
Rutland Regional Medical Center 
2018 Budget  
Response to State Analysis and Questions 
 

1. INCOME STATEMENT - The NPR is budgeted to increase 3.34%, and includes health care reform investments of 

$974,000 (0.4%). Gross revenue is up 6%, suggesting increased utilization and a 5% rate increase. However, 

adjusted admissions utilization shows a reduction in utilization. Many categories of utilization show increases. 

Explain what is happening in utilization. 
 

The growth in gross revenue is due to an increase in patient days, pharmaceuticals, orthopedic market share and the rate increase, as 

outlined below. 

 

Patient days – Budget to budget our patient days are increasing by 1,746 or 4.7 patients per day.   The increase in patient days is not a 

result of increased admissions but rather an increase in the length of time each patient stays with us.  In Budget 2017 we anticipated an 

overall length of stay of 4.7 days however based on actual performance our average length of stay has been 5 days per stay.  We set the 

2018 Budget at the actual performance as of February 2017.  The increase in length of stay accounts for the entire patient day increase 

and is driven by patient populations that are challenging to place back in the community, namely our psychiatric, geriatric and dementia 

patients.   Our admission/discharge volume is consistent with 2017 Budget and 2017 Projection. 

 

As the length of stay becomes longer there are certain supportive ancillary services that also show increases in utilization.  Both 

laboratory and respiratory services also increased budget to budget by approximately $3.3 million as a result of additional patient days.   

 

                       
 

Pharmaceuticals – We continue to be challenged in projecting the annual gross revenue of pharmaceuticals given our oncology program.  

Oncology medications tend to be very expensive and one drug alone can drive significant changes in revenue.  To illustrate the top 15 

most expensive outpatient medications in our formulary represent nearly 40% of total outpatient pharmacy revenue.  The introduction 

of new drugs to market, changes in treatment protocols and sudden changes in manufacturer pricing can have a significant impact for 

one medication alone.   The budget to budget increase in pharmaceutical revenue is $2.4 million.  

 

Orthopedic Market Share:  RRMC’s orthopedic program has been very successful and has received national recognition for quality and 

patient satisfaction.  In 2017 Health Grades gave RRMC a Five-Star performance award for total knee replacement, in the 2016/2017 

Report the U.S. News rated RRMC high performing in hip replacement and for the past few years Blue Cross has listed RRMC as “Blue 

Distinction” for total hip and knee procedures.  As a result of this recognition our market share has grown and patients well outside our 

market area are choosing Rutland for their orthopedic care.  Over the past two years RRMC has seen an additional 95 patients who do 

not reside in our market area but seek treatment at RRMC for hip and knee replacements.  This volume is driving $2.5 million in 

additional revenue and is demonstrated in the following two maps.   



 

 
 

Rate Increase:  Over the past months RRMC has lowered prices three times, equivalent to nearly $27.7 million in gross revenue.  

Unfortunately the reimbursement challenges that we face in the 2018 Budget prevent us from continuing to keep the rate reductions in 

effect.  Essentially we are requesting to raise prices to cover shortfalls in Medicare and Medicaid reimbursement, growth of bad debt 

and free care and a significant decline in Medicare Disproportionate Share payments.  

 

 Budget 2018 includes a 4.9% rate increase ($6.5 million net) 

o A result of decrease Disproportionate Share Payments of $1.2 million 

o Increased reserve for Free Care of $2.6 million 

o Underfunding in Medicare and Medicaid – Medical and Staffing inflation of 3.5% 



 Medicare IP reimbursement rate increase 1.6% 

 Medicare OP reimbursement rate increase 1.0% 

 Medicaid reimbursement rates expected to remain flat 

 

 

 

2. NPR PAYER - Medicare shows less favorable reimbursement and much higher utilization. Specifically describe the 

increase you are seeing in utilization – more patients, types of services, complexity, etc.  Also, why do you expect 

to see less reimbursement? Provide a schedule supporting this lower reimbursement estimate. 

               

We continue to see growth in Medicare utilization for orthopedic services.  We have seen an increase of 74 more admits this year for 

musculoskeletal services through the same time period in 2016.  This result is also depicted in the volume maps illustrated in the 

response to question 1.   

 

The decline in reimbursement is the net impact of two offsetting factors.  On the positive side we do expect minimal increases in rates 

from Medicare for both inpatient and outpatient services.  Overall we expect that our reimbursement will increase by approximately $1.0 

million from year to year as a result of a net rate increase of 1.6% on inpatient services and 1% outpatient services.  These increases are 

completely negated by the fact that we are requesting a rate increase of 4.9%, of which other than the $1.0 million increase Medicare will 

not participate in.  As rates increase and reimbursement stays the same the result is a lower net to gross ratio.   

     Before Rate Increase After Rate Increase 
Medicare Revenue            $ 242,598,500     $254,581,100  
Medicare Contractual Allowances       ($159,087,700)     ($171,070,300) 
Medicare Reimbursement (Net Revenue)         $ 83,510,800      $ 83,510,800 
Medicare Net to Gross              34.4%          32.8%    



 

3. NPR PAYER - Commercial and especially Medicaid, show decreases in utilization. Specifically describe the 

decreases you are seeing in utilization - patients, types of services, complexity, etc. 

   

Our 2018 Budgeted Medicaid discharges are lower than our actual activity for services from October 2016 to July 2017 would now 

suggest.  The annualized Medicaid utilization based on July 2017 would be approximately 1,360 discharges.    The decline in Medicaid 

utilization from 2016 to the July re-projected volume is largely the result of a decline in women’s health and pediatric care for pregnancy 

and newborn services.   Together we have seen 73 few admits this year for pregnancy and new born services than through the same time 

period in 2016.  We continue to see growth in Medicaid utilization for mental health disease and substance abuse.  The change in mix of 

patients has impacted our case mix index and our Medicaid revenue per discharge.  The mental health and substance abuse patients tend 

to be higher acuity and drive the need for more services than the pregnancy and newborn patient population.    

                         

4. DASHBOARD - Bad debt and free care as a % of gross revenue is increasing unfavorably from 2% to 2.2%. While 
bad debt is trending favorably, free care shows a large unfavorable increase. Discuss the changes occurring with 
free care. 

 
RRMC’s Free Care contractual allowance is budgeted consistent with projection 2017. RRMC provides a comprehensive Financial 

Assistance program to meet the healthcare needs of the RRMC community. Free Care expense is expected to continue at the current 

levels into 2018 driven by patient need.   For the first 10 months of the year (October through July) there have been 1,298 applications 

reviewed, of these applications 93% were determined to meet program eligibility requirements.  The two graphs below summarize a 

four-year trend of Financial Assistance application activity. 

 

 



 
RRMC’s free care program is based on the 2017 Federal Poverty guidelines.  There is a sliding scale with varying levels of free care 
coverage.  Patients whose earnings are less than 300% of the federal poverty level receive full free care.  Patients with income between 
301% and 500% of the federal poverty level receive partial free care and share in the cost of their care.  Our guidelines for approving free 
care are outlined in the following grid:  

 

                    
 
 
5.  INCOME STATEMENT - Other operating revenue in increasing $1.3 million that is related to the 340B pharmacy 

program. Describe the risks associated with this program. 

The 340B Pharmacy program is at risk for significant revision and restriction by Federal lawmakers and pharmaceutical companies. 
Proposed guidance and program clarifications have been delayed pending rewrite and review by the current administration. The stated 
intent of the 340B program is to stretch scarce Federal resources as far as possible, reaching more eligible patients and providing more 
comprehensive services.  Pharmaceutical manufacturers do not support the program which allows RRMC to purchase eligible drugs at the 
lowest available cost. Proposed and discussed potential legislation has included limiting eligible drugs, restricting the definition of an 
eligible patient, restricting contract pharmacy participation and increasing the administrative burden of participation.   
 
For RRMC, income from operations is 2.5% of net patient care revenue, or $6.3 million.   The 340B Contract Pharmacy business income 
budget is $5.3 million, offset by the cost of pharmaceuticals of $1.8 million, for a net contract pharmacy gain of $3.5 million. There is an 
additional reduction in expenses for pharmaceutical purchases of $4.7 million for eligible RRMC outpatients.     That said the 340B 
program is more than our budgeted operating margin.  Without the 340B funding we would be faced with significant programmatic 
changes in current service offerings and would have to restrict our ability to provide free care.  With the 340B funds we are currently we 
are able to provide financial assistance up to 500% of the federal poverty level, have expanded access to behavioral health and women’s 
health services, provided cancer screening services and fund our local ambulance service with medications.    These services would need 
to be reevaluated along with other clinical and care management services if we were to lose 340B funding.    

 

 

 

5b. Non-Operating revenue is increasing by $1.7 million, of which $1.3 million is listed as "all other."  What is included 

in "all other"? 



 The $1.3 million is the result of investment earnings related to the unrealized portion of the projected 6.5% rate of return on our board 

designated assets.    

6. NARRATIVE - The Defined Benefit Pension Plan is currently under funded by $26.7 million. The hospital plans to 

make a $2.0 million contribution that equals a reduction of 3.2 cash days on hand. Is the hospital required to 

make minimum contributions ongoing to fund the balance? Is the plan regulated by another government agency? 

Although RRMC’s Defined Benefit pension plan has been frozen since 2006 there are numerous administrative aspects of the plan that 
must continue to be addressed and managed.  The annual funding plan, the investment strategy of plan assets and the annual impact of 
the continued carrying cost of the plan are all areas that require both short-term and long-term strategies.  RRMC’s approach is to 
manage the plan in a way that allows for consistency in funding requirements with the goal of becoming fully funded within the next 5-7 
years.      

RRMC is not required to make annual contributions to our Pension Plan as a result of electing to use an amendment provided in the 
Highway and Transportation Funding Act of 2014 (HATFA) and specifically within the Internal Revenue Code, Section 430, referred to as 
MAP-21.  The amendment serves to smooth the interest rate used in calculating required contributions by using a 25-year rolling average.  
This 25-year average method essentially eliminates and/or reduces current required contributions and delays the funding to future years.  
For RRMC the election of the MAP-21 reduces our required contribution from $2.9 million per year to $0.   

Although we are not required to make contributions due to the MAP-21 election RRMC has continued to fund $2.0 million to the pension 
plan each year to allow for a more predictable and consistent funding plan.  The MAP-21 rules are set to expire in 2023 at which time 
funding requirements could be significant.  Secondly, all Defined Benefit plans are required to fund a Pension Benefit Guaranteed 
Insurance Plan (PBGC).  The funding mechanism for the PBGC is based on a fixed per beneficiary cost and a variable cost that is based on 
the plan’s unfunded status.  The PBGC rates are increasing fairly dramatically each year whereby they are becoming more and more 
expensive.  RRMC’s contribution to the plan helps to mitigate growth of PGBC expense by decreasing the unfunded status and therefore 
the exposure of the variable rates.     

Funding Stablization with Highway and Transportation Funding Act 

 

 

PBGC Premium Schedules 

 

 

 

There are many laws and regulations concerning pension plans.   The laws and regulations that most commonly affect defined 
benefit (DB) pension plans include: 

Internal Revenue Code Rules:   

o Payment limits  
o Nondiscrimination and Top Heavy Rules 

 prohibits plans from giving large amount of benefit to highly compensated employees 

 mandates equity in benefits between non-highly compensated employees and highly compensated employees 
o Rules on distributions of lump sum payments 
o Rules against assignment, garnishment 

Generally Accepted Accounting Principles (GAAP)  



o Annual expense calculations 
o Financial statement disclosures 

Employee Retirement Income Security Act (ERISA) of 1974.   
o Fiduciaries rules that ensure sponsors do not misuse plan assets 
o Communication – plans must provide participants with information about plan features and funding 

 

7. INCOME STATEMENT - Are the 2017 projections still valid? If not, please describe material changes. 

Our Fiscal 2018 budget is prepared using actual results through February 2017.   We do not expect to exceed the Green Mountain Care 

budget guidelines with any of the measures.  In reviewing actual results for the 10 month period end July 31, 2017 our Patient Service 

Revenue is over budgeted expectations by $7.4 million or 1.78%.  This projection is similar to the projection included in the 2018 Budget 

whereby we projected $9.5 million more revenue than budget.  Our 2018 Budget remains consistent with actual revenue performance.  

Our year-to-date Net Patient Service Revenue (NPSR) is lower than budgeted expectations by $1.4 million or 0.7%.  Compared to our 

original projection submitted with the budget our NPSR is $3.2 million less than submitted.  Although our reimbursement assumptions for 

Medicare and Medicaid are consistent with actual payment methodologies we do face other reimbursement variance.  The major driver 

is the increasing need to reserve for free care and bad debt.  This increase has been most prevalent in the last 3 months.  Year-to-date the 

financial assistance program is $1.6 million over budget.  Since October 2016 our Patient Financial Services team has processed 1,382 free 

care applications.  Year-to-date the bad debt allowance is $793,000 over budget.  Bad debt as a percentage of total revenue has 

increased from 1.3% to 1.5%.  Our growth in bad debt relates to patients who have high deductible plans with no financial means to 

support the deductible and patients who have left the exchange due to affordability and their inability to pay premiums.  

Operating expenses continue to run close to budget as year-to-date we are only over budget by $902,000 or less than a 0.5% variance.  

This 10-month performance is consistent with our original projections included in the 2018 Budget.    

 

 

8. Refer to the Act 53 price and quality data schedules that were included in the presentation of FY 2018 Hospital 

Budget Submissions-Preliminary Review on July 27, 2017 and be prepared to address questions the Board may 

have concerning that information. 



 RRMC uses the Act 53 price schedules to support strategic pricing decisions related to planned rate changes, both increases and 

decreases.   The price schedules should be reviewed with caution as there are many factors that must be considered when prices are 

compared across Vermont hospitals.  Considerations include patient demographics, prevalence of underlying complications and 

comorbidities and payer mix that drives the need to cost shift.   Should the Board have specific questions relating to RRMC’s submitted 

Act 53 data RRMC can provide formal responses upon request.   

  

9.  Please be prepared to address the following issues during your GMCB Budget Presentation. Given the uncertainty 

of the federal actions, what are the potential implications of actions that the federal government may take to 

include;  

a.) 340B pricing (if applicable) and its effect on your hospital 

b.) Potential risks for your hospital to include economic viability 

c.) Effects on bad debt/free care 

Risk associated with reimbursement and payment rules continues to increase and extends not only to State and Federal payers but to 

commercial payers as well.  Along with Medicare and Medicaid proposed rules there continues to be numerous payment and eligibility 

changes that challenge reimbursement from commercial insurers.   Due to timing of Medicare and Medicaid payment rules budget 

assumptions are based on preliminary and proposed regulations and therefore are at risk of changing after the budget has been 

submitted.  Effective dates of payment rules are not consistent by payer.  Medicare inpatient rules are usually effective on October 1st of 

each year yet Medicare outpatient and physician rules are effective in January 1st of each year.  Medicaid programs update their rates 

annually on July 1st, consistent with the State fiscal year.  Changes in commercial reimbursement rates are based on individual contract 

between payers and hospitals.  All of these inconsistent dates lead to reimbursement assumptions that are subject to change.  Since 

RRMC submitted our 2018 Budget we have been tracking a number of potential risks and changes in reimbursement assumptions.  While 

some of the assumptions are still proposed and could continue to change there is a total of $1.2 million of known reimbursement 

changes that will now know will lower our reimbursement and challenge our ability to manage net patient service revenue and operating 

margins.  If we include the known reimbursement changes our budget to budget increase in Net Patient revenue falls from 3.4% to 2.9%. 

and our operating margin will from 2.5% to 2.0%. 

                        

 

 



10.  In the March 31 GMCB hospital guidance, the Board allowed up to 0.4% for new health care reform. The Board 

directed each hospital to provide a detailed description of each new health care reform activity, investment or 

initiative included within the designated 0.4%, provide any available data or evidence-based support for the 

activity’s effectiveness or value, and identify the benchmark or measure by which the hospital can determine 

that the activity reduces costs, improves health, and/or increases Vermonters’ access to health care. With this in 

mind, please describe how you are investing for new health care reform activities in the four approved areas: 

 

• Support for Accountable Care Organization (ACO) infrastructure or ACO programs; 

• Support of community infrastructure related to ACO programs; 

• Building capacity for, or implementation of, population health improvement activities identified in the Community        Health Needs 

Assessment, with a preference for those activities connected with the population health measures outlined in the All-payer Model 

Agreement; 

• Support for programs designed to achieve the population health measures outlined in the All-payer Model Agreement. 

The list below describes a number of programs that RRMC will fund as part of community support and care management programs.  The 

aim of each of these programs is to support our transition to risk based models by promoting population health, care management and 

healthy lifestyle services through a series of long-term and short-term goals that are managed with various structures:  internal, 

collaborative and/or by community action agencies.   

This list does not include time and commitment from RRMC staff to work in collaboration with State, Federal and National agencies or the 

ACO to design, test or promote the All Payer Model and payment reform initiatives.  Whenever appropriate RRMC takes an active role 

and commits sufficient resources at all levels of the organizations.   

 

11. Please identify which ACO(s) you will have a contractual relationship with in 2018. If your hospital plans (or 

already is) in a risk-bearing contract with OneCare, please explain the effect of the risk on your financial 

statements. Please explain specific strategies your hospital is developing to move toward population based 

payment reform.  Finally, what tools does your hospital employ to ensure appropriate, cost effective, quality 

care when working with providers outside the CHAC or OneCare network? 



RRMC will not be able to participate in a full two-sided risk contract in 2018.   Most importantly, our region’s primary care provider 

(Community Health Centers of the Rutland Region) is not willing to participate at this stage.  RRMC would have considered being at full 

risk in 2018 if they had agreed.  We will participate in the Shared Savings model in 2018 through CHAC. 

RRMC still believes the All Payer Model (APM) with two-sided risk is the right approach.  We are hopeful that the experience in 2018 will 

convince our partners and RRMC that it is viable and that the details are appropriate.  To be ready for this, RRMC will continue to do work 

in four areas: 

 We will build a community-wide care management system that combines the case management functions of RRMC, 
CHCRR and other community providers. 

 We will continue to build data feeds and a data warehouse that will allow us to analyze the information required to be 
successful. 

 We will review the offerings, risk and financial model proposed to ensure we can accept it. 

 We will alter our physician compensation program to ensure aligned incentives. 


