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(Executive Summary follows press release)

December 22, 2004

Contact: Bill Haggett, Chair, 443-2535

(AUGUSTA) – The Commission to Study Maine’s Hospitals today released a draft report containing recommendations to make quality hospital care more affordable and accessible to all Maine citizens. 

The Commission – which was created by the Dirigo Health Reform Act and includes representatives from hospitals, physicians, the insurance industry, employers, consumers, an economist, and a public health expert – heard testimony from nearly 50 expert witnesses and met more than 30 times during the past year. The report is a draft pending public hearings in early January. Members will review comments made at the public hearings and finalize a report for the Legislature later in January.

“This draft report has been developed by a Commission unanimous in its respect for the contributions physicians, nurses and other health professionals make each day and the tremendous results achieved by Maine’s hospitals,” noted Commission Chairman Bill Haggett, former CEO of Bath Iron Works. “However, health care costs in Maine have reached a point of crisis: from 1996-2002 the cost of a family policy for Maine businesses and employees increased by 77% while median household incomes increased by only 6%, and health care spending as a percentage of personal income ranks Maine the 6th highest in the nation. These costs have a chilling effect on economic growth: as businesses pay higher health insurance premiums, they are less likely to hire new workers. Hospital spending accounts for over one-third of all health care spending, so we hope the Commission’s recommendations will have a meaningful effect in lowering health care costs and helping our economy, while improving quality and access as well.”

The Commission concluded that Maine’s per hospital-visit inpatient and outpatient costs are high by northeastern and national standards even when adjusted for variations in wages and the age of our population. The Commission also found that there is considerable variation within the state in health care provided and in the financial health of Maine’s hospitals.

“Mainers need strong sustainable hospitals statewide,” observed Trish Riley, Director of the Governor’s Office of Health Policy and Finance, “but our current system has two problems: (1) high costs, and (2) too much variability – variability in hospital profitability and financial health, variability in the care people receive, and variability in what hospitals are paid, even after adjusting for differences due to age of patients. Mainers need a statewide system that builds on the strengths of local hospitals and their trustees, but that limits variability so that all Mainers receive quality, affordable hospital care, regardless of where they live. I applaud the Commission’s decision to conduct three public hearings, and am eager to review the final report when completed.”

While the Commission concluded that cost-shifting -- payment at rates lower than costs by Medicare and Medicaid -- was one factor influencing the pricing of hospital care in Maine, the Commission also found that hospital costs (how efficient hospitals are at providing services) and profitability were also important factors. The profit margins of two-thirds of Maine’s hospitals are significantly higher than national and northeast region medians for hospitals.

Among the Commission’s recommendations are the following:

1) Create the Consortium for Hospital Collaboration, a voluntary strategic alliance led by hospitals in collaboration with State government, to establish and achieve a statewide standard of efficiency, care, and financial health for all hospitals.

2) Amend the Hospital Cooperation Act to facilitate hospital cooperation and collaboration by reducing concerns relative to anti-trust.

3) Hospitals should continue to meet voluntary profit margin and cost increase targets. The purpose of these targets is to balance the need to reduce consumers’ costs with the need to ensure that Maine’s hospitals generate margins adequate to maintain their financial health. 

4) Urge the Congressional delegation to press for improved Medicare payments and to maintain the Medicaid program’s current funding mechanism.

5) Support statewide implementation of electronic medical records under the leadership of the Maine Quality Forum, with some state financial support.

6) Require Maine’s hospitals to submit annually to the Maine Health Data Organization individual hospital standardized financial information in an electronic format, to facilitate public understanding of hospital finances.

7) Strengthen the Certificate of Need program by enhancing staff capacity. The Department of Health and Human Services should develop a plan to enhance the capacity of CON staff to conduct reviews, conduct follow-up on approved CONs, and improve the CON hearing process. The Commission recommends an increase in CON application fees to help support increased staff.

8) The Commission makes no recommendations relative to hospital closings or mergers but urges every hospital board to evaluate possible opportunities to minimize duplication and maximize collaboration through the Consortium noted above. The Commission also urges hospital boards to examine the critical access program to determine if some additional hospitals should convert from fully licensed comprehensive hospitals to critical access hospitals.

A complete list of recommendations is included in the Executive Summary. Please click here for the complete draft report (PDF).

Public hearings will be held Thursday January 6 in Portland (9am-12pm at the Double Tree Hotel, 1230 Congress Street) and Augusta (2pm-5pm at the Calumet Club, 334 Northern Avenue), and Friday January 7 in Bangor (9am-12pm at the Bangor Motor Inn, Hogan Road).
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Executive Summary

The Commission to Study Maine’s Hospitals, created by the Dirigo Health Reform Act, initiated its work in November 2003. The Commission includes representatives from hospitals, physicians, the insurance industry, employers, consumers, an economist, and a public health expert.

The Commission heard testimony from nearly 50 expert witnesses and met more than 30 times during the year. In addition, a number of subcommittees were convened, the Chair visited 25 of Maine’s 39 community hospitals, and a major study was conducted by Dr. Nancy Kane of the Harvard School of Public Health regarding hospital finances. The Commission held a full day retreat to focus its work and establish an agenda based on the requirements included in the Dirigo statute. The Commission explicitly elected not to study psychiatric hospitals as issues related to them were beyond the scope of the Commission’s capacity.

This draft report has been developed by a Commission unanimous in its respect for the contributions physicians, nurses and other health professionals make each day and the tremendous results normally achieved by Maine’s hospitals. The report is a draft pending public hearings in early January. Members will review comments made at the public hearings and finalize a report for the Legislature later in January.

Maine’s hospitals are a $2.7 billion annual industry in Maine providing just under one-in-twenty of the jobs in Maine -- roughly 26,300 jobs in 2003. The network includes 6 teaching hospitals, 3 tertiary care centers, 10 critical access hospitals, 9 sole community hospitals and 2 psychiatric hospitals, all of which are non-profit. There are 3,600 acute care beds licensed in the State, approximately 70% of which are staffed. About three-quarters of Maine’s hospitals are affiliated with one of the State’s major hospital systems. 

The Commission concluded that health care spending must be addressed in Maine. From 1996-2002 the cost of a family policy for Maine businesses and employees increased by 77% while median household incomes increased by only 6%. Health care spending, as a percentage of personal income, ranks Maine the 6th highest in the nation. This high rate of spending has a chilling effect on economic growth: as businesses pay higher health insurance premiums, they are less likely to hire new workers.

The Study Commission’s statutory charge was to focus explicitly on hospitals. Hospital spending accounts from slightly more than one-thirds of all health care spending, so slowing the rate of growth in hospital spending can play a significant role in slowing the rate of growth in health care spending. While there are ongoing debates about data, the Commission concluded that Maine’s per hospital-visit in-patient and out-patient costs are high by northeastern and national standards even when adjusted for variations in wages and the age of our population. Maine’s hospital utilization rates are higher than the rest of New England and Maine has more hospital beds per 1,000 citizens than other New England states and than the national average. 

The Commission also found that there is considerable variation in health care provided and in the financial health of Maine’s hospitals statewide. The Maine Health Information Center in May 2004 showed wide variation in payments for the same services made to 36 different hospitals by members of the Maine Health Management Coalition even after taking into consideration differences due to patient mix. Dr. Kane’s study showed significant variation in the financial health of Maine’s hospitals.

While the Commission concluded that cost-shifting -- payment at rates lower than costs by Medicare and Medicaid -- was one factor influencing the pricing of hospital care in Maine, the Commission also found that hospital costs (how efficient hospitals are at providing services) and profitability were also important factors. The profit margins of two-thirds of Maine’s hospitals are significantly higher than national and northeast region medians for hospitals.. The Centers for Medicare and Medicaid Services informed the Commission that in 2003 Medicare reimbursed Maine hospitals for 92% of inpatient expenses, but the recent Medicare Modernization Act (MMA) is closing that gap. As a result of the MMA Maine hospitals’ payments from Medicare will be 6% higher in 2005 than in 2004. While the Commission urges that Maine’s Congressional delegation works to secure yet better reimbursement from Medicare for Maine hospitals, the Commission also concluded that lowering hospital costs – i.e., what hospitals spend to provide services – could also play a significant role in reducing cost-shifting.

Key Recommendations

1) Create the Consortium for Hospital Collaboration, a strategic alliance led by hospitals in collaboration with State government, to establish and achieve a statewide standard of efficiency care and financial health for all hospitals. This voluntary network would be open to all Maine hospitals and would encourage statewide standardization of clinical protocols utilizing best practices, administrative streamlining, bulk procurements, the sharing of expertise and many other cooperative ventures. The Consortium would report semi-annually to the Governor, hospital trustees and the Joint Committee of Health and Human Services of the Legislature to assure goals are established and met. 

2) Amend the Hospital Cooperation Act to provide for a more rapid review and to facilitate more hospital cooperation and collaboration by reducing concerns relative to anti-trust ramifications.

3) Encourage the Governor’s Office of Health Policy and Finance to: (a) assure that state licensing and regulatory agencies give priority to projects generated through the Consortium, and (b) seek funds to provide financial incentives to encourage hospital collaboration.
4) Support statewide implementation of electronic medical records under the leadership of the Maine Quality Forum and facilitate the implementation through a significant amount of state bonding to cover start-up costs, as well as modest increases in Medicaid for up to 12 months for physicians who request such consideration during transition to EMR. The objective is improved quality and lower costs in the long run.

5) Revise to Bureau of Insurance Rule 850 to make it easier for insurance carriers to offer incentives for patients to use providers who have been shown to provide better quality services, even if the provider is outside Rule 850’s traditional travel/distance limits. Importantly, the proposed revisions protect the consumer’s right to choose whether to travel further for better quality services. Draft language is provided as an attachment.

6) Urge the Congressional delegation to press for improved Medicare payments and to maintain the Medicaid program’s current funding mechanism. MaineCare financing was also addressed with recognition that the State’s budget did not accommodate increases at this time. However, the State is urged to increase Medicaid payments to physicians as soon as possible and to hospitals eventually to better meet their costs.

7) Hospitals and hospital systems in Maine should publish for public dissemination the total compensation received by the 5 most highly compensated executives each year beginning in 2005.

8) Hospital boards and administrators should develop and implement strategic plans targeting annual implementation of efficiency improvements including phased cost goals and long term objectives to slow or reverse cost growth.

9) Hospitals should continue to meet voluntary profit margin and cost increase targets, with several essential refinements to the targets that had been included in the Dirigo Act. The refinements are designed to bring additional precision to the way hospitals report their performance against the targets, and to bring greater transparency to the public regarding hospital performance. The purpose of these targets is to balance the need to reduce consumers’ costs with the need to ensure that Maine’s hospitals generate margins adequate to maintain their financial health.

10) The Commission makes no specific recommendations relative to hospital closings or mergers but urges every hospital board to evaluate possible opportunities to minimize duplication and maximize collaboration through the Consortium noted above. The Commission also urges hospital board to examine the critical access program to determine if some additional hospitals should convert from fully licensed comprehensive hospitals to critical access hospitals.

11) Require Maine’s hospitals to submit to the Maine Health Data Organization standardized financial information annually in an electronic format enclosed as an Appendix to this report. Information should be reported for individual hospitals to assure hospital to hospital comparisons are possible. This information should be made available to the public.

12) The Maine Hospital Association should develop an administrative cost codebook which hospitals can use when establishing budgets and reporting spending on administrative categories. Such standardization of administrative costs would assure transparency and better information for comparison purposes.

13) The Certificate of Need program should be strengthened by enhancing staff capacity. The Department of Health and Human Services should develop a plan to enhance the capacity of CON staff to conduct reviews, conduct follow-up on approved CONs, and improve the CON hearing process. The Commission recommends an increase in CON application fees to help support some increased staff.

14) Because the majority of capital investments (around 80%) fall below current CON review thresholds and are therefore not subject to the planning and coordination the program is designed to ensure, the Commission recommends that hospitals and non-hospital providers be required to report to the Certificate of Need unit those projects whose costs are above one-half of the current review thresholds. Such reporting would provide information about the types of projects that are not currently reviewed and would help in establishing the Capital Investment Fund and the State Health Plan.

15) The capital expenditure spending limits established in the Capital Investment Fund governing the Certificate of Need should continue at least for the near term.

16) Hospitals should be a major player in wellness initiatives. The Legislature should levy a modest fee or tax on processed food items or beverages to finance initiatives to enhance wellness programs and support the MaineCare program.

17) The Commission was concerned about the role of insurance companies in the high premiums Mainers face, and the Commission notes that insurance carriers will be instrumental in passing hospital savings on to Maine consumers. The Commission decided, however, that making recommendations regarding the insurance industry is outside the purview of the Hospital Commission’s statutory charge.

18) Medical malpractice was considered by the Commission. The Commission acknowledges that the Dirigo Act required the Bureau of Insurance to conduct a study of medical malpractice and report back to the Legislature this January. The Commission urges the Legislature’s review of that study acknowledging the growing concerns about medical malpractice costs in Maine.

19) Finally, the Commission requests that the Governor’s Office of Health Policy and Finance establish a plan wherein each recommendation of this report will be reviewed to determine success in implementing the Commission’s recommendations following public hearing.

These recommendations remain draft recommendations. Most hold unanimous support from Commission members; some have only majority support. Members will review comments made at the public hearings and finalize a report for the Legislature later in January.
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