NaTtionaL Association oF Ursan HospiTaLs

Private Safety-Net Hospitals Caring for Needy Communities

November 19, 2007

Centers for Medicare & Medicaid Services

U.S. Department of Health and Human Services
P.O. Box 8011

Baltimore, MD 21244-1850

Attention: CMS-1533-FC
Capital IPPS Payment Adjustments

To Whom it May Concern:

I am writing on behalf of the National Association of Urban Hospitals (NAUH) to express our concern about
changes in Medicare inpatient prospective payment regulations governing capital-related costs as described in the
Federal Register on August 22, 2007 beginning on page 47392. While these regulatory changes have been
deemed final, the Centers for Medicare & Medicaid Services (CMS) has invited further comment on their
adoption and the rationale supporting that adoption.

In particular, NAUH wishes to comment about CMS’s planned phase-out of Medicare capital adjustments to
indirect medical education payments and its elimination of the Medicare large-urban add-on capital payment.

This Year’s Medicare Capital Payment Update

When CMS originally proposed the FY 2008 IPPS regulation, it called for providing a modest increase in capital
payments for rural hospitals but no update at all for urban hospitals. Like many other organizations, NAUH
protested this proposal, arguing that urban hospitals deserve and need this annual update as much as their rural
counterparts. We wish to take this opportunity to thank CMS for revising its original proposal and providing the
same capital update to all hospitals.

Elimination of the Capital Adjustment to Indirect Medical Education Payments

NAUH opposes the elimination of the capital adjustment to Medicare indirect medical education (IME) payments.
CMS cites extensive data to support its belief that this adjustment is no longer needed, essentially maintaining that
teaching hospitals have healthy, positive capital margins and suggesting that these positive margins suggest that
the capital adjustment of IME payments is no longer necessary.

NAUH respectfully disagrees. We believe that looking at teaching hospitals’ Medicare capital margins is not a
useful tool for determining whether the payments are needed; we also believe that looking at hospitals’ Medicare
margins is not a useful tool. Instead, we continue to maintain that the only useful tool for determining whether
Medicare is adequately compensating hospitals is those hospitals’ overall margins. After all, one of CMS’s most
important jobs is to ensure that there are enough providers available to meet the health care needs of qualified
Medicare beneficiaries. Hospitals’ overall operating margins are the best measure of whether they will have the
financial wherewithal to survive: a hospital with healthy Medicare capital margins and healthy Medicare margins
but negative overall operating margins is unlikely to be able to sustain such performance over an extended period

21351 Gentry Drive - Suite 210 - Sterling, VA 20166 - (703) 444-0989 -« Fax: (703) 444-3029
www.nauh.org



Page Two
November 19, 2007

of time and keep its doors open. Hospitals need positive margins to operate successfully over any meaningful
period of time. We hope CMS will not come to view positive Medicare margins as a definitive sign that hospitals
are being overpaid.

NAUH appreciates the obviously careful and thorough consideration that CMS gave to the idea that hospitals’
positive Medicare capital margins could be cyclical in nature. We disagree, however, with CMS’s conclusion that
this could not be the case because an entire industry would not find itself on the same spending cycle. In
particular, CMS has overlooked what we believe are several aspects of the cyclical nature of hospitals’ capital
spending.

The cost of borrowing money was much greater during parts of the FY 1996 to FY 2004 period that CMS studied
than during other parts. This was a clear disincentive for hospitals to engage in capital spending at such times.

CMS also has not given sufficient consideration to the effect of changing federal law on hospital capital spending.
In an article entitled “Supersize Me” in the May 29, 2006 edition of the publication Modern Healthcare, a
spokesman for the Association of American Medical Colleges explained that “After the Balanced Budget Act of
1997, there was a lot of uncertainty about where things were going, so prudent leadership at many academic
medical centers decided to wait until things cleared up. Several projects couldn’t wait. But some held back.
Now, they’ve reached the point where they can’t hold back any longer.” This suggests that the high Medicare
capital margins identified by CMS as part of its analysis were intentional on the part of hospitals: they were
saving their money in anticipation of future capital spending in more predictable, stable times. Those years of
saving coincided with the period of time that CMS studied. Today, hospital capital investment is booming and
those margins are being spent, but this is not reflected because of the time period that CMS chose to study.

At the November 9 meeting of the Medicare Payment Advisory Commission (MedPAC), commissioners spent a
good deal of time reviewing hospital capital spending. A presentation by MedPAC staff illustrated hospitals’
recent spending boom — a boom that started toward the end of the eight-year period that CMS studied and that has
accelerated considerably since the end of that study period. This suggests that hospitals are now spending the
money that was reflected in their capital margins during the study period. In a slide presentation, one item noted
that the value of hospital construction permits per capita is the highest it has been since 1969. Another slide asked
the question “Did Medicare policy drive the building boom?” and then offered the response that “Private-payer
margins, interest rates, and the construction cycle are probably more significant factors.” During the discussion
that ensued, several MedPAC commissioners observed that the combination of aging hospital facilities and an
aging population were naturally giving rise to accelerated capital investment in hospital facilities, equipment, and
technology. All of this suggests that there is legitimacy to the argument that CMS’s study period coincided with a
down period in hospital capital spending and that such spending has accelerated considerably since the end of that
period.

It is clear, NAUH believes, that the capital spending demands on hospitals have grown in recent years. In
addition to spending on new buildings and new equipment, hospitals are currently investing huge sums of money
for improvements in information technology — both hardware and software investments. To a significant degree,
moreover, these investments are being demanded of them by the federal government — specifically, by Medicare —
in the form of new data reporting requirements being imposed on hospitals as a condition of receiving full
Medicare reimbursement. NAUH is not complaining about these new requirements; we think they will make
American health care better, safer, and more efficient. We do object, however, to the idea of Medicare on one
hand demanding capital improvements and on the other hand reducing the support it has traditionally provided to
hospitals to make such improvements. We also believe that in light of the current spending cycle in which
hospitals are engaged, it is premature to conclude that their Medicare capital reimbursement is too great. Only
when this cycle ends, we believe, will a clearer picture emerge.
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We also believe that before taking away any additional capital payments from teaching hospitals, CMS first
should analyze the impact of the elimination of the large urban add-on. This would necessitate a delay of several
years in the elimination of the IME capital adjustment.

NAUH believes the capital needs of hospitals that receive IME payments are fundamentally greater than those of
the average American hospital, so these hospitals cannot afford to absorb such a loss of capital funding. Because
of their role as teaching institutions, hospitals that receive IME payments must spend more money than the
average hospital on the latest technological advancements because they must teach their students how to
incorporate these technologies into their future practice of medicine. While it is unquestionably true that every
hospital does not need every new technology, teaching hospitals need them more than most hospitals, such
technologies cost money, and teaching hospitals cannot afford to lose yet another important source of financing
for these essential capital improvements.

Hospitals with medical education programs typically treat more Medicare patients, more Medicaid patients, and
more uninsured patients than other hospitals. They also tend to be the hospitals that provide the most advanced
types of care — the hospitals to which other hospitals send their most difficult cases. Medicare needs these
hospitals — needs them to provide the care that other hospitals cannot, needs them to care for the Americans for
which the federal government has assumed a measure of responsibility for their health care, and needs them to
serve as a vital part of the health care safety net in communities through the country. Taking away the resources
these hospitals need, and upon which they have come to rely, to fulfill these important roles is not a way to ensure
their continued existence, ensure their continued availability to serve the sickest of the sick, ensure that they
continue caring for Medicare beneficiaries, and ensure that the safety net is preserved.

Elimination of the Large Urban Add-On

NAUH also opposes CMS’s decision to eliminate the large urban add-on capital payment. We believe that many
of the arguments against eliminating the capital adjustment of IME payments are equally valid reasons for
retaining the large urban add-on: that looking at hospital Medicare capital margins in a vacuum provides an
incomplete and distorted picture of hospitals’ financial health; that it overlooks the highly cyclical nature of
hospital capital spending; and that the financial performance of large urban hospitals will be especially harmed by
this change in policy.

We also are concerned about the CMS’s comparison of the margins of urban hospitals to the margins of rural
hospitals. As the regulation notes, recent years have witnessed the reclassification of huge numbers of rural
hospitals as critical access hospitals. It is not clear yet what impact this has had on the margins of rural hospitals,
why it has had this impact, or what the underlying significance of that impact might be, so NAUH believes it is
premature to make this comparison and attempt to draw definitive conclusions based on it. We urge CMS to
undertake additional research about this issue.

We would like to point out that by any reasonable measure, the financial performance of large urban hospitals in
recent years has been worse than that of any other group of private hospitals in the country — and far worse,
clearly worse, and definitively worse than that of rural hospitals. Private, non-profit urban hospitals, and
especially large urban hospitals, are a vital part of the health care safety net in the U.S. today. They care for more
Medicare patients than the other private hospitals around them, they care for more Medicaid patients than the
other private hospitals around them, and they care for more uninsured patients than the other private hospitals
around them. In these times, moreover, they also are more likely to care for more undocumented residents than
the other hospitals around them. These hospitals offer the services their communities need even when some of
those services cannot possibly make money, and in fact lose substantial sums of money, doing so because the
residents of their communities desperately need these services — and this is reason enough for these mission-
driven institutions. They are the institutions to which other hospitals turn with their most complex cases, they are
the destinations for most medical helicopters transporting sick and injured people, and they are the providers of
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last resort for many urban Americans with few, if any, health care alternatives. Depriving these hospitals of their
large urban add-on would unquestionably cause them financial harm, and many already are in considerable
financial jeopardy. This, in turn, would jeopardize their ability to treat the many Medicare and low-income
patients who turn to them for care. NAUH urges CMS to reverse its decision and reinstate the large urban add-on.

Finally, we would like to note that while CMS makes a plausible argument for this policy change falling within its
legal purview, we believe that eliminating the large urban add-on amounts to a major policy decision. In our
view, major policy decisions should be made in consultation with Congress. This decision was not made in
consultation with Congress but instead, we believe, circumvents the congressional prerogative to make major
policy decisions that affect thousands of American institutions and potentially, fifty million Americans.

About the National Association of Urban Hospitals

The National Association of Urban Hospitals (NAUH) advocates for adequate recognition and financing of
private, non-profit, urban safety-net hospitals that serve America’s needy urban communities. These private,
urban safety-net hospitals differ from other hospitals in a number of key ways: they serve communities whose
residents are much older and poorer; they are far more reliant on Medicare and Medicaid for revenue; they
provide far more uncompensated care; and unlike public safety-net hospitals, they have no statutory entitlement to
local or state funds to underwrite their costs. NAUH’s role is to ensure that when federal officials make policy
decisions, they understand the implications of those decisions for these distinctive private, urban safety-net
hospitals. NAUH pursues its mission through a combination of vigorous, informed advocacy, data-driven
positions, and an energetic membership with a clear stake in the outcome of public policy debates.

* * *

We appreciate your attention to NAUH’s comments and welcome any questions you may have about them.

Sincerely,

Ellen J. Kugler, Esq.
Executive Director



