessarily have
the same number of months of a spike in activity (i.e. flu epidemic or disaster response) in their
reported AHS data.

The AHS seems to have been initially developed to look at hospital-based UCC on the basis of
charges, presumably since reporting in charges allows timelier data reporting than would be the
case if costs were reported. The Survey does provide a methodology for converting reported
financial data from charges to costs, as discussed previously. However, the Survey appears to be
lacking in structure when it comes to identifying offsetting hospital revenue streams as a basis of
calculating residual uncompensated care.

The AHS used in Texas contains multiple sections which ask for the reporting of overlapping
financial information that make it difficult to identify the appropriate source of UCC-associated
payments or interpret the amount of the payment reported.

For example, Section | of the Survey has questions on UCC charges and payments, while Section
J has other revenue question, some apparently overlapping with those of other sections. Finally,
Section L asks questions regarding UCC charges and payments. Many of the questions in these
four sections appear to be similar or vary only slightly and that variation is so nuanced as to
make uncertain whether the question provides the correct data to calculate residual UCC
correctly. Furthermore, Section J asks about state and local government revenue while Section |
asks about state and local government payments. There are also multiple questions on DSH and
UPL funding that appear to confuse the role of local IGTs (either they are included or not in the
revenue/payment stream). For example, questions in Section L explicitly exclude IGT but
whether or not this is how data is reported is uncertain. The instructions do not uniformly
provide a clear set of directions as to how to resolve apparent ambiguities.

A major reason for this ambiguity is that the AHS was not designed to accommodate a
calculation of residual UCC and future efforts should be directed to resolve this problem.
Recommendations for Defining a Clean Data Base Include:
1. ldentify a core set of critical policy questions associated with UCC in Texas.
2. Formulate a core set of questions that will support policy decisions regarding the
impact of UCC on both the state and local governments.
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Identify a single, clear source for obtaining this data (e.g., AHS)

Unambiguously identify which questions from this source generate the information

required.

5. Develop a clear set of definitions that are capable of generating valid responses from
all Survey participants.

6. Consideration for amending Health and Safety Code Chapter 311.033 to address

financial reporting of UCC unreimbursed costs.

sw

Analysis of Charity Care and Bad Debt Charges

As mentioned earlier, uncompensated care has typically referred to the sum of charity care and
bad debt charges. While it is not the best measure of the impact on hospitals, it is still useful to
analyze the uncompensated care charges more fully before looking at hospitals’ costs. Table 1
shows that charity care charges account for just over half of all uncompensated care charges.
Inpatient and outpatient charges account for virtually equivalent amounts of UCC.

Table 1: 2010 Description of Uncompensated Care Charges

Charity Care Charges Bad Debt Charges Uncompensated Care Charges
Inpatient $5,079,923,082 $3,600,300,533 $8,680,223,615
Outpatient $4,599,549,739 $4,031,482,216 $8,631,031,955
Other* $39,882,057 $220,545,471 $260,427,528
Total $9,719,354,878 $7,852,328,220 $17,571,683,098
Percent of UCC 55.3% 44.7%

*The sum of Inpatient and Outpatient from the Survey does not equal the Total from the Survey. This row represents the difference. Hospitals
completed questions on inpatient and outpatient separately, but when added together, they did not equal the total amount that they entered for
question that asked for total.

When the totals in Table 1 are compared to the same analysis on 2008 AHS data, the percent of
outpatient charity charges increased by approximately 4 percent, from 46 percent of the 2008
total UCC to approximately 50 percent of the 2010 total. When compared to 2008, total charges
for both charity and bad debt increased by almost $4.4 billion, from the 2008 amount of
$13,147,890,975 to $17.5 billion in 2010.

It is also useful to understand which types of hospitals are providing uncompensated care
because the distribution of uncompensated care between charity care and bad debt varies
significantly by hospital type, as shown in Table 2Charity care makes up the majority of public
hospitals” uncompensated care, while bad debt is the majority of for profit hospitals’
uncompensated care.
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Table 2: 2010 Charity Care Charges and Bad Debt Charges by Hospital Type

For Profit Hospitals Nonprofit Hospitals Public Hospitals All Hospitals

Number of
Hospitals 312 165 124 601
Charity Care
Charges $1,350,698,820 $4,656,595,225 $3,712,060,833 $9,719,354,878
% of Charity
Care Charges 30% 64% 64% 55%
Bad Debt
Charges $3,110,291,708 $2,646,933,151 $2,095,103,361 $7,852,328,220
% of Bad Debt
Charges 70% 36% 36% 45%

Subtotal $4,460,990,528 $7,303,528,376 $5,807,164,194 $17,571,683,098

There can be fluctuations in reported uncompensated care charges from year to year. When
Table 2 is compared to 2008 results, the most significant changes occur in for-profit hospital’s
bad debt, which increased by $1.2 billion in charges, and for nonprofit hospitals, which saw an
increase in their charity care charges by $1.2 billion. This increase for the nonprofit hospitals
brought their percent of charity charges to 64 percent of the total UCC charges, up from58

percent in 2008.

To provide some additional context to uncompensated care charges, it is useful to compare them
to gross charges™® for all patients. Texas’ nonprofit hospitals have the most uncompensated care
charges in absolute terms, but Table 3 shows that this might be anticipated given that they have
the most gross charges as well. For-profit hospitals have lower amounts of uncompensated care
charges, while it appears the indigent care mission of Texas’ public hospitals is reflected in the
greater percentage of their services devoted to uncompensated care.

Table 3: 2010 Gross Charges by Hospital Type and Relative Charity Care and Bad Debt (includes inpatient
and outpatient)

For Profit Hospitals Nonprofit Hospitals Public Hospitals All Hospitals
Gross Charges $72,115,033,865 $80,315,458,463 $24,469,853,318 $176,900,345,646
Charity Care
Charges as % of
Gross Charges 2% 6% 15% 6%
Bad Debt Charges
as % of Gross
Charges 4% 3% 9% 4%

Analyzing charges by type of service provided (inpatient vs. outpatient) demonstrates some
further differences in uncompensated care by hospital type. For-profit hospitals have the largest
share of their uncompensated care from bad debt incurred for inpatient services, though
outpatient bad debt is not far behind. Nonprofit hospitals have the largest portion of their
uncompensated care charges resulting from inpatient charity care. In contrast, outpatient charity
care charges are the largest share of public hospitals’ uncompensated care.

'8 Gross charges, also referred to as gross patient revenue, are hospitals’ full established rates for services rendered
to patients.

15



Table 4 indicates that not only is there a difference between charity care and bad debt by hospital
type in general, but also by the services provided (inpatient vs. outpatient). Strategies to reduce
uncompensated care that are focused on outpatient alternatives would most likely not only
address the substantial outpatient costs seen in Table 4 but would function as buffers to reduce
inpatient costs as well. As discussed in Appendix 3, the Medicaid 1115 waiver is intended to
fund programs that help transform the regional healthcare system.

Table 4: 2010 Inpatient and Outpatient Uncompensated Care Charges by Hospital Type

For-Profit % UCC Nonprofit % UCC Public % UCC % UCC
Hospitals Charges Hospitals Charges Hospitals Charges | All Hospitals Charges
Inpatient Charity
Charges $908,226,305 21% | $2,773,762,287 | 38% | $1,397,934,490 | 25% $5,079,923,082 29%
Outpatient
Charity Charges $403,407,235 9% $1,882,832,930 | 26% | $2,313,309,574 | 40% $4,599,549,739 27%
Inpatient Bad
Debt Charges $1,660,329,765 | 39% | $1,034,460,661 | 14% $905,510,107 16% $3,600,300,533 21%
Outpatient Bad
Debt Charges $1,326,317,293 | 31% | $1,612,472,491 | 22% | $1,092,692,432 | 19% $4,031,482,216 23%
Subtotal | $4,298,280,598 | 100% | $7,303,528,369 | 100% | $5,709,446,603 | 100% | $17,311,255,570 | 100.0%

Note: These amounts differ slightly from others used elsewhere in this report since a subset of hospitals

did not report charity care and bad debt broken out by inpatient and outpatient.

Converting charges to cost

The previous tables added detail to help identify some of the underlying themes in UCC
contained in its aggregate reporting. As previously noted, charges are not the best measure of
uncompensated care since they can vary widely between hospitals. For the rest of this report,
uncompensated care will be discussed in terms of costs, which is based on the conversion of
charges to costs through the use of a ratio of costs to charges.

In this analysis, the RCC was calculated from financial information reported in the AHS using
the methodology that the American Hospital Association (AHA) uses in its reports. The AHA
converts charges to cost with a ratio of total expenses (excluding bad debt) over the sum of gross
patient revenue and other operating revenue. Because the AHS data is not complete for every

hospital, statistical methods were used to esti