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Funding Medicaid

As you all know, our Medicaid program is facing a severe budget shortfall for
the current fiscal year (2008) and we are required to ask for a significant increase
in revenues for FY 2009. This shortfall was not unpredictable. Last year, we
asked the Legislature to provide $569 million in Medicaid funding for FY 2008;
the Legislature appropriated $513. Additionally, Medicaid asked the Legislature
to specifically set a rate for the assessment of hospital gross revenue in order to
generate additional sources of non-federal funding for the program. The
Legislature did not act on this request.

Once the agency determines that a deficit situation exists, the Constitution
and the Legislature requires the Governor and Medicaid management to
implement cost containment strategies in order to avoid exceeding the limits of
Medicaid’s appropriation. The Division of Medicaid and the Office of the
Governor have repeatedly stated that neither the Governor nor Medicaid have
any desire to reduce services to beneficiaries or eliminate recipients. The
agency has recommended reducing reimbursement rates to providers as well as
implementing other changes based on prudent business practices to enable
Medicaid to financially survive the remainder of FY 2008. Some of these cost
containments will reduce the costs of Medicaid programs going forward into
future years as well. A significant piece of DOM’s proposal includes an increase
in hospital revenue assessments. The proposed increase in hospital revenue
assessments will allow hospitals to maintain $375 million of total Medicaid
medical services payments without a reduction in services to beneficiaries.

Sincel993, a large portion of the direct medical payments to hospitals
have been financed through the Disproportionate Share Hospital (DSH) program
by requiring a few qualifying public hospitals to transfer funds directly to
Medicaid. These additional funds were transferred as “intergovernmental
transfers” or “IGTs.” Private hospitals did not contribute these additional funds.
The funds transferred by public hospitals were then used as the state match to
generate funds for the Disproportionate Share Hospital Program (“DSH”), and
medical service payments. In June 2005, CMS issued an ultimatum to DOM to
stop collecting the IGTs for medical service payments and only collect the state
share for the DSH program. This created the funding gap of approximately $90
million per year for the Medicaid program.

For the past two and half years the funding gap has been filled with
Katrina money, federal funds appropriated to rebuild our state after the
devastation caused by Hurricane Katrina. Now, the one-time money is gone and
tough decisions have to be made. DOM has advocated using the revenue

Suite 1000, Walter Sillers Building, 550 High Street, Jackson, MS 39201, (601) 359-6050



assessment evenly distributed to all hospitals as the means to fill the funding
gap. Until June 2005 the public hospitals were required to pay a portion of the
state match for all hospitals’ medical service payments. CMS and Medicaid do
not believe this funding arrangement was fair to the struggling public hospitals—
especially when some of the private not for profit hospitals are making huge
profits.

As described above, by late 2005, two major changes relating to Medicaid
funding occurred. First, by 2006, MHA had lost its $5 million per year, statutorily
protected, contract for the administration of the DSH/UPL Program which
required MHA to advise, calculate, and collect the revenue assessment.

Second, in late 2005, CMS informed the State that it must stop forcing public
hospitals to transfer an extra $90 million for the benefit of both public and private,
not for profit, hospitals without requiring private hospitals to contribute. Thus,
when the Governor and DOM sought to make up $45 million of the $90 million
shortfall by increasing the revenue assessment, MHA stepped forward to
pronounce that the revenue assessment program, the one MHA had previously
administered, was unconstitutional and detrimental to its private hospital
members.

In fact, the idea to raise the revenue assessment percentage in order to
fund greater payments to hospitals was MHA'’s idea—not the Legislature’s,
Governor Barbour's or DOM’s. In a March 29, 2005, MHA Memorandum to
Members, MHA stated that “MHA proposed generating the needed state funds
through a combination of an increased bed tax and an increased assessment on
gross revenue. The legislature was receptive to our proposal . .. ."

Using assessments paid by health care providers to fund state medical
services is a tried and tested method employed by many states for a number of
years. Mississippi followed the lead of several other states in funding Mississippi
Medicaid. Revenue assessments began in Florida in 1994 and have evolved to
the point that 20 states are currently using some form of a revenue assessment.
And now, Sam Cameron CEO of MHA consistently refers to this assessment,
brought into existence by the MHA, as ill-conceived.

The American Hospital Association (“AHA”) is a national organization which
represents over 5,000 hospitals. This organization conducts a survey of financial
trends in health care which is the benchmark for the hospital industry. AHA’s
2006 survey of hospital profitability concluded that Mississippi hospitals, with a
profit margin of 8.01%, are the ninth most profitable in the nation! Mississippi’s
exceptionally high profitability ranking was not a one year aberration. From
2000-2004 Mississippi hospitals had a profit margin of 7.61%, compared to
5.52% for Louisiana, 5.81% for Alabama, and a national average of 4.66%. Over
the 2000-2004 period, Mississippi’s hospitals were the fifth most profitable in the
nation. And the most profitable of Mississippi hospitals were primarily our private
not for profit hospitals. Our small safety net hospitals are the ones hurting and
the ones who need our help to stay in business. We have proposed, to no avalil,
a new payment methodology to better help this group. Mississippi will never
have state wide quality health care if we don’t strengthen our rural safety net
hospitals.
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| strongly believe it only fair to remind your readers, regardless of the court
case, this "tax" or "assessment" was the idea of the Mississippi Hospital
Association. Only half of the public hospitals paid an assessment in order to fund
a portion of the state match for hospital medical service payments to all public
and private hospitals. This occurred for about 15 years_until the federal
government changed the rules by saying the practice could not be continued.
Our position is to have all hospitals pay the assessment because the vast
majority of hospitals share in revenues the assessment produces.

Dr. Robert L. Robinson
Executive Director
Division of Medicaid
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