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October 19, 2016  

  

Kathleen C. Hittner, MD 

Health Insurance Commissioner  

Office of the Health Insurance Commissioner  

State of Rhode Island  

1511 Pontiac Avenue, Building 69-1 

Cranston, RI 02920  

  

Re:  Stakeholder feedback on Regulation 2  

  

Dear Dr. Hittner:  

  

The Hospital Association of Rhode Island and its members appreciate the opportunity to provide 

comments related to OHIC Regulation 2, Section 10 (d) (3). Hospitals are transforming health care in 

many ways at their facilities and through the exploration of different contractual arrangements with 

payers. However, due to a decreasing trend in hospital utilization and reductions in payments from 

governmental payers, the bleak financial situation of hospitals will result in the lack for needed 

investments in the health care system.  

 

This proposed regulation takes an initial step by the State of Rhode Island to invest in the health care 

system and ensure a healthy economy. Since the regulation was created in 2010, it has used the 

following matrixes to cap insurance premium rates as an effort to decrease medical expenditures: 

 2011-2012: CMS Price index + at least 2% for quality 

 2013-2014: CMS Price index + 1% and 50% of increase dedicated to quality 

 2015: CPI-U (less food and energy) + 1% and 50% of increase dedicated to quality 

 2016: CPI-U (less food and energy) + .75% and 50% of increase dedicated to quality 

Currently, hospitals are able to receive up to 2.65%, with 50% dedicated to agreed upon quality 

initiatives. The quality payment is a separate and distinct payment, not put into the base. This amount 

based on the current regulation would have been reduced by .25% for the next three years. The 

maximum amount applied to the base is only 1.3%, which leaves facilities very little room to offset any 

operational expense increases. 

   

The overall margin for hospitals in our state is negative with the majority losing money. Hospitals have 

experienced governmental payment reductions at the same time as these very minimal increases from 

commercial payers. Medicaid recently reduced payments to hospitals by 2.5% and Medicare has reduced 

payments to hospitals by 3.1%. Lastly, the bad debt due to patient liability is increasing dramatically and 

exceeding increases provided. 
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The Wakely Consulting Group produced a report on medical cost trends in Rhode Island from 2011 to 

2013 and found that hospitals were not a driver of medical expense increasing, nor out of line with other 

New England states. However, pharmaceutical expenses were shown to be driving the increase in 

medical expense. Pharmaceutical expenses were also a major driver in the most recently approved health 

insurance premiums. Blue Cross & Blue Shield of Rhode Island recently stated the decrease in inpatient 

utilization, not price, has been the leading factor in their losses.  

 

There is a need to align future medical expense targets at a similar amount for all providers to ensure 

affordability and economic growth. Previously, there have been discussions focused on a statewide 

health care spending target of 3.5%, this is substantially different than the current and proposed cap on 

hospitals. This proposed regulation takes an initial step to ensure we are investing in our delivery 

system.  

 

The proposed regulation will continue to cap hospitals at CPI+1%, which is .5% greater than the current 

regulation. Two important aspects of the proposed regulation are: 1) it will maintain the hospital rate cap 

at the same amount, rather than decreasing each year as the current regulation, 2) the 50% dedicated to 

quality is allowed to be put into the base. While the five-year impact analysis showed an improvement 

of approximately $130 million, this assumes utilization is flat, the maximum rate is negotiated with the 

insurer, and all of the quality initiatives are achieved. $130 million may appear significant in 

relationship to premium increases, but this increase is on $5.5 billion of commercial payments to all 

providers over a five-year period. 

 

The other two items addressed in the proposed regulation are quality measures and the Administrative 

Simplification Taskforce. We are supportive of consistency in the use of quality measures, to reduce the 

administrative burden placed on providers by the unaligned use of quality measures across payers, and 

to improve the quality of health care by channeling clinical focus on core areas of health care delivery. 

We believe the Administrative Simplification Taskforce should be required to meet annually (unlike the 

proposed regulation at the discretion of the commissioner) and we agree with gathering input from 

members to set the direction of the taskforce. 

 

HARI and its members are eager to continue to work with OHIC to transform health care, but need to 

ensure we are aligning initiatives, investing in our delivery system, and addressing all areas impacting 

medical expense trend. If we want to achieve true delivery system reform, job growth and maintain the 

economic impact of hospitals, then we must invest in hospitals. Hospitals need the infrastructure to 

transform the delivery and payment system built around collaboration and innovation.  

 

Sincerely,  

  

 

 

 

Michael Souza   

President  



Rate Cap 
Commercial/private insurance reimbursement rates are set through private negotiations be-
tween the insurer and provider. These negotiations have been stifled in recent years by a hos-
pital rate cap introduced by the Office of the Health Insurance Commissioner. This cap has 
limited hospitals’ ability to recoup shortfalls from caring for Medicare, Medicaid and charity 
care patients. The inability to recover these losses leaves hospitals without the funds needed 
to invest in their workforce, technology and efforts to transform the health care system.

The hospital rate cap regulation was created in 2010 and has had the following impact on 
hospitals in Rhode Island:

•	 2011-2012: CMS Price index + at least 2% for quality
•	 2013-2014: CMS Price index + 1% and 50% of increase dedicated to quality
•	 2015: CPI-U (less food and energy) + 1% and 50% of increase dedicated to quality
•	 2016 – CPI-U (less food and energy) + 0.75% and 50% of increase dedicated to 

quality – Currently 2.65%
•	 Decreased annually by 0.25% each year until at CPI-U with no inflater.

The overall margin in Rhode Island is negative with the majority of hospitals losing money. 
Hospitals in Rhode Island have experienced governmental payment reductions at the same 
time as these very minimal increases from commercial payers. 

*Note: The 2.9% increase for commercial assumes hospitals are able to obtain the maximum cap and achieve 
all of the 50% dedicated to quality. 

The example above shows the impact of the rate cap issued by OHIC. Without the ability to 
effectively negotiate contracts with insurers, hospitals are unable to recoup shortfalls from 
Medicare and Medicaid. Therefore, as the cost of providing services is increasing due to the 
rising cost of supplies and drugs, hospitals are paid less each year for the care they are pro-
viding to Rhode Islanders. This leaves our hospitals with an unsustainable negative margin 
and no funds for employee salary and benefit increases, investments in technology and infra-
structure or system reforms.

TRACKING TRENDS
Hospital Association of Rhode Island October 2016

In 2010, the Office of the Health Insurance Commissioner issued a set of regulatory stan-
dards for commercial insurers, known collectively as the affordability standards. The com-
missioner recently released regulations to amend the rate cap following concerns from 
hospitals.



Important Step
Approval of this regulation is an important first step in addressing the negative effect of the hos-
pital rate cap. Hospitals must have the resources necessary to achieve delivery system reform, 
support job growth and improve infrastructure. We ask state leaders to support this, and other 
measures that assist hospitals in strengthening their financial solvency, so they may invest in our 
state.

The table above identifies Rhode Island as having the lowest medical Per Member Per Year (PMPY) 
expense trend in New England. 

Hospital Association of Rhode Island n 405 Promenade Street, Ste. C n Providence, RI 02908 
p 401.443.2803 n f 401.533.9328 n www.HARI.org

Proposed Regulation Impact
Hospitals are pleased OHIC has proposed regulations that begin to address our concerns about 
the hospital rate cap. The proposed regulation will continue the hospital rate cap at the same 
amount, rather than decreasing each year as prescribed in the current regulation. Additionally, 
the 50% dedicated to quality will be allowed to be put into the base, and will not be collected 
separately after achievement.  
While the five-year impact analysis by OHIC showed an improvement of approximately $130 
million, this assumed utilization remains the same, the maximum rate is negotiated by the insurer 
and all of the quality initiatives are achieved. HARI believes the actual impact will be signifi-
cantly less.
In addition, while any improvement is helpful to hospitals and their mission, $130 million will 
have a very small impact on hospital margins. Hospitals receive more than $5 billion in com-
mercial reimbursements each year, and a $130 million improvement over five years will impact 
hospital margins a fraction of a percent.

Medical Expense Trend
A recent report by Wakely Consulting Group noted that hospitals were not the driver of medical 
expenses increasing, nor were Rhode Islanders’ medical expenses out of line with other New 
England states. However, pharmaceutical costs were shown to be leading the medical expense 
trend and was a major driver in the health insurance premiums recently approved by OHIC.
In addition, Blue Cross & Blue Shield of Rhode Island recently stated that utilization, not price, 
has been the issue resulting in the insurer’s financial losses.
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