Regulatory Advisory -z

AHA’s Regulatory Advisory, a service to members, is produced whenever there is a
significant development that affects the job you do in your community. Call (202) 626-2298
if you do not receive four pages.

NEW MEDICARE COST REPORTING REQUIREMENTS:
Hospitals must report information about uncompensated care
and charity care policies

A Message to AHA Members:

Important changes to the Medicare cost report will require every hospital to report information on
the uncompensated care they provide. These changes already are in effect and apply to cost report
periods ending on or after April 30, 2003. Because most hospitals file cost reports later in the year,
the information in this advisory is timely for your submission. You will be asked to report the level
of uncompensated care (charity care plus bad debt) provided as well as provide information about
your facility’s charity care policies. These changes implement a provision of the Balanced Budget
Refinement Act (BBRA) of 1999. Congress intended that the collection of uncompensated care
information through the Medicare cost report would provide the Centers for Medicare & Medicaid
Services (CMS) with the necessary data to help the agency design changes to the Medicare
disproportionate share hospital payment methodology as recommended by the Medicare Payment
Advisory Commission.

The AHA is concerned that hospitals have not had time to digest these new reporting requirements
and that numerous areas of clarification still need to be addressed before hospitals can fully comply.
While the AHA will continue to seek such clarification from CMS, this Regulatory Advisory
provides you and your staff with a summary of the new requirements. These requirements come as
hospital billing, collection and charity care policies are under greater scrutiny. As you review these
new reporting requirements with your staff, take the opportunity to conduct a self-assessment of
your own charity care policies.

Be sure to add these items to your to-do list:

v' Share this advisory with your senior management.

v Conduct a self-assessment of your facility’s charity care policies. Look at previous
AHA Member Advisories on this topic for guidance (www.aha.org, click on Member
Only Access and scroll down to advisories).

v Check with your Medicare fiscal intermediary for further clarifications regarding
these new reporting requirements.

v Consider communicating directly with the CMS Administrator to share important
supporting documentation if you find that these new reporting requirements do not
capture the full extent of your hospital’s charity care policy.

Sincerely,

Rick Pollack
Executive Vice President October 29, 2003
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NEW MEDICARE COST REPORT REPORTING REQUIREMENTS:
Hospitals must report information about uncompensated care

and charity care policies

BACKGROUND

On June 27, 2003, the Centers for Medicare & Medicaid Services (CMS) published Program
Transmittal 10, which outlines changes to hospital reporting requirements for the Medicare cost
report. The changes are incorporated into the Medicare hospital cost report Form CMS 2552-96.
The most significant change implements a reporting mandate from the Balanced Budget
Refinement Act (BBRA) of 1999, requiring hospitals to report information on the
uncompensated care they provide. The BBRA reporting requirement was to begin for cost
reporting periods on or after October 1, 2001. Congress intended that this reporting requirement
would provide the Secretary of Health and Human Services with the data necessary to develop a
Medicare disproportionate share hospital payment methodology that takes into account the cost
of providing care to uninsured and underinsured patients as recommended by the Medicare
Payment Advisory Commission.

The American Hospital Association (AHA) in early 2001 led a work group to provide technical
assistance to CMS staff (then the Health Care Financing Administration) as they set about the
task of implementing the BBRA reporting requirement. The group met under the auspices of the
Medicare Technical Advisory Group (M-TAGQG), an advisory body that provides CMS with
technical assistance and includes representatives from CMS, Medicare fiscal intermediaries,
national hospital associations and individual hospitals.

The AHA convened numerous review groups that included individual hospital members, state
and metropolitan hospital associations, and other national hospital associations. The AHA and
hospital representatives on M-TAG shared with CMS staff the following concerns:

e Definitions of uncompensated care vary greatly from hospital to hospital, community to
community, and state to state.

® Any change to the cost report needs to be thoughtful and deliberate.

e Hospitals need sufficient time to make appropriate system changes in order to fully
comply with the new reporting requirements.

The work group recommended that CMS undertake a two-phase process: Phase one would
amend the cost report to collect basic data elements readily available — uncompensated care
charges (charity care plus bad debt) and Medicaid charges. Phase two would undertake a survey
of all hospitals and collect information about their charity care policies. The information would



be used to further refine the cost report and provide better data to CMS as the agency considered
establishment of a uniform national definition of uncompensated care.

On August 2, 2001, CMS issued a “Prior Consultation,” announcing draft changes to the cost
report and invited interested parties to comment. The AHA and numerous other national, state
and metropolitan hospital associations commented. In general the draft changes followed the
recommendations of the M-TAG work group. They required hospitals to report total
uncompensated care (charity and bad debt), provide basic information on charity care policies,
and complete a separate survey, independent from the cost report, that asked for more detailed
information on the hospital’s charity care policies. The AHA’s comments focused on the need to
better clarify definitions of charity care and bad debt, and provide better instructions for the
survey instrument.

The final cost report changes were published June 27, 2003 as part of Program Transmittal 10.
They depart from the “Prior Consultation” in two significant ways. First, the final changes
dropped the use of a separate survey and incorporated the detailed descriptive questions on
hospital charity care policies within the Medicare cost report. Second, the final changes did not
sufficiently clarify definitions or instructions for charity care and bad debt. The AHA remains
concerned that hospitals will not have sufficient time to make the appropriate reporting system
adjustments to comply with these new requirements. The AHA will continue to work with CMS
staff to identify areas that need further clarification or change.

Summary — Program Transmittal 10
The following is a summary of the cost report changes in Program Transmittal 10 as they relate

to the collection of uncompensated care. The actual CMS transmittal can be found at
http://cms.hhs.gov/manuals/pm trans/R10P236f.zip.

Worksheet S-10—Uncompensated Care Data:

Definitions: Charity care and bad debts are terms both individually defined in the
instructions to worksheet S-10. According to CMS, the most significant
difference between charity care and bad debt is whether there is an
expectation of payment by the hospital. For data reporting purposes,
however, they are to be combined and are titled “uncompensated care.”

Charity Care Policy

Information: Lines 1 through 16 seek information regarding the hospital’s charity care
policies, practices and procedures. All of these questions are to be
answered on a “yes” or “no” basis, and are intended to provide CMS with
a better understanding of hospital practices in granting charity care.
Although the instructions are not clear, the AHA believes that the answer
to many of the questions will be “sometimes.” It is assumed that CMS
would then interpret “sometimes” as a “yes” answer. The instructions
appear to mimic the worksheet and fail to provide much guidance.

Uncompensated
Care Revenues: Lines 17 through 22 require information related to uncompensated care
revenues, but do not specify if this is to be gross revenues (charges) or net
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revenues (payments). The AHA assumes that CMS intended to capture
the receipt of payments from various sources and, therefore, would require
the reporting of net revenues. The use of the term “gross” in these lines
appears to be inconsistent.

Although “revenues” collected from certain types of programs that
provide funding for uncompensated care are identified and required to be
reported on lines 17 through 21, it is not clear whether Medicaid
disproportionate share payments are to be reported, and, if so, on what
line.

Uncompensated

Care Costs: Lines 23 through 32 collect data to allow for the reporting of
uncompensated care costs. This is accomplished through the collection of
gross revenue data (charges) for the same categories for which payments
are reported on lines 17-22, except for line 30. Line 30 requires the
reporting of total uncompensated care charges combining both charity care
and bad debt. Finally, for each line item on which charges are reported, a
hospital-specific cost-to-charge ratio is applied to convert the charges to
costs.

The AHA will continue to work with CMS to seek further clarifications of the transmittal letter.
If you have questions, or would like to share with AHA concerns that your hospital has with this
transmittal letter, please contact Molly Collins at (202) 626-2326 or by e-mail at
mcollins@aha.org. We suggest you communicate directly with the CMS Administrator and
share any important supporting documentation if you find that these new reporting requirements
do not capture the full extent of your hospital’s charity care policy.




