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UNINSURED IN ARKANSAS

Uncompensated care—health care that is provided without payment—has largely been the
result of a lack of health insurance coverage among significant portions of the population. The
federal Patient Protection and Affordable Care Act of 2010 (ACA) sought to provide individuals
greater access to health insurance by expanding the income eligibility levels for Medicaid and
by providing insurance premium subsidies to individuals who make too much money to qualify
for Medicaid, but still have difficulty affording health insurance coverage. If more people have
insurance coverage, uncompensated care should decrease. The objective of this report is to
provide data, where available, on the uninsured rates in Arkansas, the cost of uncompensated
care and funding that the state and federal government have historically provided to offset
hospitals and other health care providers’ uncompensated care.

UNINSURED RATE BY AGE

The official numbers for the rates of uninsured following the Jan. 1, 2014, implementation of the
Affordable Care Act are not yet available, but the 2013 rates provide a baseline for comparing
future data. The state’s overall uninsured rate (16%) and its rate among all individuals under
age 65 (18.8%) were above the national averages for those groups in 2013." However, the
percentage of uninsured among children and the elderly are lower than the national average.
Because people over age 65 are eligible for Medicare and more insurance options have been
available for children (Medicaid and ARKids), insurance coverage expansion efforts in the
Affordable Care Act have largely focused on the 18- to 64-year olds.

2013 Uninsured Arkansas u.s.
All People 16.0% 14.5%
Under 65 18.8% 16.7%
Under 18 5.5% 7.1%

65 and over 0.4% 1.0%

Source: Table HIO5. Health Insurance Coverage Status and Type of Coverage by State and Age for All People:
2013 http://mww.census.gov/hhes/wwwi/hlthins/data/incpovhith/2013/acs-tables.html

UNINSURED RATE BY INCOME LEVEL

Medicaid expansion through the Private Option as well as premium subsidies offered through
the Health Insurance Exchange were designed to target lower-income adults who do not qualify
for Medicare. Medicaid expansion covers individuals up to 138% of the federal poverty level
(FPL), while premium subsidies are available to individuals up to 400% of FPL who are not
offered affordable health insurance by their employers. In 2013 there were 215,416 uninsured
Arkansans at or below 138% of FPL and another 202,832 who were between 138% and 400%.2

Arkansans Under 65 2013 # Uninsured
</=138% of FPL 215,416
138% to 400% of FPL 202,832
All under 400% FPL 418,248
All incomes 458,560

Source: Small Area Health Insurance Estimates, http://www.census.gov/did/www/sahie/
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UNINSURED RATE BY COUNTY

The U.S. Census Bureau's Small Area Health Insurance Estimates program provides estimated
rates of uninsured among residents under 65 by county. Arkansas county-level uninsured rates
among residents under age 65 range from 15.3% (Saline County) to 29.7% (Sevier County).
The map below shows that the state’s western and northern counties had the highest rates of
uninsured individuals in 2013.

Arkansas’s Under 65 Uninsured in 2013
Population under 65: 2,433,909 Uninsured: 458,560
Total Uninsured in Arkansas 18.8%

Uninsured PCT
[ ]153% -188%
B 1861% -21.4%
Bl 1% -207%

CHANGES IN INSURANCE COVERAGE IN ARKANSAS

Because official rates of uninsured will not be known for some time (new data may be available
in September 2015), determining the impact of ACA implementation on the state’s uninsured is
difficult to do with accuracy. However, some data are available to begin to measure the impact.

GALLUP POLL

The Gallup polling organization conducts an annual telephone survey (cell phone and landline)
on individual insurance status throughout each calendar year. The survey asks adults ages 18
and older: “Do you have health insurance coverage?” The survey results for 2014 indicate that
Arkansas had an 11.1 percentage point drop in the rate of uninsured, the most significant
reduction of any state. Arkansas’s rate decreased from 22.5% in 2013 to 11.4% in 2014.°
(Comparable data by the Census Bureau’s American Community Survey suggest that in 2013,
the rate of uninsured among adults age 18 and older was about 19.4%.) Nationwide, the Gallup

_—
Uncompensated Care Page 2



April 20, 2015

poll found a 3.5 percentage point drop in the U.S. rate of uninsured, decreasing from 17.3% in
2013 to 13.8% in 2014.

2013 2014
Arkansas 22.5% 11.4%
U.s. 17.3% 13.8%

The Gallup survey found that of the eleven states with the largest percentage point drop, ten
had expanded Medicaid under the Affordable Care Act. (Montana had the tenth largest
uninsured rate change, but did not expand Medicaid.)

MEDICAID EXPANSION AND HEALTH INSURANCE EXCHANGE ENROLLMENT

A reduction in the state’s uninsured may also be evident in the number of individuals enrolled in
the states new insurance options. In 2013, before the Private Option and the Health Insurance
Exchange, 58.1% of Arkansans had private insurance, while nearly 38% had some type of
government insurance coverage.*

2013 Arkansas U.S.
Private Insurance 58.1% 65.0%
e Employment Based 46.2% 54.0%
e Direct Purchase 12.2% 11.9%

o TRICARE 3.3% 2.6%
Government Insurance 37.9% 31.6%
e Medicaid 21.6% 17.9%
e Medicare 19.1% 15.9%

e VA Care 3.4% 2.2%
Uninsured 16% 14.5%

Note: Rates sum to more than 100% due to some individuals having multiple types of insurance.

Source: Table HI05. Health Insurance Coverage Status and Type of Coverage by State and Age for All
People: 2013, http://www.census.gov/hhes/www/hithins/data/incpovhith/2013/acs-tables.html

Today nearly 66,000 people are obtaining coverage through the Health Insurance Exchange,
and about 240,000 people are obtaining it through Medicaid expansion. (Adults between 17%
and 138% of the federal poverty level qualify for one of two categories under Medicaid
expansion: Medically Frail or Private Option.) Data were not collected on the prior insurance
status of Health Insurance Exchange enrollees (i.e., were they previously uninsured or switching
from another health plan), so it's difficult to know precisely what impact this new coverage has
had on the state’s uninsured population.® According to the Department of Human Services,
about 4,500 Medicaid expansion enrollees had health insurance before enrolling in the Private
Option in 2014, and about 6,200 enrollees had health insurance before enrolling in 2015.°

Enrollees | Traditional | Medically | Private

Medicaid Frail Option’
2013 807,968 0 0
2014 805,260 22,359 207,341

2015 YTD 722,135 23,640 215,493

Health Insurance Exchange
2013 0
2014 43,446°
2015 65,731°

Sources: Arkansas Department of Human Services and U.S. Department of Health and
Human Services
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UNINSURED POPULATION BY SERVICE PROVIDER

Some national data are available to assess the amount of care provided to uninsured patients.
However, the most recent data are from 2010 and 2011. According to three surveys conducted
by the Centers for Disease Control and Prevention—the National Hospital Ambulatory Medical
Care Survey, the National Ambulatory Medical Care Survey, and the National Hospital Discharge
Survey—uninsured patients (described below as “self-pay” and “no charge or charity”) made up:

14% of all emergency department visits in 2011
6% of hospital inpatient discharges in 2010

6% of hospital outpatient visits in 20112

4% of physician office visits in 2010

Emergency Department Visits, 2011 Inpatient Discharges, 2010

Other or Self pay,
unknown other
8% payments
Workers' gm0

Compensation

1% charge

6%  Other

v ayments
Self-Pay, Private Meig;are pa‘{‘nd no
no charge Insurance * charge
or charity 30% 2%g

14%

Private
insurance,

Medicare Warkers

Medicare

and o s Medicaid e ‘°;’:l';e::::ir°"
Medicaid : Foels 18% s i’

4% or CHIP { payments

27% 30% 2%
Outpatient Hospital Visits, 2011 Physician Office Visits, 2010
WHrkerd Other or
CUITIPEI'ISETIOH
0% Workers' unknown
Compensation 5%
Self Pay, 1%
no charge Other or Self-Pay,
or charity Unknown no charge
6% 11% or charity
Medicare Private 4% Biivata
and Insurance Medicare [hsurance
Medicaid 33% and 55%
4% Medicare Medicaid Medicare
17% 2% 21%
Medicaid
or CHIP Medicaid
29% or CHIP
12%
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CALCULATING THE COST OF UNCOMPENSATED CARE

There are a number of different definitions for uncompensated care with no single correct way to
calculate it. This section of the report provides information on various ways it has been defined
and the available data on its cost nationally and in Arkansas.

URBAN INSTITUTE

Typical reviews of uncompensated care focus on uncompensated care in hospitals because
that’s where the majority of uncompensated care is provided. However, some organizations
have estimated the cost of uncompensated care in all settings. The most up-to-date estimates
for uncompensated care across health care providers come from the Urban Institute’s report,
“Uncompensated Care for Uninsured 2013: A Detailed Examination.”™ The Urban Institute
provided two estimates for uncompensated care using two methods.

e Under the first approach, the report’s authors used household survey data from the Medical
Expenditure Panel Survey. They identified the cost of services provided to uninsured
individuals for which no payment was made, and they added in indirect payments made on
behalf of the uninsured. These indirect sources include payments made by the Veterans
Administration, local and state health departments, and automobile insurance. The report
authors noted that they consider services paid for by these payers to be uncompensated
care because they are “indirect sources, which would most likely have been paid by a
health insurance plan, private or public, had the individual been insured,” according to the
report. Using this approach, the Urban Institute estimated that uncompensated care cost
about $84.9 billion in 2013. Of that amount, $49 billion was provided for uninsured
individuals for which no payment was made, and $35.9 billion was care provided to
uninsured individuals that was paid for through indirect sources.

e The report’s second approach attempts to estimate uncompensated care by health care
provider type. For this assessment the authors used “published data from government
sources and provider data.” The report does not include uncompensated care provided by
dentists, pharmacists and long-term care providers. Using this methodology and these data
sources, the report authors estimated that uncompensated care totaled $74.9 billion in
2013,

The report found that hospitals provide nearly 60% of all uncompensated care, while physicians
provide about 14%. State and federally supported community-based care, which the authors
define as spending by the Veterans Administration, the Indian Health Service, the Community
Health Centers, the Maternal and Child Health Bureau and the HIV/AIDS Bureau, make up
about 27% of uncompensated care provided.

1,‘-

Uncompensated Care

Office-based
physicians
14% Hospital-based
.l 59%
State supported _—"

community-based
care
7%

Federally supported

community-based \
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HOSPITAL UNCOMPENSATED CARE

Because the largest amount of uncompensated care is provided by hospitals, discussion on the
cost of uncompensated care typically centers on hospitals. Since 2010, the Centers for
Medicare and Medicaid Services (CMS) has required hospitals to report information on
uncompensated care as part of their annual financial reporting. The calculation CMS requires
hospitals to use to report uncompensated care is similar to the one used by the American
Hospital Association. The calculation adds together the cost of charity care and bad debt.

e Charity care is care that hospitals provide but for which they do not anticipate receiving
payment. In these situations, the patient qualifies for the hospital’s financial assistance
policy, and the hospital agrees to provide care without payment or with limited payment.

o Bad debt is care that hospitals provide with the expectation that payment will be
collected, but instead the patient does not pay.

To determine the cost of charity care and bad debt, CMS requires hospitals to multiply the
associated charges by a cost-to-charge ratio, which is essentially a hospital's expenditures as a
percentage of charges.

To obtain independent uncompensated care figures for hospitals, the Bureau of Legislative
Research (BLR) downloaded Medicare Cost Report data from CMS. Hospitals report the
uncompensated care information through a worksheet included in the Medicare Cost Reports
they file with the federal government each year. Federal rules require that cost reports cover 12
months of operations, but providers are allowed to base the reports on the fiscal year they to
which they adhere. Therefore, some 2013 cost reports cover calendar year 2013, while others
cover July 2013 to June 2014 and still others cover October 2012 to September 2013. This is
particularly important to keep in mind when attempting to detect the impact of Medicaid
expansion or other aspects of the Affordable Care Act on uncompensated care. Additionally
Medicare Cost Reports are filed with CMS by intermediaries known as Medicare Administrative
Contractors (MACs). The MACs file the cost reports in batches at various times, so a complete
set of cost reports for any given year may not be available for 18 months after the year ends.

According to the most complete year of data, 2012, 86 Arkansas hospitals (not including
psychiatric hospitals or children’s hospitals, which are not required to report uncompensated
care) reported a total of $355.5 million in uncompensated care costs, including $167.3
million in charity care and $188.2 million in bad debt. According to the 2013 Medicare Cost
Reports for Arkansas hospitals, which contain data for most but not all hospitals, 77 Arkansas
hospitals reported a total of $333.9 million in uncompensated care. This includes $169.3
million in charity care and $164.6 million in bad debt."

Of the 23 hospitals that reported a 2013 Medicare Cost Report for the fiscal year (7/1/13-
6/30/14) that included the first six months of the ACA implementation, 14 saw a reduction in
uncompensated care compared with a year earlier. The reduction in these hospitals totaled
about $28.8 million. Overall, the 23 hospitals saw an $18.2 million decrease in
uncompensated care.

FUNDING TO OFFSET HOSPITAL-BASED UNCOMPENSATED CARE

There are a number of ways the federal government and the state subsidize health care
providers for uncompensated care. For hospitals, there are three major funding programs
designed to compensate facilities that treat a disproportionate share of uninsured and low-
income patients.

Uncompensated Care Page 6



April 20, 2015

MEDICARE DISPROPORTIONATE SHARE HOSPITAL (DSH)

Beginning in the 1980s, hospitals that serve a disproportionate number of low-income patients
have been eligible for Medicare DSH payments. Historically, a hospital qualified for Medicare
DSH payments based on a calculation known as the “disproportionate patient percentage”
(DPP), which considers the proportion of a hospital's 1.) patients who are on Medicare and
Supplemental Security Income (SSI) as well as 2.) patients who are on Medicaid. The amount
that qualifying hospitals receive is calculated as a percentage of the hospitals’ base inpatient
payments. The percentage used for each hospital is based on whether the hospital is urban or
rural, the size of the hospital and whether the hospital serves as a rural referral center.®

To determine the amount of Medicare DSH funding hospitals received, the BLR downloaded
payment data from CMS. For federal fiscal year 2012, the most recent year for which the BLR
was able to obtain what appears to be a complete year of data, 41 Arkansas hospitals received
a total of about $107 million in Medicare DSH payments.

The Affordable Care Act establishes a method of reducing Medicare DSH funding over time
starting in 2014. The ACA and CMS rules divide the Medicare DSH payment into two new
payment types:

o Empirically justified DSH payments: Medicare DSH payments are calculated under
the previous methodology, but hospitals will receive just 25% of the amount they
previously received for this part of the DSH payment.

* Uncompensated care payments: The remaining 75% is made available to hospitals,
but the Affordable Care Act calls for the total amount to be reduced based on the
decrease in the national percentage of uninsured. Hospitals receive the uncompensated
care payments based on their share of Medicaid and Medicare SSI inpatient days."”

While the ACA calls for Medicare DSH cuts, the total amount of DSH funding nationwide was
projected to increase in FY 2014. That's because the overall funding amount is based, in part,
on the number of hospitals’ inpatient days paid by Medicaid, which increased due to Medicaid
expansion. According to CMS estimates, Medicare DSH payments increased by more than $1
billion for FY 2014 to $12.2 billion."® However, reductions to the total DSH funding will
materialize in FY 2015, when CMS estimates that it will distribute just under $11 billion."

MEDICAID DISPROPORTIONATE SHARE HOSPITAL (DSH)

A similar program designed to compensate hospitals’ for treating low-income patients is the
Medicaid DSH program, which is funded by both the federal government and states. In 2014,
the Medicaid DSH program provided $11.6 billion nationally in federal funds.*

DSH funding is provided to states as a single capped annual allotment. The allotment is based
on each state’s prior year allotment, adjusted by the change in the consumer price index.
However, states’ allotments cannot exceed 12% of their prior year Medicaid medical assistance
expenditures.?’ The total Arkansas Medicaid DSH payments are typically between $60 million
and $66 million each federal fiscal year. In 2014, the federal allotment was about $46 million,
and the state funded another nearly $20 million.?? The amount of Arkansas’s 2015 allotment has
not been released.

States are allowed to determine how the funding will be divvied up among hospitals. The
distribution methodology established in the Arkansas Medicaid State Plan results in the
Arkansas State Hospital and UAMS receiving the majority of the Medicaid DSH funding.® In
2014, the Arkansas State Hospital received about $819,000, and UAMS received about $63.7

=_—---------- e e
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million, or 98.5% of the state’s total Medicaid DSH funding (based on 2013 allotment). Four
other hospitals collectively received a little over $106,000.

The Affordable Care Act called for set reductions in the Medicaid DSH funding beginning with a
$500 million reduction in 2014 and ending with a $4 billion reduction in 2020. However,
Congress passed legislation that delayed the reductions but increased their overall impact. The
2014 legislation increased the total amount of Medicaid DSH reductions from $18.1 billion over
a seven-year period starting in 2014 to a $35.1 billion reduction over an eight-year period
starting in 2017.* The table below shows the federal allotment and state share for the last four
federal fiscal years. Each year of allotment is paid to hospitals in the following year.

Medicaid DSH Funding

Millions
5

2011 2012 2013 2014

| mFederal Share = State Share|

Source: Arkansas Department of Human Services

UPPER PAYMENT LIMIT/HOSPITAL ASSESSMENT FEE

Another program states use to offset hospitals’ uncompensated care is upper payment limit
supplementary funding. Upper payment limit funding is not a federally designated funding
program like Medicare DSH and Medicaid DSH, but rather methods that states have developed
to maximize federal match dollars. Federal regulations set a maximum reimbursement amount
that state Medicaid programs can pay providers, known as the “upper payment limit” (UPL).
Generally, this limit is set at the rate that Medicare pays for a particular service. Most state
Medicaid programs reimburse providers at a lower rate than the UPL, creating a gap between
the state rates and the maximum allowable. To draw down the federal dollars associated with
this gap without spending additional state revenue, states allow health care providers to put up
the state match. Since 2001, Arkansas Medicaid, like most other state Medicaid programs, has
used this provision to draw down additional federal dollars and provide hospitals with additional
payments.

There are a variety of types of UPL programs in Arkansas benefiting different categories of
hospitals. The largest program, known as the Hospital Access Payment program, was created
by Act 562 of 2009. This legislation requires most hospitals to pay an annual fee to fund the
state’s share of a new category of UPL payments for hospitals. Each hospital's fee is calculated
as a percentage of its net patient revenue. Over the last three years, the assessment fee has
been set between about 1.4% and 1.64% of net patient revenue and has generated
between $59.5 million and $71.1 million. This funding is used as the state match to draw
down additional federal dollars. The UPL payments are divvied up among Arkansas hospitals
based on their share of Medicaid discharges and the Medicaid paid claims for outpatient
hospital services.

el e e, , y y f fyfyy el e e e e e e ————
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Collectively, all UPL funding programs provide about $300 million in supplemental payments
for Arkansas hospitals.

Upper Payment Limit/Hospital Access Payments

$350
$300
$250
$200
$150
$100

$50

Millions

2013 2014 2015 YTD

| ®Federal Share = State Share |

Source: Arkansas Department of Human Services

In 2012, the U.S. Government Accountability Office calculated each state's Medicaid DSH and
other supplemental payments (e.g., UPL/Hospital Assessment Program) made in FY2010.
According to the report, Medicaid DSH represented about 2% of the state’s total Medicaid
payments made that year and the other supplemental payments represented about 8%, for a
total of about 10%. Nationwide, Medicaid DSH and other supplemental funds represented about
8.35% of states’ Medicaid payments.

FUNDING TO OFFSET OFFICE-BASED UNCOMPENSATED CARE

The state also provides funding to offset care provided in other types of clinical settings. The
following sections provide a few examples.

CHARITABLE CLINICS

A network of about 20 charitable care clinics operate across the state to provide free or low-cost
health care. By Board of Health rule, clinics designated as “free or low-cost health care clinics”
do not accept any health insurance.® To afford care they frequently use volunteer health
professionals.

The state subsidizes these clinics with grant funding provided through the Arkansas Department
of Health totaling nearly $1 million annually. Charitable care clinics are awarded funding for the
year based on a budgeted amount. They receive the grant funding on a reimbursement basis as
they purchase supplies, equipment and other needed resources. Typically, charitable care
clinics are reimbursed for at least 97% of their award amount, according to data provided by the
Health Department. However, in FY 2014, which included the first six months of the Private
Option, charitable care clinics requested reimbursement for just 81% of their budgeted amounts.
(Funding has not yet been reimbursed for FY 2015.) This may reflect the drop off of patient
loads and clinic visits as patients obtained health insurance. In the six months before Jan. 1,
2014, the charitable care clinics saw 18,153 patients and 11,088 in the six months after that
date,g 39% reduction. Clinic visits dropped by more than 45% in the second half of the fiscal
year.

=_=—— e
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Charitable Clinics State Funding Patient and Clinic Visits
160,000 147,204
100000 145,430 145,749
140,000
$900,000 120,000
100,000 112,048
$800,000
80,000 g5 242
$700,000 60,000 40,970 40017 y
40,000 038 29,241
$600,000 19V_‘\’
20,000
$500,000 B
2010 2011 2012 2013 2014 2015 2010 2011 2012 2013 2014
¥ Paid = Awarded =$==Patients == Clinic Visits

Source: Arkansas Department of Health
COMMUNITY HEALTH CENTERS

Community health centers (CHCs), also known as federally qualified health centers, are medical
clinics that receive enhanced Medicaid and Medicare reimbursement. To qualify, the clinics
must offer comprehensive medical services, serve an underserved area or population and offer
services on a sliding fee scale.” There are 12 federally qualified health centers in Arkansas
operating more than 100 clinics. In 2013, more than half of CHC patients had incomes under
150% of the federal poverty level, and 40% were uninsured.?®

CHC Patients by Insurance Type, 2013

Private Insurance
20% )
Uninsured
40%
Medicare

13%

ARKids Z Medicaid
5% 8 22%

Source: U.S. Department of Health and Human Services, Health Resources and Services Administration, Uniform
Data System

Historically the Arkansas General Assembly has subsidized care by allocating $10 million
through the Arkansas Department of Health. The Health Department distributed the funding to
the CHCs based, in part, on each center’s share of uninsured patients. In 2014, the state
funding was reduced to about $8.6 million in anticipation that CHCs would see fewer uninsured
patients as the ACA implementation got underway. The funding was cut to just under $5 million
in FY 2015 and has been cut completely in FY 2016.%

=== == |
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CHC State Funding CHC Patients and Services
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g 250,000
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» 100,000
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Sources: Arkansas Department of Health and U.S. Department of Health and Human Services, Uniform Data System

COMMUNITY MENTAL HEALTH CENTERS

The state subsidizes uncompensated mental health care by providing annual funding to
Community Mental Health Centers (CMHCs). There are 13 CMHCs in Arkansas, and each
center is responsible for providing mental health services for the residents in their designated
geographical area. CMHCs receive state funding on a per capita basis to help them provide
acute mental health services. CMHCs also receive state funding to contract with local hospitals
to pay for inpatient mental health services for indigent patients.

To adjust state funding as more CMHC patients obtain insurance coverage, the state opted to
decrease the amount of funding dedicated to inpatient treatment. The 2015 funding was
reduced by $4.5 million from 2014 levels.*® While the number of CMHC patients remained
mostly unchanged between 2013 and 2014 when the Private Option began, the number of
indigent patients dropped by about 22%. In 2014, self-pay patients made up 28% of CMHCs'’
patient load, but so far in 2015, self-pay patients make up just 9% of patients.*'

State Funding for CHMCs 8u;n0g
" $20 70,000
S
2 60,000
=5
$14 50,000
$12 40,000
$10
30,000
20,000
10,000
2013 2014 2015 2012 2013 2014 2015YTD
®Center Services  MInpatient Services === CMHC Patients —#~Self-Pay/Indigent
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