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COUNTY OF LOS ANGELES
CHIEF ADMINISTRATIVE OFFICE

713 KENNETH MANN HALL OF AI/MINLSIHATION/LOS ANGELES, CALIFORNIA 90012
(313) ¥7a-1101

. 'SALLY R.REED "

July 18’,? 1995
To: - Supervisor Gloria Molina

. Flrst District

From: - Sally R. Reed
- Chief Administrative Officer

Subject: LUMP SUM SETTLEMENT OF RETROACTIVE MAC CLAIM

 Atthe request of my staff, County Counsel has prepared the attached proposal which you
may find useful in your discussions [n Washington, D.C.

- While our‘steff to staff discussions with the Administration have not been encouraging,
County Counsel and we concur that, if articulated and agreed to at the very highest

levels, this approach could offer a viable and quick means for ssttling past Medi-Cal
Administrative Claiming (MAC) claims. Moreover, it could provide "bridge funding” in
concert with other proposals (e.g., 1115 Walver and Expansion of SB 1255 payments)
also baing advanced to provide ongeing funding.

Please (et us know it we can be of further assistance.
- §RR:GAR:dmm:g

Attachm-e_nt
N c: Each'; Supervisor
- Execeutive Officer, Board of Superviser .

County Counsel
Burt Margolin
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COUNTY OF LOS ANGELES
OFFICE OF THE COUNTY COUNSEL

B48 KTNNETH HAHN HALL OF ADMINISTRATION
S00 WEST TEMPILE STREET

LOS ANGELES. CALIFORNIA 200I2
July 17, 1995 TELEPHONE

1D O7a- 1928

OE WITT W, CLINTON, COUNTY COUNSEL

TELECOPIER
B13) 0802108

T GERALD A. ROOS
Senior Asst. Admin. Officer

. FROM: STEVEN J. CARNEVALE /77
N Principal Deputy County Counsel
Public Services Division

. RE: Lump Sum Settlement of Retroactive MAC Claim

; As we discussed, one area of focus for the County's
lobbying efforte in the immediate future might be federal
approval of a lump sum payment to settle the appesal of the dia-
allowance of the retroactive Medi~cal Administrative Claiming
~ ("MAC") funds. The following discusses this proposal:

- Proposal:
i Settle all claims of Los Angles County (and pre-
- 8umably tha other affected counties) to disallowed MAC funds
- for all periods prior to July 1, 1995, though a lump sum
payment. The total payment to Los Angeles County would be
' approximately $260 million. About $180 million, the portion
rcpresenting payment for fiscal years 1992-93 and 1993-94,
~would be paid immediately. The remaining $80 million for 1994-
95 would be paild as soon as state law could be amended to
remove, or at least significantly reduce, the participation ree
counties must pay the state to receive MAC funding for fiscal
. Years after 1993-94.

|

. While Los Angeles County's original MAC claim for all
periods prior to July 1, 1995, was significantly higher,
the revised claim for this period was $454 million. The
federal government approved about $90 million of this
amount and disallowed the rest. Approvals and disallow=
Ances were also made for other counties, The state has
-appealed the disallowances on behalf of all the counties.

; State and foderal representatives have agreed to stay this
I appeal while thay dissuas settlement.
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° ‘Through settlement discussions, the federal government has
approved a methodology which will allow Los Angeles County
to ubtain MAC revenue of approximately $260 million for
.thie retro@ctive period ($180 million for 1992-93 and
/1993-94, and S80 million for 1994-95). However, federal
- officials have insisted that this payment ba made through
-a prospective inorecase in the Medi-Cal outpatient rate for
@ limited time period. The state objects to payment in
~this manner because of a perceived adverse impact on Medi-
.Cal outpatient rate litigation the state is defending.
The County has concerns that paymaent through a methed
which prospectively increases Medi-Cal rates could result
'In the loss of DSH funds depending on how the OBRA 1993
'DSH Cap is applied.

i ‘There is no legal reason why the federal government could
not agree to settle the retroactive claim by making a lump
“sum payment in exchange for a dismissal of the state's
;appeal as to all disallowed MAC funds for pericde prior te
July 1, 1995. Phyllis Thompson of Covington and Burling,
‘our anntract counsel for MAC iseuecs, strongly agrses.

. Technically, the settlement would be between the state and
the federal government and would most likely include a
.Ssettlement of all MAC claims statewide for this paried.
The federal funds would flow through the state to the
_counties. Of course, the state would need to agree to

. ¥his @approach, but state ofricials have previously
‘exprassed eupport for a lump sum settlement of the
.ratroactive claims.

Advantages:
. The 1ump sum payment could be paid very soon and help ease
the County's cash flow problems.

o A lump sum settlement halps avoid the state's concerns
‘regarding an impact on its outpatient rate litigation.

. Since most of the payment is for fiscal years before the
application of the OBRA 1993 DSH Cap, the potential for an
offgatting loss of DSH revenue is minimized.

. The settlement would be structured to avoid, to tha extent
possible, the payment of a participation fee to the stats.

. The lump sum payment could be used as “bridge funding” to
~allow more time to develop and implement proposala to
restructure the County's delivery of haalth saervices.
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TALKING POINTS REGARDING LA COUNTY 1$2
MEDICAID ISSUES q !

U’ﬂ\(ﬂ

Following is the status of the three main approaches HHS is
pursuing to help Los Angeles County resolve its Medicaid fiscal
difficulties: 1) resolution of payable claims included in the
jnitial MAC claim; 2) technical assistance to the state on
developing state plan amendments for targeted case management
services; and 3) technical assistance to the state on outpatient
provider rate increases. While HHS has worked diligently to find
legitimate ways to help increase Medicaid payments to Los Angeles
County, we have found no additional funding beyond the $66.8
million in federal funds apprcved for payment through the review
of the initial MAC claim. However, we anticipate that there may
pe additional payments of up to $200 million dellars in federal
funds resulting from the Hﬁ% resolution process and
disproportionate share (DSH) claims. '

- The special, accelerated resolution process for outstanding
Medical Administrative Cost (MAC) claims established by HCFA in
April is largely completed in Los Angeles County, awaiting
closure of negotiations between the State and the counties on the
amount of State “takeback." To date, LA County has received
$66.8 million in federal funds from this process, and anticipates
Teceiving $3 million more.

- HCFA has worked with the State to develop six plan amendments
for Targeted Case Management Services to cover many of the costs
counties had claimed under the disapproved MAC process. These
changes will provide significant relief to a number of counties,
but Los Angeles does not expect major benefit.

- Increases in Medi-Cal clinic rates are now part of the state
budget negotiations, although they would require no new state
dollars. Such an increase would be worth $50 to $80 million in
new revenue to LA County this fiscal year; o6ther counties would
receive significantly less, but more in proportion to their
needs, and are very eager for the increase and concerned that
LA's lack of enthusiasm may damage their case. The rate increase
will provide less benefit to LA than was previously thought
because 1) when first proposed, it was expected to be of most
benefit in the '94-95 fiscal year, which ended without an
increase, and 2) because of uncertainty about the DSH cap and
formula for the current fiscal year.

- In State fiscal year 1994 - 95, the state assessed each county
a pro rata share of $200 million that the counties expected to
receive from HCFA payments for administrative claims. This
payment from the counties to the state is referred to as the
vtakeback"; it is a one time event. Originally, the state
anticipated that total federal payments to the counties for
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administrative claims would be $700 million; of that amount, the
state proposed taking back $200 million. Now it appears that
federal payments will fall well below $700 million and may be
less than the $200 million takeback. Legislation has been
proposed to lower the takeback from $200 million to $20 million,
but is still pending. Until the county and state resolve the
takeback issue for 1994-95 claims, the county is not submitting
additional claims for that year. Therefore, HCFA must wait for
these final claims before achieving a final resolution of the
administrative claims issue.

- In 1993, Congress enacted limits on amounts that may be
paid to hospitals in disproportionate share (DSH) paynments.
These are payments made to hospitals for the costs they incur in
serving disproportionate numbers of low-income people. These
limits were imposed by Congress because some states were using
DSH payments for non-health care purposes, or in substitution of
state funding for traditionally state-funded health care. The
limits enacted by Congress explicitly specified how these limits
would be calculated for each hospital.

- Los Angeles County has proposed three methods to increase
DSH payments by an additional $350 million in federal funds in
state FY 1995 - 1996. It has asked to include payments of
approximately $210 million that it is required to make to the
state as part of its costs for serving low-income people. These
payments are intergovernmental transfers (IGTs). HCFA has not
approved the inclusion of IGTs in the calculation of DSH costs
because we do not believe that they represent actual costs of
providing health care and do not meet the requirements of the
law. The county has also asked that a higher trend factor be
used to inflate DSH payments. HCFA has given preliminary
indications that it will approve the trend factor. The county's
third proposal asks that HCFA include the costs of construction
(principal and depreciation)in the DSH limits. Typically,
principal costs are disallowed in these calculations, but HCFA
has not yet made a decision on this issue. To date, the county
has not been able to provide HCFA with estimates of much Medicaid
payments would be increased if the trend factor and the
construction proposals were approved, but we believe it may be as
much as $140 million. [ ———

- HCFA has worked diligently to find legitimate ways to
increase Medicaid payments to Los Angeles County. To date,
neither the county nor the state has taken one step toward
providing additional revenues to the county.
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TALKING POINTS REGARDING LA COUNTY

MEDICAID ISSUES DRAFT

Following is the status of the three main approaches HHS is
pursuing to help Los Angeles County resolve its Medicaid fiscal
difficulties -- resolution of payable claims included in the
initial MAC claim; technical assistance to the state on
developing state plan amendments for targeted case management
services; and technical assistance to the state on outpatient
provider rate increases. While HHS has worked diligently to find
legitimate ways to help increase Medicaid payments to Los Angeles
County, we have found no additional funding beyond the $66.8
million approved for payment through the review of the initial
MAC claim.

- The special, accelerated resolution process for outstanding
Medical Administrative Cost (MAC) claims established by HCFA in
April is largely completed in Los Angeles County, awaiting
closure of negotiations between the State and the counties on the
amount of State "takeback." To date, LA County has received
$66.8 million in federal funds from this process, and anticipates
receiving $3 million more.

- HCFA has worked with the State to develop six plan amendments
for Targeted Case Management Services to cover many of the costs
counties had claimed under the disapproved MAC process. These
changes will provide significant relief to a number of counties,
but Los Angeles does not expect major benefit.

- Increases in Medi-Cal clinic rates are now part of the state
budget negotiations, although they would require no new state
dollars. Such an increase would be worth $50 to $80 million in
new revenue to LA County this fiscal year; other counties would
receive significantly less, but more in proportion to their
needs, and are very eager for the increase and concerned that
LA's lack of enthusiasm may damage their case. The rate increase
will provide less benefit to LA than was previously thought
because 1) when first proposed, it was expected to be of most
benefit in the '94-95 fiscal year, which ended without an
increase, and 2) because of uncertainty about the DSH cap and
formula for the current fiscal year.

- In State fiscal year 1994 - 95, the state assessed each county
a pro rata share of $200 million that the counties expected to
receive from HCFA payments for administrative claims. This
payment from the counties to the state is referred to as the
#itakeback$§}; it is a one time event. Originally, the state
anticipated that total federal payments to the counties for
administrative claims would be $700 million; of that amount, the

1
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state proposed taking back $200 million. Now it appears that
federal payments will fall well below $700 million and may be
less than the $200 million takeback. Legislation has been
proposed to lower the takeback from $200 million to $20 million,
but is still pending. Until the county and state resolve the
takeback issue for 1994-95 claims, the county is not submitting
additional claims for that year. Therefore, HCFA must wait for
these final claims before achieving a final resolution of the

administrative claims issue.

- In 1993, Congress enacted limits on amounts that may be
paid to hospitals in disproportionate share (DSH) payments.
These are payments made to hospitals for the costs they incur in
serving disproportionate numbers of low-income people. These
1imits were imposed by Congress because some states were using
DSH payments for non-health care purposes, or in substitution of
state funding for traditionally state-funded health care. The
1imits enacted by Congress explicitly specified how these limits
would be calculated for each hospital.

- Los Angeles County has proposed three methods to increase
DSH payments by an additional $350 million in federal funds in
state FY 1995 - 1996. It has asked to include payments of
approximately $210 million that it is regquired to make to the
state as part of its costs for serving low-income people. These
payments are intergovernmental transfers (IGTs). HCFA has not
approved the inclusion of IGTs in the calculation of DSH costs
pecause we do not believe that they represent actual costs of
providing health care and do not meet the requirements of the
law. The county has also asked that a higher trend factor be
used to inflate DSH payments. HCFA has given preliminary
indications that it will approve the trend factor. The county's
third proposal asks that HCFA include the costs of construction
(principal and depreciation)in the DSH limits. Typically,
principal costs are disallowed in these calculations, but HCFA
has not yet made a decision on this issue. To date, the county
has not been able to provide HCFA with estimates of much Medicaid
payments would be increased if the trend factor and the
construction proposals were approved, but we believe it may be as
much as $140 million.

- HCFA has worked diligently to find legitimate ways to
increase Medicaid payments to Los Angeles County. Additional
payments may be as high as $200 million in federal funds in the
current fiscal year. To date, neither the county nor the state
has taken one step toward providing additional revenues to the
county.

July 19, 1995
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Background |

@ Propased’ Budget. In June 1995, the Los Angeles County Chief Administrative | :

Officer (CAO) submitted the county's 1995-96 proposed budget to the Board of | f o

Su,perwsors It includes:

o Major reductions in health care for the indigent and closure of the natiori’s '
Largest hospital—the LAC/USC Medical Center. '

& Sagmﬁcant reductions fo social service, public protection, recreation and _
other county programs. i

o Elimination of 18,250 tudgeted positions (a reduction of 20 percent).

|

. 1

@ Reason for Budget Reductions. The Los Angeles CAQ indicates that the |

reducbons are needed to close a $1.3 billion shortfall in the county budget, |
created by past shifts in property taxes to schools, reductions in federal o

eupport for health care, and other factors. ‘

1

|

® Scarpe of LAO Review. The purpose of this document is to provide an
overview and assessment of the county’s current fiscal condition and budget
problem, induding:
° "I:he magnitude of the county's budget problem, ,

o 'lihe major causes and components of the budger problem.

¢ Options for addressing the problem. 1

What Is'f the Magnitude of the County's Budget Problem?

June 1995 that the county faces a $1.3 bilion budget shortfall in 1995-96. Total '
county spending in the just-concluded fiscal year was about $12.4 billion. Thus| -
thel CAOs estimated shortfall represents about 10 percent of the county’s ;.
ovérall 199495 budget. i

i

.] ,
® 51 3 Billion Shortfall Identified by the County CAO. The CAO estimated in ji j

1

combination of federal and state funding or fee revenues that are tied to

L

o H[owwer, roughly $10 billion of the county’s spending is financed by a i

. !
specdlc programs or services. i
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o Consequently, the shortfall identified by the CAO represents about half of |
the size of the county’s general purpose revenues and represents a massive | |
b‘udget problem. b

B

o T?'he discussion that follows focuses on the shortfall in the county's general
purpose budget.

@ LAb Assessment of Budget Shortfall. Based on a review of the budget-related }
information made available to us, the county's estimate of its underlying 1
budlget problem appears generally correct. . ‘

o If we use.a methodology for calculating the county’s budget shortfall that is i f
similar to. how we calculate the state's budget gaps, we would end up with a :
sinaller gap than the county projects. !

o I-;Iowever,: our methodclogy also would by definition reduce the value of the } §
splutions the county is proposing by an equivalent amount. '

o 'Iihe net effect is that our estimate of the need for actual budget reductions or;| |
aldditional revenues is similar to the county's. '

|

o Qur methodologies differ because:
7! The CAQ's shortfall estimate ircludes a net county cost of $167 million
| for the impact of the Governor's state/county realignment proposal, but !
| also includes as a budget solution a deferral of action on this proposal. i
I Our methodology would exdlude this factor both as a cost and solution,
' because the current conference version of the state budget does not adopt|
| the realignment proposal. :

|
i
|
1
I
:(.
|
i

— We aléo would include existing reserves as an available budget resource,
| whereas the CAO treats the drawdown of reserves as a budget solution.

What .Faktors Contribute to the County's Budget Problem?

Figurel 1 indicates that there are seven principal factors which are responsible for i
the bugiget preblem: |

.
| |



JUL-13-1995 15:39 FROM ADMINISTRATOR'S OFFICE TO 3 456 7431 P.12

T LR
. ! IR MR ;
|
|
5 3 July 11, 1995 |

Factors Contributing to
Los Angeles County's Fiscal Shortfall

i IR
\ L
[i?f Property tax shil S
} R g ! !i
i : ,ﬁ !E Past reliance on one-timie measures 0
| |
5 Lo . i
! g [Z County heaith program utitization and finarcing i
| g t
I !
, [Z Msjor reduclion in federal hesalth care _ l 5
|

reimbursements
| = |
‘i @' State offset to federal haalth payments i '
| : |
: . [ siow growth in local taxes I

Employee pay increases

® Pr erty Tax Shifts. The state's 1992-93 and 1993-94 Budget Acts shifted about |
$1 ¥illion of; property taxes from the county to public schools. o
|

< Nbout 40 percent of these reductions in property taxes are mitigated by sales | -
thes dedlcated to public safety purposes, as shown in Figure 2. I :

hese sales tax revenues are the result of Proposition 172, that established a .
-rmanent statewide half-cent sales tax for support of local public safety l :
nctions in cities and counties. L

I
|
|
|
|
|
|
|
|
|
1
|
f
|
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Los ‘:&ngelos County Property Taxes and
Public Safety Sales Taxes
PR i A el ere |
{In Billions) ' 1
' Les Angeles County Tazes )

- Pub¥c Safety Sales

@ Property

52.51

_ 89-30 90-31
Source: Las Angelss County

i

® Cosz-:l-y Health Program ltilization and Financing. The county administers the

natior’s second largest public health care system, including 6 major hospitals,
6 comprehensive health centers, and 39 community health centers. '

o TL'\E coumy health system serves a large number of indigent patients and !

others who are uninsured.
|

spending as well as the demand for health care services by low income |

résidents. ' '

1 |

¢ More generally, the county system is operating in an increasingly :
competitive environment and is facing many of the pressures that apply to
the health care industry at-large.

Major Loss }of Federal Funds. As shown in Figure 3, total federal Medi-Cal

|
|
related pavments to the county Department of Health Services (DHS) are i f

estimated td fall from $1.3 billion in 1994-95 to $982 million in 1995-96.

i
|
|
'
I
|
|

> 1‘1‘9 system? is significantly affected by changes in federal and state health care [

o
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o Much of the decline is related to reductions in the SB 855 prograrm, that was
created in 1991 te provide supplemental federal reimbursements to hospitals

FROM ADMINISTRATOR’S OFFICE
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{In Mitlions)

_Figure 317
Los Angeles County Federal Funding For DHS 0

Bl ssess

$!.500"

1200+
300-
600+

3004 54

Zl Olher Medr-Cal

g 2

Efeil

£8-89 89-9C §9-81 @

note: Qihver Medi-Cal indudk:s 3B 10 funds.
Seurve: Los Angeles County

<92 92-33 93-34 34-35 85-96
Est.

|
|
|
i
q

persans. Total funding

for the SB 855 program will fall from $564 million in 1994-95 to $179 million - |-
i 1995-96, due to three factors: o

}hich serve a disproportionate share of low-income

|
!
-

The Settlement of One-Time Claims. The county covered part of its
budget shortfalls in 1992-93 through 1994-95 through the settlement of .|

prior year claims. In addition,

Caps on the Program. Federal law changes enacted in 1993 capped the
amount of supplemental payments to hospitals, limiting growth in this |

program.

it accelerated SB 855 paym
1995-96 into 1994-95 to caver an unanticipated shortfall in SB 910
payments. These one-time sources are exhausted in 1995-96.

ents from

i
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|
i |
| |
| |
’ 1
' !
! |
| |
| Declining Share Of Supplemental Funds. The county also is receiving a :
| dedlining, share of federal benefits under the SB 855 program, due to \
| increasing competition from private hospitals that serve low-income |
| patients. ii
! |

|

|

|

|

@ State Offset, The loss in federal funding has been compounded by the state
offset of federal SB B55 funds that would otherwise go {0 counties. In 1995-96,
the icounty estimates that its loss due to the state offset will be $120 million..
| :

® Stoy Growth in Local Taxes. Property taxes, sales taxes. and vehicle license
fees have been impacted by the recession. For example, the single largest
geniera! purpose Tevenue souce, property taxes, increased by almost 10 percent
per year in the 1980s, but is projected by the county to dedline by 1.6 percent
in 1095-96.

@ Employee Pay Increases. In many county departments, employee salaries have |
increased faster than inflation since 1988-89. These salary increases have !
coniributed to cost pressures within the county’s budget. Spexilically, our b
review of general salary increases granted to 58 job categories over the last l
seven years indicates that: |

@ I\*early half of the counzy's job categories received a general salary increase
ranging from 204 percent to 34 percent, that exceeded the growth in the Los
| .
Angeles area CFI (about 20 percent).

|
o Nearly a third of the job categories received general salary increases ll
e#ceeding; 25 percent. l| ‘

l

\

!

t

@ Onb-Time Measures. The county has relied on one-time measures to cover '
recént budget shortfalls. Some of these actions aggravate the budget problem | I
in 1995-96. i
i : I

|

!

t

|

|

o 11!I issued bonds to cover operating eXpenses in 1992-93 (Marina Del Rey) and
in 1994-95 (to cover its pension fund liabilities). These actions raise the
ongoing debt service custs to the county.

i

yments under the SB 855 program to balance its health budget in the

c i%:sed prior-year settlement payments and acceleration of future federal
2
1992-93 through 1994-95 fiscal years. i
:
i
|

o I also depleted reserves, deferred obligations to its workers’ compensation
Find, and deferred certain employee costs to balance recent budgets.
! :

f

1 .
! . i
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What A*e the Qounty‘s Plans for Dealing with its Fiscal Problem?

® Ojerm'ew. The proposed budget relies almost exclusively upon program !
reductions as a means of addressing the county’s fiscal problem. |

@ Noi-Health Reductions. In general, the county's budget reduces all ;
depariments by 20 percent of the amount funded by county revenues, unless a *
stalutory miintenance of effort (MOE) provision requires a higher level of

ty funding. As Figure 4 indicates, this reduction will lower county

expenditures by $207 million. In addition, the budget requires county
departments to absorb $103 million in baseline cost increases.

|

'!
il County Proposal for
| |Addressing Budget Gap
! . N 1
| |(DoMars in Milllons)
| |Action L ' Sy, Savms
5 Non-Health Budget
*l 20 perent cut in eanty casts to most Budgete . $2C7
: Reqsirp dapanments 1o abson baseline increases . 103
Use of segerves, fund balances 80
A.ssumu rejection of Goveltior's Budgar realignmert proposal 167
i Crher - 59
Subletal T ©615) |
; Depanr:mnt of Health Services
: maez..'in revenues, offciencics, congolidations 36
mmhiistrathre and Fmited ssrvics reductions 83
Close 25 Heatm Centers, eliminate menta! heallh sarvices, reduce 149
i omp‘,atiant services
! Option}A: Cloge Los Angeles County, USC Medica Cener and four 336
i Cm?prehensiue Heahh Genters, or i
Option'B: Close 24 Hospitals except Los Angeles County ST and i
i Mariin Legher King Medical Center and six Comprehensive Health Centers !
! Onher | ) 71 :
Subtotal T (3658) i
| Total, all programs “§tz7m |

@ Public Protection. Proposed total spending on public protection activities ,_
dedlines by 2.1 percent in 1995-96 compared with 1984-95 spending. The |

1
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r tion 1s relatively modest in part due to the need to meet state MOE ,
furiding requirements for continued Local Public Safety Fund allocations. i
Hofwever, the amount of reduction varies considerably among departments, '
and all departments would have to make cuts to absorb baseline cost increases.! |

| , . 2
o Sheriff. The proposed budget for the Sheriff’s Department is essentially flat. 1 |
Total spending would be $1.1 billion, including Local Public Safety Fund.
ailocations with $567 willion financed from general county revenues.
However, budgeted positions decline by 452 (3.5 percent) in order to absorb !
baseline cost increases. The CAO indicates that any further reductions would
reduce the Sherilt's budget below the state MOE requirement (the Sheriff
b

klieves that the budget slightly underfunds the MCE requirement).

o District Aitormey. General county revenues provided to the District Attomey
would decline by $7.4 million (11 percent) compared with 1994-95,and . !
budgeted -positions decline by 202 (12 percend). B

| : |
o Brobation. Proposed total spending of $259 million declines by $52.3 million |
from 199495, and budgeted positions dedline by 1,034 (24 percent).’ S

i

o Qourts, The budget provides $427 million for the superior and municipal
cpurts. Budgeted positions would decline by 350 (7.7 percent). S

® Major Reductions in Health Care System. To cover an estimated $655 million F
shdrtfall in its DHS budget, the county proposes to substantially reduce the !
size of its health care system. The plan includes two options, both of which
wolld involve the closute of at least one major hospital, and several
comprehensive health centexs. The proposal is summarized in Figure 4.

® Imﬁlementaition costs create $300 million budget pressure. The CAO’s budget | .
praposal identifies $332 million (Option A) or $293 million (Option B) of "
additional one-time implementation costs that will partially offset the budgeted: I

D]-'is savings of $655 million in 1995-96. These implementation costs reflect the | |

loss of savings due to delayed action past July 1, amounts owed to laid-off :

employees, and the payoff of debt incurred to plan new facilities not included L

in the budget. These unfunded costs create a hole in the CAO’s budget L

proposal of roughly $300 million, which the CAQ proposes to fill by reserving = |

addifional federal funds that may result from the approval of pending county |
claims. -

1

9 Healyltk Care Reductions Would Have Major Impact. The reductions proposed | |
by the CAO would clearly have a major impact on health care services in the

;
.
|
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!
B |
i

| .
rf::jnty. The shutdown of major facilities would result in a combined loss in
eral, state, and county funds for health care of $1.2 billion.

® Public Protection. The CAO’s budget would reduce public protection services
and resources in a number of areas. '
I

shvings would be achieved primarily by reducing or deferring purchases of |

ipment and supplies. The Sheriff indicates that he also may implement
alternative or additional reductions if the board approves the CAO’s
froposed level of funding.

o Dlstrict Attorney. Reductions in the District Attorney’s office would be
centrated in administrative and support functions, but there also would |
Be a reduction of 154 prosecutor positions.
|

o Probation. Proposed budget reductions include the closure of five juvenile
rlla.jmps or one juvenile hall, as well as the closure of six area offices.
i _

|
o Qourts. Reductions wonld eliminate 43 commissioners and 6 assigned
:;‘dges. Electronic court reporting would be expanded and administrative

[ J Nu*uber of Positions Eliminated. The proposed county budget eliminates
18,250 positions, or over ) percent of the county’s budgeted positions. The |
' nu%ber of county employees actually laid-off, however, would be lower than |
18,
normally choose to leave county employment in any year. The CAO estimates |
the|actual number of employees to ke laid-off will be about 10,000 to 12.000.
Th?)majority of these layoffs will involve health care workers. Figure 5
displays information on the number of county employees.

|
i
[
l 3 July 11, 1995

|

|

|

|

|

| i
© Sheriff. The Sheriff's Department closed two jail facilities in March, Other ‘:
|

|

|

!

|

|
|
I
|
|
I
d support functions would be reduced. !
ber of |
|

0 because some budgeted positions are not filled and some employees |

!

1
1
i
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“~

Los Angeles County Employees |
Total Workforce as of June 30

Gn Tm;:usands)

100+

s0d|

(X )
[ St

94.95 95-98°

| Leadt] B iAo

20— : '
89-3¢ 9C-91 91-82 92-93 83-94

| 2pidpoind of estimaled range of the 1996 workforce.
i Seurce; Los Angoles County
|

© :frtatus of Layoffs. The county has already issued layoff notices to about 50 |

mployees and will issue another 2,000 Jayoff notices by mid-July. The Board:

jlf Supervisors directed. several large departments, including the DHS and

he Sheriff, to postpone issuing layoff notices in order to give the board
idditional time to evaluate alternatives.

o Layoff Procedures. The county indicates that it expects the process of laying |
ff non-health care employees to take about three to six weeks. Because the :
glosure of medical centers requires the concurrence of state and federal

gegulator:y agencies, the layoffs of health care workers likely would be

shased over a longer time period. The county indicates that Jayoffs would be
' etermined by seniority within a department and within a position '
qlassification.
| .
° l‘Inbudge ted Costs. The budget does not include costs to pay terminated
¢mployees for their accrued vacation time, sick leave, and any deferred
| :

l
!
|
|
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!
|
|
i

alary inc;.reases or accumulated time off. These county costs to termunate |
mployees could be in the range of millions to tens of millions of dollars.

@ ta

Other Options For Addressing County Fiscal Problem
® The Board of Supervisors is currently considering a variety of alternative |
options for dealing with the budget shortfall. For example, the board has \>
crented a Health Crisis Task Force to identify alternatives to the proposed cuts/
in fhe health care budget. It is our understanding that the task force will report;
its findings'to the board by the end of the month. S

@ In #ddition,: other proposals have been suggested by union representatives, |
public officials, and cther public and private representatives for mitigating the -
prdposed major budget cuts. '

@ Sor!ne of these and related options are summarized in Figure 6.

{ .
@ Federal Reimbursement Options. The county is pursuing several proposals to |
inckease federal health care revenues. For example, the county is currently \
negotiating with state and federal officials over the replacemnent of SB 910 '
reilnbursement clzims that were rejected last year. (The SB 910 program was
ted to enable counties to claim Medi-Cal reimbursements for .
adTimsnaﬁve and case management expenses associated with health care. The:
majority of SB 910 claims were rejected by the federal government last year.)

© A possible vehicle for SB 910 replacement is an increase in reimbursements i
fpr expanded heaith clinic visits. Retroactive provision for expanded care !
ould intrease reimbursements by up to $340 million in 1995-96, and
80 million thereafter. The state has been resistant to expanded payments
ecause of their possible effects on existing Litigation regarding Medi-Cal
| .
reimbursement rates.

o ’Llhe county is also submitting a proposal for expanding the SB 855 hospital

11 July 11, 1955 |

i

]
!
i
|
|
i

caps, that would enable county hospitals to increase reimburserents under

the program. However, the federal government has thus far resisted
propesals for expansion of the caps, in part because of the possible impact
dn the federal budget deficit.

i

|

|

|

|

i .
1 : P
1 b
| !
|

l

|

i

i
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ased faderal funds:
* (expanded cinic visis rutes.
- | axpanden? funds for dispraportionate
share hospitals.

incriiaes privale oc foundation suppart.

Flﬂ*dloﬂ " 518'!6 SB 855 offsets,

m distibution of $B BSS payments
Tro priua:a 1o public hospitats.

ool 1axas suthorized under

wﬁercent ax on sewer, cable TV and
WAIEr use,

« business license tax,

!nsdule 10 percent tax on consumption
alcchalic hwqap_

Otter Qpiions .

OnJ-ﬁme oplions:

» difer: funds regerved far capital outtay.
- odll asses,

* beprow to fund current operatons.
Agoftt revenue assumptiona consigtent
wiihi stale bydget eslimzies.

Emgloyee pay modification.

lncr?ase sales 1ax by upm % wcent

Up i) s-SDO millian in
1985-96 and vp
$150 mRion theseatter

tinknown

Up o $120 million

$48 million

Uip o $30 millen

Up to §250 million

Up t $400 rilfion

Unigiown

Up te §50 miflien

U nknown

require local votec approval.

Requ-ire majority approval by local

- Requires modification of federal Meol-
Cal spending limit. :

- Could weaken state's position in
ongoing Meds-Cal iawsuil,

+ Couki increase overall glale anc
lecera) Mock-Cal program costs.

County Director of Health Services will
meet with President of Blue Cross
Waliness Foundation 10 request funding.

Requires o1t legiglator. Increases

swate costs.

. ﬁaqdms siate legisiatipn,

- Poducos supplemental Medk-Cal
benefits 1 private hospate,

Board of Supervisars will hold public
hearing on taxes this summer. Taxes
may be imposad upon resdents and
puinesses In urincorporaied areas of
county.

Requires stata legislalion, Does not

voters. if rovenues are used lor generai
counly purpases.

Does not adress, and could aggravate,
ongoing budget shorfall

-+ County's pegjection of revenues from
salee and use, VLF and property
tuxes 59 More conservative than the
stae’s.

« Becemt reverve trends have been
slightly positive.

+ Mowever, county’s eccnomic cutiook
341l uncanain,

Sutject to collective bargainang far
rpresenled efnpioyesa.
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®  Curtently-Authorized Tax Optians. These include:
!

o S&Ies Taxes. Upon approval by a majority of the county's voters, the county

cquld increase the local sales tax by 1/4 or 1/2 of one percent and usc the
ﬂ'nds for general county purposes. (Taxes for specific purposes require a

vo-thirds vote of the electorate.) The sales tax rate in Los Angeles County is

currently 8.25 percent. Increasing the sales tax rate by 1/2 of one percent
wiould raise about $400 million annually.

o Other Taxes. The county has scheduled a public hearing to consider
imposing taxes on businesses in the unincorporated area—and instituting
taxes on water, sewer and cable television use by people living in the
uhincorpo‘rated area. (Current law prohibits counties from imposing these

tdxes, the county estimates that they are unlikely to generate more than
$10 million annually.

of the County Board of Supervisors. The county estimates that this tax could
generate $200 million to $250 million annually.
]

h:ﬂdify County Employee Salaries. The county could consider rescinding
schiduled 1995-96 pay increases and/or reduding current pay levels.

(for example, when they expire, when negotiations are planned for new
agreements, or whether the existing agreements can be reopened in a fiscal

emergency).

o ﬂ!uring the course of our review, however, we found no evidence that the
county has considered these options.

& I;for nor-represented employees, these options could be implemented
regardless of the status/content of bargaining agreements.

!
i
i
|
1
|
|
!

i

13 July 11, 1995 |

taxes upon city businesses and residents.) Due to the limited nature of these !

i

@ New Local Revenue Option—Tipplers' Tax. The county developed a legislative ‘
proposal to grant it authority to impose a ~tipplers' tax” on the consumption of. !

alcohol in the county. bnposing such a tax would reguire a super-majority vote!

o We have been unable to verify the status of collective bargaining agreemenisi
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Conclusjon

® The current: budget shortfall is reflective of a major structural imbalance {
between program costs and revenues, primarily caused by the combination of |
praperty tax shifts, sluggish revenue growth, and declining federal funds.

® Based on thie current economic outiook for the state and county, it is extremely;
unlikely that revenue growth from existing sources will be sufficient to cover |

the gap in the foreseeable future.

@ Wiile the county could adopt one-ime measures to cover part of the shortfall

in 1995-96, jonger-term solutions to its budget problem will need to include
anent revenue increases or program reductions. Furthermore, about
$300 million of one-time funds would be needed to cover the implementation
cogts of the DHS reduclions.

® Mdre fundamentally, the county’s hospital and health care delivery systetn is
likely to face conbinuing fiscal pressures from intense competition for insured |
palierds and continuing demand to provide uncompensated care. |

‘ |

14 ' July 11, 1995 |
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State Report Says
L.A. County Fiscal

Crisis Is Massive

m Budget: Legislative analyst's study was requested by
lawmakers skeptical of problem’s dimensions. [t
confirms major cutbacks probably will be necessary. -

By JOSH MEYER., 11Ms5 STASF WRYTTR

SACRAMENTO — A much-awaited state repart on Log Angeles Coun-
ty’s linancial situation eonfirmed Wednesday that the county's fisead erisis
is massive. and pmbably will require unprecedenied layoffs and eiasures
of health clinics, parks, libraries—and peThaps evan County - USC Medical

Center.

The report from the legidlative
analyst's office was requested by
state lawmakere ‘who have been
openly skcptical cf the true nalure
of the county’s alieged liscal crisis.
citing years of what they sald was
exaggeration by county officials.

But in 14 pages of detail. the
report by the independem and
nonpartisan slate agency con-
firmed dire warn'ngs issved last
month by Chief Administrative Of-
Beer Sally Reed waen she released
a budget with 512 billion in pro-
pored cuts to close Me county's
unprecedented def bt

“There's no doubt that the prob-
iem is significant, and it’s a strue-
tural problem.” Legmlalive Ana-
lyst Elizabeth G. Hill said in an
imerview. It represents a massv
budget problem.” :

The siate report—-which comes
4t 3 time when county officlals are
here {obbying the state for help—
says the county's propased cuts

~would clearly have a major impact-

an heaith care services” in the
nation's second-largest publie
health care system and would dra-
matcally cul serviZes in areas such
as the Sheriff's and Probation de-
parunents and th2 district attor-
ney’s office. .

And although many factors cut-
side the county’s coptrol were
partly at fault for the huge budget
£ap, the report coocluded, county
afficials in the last few yesrs spent
more rmoney than they.had coming
in. gave (oo many raises 10 cOUNLY
employees and relied on stopgap
funding measures that only put off

: Piensc see COUNTY, AlS

Faceoff Seen

Over New Smog

Limits Plan -

By MARLA CONE
TIMES ENVIRONMENTAL WRITER

The Scuthland’zs smog-fighung
agency has drafted its most ambi-
Uoug measure of the decade and is
now bracing for a faceoff with
businesses that may shepe the
future of many of the regions.
manufacturers into the next centa-
ry.

The proposal—expanzion of 2,
groundbhreaking poliutian tradng
markat—represents the last great
push toward cteaning up the Los
Angeles Basin's induswrial sources
of stwg. 2 world-renowned effort
that debuted at the end ¢f World
War L

Large factories and small besi-
nesses alike would be weaned off
thousands of solvemis, paints and
cother choemicale containing
VOCx—volatile organic com-
pounds—~the highly evaporative
mydrotarbems Lhst along with ni-
trogen axides mix in the sky to
create smog.

Hydrocarbons are reicased into
the air from the uhiquitous petrole-
um-based soivents wed to clean

: Pleasa see SHO0G. A14
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officials to impose countywide wax-
es Lo raise revenue themselves. :

COUNTY: Fiscal Report

Contlnsed from Al n from existing sources will

problems untl later. be sufficient to cover the gap in the  Clinton, asking him to intervenc *
“Seme of these - foreseesbie future.” and create 8 task force 10 Jook at
vate the budget em.” said the What that means mapy olle  ways to avert disastrous cuts and
report, which the county’s amc¢ county lawmakers said flayoffs if the budget euts: go

Wednesday, IS that the long-
dreaded cuts 1o jobs and services

So concerned are state and local
\awmakers that they are drafting
an emergency lelicr to President

|
through, Hayden said. Already, the }
county has cut $257 million injobs |
i

|

an example of borrowing that that Reed proposed in her budget  and services, but another $1 billien
het cause the deficit. "It also are all but inevitable 10 the very in cuts need to be mude to balance
depletad reserves, defarred obliga-  nesr futuce. tBe budges a1 $11.] billan. |
tons to its compensation ~The grobiem is real, it 19 sub- “We now have an obligation an
fund xod certain amploy- Mﬁﬂ!-aﬂd“need_wdﬂlﬁlh a responsibility w r . and |
it said Reed, who w3 widely very quickly,” said Democratic

ee cogls W0 balance recent budg-
c” :
Hilla.ndwstaﬂsaidthatiuhe

anemed of exaggerating tbhe coun-
ty’s fiscal problema, inttially even
by Board i

Sen.

Polanco, whosz |

Loz Angeles district |

county delays solving ils fizesl of Supervisors Chair-  includes Counly-USC Medical |
erigis, it will have 10 spend $300  woman Gloria Melina. “1 think it is Center, a bulwark of the safety net |
million in one-tme cost for pay- i in finally pulling to rest  f{or the pocr that Reed has pro-

outs to employees, delays in imple-
raenting needed cuts and payatf of
incurred debe

The report by the well-respect-

th: county’s credibility problema”
Snate Sen. Tom Hayden (D-Sa-

ta Mooica), one of geveral “skepti-

al” sate lawmakerz who ordercd

closing
County officials said they
planned to use the repozl (o press

state officials

for 2id, citing t.me1
confirmation oi-the'ir]

ed analyst s sure W0 add another  hereport, agreed. independent

impoetant veoice W the grewing dﬁnﬂmatmeeoumyisqdcklyl
chorus of calls for an jrumediate “The way (he repurt i seen toward the fiscal precigice,
and wholesale restructuring of the around here,” he said, i3 that could lead 1o bankruptcy. {
nation’s that the chickens have come hame “This is a call to aetion for the

latgest county gavern:
ment, state:and county lawmakers

said. - :
*The current budget ahortfall is
uetural

to roost after several yeara ot

Band-Aid fixes'’ by the county.
Hayden said the independent

confirmation of ine “pillign-dollar-

slale and the county, for Demo-
crats and Republicans, to ¢o

. logether on a comprehensive solu- }
tion immediately (o scive thd |

reficettye of a major €T
jmbalance between program easts  plag hole™ will add cven more counly’s fiscal crisis,” Supervisozr
and revenpes,” the reporct said. y to cHorts by ihe Jcal Zey Varosiaveky sald. "1 um_.u- ]

“Baged on the current economic
oublook for the state and county, it
is extremely uniikely that reveoue

delegation in Sscramentd to help
\se county, either with financial
aid or the frecedom for county

not done, the county’s crisis will
pecome California’s crisis, in very .

short arder.

When Los Angeles.
| T
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County sneezes, the rest of Califar-
nia catehes cobkd”
Demoeratie 2nd Republican state
lawmalkers, however. characler-
jzed prospects far a suate rescuc
Wednesday a3 dim. despite the
frantic cfforts of the five county
supervisars and myriad depart-
ment heads and lobbyists, all of
whoto kave spent the week can-
i vassing Lhe state Ceopital in (rying
to wring promises of aid out of state
lawmakers. )

A_mmg the reasops: Republican
Gav. Pete Wilson 13 running
far President snd wants (o slash
the state budget and cut. t&xes, and
. the Legislature has refused to help
- pankrupt Orange Coumty 33 it
wresties with it own hillion-dollar
deficit, lawmakere said. :
~Even if the Legislature and the
governor could agree an some-
thing,” Hayden said, “it woyld by

) omact—

no means close anything but a part
of the hale.”.

Although its impset on the state
budget remains to be scen. the
repart iz expected to have 3 sigmfi-
cant effect on the acrimonious
dcbate over the caunly budget
under way in Los Angeles.

Unicn leaders have accused the
cauray of exggerating its Cfiseal
pretiems as 3 way of getting

employees to stomach layoffs. and

persuading  the public o accept
reductions in law enfarcement and
closares of parks. Ybraries and
heaith clinics.

Oa Wednesday, union leaders—
algo in Sacramento lobbying for
slate aid for the councy—said they
would use the report to turn up the
heal on state lawmakers.

i the analyst has validated the
shortfall. that is all the ware rea-
son foc the Legislature (0 gee off
their byt and do sormething for

_supervisors
county —including a. proposed: L

< S0 TRJL 1« U

L.A. County,” said Din Savage;.a .
spakesman for Service Employees. ;| |
Union International, Local €80, | .

ting half of the counky’'s
58,000 cmpioyees. "It cne less 7"
reason, one less excuse, lor not .l
helping L.A. County.” R
By late Wedneaday, some can+ |7,

servative members of the Legisia-.

rure said they were wiliing to heedt-
some of Los Angeles County’s
requests, including a change in
state law that would allow the
i ¢o raise revenue in thg_j]l

i +» JEP
an alcoholic drinks'that eenld betng. |
m $250 million a yesr. = :

Bm cuch an agreement weuu“
came, said Assemblyman StevenT. : |
Kuykendall (R-Rancho Palos |1
Verdes) and other Republicans, fl
only {f Democrats agree o allow |
the ecounty to cut health care and
other services Lo levels previously
required by the state. -
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Prop sal
to Clmse 2
Hosplta]s
Irks Staffs

m County: Qlive View,
Harbor-UCLA are
targeted mstead of
County-USC. They serve
many patients who can't
pay for private care.

By DOUGLAS P.SHUIT
Tﬂ"’!ﬂ“"l"‘l

It was noon deaday 3t the
bustling Harbor-UCLA Medical
Center, and Dr.. Frederick Hon-
gard. an emergency room sur-
geon, was w:ll! ioto his second
sraight day on duty. During the
night, he did emergency
surgeries en vietims of (raffic
accidents and a snooting.

But a fourth tase stood out §n
his mind: an esmergency surgery
to correct a perforated appendix.
That patient had been brouvght W
the doorstep of Harbor-UCLA by
a private hospital because he did
not have beaith insurance.

"\WWe see thoge palients every
day,” said Bongard. chief cf the
Harbor-UCLA trauma Service.
*We have wards literally full of
patieats sem: by other hospitals

Please see HOSPITAL, B8

- e b

FRUMR RUCNINLIDIRRTUR O Ureill (A

HOSPITAL

Cantinued from B2
because they are unhinced.”

Bongard's experience i key w
the debate guing on in the county
Hall ol Admumu-won over deep
budget culs in health services that
might lead to the closure of Har-
bor-UCLA. Olive View-UGCLA
Medical Center or County-USC
Medica! Center.

County administralors, armed
with maps of area hospitals, finan-
cial projections and plenty of wish-
ful Winking, hope that nearby
private hospitalg will pick up many
ef the pubtic hospital? patients (o
help cuskion the blaw.,

Ontil this week, the future of
County-USC Medmal Center
seemed most in jeopardy. County
Chief Administrative Officer Sally
Reed last month recommended
cixing the public hospital to tu:!p
cotrect 2 $655-million shortfall in
the Departnent of Health Services'
$2.5-billion budget.

But Tuesday, Coumty Emergen-
¢y Medical Services Dircetar Vie-
gima Price Haslings threw the
names of Harbar-UUCLA and Qlive
View into the mix, saying that
closing these two publlc hospitals
wonld have less impact on the
<oUNy’s emergency 911 retwerk
than closing the bigger hospital.

Hasungs made clear that either
scenario would leave guping holes
in the county's health system, but
argued that there were mare hos-
pitals in the harbor and San Fer-
azndo Valley areas that could fill
the vai if Hirbor-UCLA and Olive
Yiew closed than in the eamt I.os
Angeles County area served hy
County- USC.

Borngard, and other doctors and
nurses who would be affected if
Harbor-UCLA and Olive View
cloged, reacted Wednesdsy with
dismay-and mcredulity—to Has-

& 80D (qo4 Lgrn 4=

i

l

|

.

| |

1

| .

(

" i
ings’ progosal. : ;
uﬁﬁ;;ﬂﬂ!&ﬂthﬂﬂmnnem”-
pitals of last resort for thcumdsbi
poor patieats that ulher lhbspuais
turn away.

"Right now, we trest 3% omie
indigent vzdenn in the ! harhor
area,” said Dr Rgben ’ g,
chaictnan of the c* 1;(
emcrgency medicine at Harbm
OCLA.

Both hospitals Wednesday d-
fered pictures of their Iﬂ-ﬂl&sic
importance,

Every am!m.l'ul.uiﬂzzhu
UCLA war full at noon,
Et50paumu8:nth.unmb‘gu¢‘
some af the mhﬂmmqo
through the bospital’s emerge emeérgeney
rooms ecach year. About|60% of
them have no insuranee, stzx.d-
subsidized Medi-Cal § ;

A crew of doctors snd tm
averseen by Haeckber
treating patients for

nnme
asthma, appendicitis; bigh m a
feacured jaw, abeart :
ml bleeding, chest pains, hseveh
headache and soon. | '

A teaching howpital, uum-.
UCLA, whtch is near the:jj nx:tmn
of the Harbor and San freef
ways zod has 2 nationat regutation
asa top emergency hospits.: o |

At Olive View, in Sylmar, the
emergency rocm {2 nol as hmy,a.i
Harbor-UCL.A’s, with 72, anna.
al visits, but nevertheless if has the
busiest mateenity wards inlthe Sod
Fernanda Valley, delivering 4,600
bahies 3 year, many of {hem o
Indigent rmothers at¢ highi risk~af
problem pregnancies. } !

Back at Hartor- emer:
gency room nurse meawm

said the budget culs were:a. hot
topic. “We talk absut it!all the
time,” she said. “We dont! quife
believe it will happen, beciuse wg
don't see howtheceotherbap:dh
can lake on all these

Wil anoehi-
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County-USC Closure Seen as Peril to91

Health: Indigent patients
would flood other hospitalsand
overextend resources, experts
say. Alternate proposal calls for
closing Harbor and Olive View
facifities instead.

Ry DOUGLAS P. SHUIT

TIMES STATF WRITER

Dissster esperia warned Tuesday Lhat
clesure of Cuunty-USC Medical Cetiter
would cripple the emergency 91) syslem,
iead tu desthe and foree the closure of
financially struggling hospltals by divert-
ing loo many patients their way who could
nol pay for treatment.

oWhat we would have i3 d disaeter,"”
Alan Cowen, chie! of paramedics for Lhe

R €

—

T el

Los Angelea City Fire Department. lold the
county Health Crlsts Task Force.

As an alternallve to closing County-
UBC, it wis suggesied (het 1% other big
publie hospitals—Harboer- UCLA Medical
Center in Terrante and Olive View - UCLA
Medicat Center in Sylmar—be closed.

Thal propeso) care fi y
gency Modical Services Agency chief Vir-
giola Hestings, who said thece were mord
bospitals In the cosatal ared and Ban
Fernando Valley to enflen the Maw than .
there ara Downtown. _—

Although edvisory in nature, the proposi-
al clearly put clesure of the two hospitals
inta the mix of various health service culs
belag considered by the Lask foece. R

‘“We have to give her propasal vaty
serioua consideration,” sald Burt Margclln,
a former state legidlator who ls heading the
task foree. “It will be @ key faclor we will
welgh (n the comiog days. We are looking

far- wayp not to cloee fecililies, but If we
have to engege I a process of saeessing

- how 4o you best prezerve the mast ertice

and most vital eervices, what ghe #ald
today was very important testimony.”

The flve-member panel was appolnted
by the Board of Supervisors to atudy @
recommmendation by caunly b
Sally Reed that would close Ccunty-USC,

. Which handles just over one-quarter of afl
. trauma cases in Lhe counly. :

Reed's prapasal 10 close the facllity is
part of a plan 10 correct 8 $12-billion
shortf2ll In the counly budget. Inall, Recd
_proposed culting 8856 milfion In health
gervices. She would ko Mke to cloae four
‘comprehensive health cenlera and 26
cutaty clinice, alash $54 millian from
menta) health services .and cut publie

hesith programs 20%.
Beel said she considered ctoaing Harbor
and Olive View but decided recommend

udget chief -

1 System .

cloaing County-USC because of ita age—it
opened in 1932—and hecause it is so badly
in need of upgrading that a replacement

hospilal would cost more
" " Thedisaster experis a

than §1 billion,
d hoepital offiziala

appeared In aimest universa) agreement
that closure of County-USC, patiicutarly
(ts buxy irauma center, wauld Hood the
health system with sick patients end

quickly overextend
leading to desths and
sures.

avallable resqurcos,
olther hoepila} clo-

The doamsday scenasio was based on a
number of faclors, One was the inalility of
other hospitels fn central los Angeles
County to absorb ai! the cmergency calls
now handled by County-USC. City pare-
medies took 10,840 patients to County -USC

dusing 1994,

more thun 2,000 of them

gravely injured or 11l trauma patients. Al

the same iime, many of those patienis weve
Please soe HEALTH, B8
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Contlnved from B
pooc, .without any health ineur-
ange.

Experts who have sludied the
problem say that i€ the county
followed through on Its plan to
close health centers and clinics, the
indigent and sick patients would
call 911, knowing lhal an ambu-
lance would be semt and they
would be taken W a hosplal. Ail
hospitals with emergency rooms
are obiigated lo take 911 patients

* wholher they can pay or nol.

“If thay don’t have a. . ., wadk-

in clinie |elose by, they are going
to cull and access our ayslem,
which I might add is already Lerri-
bly overburdered." said Cowen,
the alty parsmedic chief. 'Our 911
aystem will be absofutely lnunda: -
cd. . . . Bloud is going to flow (rom
the peaple that don't make It to (ke
trauma centeza.”

Hastinge, responsiblo for coard -
heting public und private health
sorvices durlpg earthquakes, fires
8nd other disuslers, said, *““The
numbers of [B11) patients are 80
large that we would slart moving
out (o find opun hospllale, znd
within a [ehort ime] every hospltal
{n the countly warld be filled.”

Thote views were shared by
more than s dogen privete hospilal
administraiors and emergency
raom phyasicians who alsa appeated
before the budget panel,

Dr. Brian I, Johastop, an emer-

T TTTTTT T gercy Toom phyaician end presi-
. dent-eleet of the Loa Angeles

-

By JOSH MEYER
TIMES STAFP WRITER

& Los Angeles County officiale pleaded for
Abudget help In Sacramento, the first of

many expected job actions hy county wark-
erd thresiened with layopffs ovcurred Tuesday at
wellare offices throughnut Los Angeles.

Ermployees in at loast aix welfare cificos called to
sick or walked off their jobs In pratest af the
coumy’s efforls b cul as many as 18,255 Jobs and
slash services {n zn effort 10 resolve an uoprece-
dented budget deficit of $1.3 billioy,

Reclplents of food stamps, Medi-Cal and Ald to
Fampies With Dependent Children neoney were
forced lo wail in long lines to gel checks or address
problems. Hundreds were Lold 1o come back
another day unlexs they had emergencles, gald
Deparlment of Pybllc Soclal Servious officiala,

“I think the slaff are of the opinion Lhat (kia is
the way ta express Lthelr dlspleasure with what ig
§oing on." sald Bddy §. Tanaka, departmant
director. "Qbviously It is very distuptive. ] think
Lhe mesrage needy to ha given lo zomenna else, the
peupie in Sacramento,”

Tanaka and side Caral Matsui blamed unton
leaders und seld the walkouls were timed lo
protest 1,782 Vayotf nolices set to goout Monday. In

all. there are 7,000 department employees in 31
county ofticea. i

County Modical Amn., colled

80INg to have major closuras. You

| rCo’u‘nty Workers Begin Work Stoppage Over Cutbacks

Gilbert Ceditln, gencral marager of Sarviee
Employees Internitional Union Locat 660, gaid
union members were frying ta send a message la
slale lawmakers In Saccamento They chase o
walk off the job Taesday, he sgid, becauge they
knew the live caunly supervisars were in Lhe state
capital and would inform siale legislators of (he
watkouls.

Cedlilo said the walkouta were spontaneons, hyl
that simitar job actiony are oexpecled et leag|
through the week while the supervisora are In
Sarramento, where lhey ars asking state lawmak-
ers for help in findiag alternatives o layoffs and
closures of hospilals, parks and ather services.

Board Chairwornan Glora Moling sald the walk-
ouls are counterpraductive snd not the way lo get
state lawmakars’ altenlion,

Although Cedillo was tn. Los Angeles, the Lop
echelon of Lacal 660 were In Bacremento, naking
tha seme rounds as (he SUpervisoss.

At the Southwest Family Services oflice in
Inglewoad, 11} of 219 etmployees called in sick
early Tuesday, followed by 149 o1 312 ompioyeex st

[

the Southweat Special Office 1n South-Central Los
Angeles.

“We have a lot' ¢f homeless people needing
immedlale cash, foud slswps and Medi-Cal,” said
diztrict Direclor Joyce Washington. “We managed
W do It, but it was very, very stresaful even (o
address (he cmergencies.™

hospltal chogape, T WUres of hoapftals,”" Johnston sald,

"In sl months or a year you are

are golng to have closures of bankwy
Reed's budget plun “a vecipe for  emergency departments and cla-_ __The

o prolect yoursell, or do you . ol allernatives, by Jety 25,

Lyoursclf and then plose?”
oard-of-Supervisors zgked
the task foree Lo praduce & report
"What's the cholce! Doyouclose on the culs, alopg with suggeslions
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LA County Medicaid Update

The Original Plan

o)

We were working with LA County on a plan to increase Medi-
Cal rates. This rate increase was meant to compensate LA
County for the fact that it sees many hard-to-manage Medi-
Cal and uninsured patients, and reimbursement rates in the
state have not been increased for several years.

Since Medi-Cal is 50/50 Federal/state, the plan was for LA
County to pay the state's share, with the net gain to LA
County only the increased Federal funds.

Like other hospitals, LA County participates in the DSH
program, which reimburses hospitals for the unreimbursed
costs of caring for Medicaid and uninsured patients.

The Problem

o]

It turns out that, for every dollar LA County would gain
through a rate increase, they would lose a dollar in DSH.

This is because DSH pays for unreimbursed care; a rate
increase directly reduces the amount of unreimbursed care.

This is only a problem because DSH reimburses LA County for
100% of its unreimbursed costs. If DSH were paying LA
County for less than 100% of its unreimbursed costs, the
rate could increase up to some point without affecting DSH.

A legitimate question is why LA County has a deficit if DSH
compensates LA County for 100% of its unreimbursed costs.

It turns out that the state rips off the counties to pay for
the DSH program, as follows:

Example: LA County has $100 in unreimbursed costs.
Private hospital has $40 in unreimbursed costs.

How DSH should be funded:

Feds kick in $70; state kicks in $70; together these fully
reimburse the 2 hospitals.

What Actually Happens in California:

Feds kick in $70; state kicks in nothing; LA County kicks in
$70, or the state share for both hospitals; net gain to LA .
County is only $30 -- even though on paper the DSH program
is fully reimbursing them for their costs.



LA County/State Proposal

o They want to count the payment by LA County to the state as
a cost, in the calculation of the cap on "unreimbursed care"
under DSH:

Example: Calculation of Unreimbursed Care ("DSH Cap"):

Costs of providing care to Medi-Cal and uninsured $300
Revenue from Medi-Cal -200
Net Unreimbursed Care 100

If We Agreed to the LA County Proposal:

Costs of providing care as above plus payment to state $370
Revenue as above -200
Net Unreimbursed Care 170

Problems with this Plan
(o] Fear that other states would impose mandatory payments upon
counties as a way of increasing the current cap on DSH.

o The DSH program has a history of abuse that attracted much
Congressional and other interest, and Congress has cracked
down on it twice since 1991.

o Agreeing to count this as a cost may imply that the federal
government will be matching these dollars more than once.
5 {”gb_,

ro -
¥ \U%/U/\ Sﬁé[) - % / 9/& i

i~ pof cout prvet ]~ b ot sty 4, 7
~~~~ T~ — lf%+ % YA DC‘ X' |




1915b HCFA has had for 30 days; RO has promised state quick 30
day review; OMB has some problem with trend factor

Conn blended their rates nat'l with state

why was deal made?
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' $140m: technical issues on DSH limit; construction costs,
extremely generous inflation factor; all they have is formula,
not numbers;

SB1255: construction bill: bless MA pymts under ; can borrow to
do construction; we've said we don't pay for constr, but depr
when constructed; tried to sneak into

Windisch is mouthpiece; they can strip that out

DSH and rate increase; we could do it without rate increase!!!
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Further expansion SB1255 outside DSH

Also counting on DSH trade among hospitals

retro pc SB 910

latest county budget was 60 days

2.5 out fo 12b is health, much earmarked; public safety

expect 266 retro plus 81 ongoing; total $347

$210 is agt; another $140 due to trend factor and ability to use

prior year not IGT

cuts must be 650 x 2
Another $300m rest of Dept; asking state for taxing authority



LA County Medicaid

The Original Plan

O

The Problem

We were working with LA County on a plan to increase Medi-
Cal rates. This rate increase was meant to compensate LA
County for the fact that it sees many hard-to-manage Medi-
Cal and uninsured patients, and reimbursement rates in the
state have not been increased for several years.

Since Medi-Cal is 50/50 Federal/state, the plan was for LA
County to pay the state's share, with the net gain to LA
County only the increased Federal funds.

Like other hospitals, LA County participates in the DSH
program, which reimburses hospitals for the unreimbursed
costs of caring for Medicaid and uninsured patients.

(o}

(o}

It turns out that, for every dollar LA County would gain
through a rate increase, they would lose a dollar in DSH.

This is because DSH pays for unreimbursed care; a rate
increase directly reduces the amount of unreimbursed care.

o] fgihis is only a problem if DSH is reimbursing LA County for

100% of its unreimbursed costs. If DSH were paying LA

County for only 50% of its unreimbursed costs, the rate
could increase up to some point without affecting DSH.

Wy HCEA Just Figured-This—Out

o

o AT @

No one spotted this problem at first because they assumed

that the DSH program was not compensating LA County for 100%
of its unreimbursed costs -- or else they wouldn't have a
deficit in the first place. , Moo N
It turns out that the state rips off the counties to pay for
the DSH program, as follows:

Example: LA County has $100 in unreimbursed costs.
Private hospital has $40 in unreimbursed costs.

How DSH should be funded:

Feds kick in $70; state kicks in $70; together these fully
reimburse the 2 hospitals.

What Actually Happens in California:

Feds kick in $70; state kicks in nothing; LA County kicks in
$70, or the state share for both hospitals; net gain to LA
County is only $30 -- even though on paper the DSH program
is fully reimbursing them for their costs.



LA County/State Proposal

o They want to count the $70 payment by LA County as a cost,
in the calculation ongf7the cap on "unreimbursed care"
under DSH:

Calculation of Unreimbursed Care ("DSH Cap"):

Costs of providing care to Medi-Cal and uninsured $300
Revenue from Medi-Cal -200
Net Unreimbursed Care 100

If We Agreed to the LA County Proposal:

Costs of providing care as above plus payment to state $370
Revenue as above _ -200
Net Unreimbursed Care _ 170

Problems with this Plan
Fear that other states would impose mandatory payments upon
i)%: 5\@HCbu\ counties as a way of increasing the current cap on DSH.
% ! There would be nothing to stop New York from requiring its
public hospitals to pay the state's pension costs, and

increasing DSH by this amount. \\\ii } ‘ ;ﬁ"vp)\lLy\Ltgf
- AC d A ¥ / Sy e ) /

o) The DSH program has a history of abuse that attracted much
Congressional and other interest, and Congress has cracked S*M
down on it twice since 1991. <éz ';

) o Recycling problem (explain this better!!!!)
%3(' Somehow, agreeing to count this as a cost implies that the
E;oo CN&MJWGf,federal government will be matching these doL}ars more thiaj{uo

oub ks once. S;ﬁij $T§ymjk DIH?
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(¢2U.S.C. § 1396r-4]
Sec. 1923. (g) LIMIT ON AMOUNT OF PAYMENT TO HOSPITAL.— -
{1) AMOUNT OF ADJUSTMENT SUBJECT TO UNCOMPENSATED COSTS.—

(A) IN GENERAL—A payment adjustment during a fiscal year shall not be
considered to be consisgent with suhsagtion (c) with respect £o 2 hospital if the paymep

/W:f/ W\N * adiustment exceeds@fhe coste incurred Auring the yea
fand net of payments yn, -
l.[ﬁ’\ﬂ chis section, and DY uninsured patients) by the hospital to individuals who either are
v eligible for medical assistance under the State plan or have no health insurance (or
S other source of third party coverage) for services provided during the year. For

purpases of the preceding sentence, payments made to a hospita! for services provided
to indigent paticnts made by a State or a unit of local government within a State shall
not be considered to be a8 source of third party payment.

(B) LIMIT TO PUBLIC HOSPITALS DURING TRANSITION PERIOD.—With respect to

. payment adjustments during a State fiscal year that begins before January 1, 1995,
‘/M subparagraph (A) shall apply only to hospitals owned or operated by a State (or by an
J instrumentality or 8 unit of government within a State).

(C) MODIFICATIONS FOR PRIVATE HOSPITALS.—With respect: to hospitals that are not

é W owned or operated by a State (or by an instrumentality or a unit of government within
a State), the Secretary may make such modifications to the manner in which the
limitation on payment adjustments is applied to such hospitals as the Secretary

g ‘/\M@L considers appropriate.,

(2) ADDITIONAL AMQUNT DURING TRANSITION PERIOD FOR CERTAIN HOSPITALS WTITH HIGH
DISPROPORTIONATE SHARE.~—

(A)IN GENERAL.—In the case of a hospital with high disproportionate share (as
defined in subparagraph (B)), a payment adjustment during a State fiscal year that
begins before January 1, 1995, shall be considered consistent with subsection (c) if the
payment adjustment does not exceed 200 percent of the costs of furnishing hospital

; services described in paragraph (1XA) during the year, but only if the Gavernor of the

State certifies to the satisiaction of the Secretary that the hospital’s applicable

minimum amount is used for health services during the year. In determining the

amount that is used for such services during a year, there shall be excluded any

amounts received under the Public Health Service Act, title V, title XVIII, or from.

third party payors (not including the State plan under this title) that are used for
providing such services during the year.

;&/ MS (B) HOSPITALS WITH HIGH DISPROPORTIONATE SHARE DEFINED.—In subparagra'ph
((, ﬂ (A), a hospital is a “hospital with high disproportionate share” if—
of government within a Sm_te); and

/ 57/ ) (i) the hospital is owned or operated by a State (or by an instrumentality or a
uhit
" W“ﬁ{\j (i) the hospital—

(I) meets the requirement described in subsection (bX1XA), or
(II) has the largest number of inpatient days attributable to individuals

%M 7, entitled to benefits under the State plan of any hospital in such State for the
Y é) ((,:,«/v{ : previous State fiscal year.

(C) APPLICABLE MINIMUM AMOUNT DEFINED.—In subparagraph (A), the “applica-
ble minimum amount” for a hospital for a fiscal year is equal to the difference between
the amount of the hospital’s payment adjustment for the fiscal year and the costs ta the
hospital of furnishing hospital services described in paragraph (1XA) during the fiscal
year.

1993 Amendments:  History: '
A " Section\JI62L( o) the “Omnibus Budget Sec. 13621(b) of the “Omnibus Budget Recon-

Reconciliation Act of 1993,” effective as provided  ciliation Act of 1993” (P.L. 10366).
\bb ! in section 13621(bX3) of these Amendments at
MSQ/ {17,810, added at the end new subsection (g).
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STATE OF CAUPORNIA—HEALTH AND WELIARE AGENCY
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‘Bruce C. Vladeck, Aduinistntof' '
Health Care Fimancing Admintstration
Hubert K. Husphrey Building .

200 Independence Avenue, S.H.; Roon 309G
Washington, DC 2020}
pear Mr. Vladeck: _

WEDI-CAL PROGRAM -- THPLEMENTATION OF OBRA 1993 LINITATIONS

__P.B313

As you are aware, Section 13621 of the Omnibus Budget Reconciliation
Act of 1993 (OBRA 1993) modified the Medicaid Act regarding payments to
disproportionate share hospitals (OSH). Spacifically, as a result of OBRA 1993,
fadera! law nov imposas ho?itﬂ-sneciﬁc Yimitat{ons on the amount of federal

financial participation (F

P) available for .payment’ adjustments that DSHs may

receive during a given yesar. The OBRA 1993 amondmept prohibits FFP where OSH

paymant adjustments to any par_t'lcu‘lla.r hospital exceed: _

. . . tha costs incurred during the year of furnishing
hospital services (as determined by the Secretary and
net of payments under this title, other than under this
section, and by uninsured patients) by the hospital to
individuals who efther are ealigible for wmedical
assistance under the State plan or hsve no health
insurance (or other source of third party covagrage) for
services provided during the year. .~

Soc. Sec. Act § 1928(g), 42 U.5.C. § 1396r-4(g)3 Engﬁases added.) The OBRA 1993
4

initations apply with respect to public DSHs in _
1994-95 state fiscal yaar, and to all other DSHs in Californfa commenci
the 1995-96 stats fiscal year. ' ' P h

jfornia compencing with the
ng with

California’s DSH program, sonmetimes referred toc as the (5B 855
program) is basically prospective in nature. Hospits) aligibility for payments
under the program {s deterntned annually, on a final bagis, 3t the commencement
of each state LisCﬂ year. The determination is based entirsly on prior year

hospital dats.

Drior to the start of .each state fiscal year, the projected

maximum amount of DSH payment adjustments available .for each eligible hospital
is detersined, so as to promote predictability of funding for such facilities.
In this manner, the amount of nonfederal expenditurds nscessary to fund tha SB

Y puch of the hospital data used for this purpase are collected and
maintained by the Office of Statewide Health Planning and Development ("OSHPD"),
pursuant to a system that provides ene of the most complete and accurate hospital

data bases in the nation.
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Bruce C. Vladeck
"~ Page 2

855 program {5 also established | rospectively. Thus, absent unusual
circumstances, the sfze of the SB 855 program, and the individual hospital
payment adjustment allocations, are calculated st the:beginning of the applicable

state fiscal year. -

The proposed approach for {aplementing the QBRA 1993 Jimitations in
California was daveloped with the kay components of ‘the existing SB 855 prograx
in mind. Under the propesal, the C8RA 1993 1imitation for each eligible hospita)l
would be determined prospectively, using data elemeats (including qrior year
OSHPD data) that are 1ntegrai to the axntmg S8 855 program. Calculations of
hospitals’ costs of providing services to Madi-Cal beneficfaries and uninsured
indfviduals would be linked to the OSHPO data, while computations regarding
hospital revenue would be derived from other data sources used in the current SB
855 pro?ra;u. Thus, the methodolegy for detarminingiand applying the OBRA 1993
limitations would be carefully coordinated with and integrated into the existing

system.

In recent weeks, public hospital representatives and State Departaent
of Healith Seryices (DHS) personnel have discussed the proposed approach with
representatives of the Department of Health and Human Services (DMHS) and the
Health Care Financing Administration (HCFA)., Whilé accepting wmany of the key
components of the methodology, DHHS and MCFA represantatives hava expressed
concerns over & few importiant elements of Californix’s proposed approach. In
"particular, significant concern has been expressed regarding the treatment of
intergovernmental transfers as costs. Secondar{ly, comments have arisea
regarding the use of the Hospital and Related Services Consumer Price Index
(C.P.I.) as tha "trending factor® for projecting prior year costs into future

f_iscal years.

Due to several factors, It has become clear that the manner in which
the 0BRA 1383 limyitations ars implesented will be ciritical for the survivel of .
the health care sarety net in Califoraia. Since 'its inception,..the SB 858
program has provided funding that has supported the survival of nunerous DSHs in
California, particularly county hospitals. Nevertheless, as a result of
Californta’s significant recession aver the past fivg years, kay state and local
funding sources have been unable to kesp pace with the health care service needs
of our State’s growing uninsured population, which: is now approaching 25 percent
of the total population. Local government in particular has been unabla to
sustain its historic Jevels of funding for indigent:health care in the face of
unprecedented fiscal rressures and compatition for scarce resources. Many public
hospitals are struggling to maintain their viability. This economic reality,
combined with the potential effect of HCFA’s raluctance to approve the proposed
approach for implementing OBRA 1933, has now placed several county hospitals on
the verge of closura. In Los Angeles County, for exagple, the closure of LACHUSC
Medical Canter, one of the natfon’s largest hespitals, 15 under serious
consideration. o
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Given the critical nature of the situation at hand, DHHS and HCFA
staff invited the submission of 3 position statement regarding the major areas
of disagreenent or concarn in connection with c;11fornu‘s-propoud-uthodo.1m.
This Jetter 1s submitted in that regard. As set forth below, we strongly believe S
that Califernis’s proposed approac is Fully cansistent with the provisions of
0BRA 1993, and that t é proposed mathodalogy should be approved by your office.

1.. SECREVARY’S DISCRETION |

A central element of the OBRA 1693 statute relates to the
determination of hospital costs for purposes of celculating the maximum OSH
aymants for which FFP will bs available. As quotad above, the statute refers

to the hospital’s:
| "costs _1ncurrod . . . as determined by the Secratary

given this language, it s clear that Congress conferred on the Secretary an
extraordinary scope of discretion with respect to the recognition and
determination of haspital costs. As discussed below, given the statutory
Yanguage and tho case taw fn this ared, the Secretary's discretion would seem to
oxtend to the broadest ranges permitted to an adninistrative agency.

In the Medicaid and Medicara areas, the courts have routinaly
recognized tha Secretary’s broid scope of discretion. For example, with respect
to the definition of °reasonable costs® under Medicare, the Secretary’s
{nterpretation is entitled to considerable deference, 50 Tong as it is within the
general statutory guidelines established by Congre:s. The Secretary’s broad

discration in this regard has been confirmed in recent decisions of the United
1 Metli, _ALal UoS- ’ 115 S.Ct.

States Supreme Court (see Shalilp X GURINSS

1232, 1236 sless); T ., 1¥s.ct, 2181,
2159 (1”:) ' ”‘ M'-" ot (LU 113k hads- RSN 1Y .‘71 s
824, 530-31, 105 S.Ct, 2210, 221 (1885), regarding:Madicaid definition of the
term *institution for mental diseases.®) As noted in Thomas Jefferson Univ, Y.

. U.S. __, 114 5.Ct. 2381, 2387 (1894), broad defsrance is especiall

warranted when, ac hare, the issue concerns ‘i complex and Mghly technica
reguhtoq program,” and “entail[s] the exercise of judgment grounded in policy
concarns, : 1

(See

Through the lenguage of OBRA 1993, howsver, Longress conferved upen
the Secretary more than the normal lave) of program discretion. The text of OBRA
1993,  as quoted above, grants the Secretary the authority to act *with
Tegrslative effect.” (Sée, "f" ic15, 432 U.S. 416, 425, 97
5.Ct. 2399, 2005 (1877).) n allowing the Secratary to *deterwine” the
hosgitn!'s cogts, without reéference te a0y other touchstones, Cangress has
suthorized the Secratary brosd Jatitude to include casts that normally Right not
be recognfzed by HCFA or DHHS for other purposes. '



o Ju-11-1995 12:11 IGA P.@6/13
SUL=lE-19% "18:34 FROM  CRLIF DHS YO USSR  F.EeS/Bl2

* vl ¥

Bruce C. Yiadeck
July 10, 1995
Page 4

The scope of the Secretary’s ext_rlord,lnarg discretion here i5 evident

' from cases such as , 453 U.S. 34, 101 S.Ct. 2633
(1981). In that case, Medicaid requlations pertxin}ng to incoms and resources
requirenents for program s1igibi) ity ware at {ssue, specifically those describing
the circumstances under which the income of ona spouse may be deemed “available”
to the other. The particular statute upon which the Secretary relied, Section
1902(a){17)(8) of the Social Sscurity Act (Act), specified that a State plan
wust: . -

. . . provide for taking into account only such incose
and resources as are, as determined in tccoréancc with

: :tu;ciiard: prescribed by the Secretary, a ailable to the
applicant . . . . _ _

No further guidelines ware enumgrated by the. statuts regarding the cancept of
ravailable” resources. On review, ths Supreme Court ruled that, in view of this
vaxplicit delegatian of substantive authority,” the Secretary’s definitfon of the
term "available® as prosulgated in the regulations ts:"entit #d to more than mere
deference or weight.” Rather, the Secretary’s definition was entitled to
*legislative effect® because: ;

. « « in & situation of this kind, 'Congr:ss antrusts to
the Secretary, rather than to the courts, the primary
responsibility for interpreting the statutory term.

(schwpiker v, Gray Panthers, at 44, quoting Batterton v, Francis, at 425.)

" The manner and scope in which Congress delegated authority to the

Secretary regarding the computation of the OBRA 1993 1imitations is similar to

the situation at issue in ,  Thus, in view of the

ruling by the Supreme Court, it is apparant that the: Secretary has the broadast

passible authority and discretion to approve California’s proposed methodology
for implemanting OBRA 1993. : h .

In addition, the absence of any fadera) regulations implementing the
OBRA 1993 provisions suggests that maximum flexibilily should be granted to the
statas at this juncture. In the contaxt of a federal/state cooperative progranm,
such as Madicaid, the State, in its partnership role with the Fadera) Goverpment,
§s entitled te ragulatory guidance from the Secretary regarding the application
of federal 1imitations. Whers, as hare, the Secretary has vast discretion, but,
as hore, has published no regulations, the equitias are clearly in favor of
::I?Hfo:?ia to craft 1tc progray Within the wide bounds of the Secretary’s

scretion. ;
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1. CALTFORMIA PROPOSAL FOR CALCULATION OF OBRA 1953 LINTTATIONS.

Based an several recent discussions with DHHS and HCFA
representatives, two topics have emarged as the. primary. federal . concerns
regarding California’s proposed methadology. These toptcs are (1) the inclusion
aof certain jntergovernmental transfers as .hosﬁitat- costs, and (2) the trend
factor to be used in the expense formula. Both of thase topics are discussed
below: :

A. Inclusion Of Transfers As Costs

1.  Oiscretionsry Autherity

In light of the Secretary’s extraordinary discretion to interpret and
apqu the OBRA 1§93 provisions, set forth below §s supporting rationale for
Cal{fornia’s mathodology on the points in question. California has proposed, for
purposes of the OBRA 1993 caleulations, that certain:amounts paid by counties to
tha State in support of the Medi-Cal program ‘ba included as hospital costs.
These payments consist of mandetory {ntergovernzental transfer assassments upon
thosa counties that:are the licensees of hospitals determined to have DSH status
for a particular State fiscal yeir. Transfer amounts are assessed on such
counties ss of July 1 of sach yeir, solely as a result of their ownsrship and
ogention of a hospital (see Calif. Welf. and Inst. Code § 14183(e).(f),{g)):
The counties have no choice ss to whether to p?'the transfer amounts in
quastion. Should a county not pay the funds to the State on a timely basis, the
State Controller myst offset tmmediately the amount owed against any funds that
would otherwise be payable by the State to the particular county (see calif.
Welf. and Inst. Coda § 14183(J 51& For the reasons discussed below, thesa
vandatory transfer amounts sheu recognized as hospital costs for OBRA 1893

purposes.

The OBRA 1953 Vimitations are intended to restrict FFP to the federal
share of each hospital’s .net costs of ~providing servicas to Medicaid
benaficiaries and individuals without health insuramce. A key slement of the
calculation, therefore, is the determination of pmet: costs. The concept of net
costs logically should include all costs incurred by or on behalf of the hospital
in connection wWith its cparations, especially those cogts: incurred as & result
of providing services to Ned{-Cal and uninsured patisnts. Where an expensg must
be paid (as a matter of law) solaly as a result of operating the hospital, and
is closely tied to services to indigent patients, it s as much an element of net
costs as 1§ any labor cost or cost of supplies. ' '
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- In the cass of the transfers {n quastion, the cost is incurred by the
‘county based sofely em 7ts ownersh1p and operatfon of a hospital. This, by
itself, should be sufficient for the Secretary to recog‘niz. the cost as relating
to hospital activittes for purpeses of the OBRA 1933 calculations. Further
support exists far the propasition, however, since rec nition of the transfers
as a cost of hospital operations is fully consistent:with the concepts contained
in the Sacretary’s own Nedfcare cost reisbursazent principles.

. Hedicare Principles

Although the Secretary is not 1imited to the aprhcatlon of Nedicare
reasonable cost principles, the transfer costs in question meet the general
Medicare principles for rscognition of costs, since they are casts related to
patient care jncurred by a related organizatien on behalf of a hospital, as
discussed below. . '

Under the Hadicare progranm, reasonable costs are those *actually
{ncurred,” excluding any cost found to be unnecessary in the efficient delivery
of needed health services. ~ (Sec. Sec. Act § 1861{v}(1)(A); 42 V.S.C.
§ 1395x(v)(1}{A).) Reascnable costs include a1l ;necessary and praper costs
{ncurred in furnishing the services, subject to principles relating to specific
ttems of revenue and cost. (€2 C.F.R. § 413.9(a).) . Costs related to patient
care "include a11 necessary and proper costs which ‘are appropriate and halpful
in devaloping and maintaining the operation of patient care facilities and
activities. Necessary and proper costs relatad to patient care are ysually costs
which are -common and accapted occurrences jn the field of the provider’s
activity.” (Provider Reimburseaent Manual (PRM) § 2102.2; 2 C.F.R.
§ 413.9(b)(2).) : ; -

The Medicare regulations provide that costs applicable to servicas,
facilsties and supplies incurred by organizations related to the provider by
common ownership or control may be included in the allewable costs of tha
provider. (42 C.F.R. § 413.17(a).) Under this rule, an organization related to
3 provider as a result of common ownership or control is treated as {f it were
a part of the provider. With respect to providers opersted by 3 encies and
departments of local governments, the Medicare rules provide speci ically for
allowable costs of governnant support sorvices to 16cal governmental providers.
(PRM § 2156.) Such costs are includabla in the a)1owable costs of the provider
to - the extent they are: (1 reasonable; (2) related to patient care;
allowable under Nedicare regulations; and {4) allocated on an acceptadle basis.
]d. Costs that ara allocated to a2 provider froa a servicing governmental unit.
must fairly represent the benefits received by the iprovidar. (PRM § 2156.2.)
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In general, Medicare cost principles recpgnize certain tax expenses
as allowabla costs, so long as there are no Tegally available exemptions, and
such taxes are not assessed on the basis of income or excess profit, Allewable
tax expenses do not include fines and penalties. (PRM §§ 2122.1 - 2122.2.) As
discussed below, the mandatory transfers in a'ucstipn sre substantially equivalent
to a tax; therafore, the recognition undar Medicare principlas that taxes can be
allowable .costs. provides solid support for Catifornia’s methodology.-

3. -Incluﬂon'nf-'n;o Haﬁdl‘.’pﬂ-'[rln:ﬂun As Costs Is Comsistent
" ¥ith Kedicare Principles : :

HCFA has consistently acknowledged the common omership and control
relationship betwaen public entities {such as counties) and their hospitals.
Counties and their -hospitals roytindly have been treated as related organizations
under 42 C.F.R § 413.17. Thus,, the transfar costs jncurred by countias sheuld
be regarded as having been incurred by their hospitals.

The transfers under the SB 885 program.are assessed upon counties
bagad upon the health care operaticns of the haspital{s) for which they are the
licensees. The assesszents are for Medi-Cal purposes, and do not fall within the
categories of goneral gevernmantal expenses t at would not be allawed under
Nedicare cost principles, Rather, aynent of the transfers is analogous to tax
assessments recognized as costs under Medicare printiples.

Because California lav mandatas the ayment of the transfer amounts,
and because the transfers arise from the operation of & haspital, the transfers
are necessary and proper and related to patient cars. Furthermore, since such
transfors are required of several doZen public agencies in California (fncluding
countias and hospital districts), the transfers constituta costs that are common
and accepted sccurrences in the field of tha provider’s activity.

. The transfer of funds in this situation also involves un impartant
elamont that dees mot exist in scme other states. Here, the transfers are mads
by numerous Toca) agencies fo the State. Tha transfers are not solely between
and among State agencies themselvaes. The transfers:clearly invelve 8 change of
ownership of the funds between the local agencies and the Stats. This change of
ownership supports recognition of the transfers as. a cost at the local Jevel,
since the transfer involvas a divestiture of assets (7.9., an expenditure) at the

local level.” Whers there is na divestiture, and ownership of the funds never

¥ californfa law is clear that 3 change of ownership occurs regarding the
funds. Upon receipt of the transfers, the funds are imaedistely deposited by the
State in the State Treasury (see Calif. Welf. and Inst. Code § 14163(b), (k)),
and are ownad by the State. Most of the funds are used for the $.B8. 855 prograa.
Howevar, a portion of the funds, once owned by the State, 1s directed to the
Health Care Deposit Fund, to be used for other Medi-Cal purposes (see Calif.
Welf. and Inst. Code § 14163(d)(2)). '
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really changes (as might bs the case in other stites- where -transfers occur
primarily between and among state agencies), the analysis aight not be the same.

. given the foregoing, we bal fave that Medicare concepis and principles
Eﬂﬁ:}de :trg\g support for the OBRA 1393 calculation methodology proposed by
alifornia.” : :

&.  Nedicaid Principles.

given the extragrdinary discretion affonded to the Secretary under
OBRA 1993, and the support provided by Medicars {nciples for California’s
proposed - mathodolegy, 2 fina} wrea of authority te consider s the Medicaid
statute, regulations and case lav. As discussed balow, thera {s no Medicaid
statutory provision or regulation that preciudes the transfers in question from
being recognized as costs for purposes of California’s fmplamentaticn of OBRA
1993. On the conatrary, Madicatd statutory provisions enacted in 1991 lend .
support to recognition of the transfers as costs for OBRA 1993 purposes.

s Medicaid Statutes, Regulatipns And Cases

There is na Medicaid statute, regulation or controlling case
authority that precludes the secretary from permitting california’s recognition
of the transfers as costs for OBRA 1993 purposes. The Medicaid statutess,
regulations and cases typically focus on the appropriateness and valtdity of
State expendituras under particular fedoral statutes or reguiations. (See, a.9.,
82 C.F.R Part 441.) Hers, 38 discussed above, the OBRA 1933 language Providos
vast discretion to- the Secretary and there are no regulations {or for that
matter, even proposed regulations). There is no. controlling case 1aw, since the
DBRA 1993 pravisions have not bean. addressad by the courts. Thus, there 15 no
1egal barrier to the secretary’s approval of Califarnia’s pethodology.

The Nedicaid voluntary Contribution and Provider-Specific Tax
Amendments of 1991 (H.R. 3595) addressed certain jssues concerning the treatment
of taxes, donations and {ntergovernmental transfers for Medicaid purposes. H.R.
3595 added Sectfon 1903(w), which restricts FFP when states are involved in
certajn provider-ralatsd donaticns of health care-related taxss.

¥ uhile Madicare concepts and principles suppert California’s proposal, it
is nat our suggestion that these mandatory transfar costs must be recognized and
reimbursed under the Medicare program jtself. Tha Secretary’s discretion under
DBRA 1993 s extriordinarily extensive. An exsrcise of that discretion for
gurposes of a highly tachnical calculation relating to-a particular Medicatd
jmitation does not mean that the sane treatment of the costs should or must be
granted for any other federal purpose or under any ‘other federal progras.
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: . Under Section 1303(w), the definition of taxas {nclydes "“any
licsensing fee, assessment, or other vandatory paywent . . . ¢ (Soc. Sec. Act
§ 1903(w)(7){F)s 42 U.S.C.. § 1336b(vw) 7)(F); ewphasis. added). With respect to
the troatment of {ntergovernmantal ransfars, - Section 1903 (w) specifically

provides:

For purposes of this subsection [§ 1503( ], funds the use of
which the Secretary bay aot restrict unaer subparagraph ({}]
[funds transfarred from or cartified by units of government
within a stata), shall not be considared to be 3 provider-
related donaticn or a health care related tax.

(Soc. Sec. Act § 1903 (u) (6 (B}, 42 U.S.C. § 1396b(w) (6) (8); amphasas added.)

: : It ts clear that intergovernmental transfars ars aot to be
considered within the ambis of the term "health care related taxes® and subjected
fo the restrictions of Section 1303(w). By {ts terss, Section 1503 (w) precludas
transfers from being part of the disfavored category of “health care relsted”
taxes. Furthar, in no way does Section 190!(!? or any other component of H.R.
3598 take any step to preclude the re nition of such assessments as the
substantial eguivsient of 8 general tax Tor Medicaild purposes, including the
recognition of such expenditures as 2 cost {n calculations under OBRA 1993.
Thus, there is absolutely no Indication that such transfers cannot be included
as costs of hospital eperations for 0BAA 1993 purpases.
. Given the consideradle attention devoted to provider taxes and
intergovqernmental transfers in connection with. the development of H.R. 3595 in
1991, it would have been appropriste for Congress td addrass dirsctly the topic
of transfers had it {ntended t0 ﬁbsolutdy bar thésir recognition as provider f
costs for all Medicaid purpeses. The topic <ould have been addressad agun |
in the develapvent of OBRA 1893. In light of the silance of Congress on this
. tople, it is apparent that the Secretary has discrdtion to approve, and should
approve, California’s proposad methodology for implementing OBRA. 1893.

g. ° Trend Facter

California’s proposad nethodology for prospective determinatian of
the OBRA 1993 limitations applies a trend factor to project hospitel costs for
an upcoming State fiscal year from prior year data; Tha g acific trend factor
used 15 the C.P.I. for Hospita) and Related services for A1l Urban Consumers,
developed by tha Bureau of Labor Statistics of the:U.S. Department of Labor.

v Under H.R. 3598, the Secretary has continuing suthority to address the
zopic of intergovernmental transfers through the formal Adainistrative frocedure
Act regulatory process. (H.R. 3535, § S(b); House Conf. Rept. No. 102-409,
reprinted fn U.S. Code Cong. & Admin. News 1441, 1442.) To date, the Secretary
has not taken steps in that regard. .
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' Becausa the Hospital and Related Servicas c.p.l. is specific to
hospital services, and {ncludes both inpatient and out atient services, iis use
{s appropriats for projecting prior yaar data to determine prospactiu'ly the OBRA -
19938 1imitations. As & statistic that 1s regularly {gsyed by & federal agency.
it should be relfable and accuraté from year te yaar.

7o date, the. primary comment by DHHS and HCEA reprountatives
regarding California’s proposed trend factor is that the proposal ‘warrants
further review and cunﬂ:lntion.' for California, and es cially for the pubiic
DSH haspitals, it is {mperative that an d propriate tre factor be included in
the oaa.g 1998 calculations. The trend factor proposed by california is reliable,
accurate and apgropriau. Accordinaly, it should be approved for use in
California’s mathodology for implamenting OBRA 1983-

[11. INPACT ON FEDERAL DSH EXPENDITURES

: It 1s important %W recognize that California’s proposa] will not
fncrease federal expenditures fros current lavels. Because federal law
X " jmpases_an annual limit on tetal pSH paymant adjustment amounis on a statewide
T\ basis, California’s ropasad OBRA 1953 nathodology cannot rasyit in an increass
g in federal DSH expen itures. Section 1923(f) of the Act (42 V.S.C. § 1356r-4{f))
\ provides that no foderal funds are available to match state OSH expanditures in
oA Pcess. of each state’s OSH allotment. california’s allotment 13 ¢ roximately
! $2.2 biliton in total OSH payments per fadoral fiscal yedr, $1.1 b41140n of which
. represents federal funds. €0 - Federal Ragister: 3250 (January 13, 1995).)
o Nething in the State’s propost would permit or cause Californis to axceed this
o maxiaug federal allotsent. Instead, federal sxpenditures under the S.B. 835
N progran will remain at currant levels or will dacrause (because somg, hospitals
(R will suffer DSH payment reductions under the proposed pathodalogy) - '

% As you may know, the S.B. 855 progran has always been structured to provide
DSH paymants only to those hospitals that regularly provide Yarge volumes or
ratios of services to-Madi-Cal nnd(or indigent patients. MNo hospital receives
S.B. 855 payments unlass {ts Medi-Cal utilization rate is at 1east ona standard
daviation above the maan, or its 1ow income utilization rate exceeds 25 percent
{see Calif. Welf. and Inst. Code § 1‘105.98(9)(2{){. Thase ara the most rigid
a'lig!bmty standards permitted under faderal : law (see Soc. Sec. ict
- § 1923(b)(1), & U.S.C. § 1396r-4(b)(1)). 1f {t’'s proposal for § Terenting OBRA
1993 were rejected, California cou d maintain it full federa a)lotment by
applying Jess rigorous eligibility standards, a5 permitted by fedoral law. This
would maintain the federal expenditure: level at about $1.1 billion per year,
would provide federal OSH funds to hospitals that provide far fewar sgrvices o
the indigent, and could severely undermine the - hgalth care safaty net in
" California. It is difficylt to beifeve that such:a counter-productive result
{ could have been intended by Congress. Rather, wé believe that Congrassional
.\_\\mtent for the DSH progran supports a gethodology for OBRA 1593 calculations that

) : : . (continued...)
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The California proposal will not result.in tha absence of an actual
and practical Timnitation on hospital-spectfic DSH phyments. It is anticipated
that, under the Bprnposed mthodul?y. ounerous DSHs {n California will, in fact,
have their SB 855 payments raduced. At ths same tims, the methodology involves
a reasonable and balanced approach that will serva to preserve California’s
health care safety net. As such, we beliave the ¢aliforata wethodology will
fully and properly implement Congress tonal intent. ! .

IV, COMCLUSION ' :

For the reasons discussed above, it 15 litec‘uasted that DHHS and MCFA
approve ‘ California’s proposed methodology for aplemanting the DBRA 1993

Timitations. The proposal is Tegally sound, 3ppropr ate undar the circumstances,
and within the Secretary’s discration to approve. .

Sinceraly,

‘Weputy Oinector
Madical Cire Services

cc: The Honorable Donna shalala :
Secretary of Health and Husan servicas
200 Indepandence Avenue, S.W.
Nashington, D.C. 2020}

Ms. Nancy J. Dapper

Acting Regiomal Adainistrator ,
Haalth Care Finaincing Administration -
75 Hawthorne Street, ourth Floor :
San Francisco, Califernia 94105

Ms. §. Kimberly Belshé
Dirgctor .

714 P Street, Room 1263
sacramento, California 95814

v (...continyed)
paintains and praserves the safoty net.
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California Association of
§ Public Hospitals and Health Systems
ph 2000 Center Street, Suite 308, Berkeley, CA 94704 Phone 510/ 649-7650 Fax 510/ 649-1533

July 11, 1995

Bruce C. Vladeck, Ph.D.

Administrator

Health Care Financing Administration

Hubert H. Humphrey Building

200 Independence Avenue, S.W., Room 314G
Washington, DC 20201

Re: Medi-Cal Program - Implementation of OBRA 1993 Limitations

Dear Dr. Vladeck:

On behalf of the members of the California Association of Public Hospitals and Health Systems
(CAPH), I am writing to express our full support for the attached State Department of Health
Services’ (SDHS) letter regarding two critical components of California’s proposed methodology
to implement the OBRA 1993 limitations. CAPH has worked closely with Los Angeles County,
numerous other counties around the state, and with representatives of SDHS to develop a
methodology implementing the hospital-specific payment limitations that is coordinated with and
integrated into California’s existing disproportionate share payment program. We believe that
the proposal fully complies with federal statute at the same time that it preserves vital federal
dollars for California’s increasingly fragile health care safety net.

California’s five-year recession has disproportionately impacted local government, which by legal
and moral mandate serves as the state’s health care safety net. Faced with increasing economic
pressures, counties have simply been unable to keep pace with the demand for needed health care
services and mounting competition for scarce resources. Many public hospitals are facing
substantial service reductions; some are facing potential closure.

Despite a recent upturn in the economy, California still has one of the highest unemployment
rates in the country. More than 6.5 million Californians have no insurance at all, while millions
more are underinsured. The vast majority of our state’s vulnerable and low income populations
rely on public hospitals and health systems as their only source of care. The disproportionate
share program has provided a critical funding source for counties in their efforts to maintain a
safety net system of care.
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The manner in which the OBRA 1993 limitations are implemented will be critical for the survival
of this safety net. We stand ready to work with you and with representatives of SDHS to ensure
a speedy resolution to this critical issue.

I look forward to talking with you at your earliest possible convenience.

Sincerely,

Lo Wi

Denise K. Martin
President & CEO

c: Kim Belshé, Director, State Department of Health Services
John Rodriguez, Deputy Director, Medical Care Services, State Department of Health Services
CAPH Board Members



HOSPITAL TYPE

IGT HOSPITALS
County Hospitals except LA CO
Les Angeles County Hospitais
District Hospitals
University of California Hospitals

ILLUSTRATION OF CA USE OF IGTs FUNDS (LE. DSH TAKEBACK_) DURING SFY 19931994

COMPUTATION OF EXCESS IGT AMOUNT RECEIVED BY STATE FROM IGT HOSPTIALS:

Statewide Totals IGT Hospitals

NON-IGT HOSPITALS
Community Hospitals except Childrens
Childrens' Hospitals

STATE APPLICATION OF EXCESS $301,298,873 IGT AMOQUNT RECEfED FROM IGT HOSPITA_LS:'

Statewlde Totals Non-|GT Hospitals

NET EXCESS IGT RETAINED BY STATE

LENAME:IGTUSE DISC,CAMACY

A B c , o} E
TOTAL IGT NEEDED AS TOTALIGT NET "EXCESS NET REVENUE
DSH PAYMENT STATE SHARE OF PAYMENT AMOUNT  IGT PAYMENT AMOUNT RECEIVED
AMOUNT DSH PAYMENT TO STATE TO STATE BY IGT HOSPITAL
(A x 50%) (C-B) (AC)
£730,691,246 $365,345,623 $484 317,022 $118,971,399 $246,374,224
$968,921,310 $484 460,655 $642,220,755 $157,760,100 $326,700,555
$2,745,900 $1,372,950 $1,820,038 $447,088 . $925,862
$148 140,495 $74,070,248 $98,190,533 $24 120 286 $49,940,962
$1,850.488 651 $925,249 476 $1,226, 548,348 $301.298.873 $623,850,603
EXCESS IGT NET REVENUE
AMOUNT APPLIED  AMOUNT RECEIVED
AS STATE SHARE  BY NON-IGT HOSPITAL
$220,178,264 $110,089,132 $0 $110,089,132 $220,178,264
373,329,300 $36,664,650 $0 $36,664,650 $73,329,300
$293,507,5684 $146,753,782 30 $146.753.782 $293,507,684
$154,545.091
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ILLUSTRATION OF CA USE OF IGTs FUNDS (.E. DSH TAKEBACK) DURING SFY 1934/1995

|[COMPUTATION OF EXCESS IGT AMOUNT RECEIVED BY STATE FROM IGT HOSPTIALS;

FILENAME:!IGTUSE DISC,CAMACY

A B C . D E
TOTAL IGT NEEDED AS TOTAL IGT NET "EXCESS NET REVENUE
HOSPITAL TYPE DSH PAYMENT STATE SHARE OF PAYMENT AMOUNT  IGT PAYMENT AMOUNT RECEIVED
AMOUNT DSH PAYMENT "TO STATE TO STATE BY IGT HOSPITAL
(A x 50%) : (C-B) (A-C)
IGT HOSPITALS
County Hospitals excep: LA CO $716,150,826 $358,075,463 $524 767,403 $166,601,040 $191,383,623
Los Angeles County Hospitals $948,442,435 $474,221,218 $694,981,539 $220,760,322 $253,460,896
District Hospitals $5,039,915 $2,519,958 $3,693,053 $1,173,096 $1,346 862}
University of Califomia Hospitals $138,032,850 $69,016,325 $101,144,930 - $32,128,805 $36,887,720
Statewide Totals IGT Hospitals - $1,807,665,926 $903,832,963 $1,324,566,925 $420,753.862 $483,079,001
STATE APPLICATION OF EXCESS $420,753,952 IGT AMOUNT RECEIVED FROM IGT HOSPITALS:
EXCESS IGT NET REVENUE
AMOUNT APPLIED  AMOUNT RECEIVED
AS STATESHARE  BY NON-IGT HOSPITAL
NON-{GT HOSPITALS
Community Hospitals except Childrens $298,115,888 $149,057,944 so $149,057,944 $208,115,888
Childrens' Hospitals $63,878,650 $31,938,325 $0 $31,938,325 $63,878,650
Statewide Totals Non-IGT Hospitals $361,932,538 $180,996,260 $0 $180,996,268 $361,982,538
NET EXCESS IGT RETAINED BY STATE $239,757.693

1710795

12:18 PM

308 QIVOIQAW V4OH WO¥d WA€P-10 G66-L0-L0

04



" 07-07-95 10:34AM PROK HCFA NEDICAID BUR P2

speclal Maedi-Cal Payments by Counties to State

(Referred to as "Takebacks" by Counties)

During the course of our Administrative Claiming Resolution
Procass in California, county perscnnel commonly noted that the
state was balancing the Medi-Cal budget at county expense through
two sBo-called "takebacks": Medi-Cal Administrative Claiming (MAC)
and Intergovernmental Transfers (IGTs) for Disproportionate Share
Hospital (DSH) payments.

MAC TAKEBACK

The current MAC legislation requires each County to remit to the
State a pro-rata share of its MAC revenues each SFY year beginning
in SFY 94/95. This amount totals $200 million Statewide and is
contained as a line item in the original State budget for SFY
94/95.

The original MAC takeback estimate included in the State budget was
pased upon the inflated MAC revenue projections developed under the
original MAC proposal. However, a8 a result of the .HCFA
disallowance and the revised MAC revenue estimates being projected
under the resolution process (which may not reach $200 million
Statewide), the State is proposing legislation which will reduce
the MAC resolution process takeback to a total of $20 million
Statewlde. This amcunt was contained in Governor Wilson's May
budget revision. Pending passage of this legislation, Counties are
refusing to submit any resolution process claims for SFY 94/95
since any revenues generated for the Counties by these claims are
subject to the original $200 million takeback until the legislation
Is changed. The $200 million was to be deposited to the Health
Care Deposit Fund for support of the Medi-Cal program. There 18 no
direct state outlay for match under MAC. The counties pay the non-
Federal share of the match through Certified Public Expenditures ">
(CPE) and also reimburses the mtate its costs of administertng—the
MAC program.

In addition, we understand from the Counties that the State is also
proposing legislation that will alter the takeback mechanism and
tie the takeback prospactively to the recently implemented TCM
services. Thus, the Countises will again be sub)ect to & takeback
under TCM.

The Stata could provide immediate ralief to the Countias by
releasing them from the MAC regclution process takeback amounts and
from the future proposed legislation that requires the takeback to
be imposed upon the TCM services.
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IGT - DSH TAKEBACK

The IGT - DSH payments have just recently become an issue, and only
then in the context of our providing technical assistance with
respect to raising cutpatient rates to public providers. OBRA 93

establishes hospital-specific payment limits which many county
hospitals will likely exceed if they get substantial increases to
their outpatient rates. As currently structured under OBRA 93,

public providers could find themselves losing $1 DSH for every $1

of increased Cutpatient rata. CA counties and the CA Association
of Fublic Hospitals (CAPH) will soon propose (it’s unclear whether

the state will endorse the proposal) to the Administrator that the

OBRA 93 hospital-spacific limit include IGT payments as a provider
cost. If calculated in this manner, the hospitals would be able to

have much higher DSH limits and be able to retain the increased
OP rate money. We have told the state, LA County, CAPH, and

willie Brown's staff that the IGT-as-a-cost proposal could not be

endorsed by HCFA’s technical and policy staff,

- = -r"—“\v\—_

CA’s DSH allotment Is right at $2.2 billion: $1.1 billion is FFP
and $1.1 billicn is IGT provided by the counties. An IGT payment
to the state has three components:

1. The DSH match for that county‘s DSH hospitals.

2. The DSH match for private hospitals for which the state has
not required an IGT. (Community and Children‘s Hospitals - see
middle column of Lotus Chart I earlier sent you).

3. The county share of funds which will be used for genaral
health purposes.

Referring to the 93/94 chart:

Gross DBH Paymant divided by 2 = IGT needed for DSH Match 1=
$1,072,003,258. but total IGT payments were budgeted at
$1,226,548,348. The excess IGT payments of $154,545,090 were
used for genaral health purposes. According to state DSH
staff, the excess IGT payments for SFY 94/95 are in excees of
$200 million.,

Ravised Wednesday, 7/5/95 AM by Tom Coupar and Bill Lasowskli. File
renamed ‘TAKES5.WP" on Coupar’s Dunn No.l. PROFS‘d to The
Administrator‘s Office and Bill Lasowski, with a hard-copy to
Grantland Johnson.

filename:take disc:camac?



Budgeted Disproportionate Share Hospital Payments FFor State Fiscal Year July 1993 Through June 1994

Hospital Type

County Hospitals except LA CO
Los Angeles County Hospitals

County Hospitals Sub-Total

Community Hospitals except Childrens
Childrens' Hospitals :

Community Hospital Sub-Total

District Hospitals
University of Califormia Hospitals

Statewide Tofal for 87 Hosprtals

Detail of Los Angeles County Hospitals
Harbor -UCLA
High Desert
Martin Luther King/Drew Medical Cntr
Rancho Los Amiges
USC Medical Center
Qlive View Med Center

Total LACO Hospitals

Gross Payments to Hospitals
% of Total Amount

34.08% $730,691,246
45.19% $968,921,310
7827%  $1,699,812,558
10.27% $220,178,264
3.42% $73,329,300
13.69% $293,507,564
0.13% $2,745 900
$8.91% $148,140,495
100.00%  $2,144,006,515
7.77% $166,644,590
0.28% $5,875,360
5.66% $121,311,360
4.17% $88,321,700
20.63% $442 327,320
6.69% $143,340,980
45.19% $968,921,310

Intergovemmental Transfer
% of Total Amount

22.59% $484,317,022

- 29.95% $642 220,755
52 54% $1,126,537,777
0.00% $0
0.00% $0
0.00% $0
0.08% $1,820,038

4 58% $98,190,5633
57.21% $1,228,548,348
515%  $110,455424
0.18% $3,960,5690
3.75% $80,407 637
2.76% $59,204,240
13.67% $203,183,546
4.43% $95,000,318
29.95% $642 220,755

L]

Net Revenue to Hospital
% of Total Amount
1145%  $248.374.224
1624%  $326.700.555
2673%  $5T3.0TA779
1027%  $220,178.284
3.42% $73.329,300
§369%  $293,507,584
0.04% $925,862
2.33% $49.040.982
4279%  $917,458,167
2.62% $56,189,185
0.09% $2.014.770
1.91% $40.903,723
1.40% $30 117 480
6.06%  $149,143774
2.25% $48 331,662
1524%  $326,700,555

Purpose To show the general relationship of DSH activity in CA and in Los Angeies County. Final DSH allotment was $2,191
Source Prepared from CA State budget reposts by Thom Coupar 4117/95. Dunn#1 Disc ‘DSH495.wk1 & IMpress

Note State match for Community and Childrens Hospitals is funded by the Intsrgovemmental Transfers Acéount

filename:dsh495x disc.camacs
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Budgeted Disproportionate Share Hospital Payments For State Fiscal Year July 1984 Through June 1995

Hospital Type

County Hospitals except LA CO
Los Angsles County Hospitals

County Hospitals Sub-Total

Community Hospitals except Childrens *
Childrens’ Hospitals .

Community Hospital Sub-Total

District Hospitals '
Unliversity of Californla Hospitals

Statewide Total for 87 Hospitals

Detail of Los Angeies County Hospitals
Harbor -UCLA
High Desert
Martin Luther King/Drew Medical Cntr
Rancho Los Amigos
USC Medicat Center
Qlive View Med Center

Total LACO Hospitals

Cross Payments to Hospitals
% of Tolal Amount

33.01% $716,150,926
43.71% $048 442 435
78.72% $1,684 593 381
13.74% $208,115,888
2.84% $63,876,650
16.88% $381,992,538
0.23% $5,039915
6.36% $138,032,850
100.00% $2,169,658,464
7.15% $155,099,460
0.25% $5,331,010
6.97% $151,228,720

3 66% $79.514,105
18.65% $404 621,080
7.04% $152,648,080
43 71% 3048 442 435

24.19%

32.03%
58.22%
0.00%
0.00%
0.00%
0.17%
4.68%

61.05%

524%
0.18%
5.11%
2.68%
13.67T%
5.16%

32.03%

Intergovernmental Transfer
% of Total

Amount

$524,767,403
$684,981,539

§1,219,748,942
$0
$0
$0

$3,693,053
$101,144,930

$1.324,586,925

$113,650,821
$3,006,356
$110,814,484
$58,264 828

. $296,490,509

$111,854,531
$694,981,539

% of Total

Purpose To show the general relationship of DSH activity in CA and in Los Angeles County. Final DSH allotment was $2,191

Source Prepared from CA State budget reporis by Thom Coupar 7/03/95. Dunn #1 Disc 'DSH495.wk1 & IMpress
Note State match for Community and Childrens Hospitals is funded by the Intergovernmental Transfers Account.

Net Revenue to Hospital
Amount
8.62% $181,383,523
11.68% $253,460,896
20.50% $444 844,419
13.74% $298,115,888
2.84% $83,878,650
16.68% $361,092,538
0.06% $1,348,862
1.70% $38,887,720
38.95% $845,071 539
1.91% $41,448 639
0.07% $1.424,854
1.86% $40,414,226
0.98% $21,249 277
4.98% $108,130,571
1.88% $40,793,529
0.00%
11.68% $253,480,806

DSH alkotment is $2,191,451,000 - State will pay up to the alkoiment with a lump sum adjustment. 97 dsh hospitals sfy 84/95 same as pravious yr

filaname:dsh495x disc.camac?
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Office of the General Coupsel

JUL 111985

NOTE TO BRUCE VILADECK

Re: California’s Calculation of the Costs of Furnishing Hospital
Services Under OBRA ’93

Section 13621 of the Omnibus Budget Reconciliation Act of 1993 (OBRA ’93)
established hospital specific limits on the amount of Medicaid payment adjustments
States may make to disproportionate share hospitals. The statutory limit for any
hospital is the amount by which "the costs incurred during the year of furnishing .
hospital services" for Medicaid beneficiaries and the uninsured exceeds the payments
the hospital receives from Medicaid and the uninsured. The applicable legislative
history provides that Congress sought to limit DSH payment adjustments to no more

than the costs of providing inpatient and outpatient services to Medicaid and uninsured

patients, less any payments the hospital received on their account.

You have requested our comments on LA County’s proposal to include, as a cost of
furnishing hospital services to Medicaid beneficiaries and the uninsured, that amount
of the public hospitals’ Medicaid disproportionate share hospital (DSH) payments that
the counties are required to return to the State. After several conversations with
representatives of LA County and reviewing the relevant statutes and legislative
history, we have concluded that such inter-governmental transfers (IGTs) of funds
between certain counties and the State of California do not qualify as "costs” of

furnishing hospital services.! B

! Under California’s arrangements for financing its Medicaid program, certain
public facilities, including the large public hospitals such as those in Los Angeles |
County, are required as a matter of State law to return to the State treasury a
significant percentage of the payments made to the hosp hospltal under the Medicaid DSH

program. The State uses these payments to finance portions of its Medicaid program, ;|

thus being able to generate additional Federal matching payments without using any
additional State money.

{C DEPARTMENT OF HEALTH & HUMAN SERVICES Haalth Care Financihg Di\lsi'on
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In order to facilitate State calculation of the "costs... of furnishing hospital services”, |

I

HCFA permits States to use the definition of allowable costs in the State plan, or any | .
other definition, as long as the costs determined under the definition do not exceed the;
amounts that would be allowable under the Medicare principles of cost reimbursementi

_While we have not been able to confirm with Medicare cost experts whether these
“transfers would be recognizable under Medicare cost principles, we doubt that they
would. However, as a threshold matter, it must first be determined whether these !
transfers are a cost at all. In fact, these payments are in no way related to the cost of|
providing hospital services, much less as a cost of providing services to Medicaid
beneficiaries and the uninsured. These payments are merely a device, called an
intergovernmental transfer (IGT), by which the State finances a portion of its
Medicaid program.

Rather than try to argue that the mandatory county inter-governmental transfers are
Medicaid or uninsured costs, LA County claims that the IGTs are total facility costs
that apply to all payors (all counties operating county hospitals) and are allowable
under the Medicare principles of cost reimbursement as a cost related to health care.
We believe the County understands and agrees that IGTs do not qualify as
expenditures or costs of providing care to Medicaid beneficiaries. Accordingly, the
County’s argument seems to be based on its characterization that such IGT costs are
related to beneficiary care or are necessary and proper costs incurred in furmshmg
hospital services in accordance with Medicare cost principles.

We find no evidence to support a claim that the mandatory inter-governmental transfer, .

from the counties to the State is an allowable cost or a necessary and proper cost
incurred in furnishing hospital services. In fact, the State establishes in advance the
amount of the so called "costs™ that must be transferred back to the State by the
counties. The transferred amounts are then paid out by the State to other providers

_Junder the Medicaid program. If we were to agree that these amounts are recognizable; .

as costs to the counties, we would have to acknowledge that they are being recognized
again as costs to the State’s Medicaid program when they are used as a basis for
claiming federal financial participation in these additional provider payments made by
the State. The transfer does not contribute to the provision of services to any
Medicaid beneficiary or uninsured individual at the facility by which they would be
claimed or in any other way increase the actual cost of any medical services rendered.

1
There is no évidence that the transfer provides services or goods that are related to | :

medical services. There is no evidence that the transfer is related to patient care
except that the State, through state law, earmarks the transferred funds to be used, in
part, for DSH payments to other facilities.
i \ b vy
i /
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Page 3 - Bruce Viadeck

For the above reasons we conclude that there is no basis in law for HCFA to
recognize the intergovernmental transfers, required by California law to be made by
county facilities to the State, as part of the costs of providing hospital services to
Medicaid beneficiaries and uninsured individuals for purposes of the DSH payment

limits in section 13621 of OBRA ’93.
'} M:Z?/
Darrel Grinstead

Associate General Counsel
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- SENT BY:L A COUNTY

PARTMENT OF MEALTH SERVICES

1 6-28-95

7:10 © CHIEF ADMIN OFFICE~

W/UCLA MEDICAL CENTER

AR 1995/96

reference for OBRA ‘23 Pa 7 of 12 '
A “un (4® s n

Prajected Prajected
Cumerd Nen-hindical Mandatory
Cpomes  Sve. MAC Exp. T

T FYTR68)  FU SR  Expenses (4) Plll-nl“k@_ml__.

Hospite
MedhCu /
MeGiCal!  Urisured
Urinered  Opumiing

$0.00 $10.00 $11185  8704%  $304.35
$0.00 £1.53 $111.85 87.04%  $311.72
scoo $1.53 $0.00 87.04%  $214.37
$0.00 _S1.53  $128.75 s7.04% $326.43
reference for OBRA 93 Page 10 of 12
M iaf sao B3 ) wy ® &3
Exponded Tum of BY) 1o (T) (4 )0-m7) - "~ 2
Cinic Esimated
vish cash
revenam pEymans Projected
(groes) from Meor-Calf Henpial O8H Under/(Ower)|  Projectsd
unirued Unlngureo Speclic Revenuo OSH Umik OSH Lossas
L _(Infintag) (6) Revanue DSHUMR  (100s06) ) (500 (v
$0.00 $3.38 $13601  $168.33 515265  $1g.6s —m
$44.20 5338 $17763  $13410 515285  (s18.55) ($9.28)
14420 s33s $17763 33874 s1s285  ($14559) | (857.95)
144.20  s3aa $17763 314880  $15285  (534) | ($1.92)

(1} This data is from the OSHPD report Fage 8 line 200 Column 1
(2) This data ie from ths OSHPD repornt Page 8 line 35 Column 1
(3} Revised to refiect more current estimates of S8 910 claims (MAC)

4) The S8 855 data is from the 1
(S) This data Is from QOSHPD ¢

994-85 program

epoit page 12 line 415 columns 9.7.9.11, 17 ana 1

{6) This data is fiom the OSHPD repon Page 12 line 460 Column 17 ardd 19 infiated 1o 1995-98
(7) OVUCLAMC s $16.68 milkon under OSH limR for Scenaric 1

12021567431:# 3/ 3
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COUNTY CF LOB ANGELES - DEPARTMENT OF HEALTH

OBRA '93 FORMULA - OLIVE VIEW/UCLA N

FISCAL YEAR 1985/06
Medi-Czi / Uninsured Expenses @ i Milions)
“n % Ay AN Us) “as o
a3 ¢ a3} o a

Prior Year Prior Year Priwr Year Projecied Adj. CRRP Proje

Tatd Urveimbursed CRRP OpealingEgarses Cuvert  Noneld

Cpecating Cost by the Spensee Trending forUpcoming DSH Expumos  8vs. MA

_ L Eoenees(1)  Uninmurad (2) €Y 100207 Faclor Pmt. Adustment Yaar ¢y motom Y

no 1 $191.1% $204 £0.00 128.28% $247.82 $0.00 $10.

2 $191.15 $2.04 $0.00 128 28% $247.82 $9.00 $1.¢

3 $191.15 $204 $0.00 128.28% $247.82 $0.00 $1.¢

[scerario 4 $191.15 $204 $0.00 128.28% $247.82 $0.00 Sl

Medi-Cal / Uninsured Revenues (3 In Miione)
" B B2 B3 B9 -BS) Mz {Be
Est. SB1Z55 38 Eol. patierd retated ~ Expanded

Cst. CRRP Rev seof June 1 MAC revenue cinic Esirny

for upcaming prior fo the for the valt oas

DEM paymant tpooming DEH upcoming ORK revenus Py

sduament payment payment (groes) frot

Hed-Lal Reveruse yt sdpatment year adjustrrent ynar uminat

tnpatiert OxApotiont {1993-96) (1085 -00) (1893408} @) [l

nario 1 $50.00 $29.00 $2.00 $41.62 $3.00 $0.00 $3.3

Scenario 2 $58 00 $28.00 $0.00 $4163 $141  $44.20  sas

Sconaria 3 $59.00 $28,00 $0.00 $4163 S1.41 §$44.20 s33

Lg-ﬂc s $59.00 $28.00 $0.00 $41.63 S1.4] $44.20 s3:
MNotes:

Scenaric 1= Original 1095/06 OVIUCLA MC data as submitted on 06/15/95 (1) Thisd:

Scenaric 2= Scenario 1 adjustcd for expended clinic viskt groes revenue (2) This de

Total LAC-DHS = $680 million, OV/AUCLA MC = $44.20 miilion {3} Revise

Scenario 3= Socanario 2 adjusted for removal of IGT (A8) as an expense {4) The 8t

Scensrio 4= Scenario 2 adjusted to add Expanded Clinic Visit IGT to column {(AS) (S) This oe

. (6) Thiso:

(T) OwuC

. (BDAYRION_SHCV. W) sve WIS 0436 P
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COUNTY OF LOS ANGELES
Chief Administrative Office
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TELECOPY
PLEASE DELIVER TO:
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Name: /(0/ Ltve- ) éz/ﬂ/t—zu/—w_“t,

Agency:

N

Telecopler #: > o ). 456~ )33/
Telephone #:

FROM:

Name: Marllyn Brown
Telephone #: (213) 974-1268
Telecopler #: (213) 620-1381

Subject:

Number of Pages (not including cover sheet):
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OBRA '93

- Hospital-Specific
DSH Payment Limitations

Proposed Draft Formula
June 19, 1995




Hospital-Specific
DSH Payment Limitations

e Limitation on total Medi-Cal disproporti'on'ate
share hospital (DSH) payments each DSH
hospital can receive per year

e Effective Date
 —Public hospitals beginning in State FY 1994-95
—- Private hospitals beginning in State FY 1995-96

Page 2 of 15

as of 06/19/99



DSH Payment Limitations

Implementation ‘

e Complete & apply calculation prior to start
of each DSH payment adjustment year

e Promote certainty of DSH funding for
each payment adjustment year

e Promote consistency with current DSH
program (SB 835)

Page 3 of 15

as of 06/19/95



DSH Payment Limitations

Hospital Expenses pau souce

e OSHPD Annual Hospital Financial Disclosure Report
- Specific to California |
— Same data source used to determine DSH eligibility
— Administrative ease
— Audited
— Only data source to delineate Medi-Cal and uninsured costs
o Hospital—specsixfic survey
— Medi-Cal Construction Renovation and Replacement Program (CRRP) |

- ‘Non-medical services related MAC

a5 of 06/19/95 Page 4 of 13



DSH Payment Limitations

Hospital Revenues pa soure:

e Medi-Cal | |
— Medi-Cal paid claims (Short-Doyle and all other acute)

« Same data used to determine DSH payments
« Actual Medi-Cal payments to hospitals
o Administrative ease
- Survey of hospitals participating in:
« Medi-Cal Construction Renovation and Replacement Program (CRRP)
« Non-medical services related MAC

e Uninsured | -
— OSHPD Annual Hospital Financial Disclosure Report

e Audited |
o Only audited report which includes cash payments to hospitals by the

uninsured

e SB 1255
— Most recent SB 1255 contract rates on file with CMAC at the time the

hospital-specific DSH limit is being calculated

as of 06/19/92 Page D of 15



DSH Payment Limitations

“Calculations

Hospital

Medi-Cal/Uninsured
Operating Expenses

FY 1994-95

Hospital
Medi-Cal/Uninsured
Revenues

Hospital-specific x
DSH Limit

* Doubling effect applies only to public hospitals whose Medi-Cal utilization is at least one standard deviation above the State mean

Hospital

Medi-Cal/Uninsured
Operating Expenses

as of 06/19/95

'FY 1995-96

Hospital

- | Medi-Cal/Uninsured

Revenues

Hospital-specific
DSH Limit

|
Page 6 of 12



DSH Payment Limitations

Hospltal Medi-Cal / Uninsured
Operating Expenses

(44)
Trending
Factor

(A1) (42) (43)

" Prior Year Prior Year Prior Year

Total 4+ Unreimbursed - CRRP
Operating Cost of the Expenses

Expenses Uninsured (SB 1732)
/ |

(49 Pro(j/:aZted .;P (-A8)t d

roje
+ ((;: RRP _ Non-Medical + ojecte
e urrent Services Mandatory
xpenses MAC Expenses IGT Expenses

as of 06/19/95

(49)
Medi-Cal/
Uninsured

Patient Mix

Payment Adjustment

(45)
Projected
Adjusted Operating
Expenses
for Upcoming DSH

Year

(410)
Hospital
Medi-Cal/Uninsured
Operating Expenses

Page 7 of 13



DSH Payment Limitations

Medi-Cal / Uninsured Patient Mix

Numerator

o County Indigent Program
o Medi-Cal gross revenues (charges)
 Uninsured gross revenues (charges)

’

‘Denominator

Total gross revenues(Charges)

as of 06/19/92 Page & of 15



DSH Payment Limitations

N O te S Medi-Cal / Uninsured Operating Expenses

e Operating expenses

- Unreimbursed cost for uninsured
e Cash recognized in revenue
« Total gross costs recognized in expenses

e CRRP E'xpenses

- Matching revenues with expenses

as of 06/19/99 F'a@@ 9 of 15



DSH Payment Limitations

Medi-Cal/Uninsured Revenue

Estimated CRRP revenue +
for upcoming DSH
payment adjustment year

Estimated SB 1255 as of
June 1 prior to the
upcoming DSH payment
adjustment year

Est. patient related MAC
revenue for the

upcoming DSH payment
adjustment year

Total Medi-Cal days paid in Medl-Cal mpgtlent rates . (B)
) X effective June 1 prior to upcoming = Medi-Cal Inpatient
prior calendar year .
DSH payment adjustment year Revenue
+
Total measure units of services by Medi-Cal outpatient rates (B2)
procedure code X effective June 1 prior to upcoming - Medi-Cal Outpatient
paid in prior calendar year DSH payment adjustment year Revenue
+
BS
(B3) (B4) (B5) (86)

Estimated cash
payments from
uninsured *

as of 06/19/95

* OSHPD Annual Financial Disclosure Report

(B7)
Medi-Cal / Uninsured
Revenue

Page 10 of 15 |



DSH Payment Limitations

CRRP Survey

Questions \

e Amount of CRRP expenses in
prior year OSHPD Annual Report

Reasons

« Matches revenues and expenses

e Limited number of hospitals « Upcoming DSH year amount of:

« No Statewide data - Expenses

—- Revenues
« Minimal data to be requested |

as of 06/19/95 Page Nof 15



DSH Payment Limitations

MAC Survey

Reasons |

« Matches revenues and expenses

Questions .

e Amount of pétient care MAC
~ revenue in upcoming DSH
year

¢ No Statewide data

o Amount of non-patient care
MAC expenses in upcoming
DSH year

« Impacts public hospitals only

« Minimal data to be requested

as of 06/19/95 Page 12 of 15



DSH Payment Limitations

Terms

CMAC - California Medical Assistance Commission

CRRP - Medi-Cal Construction Renovation and Replacement Program
(SB 1732)
DSH | - Disproportionate Share Hospitals (SB 855)

OSHPD - Office of Statewide Health Planning and Development
MAC - Medi-Cal Administrative Claiming

SB 1255 - Medi-Cal Inpatient Rate Augmentation

as of 06/19/92 Page 15 of 15
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Los Angeles Times; 7-14-95

Supervisors |
Hope for Aid | i
From Clinton |

B Lobbying: Even as efforts in
Sacramento beuar some fruit. they and
California lawmakers urge the White
House to restore health care funds.

By JOSH MEYER
TIMES STAFF WRITER

With an intense lobbying effort till under way in | _
Sacramento, the County Board of Supervisors on !
Thursday turned its attention to the White House 7 ,
help solve the county's unpreccdented budget crigis.

By late afternoon. the Sacramento lobbying effort
had paid 2 small dividend. State Sen. Bilda Solis
(D-E! Msnte) said she would introduce a measure !
that would authorize the supervisors 1 increase sales
taxes by a ¥-cent, raising up o $400 million a year to
help close the county’s $1.2. bilion deficit.

The bill needs to pass both houses of the Lagisla-
ture and gain the approval of four of five aupervisors
before it could be put into effect, and many state
lawmakers are averse 1o raising taxes.

Because of this, supervisars se/d They sre pinning
their hopes on President Clintorn to help balance the
budget. Without his help. several said Thurgday. they
will be forced to make catastrophic cuts in services
and lay off thousands of employees. even if sid from
Saeramento comes through.

Supervisar Mike Antonovich s2:d an administrative
decision by Clinton resulted in the loss of at least 8850
million in health care funds last year. He and several
other supervisors said they want Lo get back that
money.

"It is vital," Antonovich said. “Fajlure of Washing-

+10R 6 honhor its commitment [0 health care] will
result 1n sizable downsizing of health services in L.A.
County.”

AS 3 result. at least two supervisors—board
Chairwomen Gloria Malina and Supervisor Zev
Yeroslavsky-=plan to fly 10 Washingion next, week
for a series of meetings with lawmakers aimed at
pressuring Clinton 1o restore the (unds.

The supervisors spent much of this week in
Sacraments making etmilar appeals, and severgl said
they were buoyed by promises of aid during the
ongoing state bydget deliberations, They hope arm-
) Please see LOBBY, B2
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twisting in Washington will
prompt similar promises of help by
the loeal delegation. ‘

“There's not enough of o finan-
cial solution ia Sacramento Lo alle-
viate the need to make deep and
hurtful cuts,” Yaroelavsky said
“Washington is critical in helping
us manage this erisis.

“We are hopeful that the Ad-
roinistration and our congressional
deiegation will be helpful,” he said.

As part of the general lobbying
effort. membders of the California
congressional delegation are
scheduled to meet next week at the
White House with members of
Clinton’s staff, including Chief of
Staff Leon Panatta, a former Cali-
forria congressman.

State lawmakers also are turning
loward Washington as a way of
u-ym§ 10 help beleaguered Los
Angeles County.

In a letter, 21 state lawmakers
irsued an “urgent plea” to Presi-
dent Clinton en Thursday, asking
for his intervention in e county
budget crisis.

Specifically, tha lawmakers
asked the President to help the
county obtain $228 million of the
health care funds denied in the past
several yoars and to get back other
federal health care money that
they is critical in keeping the
county health care network up and
working.

“We know of your deep concern
for health care and the crisis of Las
Angeles ™ state Senate President

' 's not enocugh of a
nclat solution in
, mento to alleviate
the need to make deep
* and hurtful cuts.
Washington is critical in
heiping us manage this
crisis.’
ZEV YAROSL AVSEKY
Caunty syperviser
b

FHA N, 413 300 (U3

Pro Tem Bill lackver (D-San
Leandrs) and Sen. Tom Hayden
(D-Santa Monica) gaid in the let-
ter. “We look forward to working
with you for both an immediate a3
well 293 long-term solution.”

The county also has & law firm
on-retainer in Waghington to help
with its lobbying efforts, and many
tep county officials—including
Health Services Director Robert C.
Gates and Children and Family
Services Director Pater Digre—
have traveled to Washington in
cecent weeks Lo lodby far more
federal aid.

“We can’t forget that [federal
officiala] also are making decisions
and poliey changes that will impact
our dudget,” said Alma Martinez,
Molina's chief of staff.

Also Thursday, the supervisors
Wwok a mostly symbolie atep of
calling on deparument heads to jein
them in forgaing cest-of-living
raisos or to give the raises o
charity.

But gven if they all agree, such a
move wquld save the county only
$40.000.

Meanwhile, protests continued at
at least seven Department of Pub.
lic Sacial Services offices.

About 900 workers administar.
ing general welfare, Aid to Fami-
lies With Dependent Children,
Medi-Cal and food slamp money
elther called in sick or walked off
the job during the day to protest
about 1,800 propesed layaffs in the
depariment that eould go into af-
fecLby early August.

“The protests have been very
dieruptive.” said spokeswomsa
Carol Matsui, “But we have not had
to close any offices.”
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July 19, 1995

MEMORANDUM FOR THE VICE-PRESIDENT

FROM: Diana Fortuna@)jc;
S Domestic Poli€y Council
SUBJECT: Los Angeles County Fiscal Problems

I understand that you met Los Angeles County Supervisor Gloria
Molina at an event on Friday, and that she brought to your
attention the county's fiscal problems, particularly related to
Medicaid, and the potential closing of its major hospital (Los
Angeles County-USC Medical Center). The administration has had
continuing involvement with county officials on this issue for
several months; this memo is intended to bring you up to date.

L.A. County has a budget deficit of approximately $1 billion for
the fiscal year that began July 1; $650 million of this total is
associated with the health department budget. L.A. has an
extensive system of public hospitals and clinics. To close the
gap, the county's administrative officer has proposed closing
County-USC Hospital, but the five supervisors are searching for
alternatives. Two or three of them are here this week to lobby
for assistance. Final budget decisions will probably be made
within two weeks.

- In March, HHS denied a Medicaid claim by L.A. County for $300

million. The claim was based on a new state-wide system designed
to maximize reimbursement for administrative costs, and would
have netted the county $600-800 million per year. HCFA
disallowed the claim based on its position that these were not
legitimate administrative costs.

Since the denial of the claim is subject to appeal and ultimately
litigation, the administration asked the Justice Department to
review potential litigation claims in order to see whether there
is a way to resolve this issue without litigation. We understand
that they are attempting to do this on an expedited basis.
Justice has had several meetings with the county and state with
no resolution to date.

In addition, HHS attempted to identify alternative sources of
federal assistance to the county, and has approved approximately
$60 million in legitimate administrative costs. For several
months, HHS told us that an increase in the clinic reimbursement
rate would solve the county's problems, if only the Governor
would agree to sign such legislation. However, we just learned
that this plan does not work for technical reasons; the county is
not happy with this development.
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Supervisor Molina is meeting with the chief of staff today at 4
pm. I understand that at that time she may present a new
proposal for a demonstration waiver that L.A. County believes
would benefit them financially. I am attempting to learn more
about this proposal.

cc: Leon Panetta
Abner Mikva
Carol Rasco
John Emerson





