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Thank you. Mr. Chairman, for the opportunity to testify today. I am pleased to 
dif;cuss the growth in skilled nursing facility (SNFf and home health agency (HHA) 
expenditures and our plans for developing prospective payment systems for these 
$etvices. When I first encountered these issues in the late 1970s and early'"l980s. 
M1edicare was considered to be an acute benefit, and nobody would acknowledge that it 
covered long-tenn care services. However, times have changed. In 1996, Medicare 
will pay for more than $28 billion in post-acute services -- mostly SNF and HHA 
se:~vices, but also including rehabilitation and long-term hospital care. While Medicare 
rules still limit these services to beneficiaries who rhquire skilled care, many of these 
se:rvices are furnished to beneficiaries who arc long.:.tenn care patients. 

The 1997 President's budget projects that, in 2002. expenditures for post-acute care 
services will be more than $S4.7 billion, or 16.7 percent of program expenditures, as 
opposed to 3.5 percent of program expenditures in 1986. Jn fiscal year 1995, 23 
pe:rcent of Medicare Part A and 15 percent of total ·program dollars paid for post-acute 
services. '.: :,:_,...., "'!i-"':<?" 

Expenditures for post-acute care services are among the fastest growing components 
of Part A and total Medicare spending. However, ~ese expenditures represent jwa the 
tip of the iceberg on spending for long-term care patients. Total Mcf;licare expenditures 

. ~ 

fo.r residents of nursing homes were about 9 billion~in 1995, even though Medicare 
pays for only about 10 percent of nursing home care. Although the majority of nursing 
home stays are not covered by Medicare, most of the other health care services used by 
nursing home residents is covered·· suc.h as hospi~ care, physician visits, and therapy 
sc:rvices. 

The dramatic increase in Medicare expenditure~~for post-acute servi~.s.Js.,,d~~- to a 
number of factors, including the: increase in ttlc n~ber of providers, decline in· acute 
hC)spital lengths of ~tay, changes in medical practice, and provider financial incentives. 
The number of Medicare-certified SNFs has grown 38 percent since 1986, from 9066 
tc~ 12,536, including a more than 250 percent increase in hospital-based SNFs. Home 
hc:alth agency growth has been even more dramatic( In 1986, there were 5907 home 
hc:alth agencies, compared to.7363 cwrently -- a 20 percent increase. The increased 
S\lpply has penn;tted more utilization. We have se'Ch a substantial increase in the 
mirnbers of beneficiaries u.l\ing both SN:F and HHA'.:care. Jn 1984. 298,000 Medicare 
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beneficiaries used 9.6 million days of SNF service~:· In 1994, it is estimated that 
92:5.000 Medicare beneficiaries used 36.9 million days of SNF care. Similarly, in 
1984, 1.2 million Medicare beneficiaries had 31 million covered HHA visi~. This 
increased to 3.2 million beneficiaries having 209 ~Ilion covered visits in,1994.~. 
Fu:rther. we have seen evidence that the intensity of services per user is also increasing; 
SN'F patients are rcceiVing more therapy and other services during their srays, and 
HHA patients are using more services. 

Reesom for th~ Growth bl Post-Acute Care Utili7.atlon/Expenditurea 

Let me highlight just a few of the rea~ons why i'such explosive growth in utilization . . 

and expenditures cx:curred. These include policy changes, incentives created by 
antiquated costAbased reimbursement systems, changing demographics, medical 
advances, and increases in demand by bencflciaries1iand physicians. 

PoUcy Changes -,.! 
') 

f 

First, a number' of policy changes have encouraged the use of pc)st-acutc care. 
While some of these changes had unintended consequences, many of these changes 
were undertaken with the belief that they would reduce total costs by shifting resource 
use: from more expensive (hospital) to less expensiV:e (post-acute) settings. For the 
most part, these policy changes were not systemati.c· attemptS to refonn Medicare; 
rather they occurred piecemeal throughout the years to achieve specific objectives. 
And, we have found, they have no.t reduced overali"program costs. 

Ex:ample: Home Health Beueftt Expansion 

Let me discuss the expansion of home health c~ycrage and eligibility as an · 
i11u.stration. OBRA-1980 transformed the home health benefit into an unlimited benefit 
-· ctne that serves the chrome, Jong·term needs of patients as we11 as the needs of those 
who require recuperative care after a hospital visit .. Since OBRA-1980, we have 
witnessed a steady growth in the number of home health visits per beneficiary per year, 
fro:m an average of about 27 visits per year in 198i·to about 70 visits per year in 1995. 
Much of the growth in home health outlays is due:~<;> patients who receive more than 
100 visits per year. For example. in 1994, 21 pers'*'1t of home health users received 
more than 100 visits, compared to only 9 percent in1 

1990. lncidenta11y, the OBRA-
1980 legislation resulted in the Pan A Trust FWJd ~riancing approximately 99 percent 
of 1he financing for the home health benefit, regardless of whether visits are of a post­
acu.te care or long.term care nature. As I'll explain later~ this is a problem we seek to 
fix in our legislative proposals. \ii "·· ., ·~ 
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OBRA-1980 also allowed for Medicare certific~tion of for-profit home health 
agc:ncies. Proprietary agencies·· which now.represent 48 percent of all certified 
agc:ncies -- are the fastest growing segment of Medicare home health expenditures. One 
analysis suggests that beneficiaries receiving care fi:om for-profit HHAs receive 21 
mc•re visits, on average, than those receiving care (tom non-profit agencies, after 
co1ltrolling for the differences in health and functional status of the beneficiary, as well 
as age, sex, and living situation. 2:·;: 

Other policies also contributed to the explosive tgrowth in home health expenditures. 
In 1989, to comply with the settlement of a coun case. HCFA clarified our 
interpretation of the t6part-~ or intennittcnt" eli~~bility criteria which expanded the 
benefit's coverage. The clarification of our interpretation has resulted in· an estimated 
38. percent annual increase in home health expendit'ilrcs from 1988 to 1992, and a 16 
percent increase in visits per beneficiary from 1989 to 1995. 

E:'8mple: SNF Coverage Guidelines and the Impact of the Medicare Catastrophic 
Ooverage Act of 1988 ·" 

; . 

SNF utiliz.ation and expenditures have also increased as a result of a number of 
policy changes over the years. In April 1988, we biarified the SNF coverage guideJines 
based on evidence that the existing guidelines were':'.interpreted inconsistently across 
fi:scal intermediaries. resulting in arbitrary and excessively restrictive claims 
dc~terminations as well as geographic differences in.SNF coverage. In som,e ~r~as, 
bcmeticiaries did not apply or were not encouraged·~·to apply for Medicare sN'F·c·overage 
b;:causc of the possibility of retroactive denial of dieir care. After implementation of 
the new coverage guidelines. retroactive denials decreased significantly. 

~ 

The Medicare Catastrophic Coverage Act of 19~8 (MCCA) was designed to change 
the Medicare benefit structure to more fully cover ·~atastrophic conditions. Several 
aspects of the SNF benefit were clwlged under th(bill, including the elimination of the 
3-day prior hospital stay requirement. changes in tl1e copayment, and broadening of 
coverage (to 150 days in a calendar year). As you: .. ~ow, the MCCA was subsequently 
~epealed in 1989. However, that was noc before th~ industry responded to expand SNF 
utilization. The elimination of the prior hospital s~y l'equirement and the broadening 
of coverage led to the potential that Medicare coverage would be substitutedJor. 
M.edicaid coverage of nursing home care. This w~s especiaUy likely since OBRA-
J. 987 changes in nursing facility certification made Medicare and Medicaid 
requirements virtually equivalent. Jn some cases, states actively recruited facilities to 
obtain Medicare certification so that they could bill Medicare whenever appropriate. 
(The increase in the number of Medicare-certified facilities was dramatic, from $1. 9 
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biJlion in 1986 to $3. 9 billion 1990.) The increase in capacity that indirectly resulted 
from MCCA. coupled with the clarification of coverage guidelines. led to explosive 
gro·wth in SNF utilization in the late 1980s. 1i: 

i;, ', 

Example: Impact of Hospital PPS 

Finally, the implementation of the Prospective riayment System (PPS)'for·inpaticnt 
hospitals also resulted in increased utilization of post-acute services. Hospital PPS 
provides payment to hospitals on the basis of the medical characteristics of the patients 
they treat, rather: than the resources they expend in providing care to patients. 

4 

Ho:,pitals responded to the incentives in PPS by shortening the lengths of stay. Patients 
. ~ 

were discharged before complete recovery had bee~ made, resulting in increased use of 
post-acute services. There has been a significant s\\ift in Medicare spending from PPS 
hospitals to post-acute providers. While acute car~·i.hospitals received more lhan 91 
peri:ent of Medicare Part A paymencs in 1986, their" share decreased to less than 74 
pe1':.ent in 1993. Concurrently, payments to post-a~ute care providers increased from 
less. than 9 percent to more than 26 percent. \; 

.In fact, PPS not only created incentives for hospitals to discharge patibn'ti· earlier, 
but also to establish hospital-based units for post-acute services. In 1994. almost 60 
peil::.ent of hospitals had a post·acute care unit. · These hospital-based units benefit 
hos;pitals in two ways: first, hospitals are better able to discharge patients early. thus 
pro:fiting under 1he PPS payment sysrem. Second, ~ICFA ,s reimbursement rules allow 
them to allocate a portion of their overhead to the qistinct-part unit. and they receive 
cost-based payment for these services. A~ .; i 

Ex11mple: Cost-Based Reimbursement Systems Provide Few Incentives for Cost· 
Conscious Behavior, Invite New Market Niches, '~nd Allow Room for Fraudulent 
and. Abusive Practices 

'Inc result of these polic.y changes and the incen~ives of PPS h!s been 'U> ~~~idc an 
opportunity for pro·1iders to exploit the areas of Me\iicare where expenditure growth is 
less constrained, and where cwTent law offers re1ativc)y few incentives for cost­
coruicious behavior. 

For example, payment for post·acute care servi~~s is still based on cost 
reimbursement subject to limits, and does not incotP,orate utilization limits. Unlike 

· hos1>itals, where there are well-established nonns 6f'professional practice, such 
standards to not exist in long-tenn care. Thus, utili-~ation Jimits may be more necessary 
thal1. in acute care. \ 
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These cost-based systems have had other ouunoded policies such as the new 
provider exemptions from the cost limits for SNFs. rehabilitation, and long-tenn 
hospitals, and the favorable presumption provision\that applied to SNFs, ·HHAs·;="and 
hosipices. The favorable presumption was designed' as a shonhand means of carrying 
out the limitation on liability protection that is afforded beneficiaries and providers 
wider· the law -- but it was a shortcut that went well beyond the intent of the limitation 
on liability protection. lt forced us to automatically pay for non-covered care and we 
beli1:ve this was harmful oo the best interests of Medicare program integrity . .. , 

.·J! 
'·:'· 

rlbe industry. s inrerest in defining a subacute care benefit is another example of 
providers pursuing opportunities in less constraine4_,areas of Medicare. Industry 
proponents have created a subacutc care "'market"' 1:1.nanced primarily by Medicare. 
Providers market these services to patients who wowd traditionally have received an 
inpatient hospital stay, and arc generally sicker thari traditional SNF patients. The 
maj<>r providers of subacute care are hospital~basedl SNFs. which receive exemptions 

s 

. ) 

and exceptions from the payment limits to provide high level care to Medicare patients, 
alth()ugh free-standing SNFs and long .. term and rehabilitation hospitals are also 
providing subacute care. 

' / 

There is scant information about the costs and potential public savings associated 
with subacute care other than industry estimates. Iri general, these industry studies 
signj.ficantly overestimate the potential for public saVings associated with subacute care. 
Although a sub-acute benefit may have the potential~ to decrease hospital lengths of stay, 
Medicare could end up paying for care twice -- one!~ for the initial hospitalization and 
again for the subacute care stay -- for patients who would have ordinarily remained in 
the hospital. .. .. : :· ., . , , ... 

·1r 
• 

. The current payment systems have created a clirltate that, if not actually encouraging 
abus1:, does not do nearly enough to prevent abusive practices. Undtr current program 
policies. providers and suppliers' billing practices are fragmented and uncoordinated, 

) 

resulting in inappropriate and excessive Medicare charges and payments. For example. 
a therapy provider may bill Medicare for therapy s~fvices provided to nursing home 
rcsid1::nts. Certain supplies can also be billed dired_py by a supplier. These polices also 
encourag~ abusive billing practices where Medica~~·is billed for services and supplies 
that r-esidents do nor receive or services that are not'.~medkally appropriate (e.g., do not 
impre>ve patients' functioning). Further, these polib.ies put beneficiaries at risk for Part 
B coinsurance for services that could have been furrushed under Pan A. ln-an effort to 

,( 

ensure quality. oversight consistent with the OBRA.!~ 987 rcfonns, we are seeking to 
change these policies. Our desire is to ensure that iiursing homes coordinate the 
provision of, and consolidate the billing for, all services that are provided to residents. 

t 

\: 

-*~ 
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But an important secondary effect of these changes would be to signal an intolerance of 
abu.sive practices. ' 

Other Foctors 
., ~ 
~-ii I 

l do not want to leave you with the impression i:flat it was policy changes alone that 
created the explosive growth in post-acute utilization and expenditures. Changing 
demographics, medical advances, and increases in demand by beneficiaries and 
phyiiicians have all contributed to this phenomenon,.' Medical advances, fot example, 
havE: expanded the range of patients who can benefiJ from certain therapies~· ·and:.have 
made it possible to provide interventions (such·as i~travenous drug therapy) in less 
intensive settings. Cena.inly, shifts in demographic's have had an immense impact on 
the use of post-acute and long .. tcnn care services. For example, the over 8S age group 
is th' most likely to use nursing home services, an~ this age cohort has more than 
doubled in S years. Studies also show that home h¢alth care is serving many more of 

· the c1lder elderly population who require longer ten,li care. Physicians and beneficiaries 
are iincrcasingly showing a preference for home he~th care over other modalities. 
Finallly, there has been a growlh in marketing efforJs toward physicians by HHAs to 
stimulate demand. Y 

"' f 
! 

HCF'A Administrative Efforts to Stem the Growth or Ina2propriate Utilimtion and 
Cost~ ;'i ··"·<··· .. ,..,....11.'.' 

HCFA has closely monitored the growth in utilization of the Medicare post acute 
care benefits. Much of the growth in utilization and expendimres has resulted from the 
industry responding to incentives created by the po11cy changes I've described. 
Howc:ver, some of this growth has been the result ~f inappropriate utilization of rhe 
Medicare post-acute benefits. I want to reassure t~e Congress chat we have incervencd 
when: possible to stem the growth of inappropriate1\ptilization. The following are some 
of the· effons we have undertaken, or are undertakipg, to address this concern. 

~:i 

Hom1.~ Health Care · 
ft: 
~~ . '·t .... ' '-'!" ............ ;. 

Three years ago, I launched the Medicare Hom~ Health Initiative, an agency-wide, 
comprehensive assessment of the home benefit. The Initiative involved consultation 
with representatives from consumer groups, the home health industry, professional 
organizations, fiscal h~termediaries, and State agen~.ies. The Initiative has spawned 
various efforts to make a number of improvcnrnts ~o lhe benefit and, where possible, 
assert great.er control over its utilization. ~~ 

•t rj· 
?j 
.\!.' 
"i'-1: 
:·:( 
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First, we are in the process of revising the ho~ health Conditions of Participation 
(Cc1Ps) in order to hold agencies accountable for ~ucr, more accurate patient 
assc~ssment, care planning, coordination of service ~elivecy, and quality assessment and 
per:fonnance improvement. We hope to publish a notice of the proposed changes to the 
CoPs shortly. We also recently overhauled our pr9vider manual to provide better 
guidance to agencies on the complex home health eligibility and coverage riifes; ·we 
would expect this greater clarification to reduce the· amount of inappropriately furnished 
services that are billed to Medicare. 

,We have also worked to increase physician invtjlvement in the monitoring of home 
care:: services. Physician involvement in care plan oversight is critical to ensure that the 
appropriate level of care is being provided. We need to avoid situations in which 
physician cenification is merely a rubber stamp of~~ plan of care that has been 
completed by a home health agency. To achieve ti»s goal, HCFA is now reimbursing 
physicians for care plan oversight, and we hope mat recent increases to the 
reimbursement amount will further engage physicians in the careful planning of hoine 
care services. we· are also engaged in a 1tumber o~effons to educate phy~ic~ans .abom 
the home care benefit. tJ 

\Ve~re also better educating beneficiaries about the benefit in an effon to help them 
reco.goize inswices of inappropriate care or fraud and abuse; we have published a new 
home health brochure and have produced a video to be shown in hospital and office 
settings. Beginning early next year, we will be sending an explanation of medical 
benefits Statement to inform beneficiaries Of the ser:vices being billed on their behalf SO 

that 1they can detect any aberrancies. Finally. HCF~ is testing the impact of increased 
sharing of information between State survey agcncl~s and regional home health 
intermediaries on ensuring that HCFA pays only f~t services that meet home health 
cove:rage requirements. · 

i1 
.~ .. ·,· 

The December 31, J 995 sunset of the so-called favorable preswnption provision 
gives us an opportunity to reduce the number of inappropriate claim$ that had 
previously been automatically paid; We support continued limitation on liability 
protection for a provider where it can, on a post-d~nial basis, demonstrate that it and 
the beneficiary did not know, or could not have known, that the service furnished was 
not ciovered by Medicare. However, we believe tl'iit the limitation on liabrnty 
protection shouJd not be broadened once again to ~liicld abusive billing practices. 

~)) 
·' lj· 

w·e will continue our diligence in attempting to1!~t.cm the tide of inappropriate home 
health utilization. As the General Accounting Offi~e (GAO) noted in its March 1996 
report on Medicare Home Health Growth (GAO~HS-96-16), HCFA is siriving to 

i'~ 
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gain greater control over lhe use of lhe home heal$ benefit. We appreciate the GAO 
rec•ommendation that the Congress consider proving additional resources to HCFA so 
that controls against abuse of the home health benefit can be better enforced. 

SMFCore 

For SNFs, we ha.ve considered establishing, by; regulation, guidelines for payment 
of ~~erapy services. Medicare has long had guideli,Pes limiting the reasonable cost of 
the physical and respiratory therapy services provi4,ed by outside suppliers for clinics, 
rehabilitation agencies, public health agencies, or qther providers of services. Under 
these guidelines, the reasonable cost for such services cannot exceed an amount 
equivalent to the salary and other costs that would have been incurred in an· 
ernp·loyment relationship, plus an allowance for co~ts, such as travel. that an ·individual 
not working as an employee might incur. HCFA ~ been working to revise the 

· exisling salary c:quivalency guidelines for physical and respiratory therapy I and to 
cleve~lop such guidelines for occupational therapy and speech language pathology. The 
Gen1~rat Accouncing Office has reponed that these guidelines are necessary to prevent 
abusive billing practices. We hope co publish proposed salary equivalency guidelines 
SOOili. . " ·.I 

iti· • 
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V,Ve have also entisted the aid of physicians in cArtailing the inappropriate practice of 
targc:ting a facility's entire patient population for tH,~ indiscriminate provision of therapy 
asse!1sments and treatments en muse, without regard to whether each individual within 
the ~:roup has an actual medi~al need for the services. We have encouraged physicians 
to resist pressure to order or approve any therapy ~rvices that are not, in fa'Ct~l•l• 
medically necessary to improve or maintain the ind~vidual resident's functional status. 

. . : 

~le are also using the: additional funding provided through our Operation Restore 
Trust: demonstration to compare all bills submitted for nursing home residents and to 
identify services billed under both Part A and Part~· 

;,! ,· 

Pal:ntent Reform Legislative Proposals '..'.~ 
l~ 

'.i 

Of course, control of post-acute care expenditu~~ growth caJUlot be fully realized 
without legislation, and both the Administration an4 the Congress have appropriately 
made payment reform to the SNF and HHA benefi(~ a top priority in Medicare reform. 
I will describe our payment reform propO$als and will then compare and·conlras1t them 

·' with the proposals that appeared in the Conference =~greement, where appropriate. 
Tiiert: are important areas of common agreement and areas where our policies diverge. 
But l believe that we have an opportunity to strike common ground on a number of 

~ • 
. ~. 
'~ 
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issues, and I assume that when the Administration ~nd Congressional leaders get back 
to the budget negotiating r.abJc, the areas of conundn agreement wilJ be critical to a 
successful budget compromise. i 

11a•t Broader Context for Payment Re/onn: A Ben.eficiary-Centered Deli.very System 
tuur, Pethaps, an Integrated Payment System , .~ 

.!:; 

9 

Before J delve into specific legislative proposal~·, I'd like to suggest that these 
proiposals should be viewed as means to an end, n~f an end in themselves.··· M·any argue 
that the post-acute care payment system of the future must be one that provides 
comparable incentives across delivery sites. While we should not stop our effons to 
dev4~lop prospective payment systems for each of the post-·acute providers, we should 
not be permanently wedded to separate payment systems for each of the self-contained 

'f' 

benc:fits. Rather, we should strive to better understand the value of each post-acute 
care: provider type and how to better manage and coordinate care across the health care 
continuum. 

.i·tJ 
''.1' 

Further, I would suggest that payment reform should support an infrastructure of 
post-acute and Jong-term care delivery systems that/is beuer integrated and more 
flexible in meeting the needs of those with chronic .conditions and disabilWcs. That is, 
a guiding principle in any lasting reform of the Me~icare post-acute care-t>Cnetns· 
shotJLld be to make the system of services .. beneficiary-centered." To be beneficiary­
cent1:red, an integrated delivery system needs a reliable and predictable stream of 
financing. But, it also requires a system of maintai~ng information on clients that is 
consistent and available to all service providers. TIµs kind of information is essential 
as we work to tArget funds and determine how we go about fairly and accurately 
assessing what kind of care someone needs. Beneficiaiy-·~entered ser\lices also rely on 
inter-disciplinary case management lhat involves formal and infonnal caregivers and 
supports and encourages, where appropriate, bene~ciaries to direct their own care. 
FinaUly, a beneficiary-centered systen1 needs relatively standardized service packages 
typically provided by various health care professionals. 

There is considerable overlap in the types of sctiices provided and ~- types':of 
beneficiaries that are treated in each of the post-acute settings. These distinctions are 
becoming increasingly blurred with the advancing t~hnology changes. For example, 
physical therapy and other rehabilitation services cap. be provided in eac.h of the 
settings. A recent HCFA anai'ysis shows that S3 percent of beneficiaries treated in the 
hospital for hip fracture use SNF services, 14 percent use home health scrvicest and 14 
percent use rehabilitation hospital services. Similai.iy, 25 percent of patienrs treated in 
the hc>spital for stroke use SNF services, 26 percen~;'1use home health services. and 16 

) i 
f~ ,. 
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peri:ent use rehabilitation hospital services. While there may be some clinical 
differences in the patients who go to each of these 'Settings and the outcomes as a result 

1' 

of c:are provided in each of these settings, it is also,likely that patient and physician 
preferences influence which type of post-acute serv~ce is used. ·· 

-- .·, ... ···:•;:-

:Despite the considerable overlap, Medicare'& payment and coverage rule5 vary by 
setting. While I don't wish to discount the importance of beneficiary preference in 
making these decisions. I would like to ensure that .Medicare payment is not the 
primary reason for care setting decisions. Medicar'.e payment methods and amounts for 
similar services provided in each of the post-acute ~~uings differ. And more expensive 
Sta~s do not always imply more services or better o:otcomcs. For example, some 
pro11ocative early research findings suggest that, f~r some conditions. outcomes may be 
no better for beneficiaries treated in one setting th•n another. even though Medicare 
payment may be substantially different. \~ 

l am hopeful that further research into me characteristics of patients that use care in 
each of the post-acute settings, and an analysis of o·utcomes. can provide information 
about the most appr.opriate setting for different types of patients. 

As I've suggested, any effort to control the utili~tion of post-acute care services 
and ensure equity and appropriateness of payment must involve a mechanism lO track 
outcomes and services that address patient care needs. Such a mechanism ideally 
begins with a valid and reliable assessment screeni~g instrument that would provide a 
prel:tminary assessment of the patient's nee& and te¢ types of services that would best 
meet desired health outcomes at the lowest possiblt;cost. This rype of instrument could 
also·be used to assess the individual's values and p~ferences for continuing care, so 
that if two or more types of care would typically provide the desired outcomes at 
comparable costs, the individual could cQoose the cype of care he or she wouJd .receive 
undc:r Medicare. Such an assessment instrument sh'ould also be made of up-core data 
eJerr1ents (e.g .• functional status, available care supports. etc.) that would be relevant 
across the care continuum and that would suppon c:ase mix payn1em systems. 

I 

As you may be aware. HCFA has been developing assessment instrumencs -- the 
Uniform Needs Assessment Instrument (UNAI), the long-tcnn care facility minimum 
data set (MOS). and the Outcomes and Assessmenillnformation Set (OASIS), which is 

·a core standard assessment data set for home care .. 1.iThe next challenge is to identify 
common elements among the instruments to suppoft an integrated payment system. 

!'.' 

Additionally, HCFA is evaluating case-mix systems to support prospective payment 
reforms. The Multi-State Case-Mix and Quality demonstration for SNFs )las. ~d the 

~ . 
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MD1S to classify long-term care patients according ~o the intensity of resource use. 
Ac;lclitionally, we are embarking on research toward the development of a case.mix 
classification system for HHAs which utilizes selected OASIS items. Other work is 
being conducted to evaluate the feasibility of such a system for rehabilitation hospit.a.ls. 

~~ 

Under a possible future payment scenario~ we would want to provide payments 
sufficient to ensure that beneficiaries receive high quality care in the appropriate 
scttilngs, and that any transfers among settings occur only when medically appropriate 
and not in an effort to generate additional revenues·/ 

't•, 

J[n an effort to make payment systems "site-neutral," we might also consider 
spli1:ting apart payment of the ··medical" services frpm the room and boar~l..s.ervi.c.es. 
That way, payment for the "medical" services can ~ the same for similar patients 
regtLrdless of whether they are delivered in lhe home or in a nursing· facility. This 
WO\:Lld help address proble~ related to the institutional bias (a complaint many 
ben1~ficiary groups have made) as well as clarify the allocation of responsjbilities 
between Medicare and Medicaid. " 

This discussion addressed our general directio~'.;if.egarding the future of post-acute 
care payments. The message I mean to convey is tii:at we are thinking more broadly 
about an integrated reimbursement system for post.::.acute care services even as we focus 
our attention on the refonn proposals that are currently on the table. In the meantime. 
we will continue to develop prospective payment systems for SNF and HHA providers 
that will carry us through the short-term. ~~i . .. .. - .. . .. 

l 
i 

· The prospective payment systems for SNFs and· HHAs fonn the heart of our 
payment reform proposals in the President's Medicare balanced budget package. The 
devc:lopment of PPS systems for SNFs and HHAs i~ proceeding well, despite delays. 
The delays have been largely due to the complexicy·:in developing case mix systems. 

; ~ 
··: 

Stai.us of PPS Demonstrations and Studies •• Whd~· We've Leamed to Date 
. ~ 

I will now discuss the progress so far that we h~.ve made in developing PPS systems 
for SNFs and HHAs, and the case mix adjustment ~asures we are developing. 

Ho1J:1e Health 

· The National Home Health Agency Prospective Payment Demonstration is testing 
two alternative methods of prospective payment. Phase I of the demonstration tested a 
per-visit prospective payment. Phase Il of the demonstration. which began in June 



JUL-17-1996 10:34 T0:213 - ~ KLEIN FROM: PELL I CC I, R. 

~i; 
\\.i' 
)j 
r. 

199S, is testing a per-episode prospective payment;: and will last for 2 more years . 

P. 14/22 

12 

. In Phase I, we tested a per-visit payment meth~d that established a separate payment 
rate: for each of six types of home healrh visits (i.e~, skilled nursing, home health aide, 
physical therapy, occupational therapy, speech therapy, and medical social services). 
Although we fow1d that agencies being reimbursed:,through prospective rares were more 
likEily than other agencies to. keep their cost lncre~s below inflation, the differences 
we1re fairly small. The <kmonstration had no significant effect on the number of visits 
provided. quality of care, access to care, and othe~ ~Medicare costs. Thus, we learned 
tha1t a per visit payment methodology is not effecti~e in controlling expenditure growth. 

] 
In Phase II, participating HHAs are receiving ail agency-specific episode payment 

based on 120 days of care and outlier payments for· episodes that extend beyond 120 
days. Outlier visits are reimbursed at per-visit pro,~pectlve rates. A new episode of 
can~ does not begin until there has been a gap in home health services for 45 or more 
days after the initial 120 days. Agencies receiving per-episode payments are subject to 
stop-loss and profit sharing provisions. 

.l 
The episode rates are based on an agency's costJexperience during a base year~~ the 

year prior to the agency entering the demonstration'.'. Thus, the per-episode rates used 
during the demonstration reflect an agency's case mix during the base year period. In 
recognition that an agency's case mix may change 'during the demonstration relative to 
the base year period, the demonstration includes a ¢ase-mix adjuster as one of its 
payment adjusunem.s. If an agency serves patients rrequiring relatively few services . 
duriing the base year period and then serves patient~. requiring more resources during a 
demonstration year, the per-episode payment rate $Y not be sufficient. · Tile'·~a:se-mix 
adjuster would adjust payments for differences in patient characteristics. 

'We do not yet have resulLS from this phase of' the demonstration. 111us, we do not 
yer know whether the definition of an episode chos~n for the demonstration ( 120 days) 
is 8.ll appropriate definition for a national payment system. lllis is because 120 days 
captures only about 60 percent of all home health visits. If 120 days were to be used as 
an e:pisode, that would mean that almosl 40 pcrcenti1of all home health visits would fall 
outs.ide the episode as outliers: \( 

SNJi's 
.. 

Jn July of 1995 we began our Multi-state Nursirlg Home Case ~1ix and· 'Quality 
Demonstration. This three-year demonstration is tdsting a per diem prospective 
pa·yment system and a quality monitoring system for SNFs. The payment system 
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utilizes resident assessment data {the MDS 2.0) applied to resource utilization 
groupings (RUGs III) to determine case mix adjusted payments. In the first year, only 
mu.tine costs were paid prospectively. Recently, we have begun incorporating payment 
for therapy services furnished to Medicare benefid~ries into the prospective payment. 
Ovc~r 500 nursing homes are participating in the ~tnonstration. 

~ ;· 

~ r, 

To date. the demonstration has provided valuab!e insight into the proper design of a 
PPS system for SNFs and informed us about how ~st co implement such a system. 
We're in the process of working out many of the operational issues to make a full scale 
implementation easier. We've also learned that su~tleties in the elemen~)~ .. ~txzyike up 
the case-mix adjustor can send strong signals to providers -- that making payment 

[· 

contingent on patients requiring services means that many more patients will receive 
lho~;e services. We've learned that it is appropriate to use the same assessment 
·instrument for both Medicare and Medicaid. We'ye also learned that interniptcd SNF 
stays may be more common than previously thouglit (for example, one-third of stroke 
patients are readrniued to the hospital wider a diffe~ent DRG); this greatly complicates 
the design of a per episode PPS. ~. ~: 

Des~ription of Adminlstnitioo's Proposals for pi{yment Reform 
.. ~ 

1l will now outline the AdmJnistration's proposal:s for payment reform. -The 
information we have gained from the demonstratiol}s thus far laid the found.8.tior:i for the 
pay:ment proposals that were included in the FY 19?7 Budget Proposal. 

Home Heabh Payment Refonn Proposals 
·1 

,We proposed a number of home health payment~ reforms designed to achieve needed 
cost control, improve financial management, and control fraud and abuse. The focus is 

.'II}" 

our plan to transition into a per-episode PPS in 1999. There is broad agreement among 
industry representatives, and many members of C~ljgress. that a per-episode payment 
system is the superior way to constrain costs without sacrificing access or quality. We 
have~ sketched out in our legislation some of the features that are desirable for such a 
systi~m. For example, we would anticipate that all ,services currently covered and paid 
on a. reasonable costs basis under the Medicare horije health benefit, including '·medical 
supplies, would be covered under the payment. Th~ per episode payment amount 
would be based on the most current audited cost reporc data available to the Secretary. 
We would employ an appropriate case mix adjuster that explains a significant amount 
of the variation in cost. The episode payment amoUnt would be adjusted annually by 

'· the HHA market basket index. The labor ponion of the episode amoWlt would be 
adjusted for geographic differences in Jabor-related!fcosts based on the most current 

;(~ 
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hospilal wage index. The Secretary would have ~~ authority to designate a paymenc 
provision for outliers~ recognizing the need to adj4~t payments due to unusual 
variations in the type or .amount of medically nece'.~ry care. Finally, if a beneficiary 
elects to transfer to. or receive services from, ano~r HUA within an episode period, 
the episode payment would be pro-rated between the HHAs. 

' 

While we are quite convinced of the desirability, of a PPS system for J:iome .. b~alth, 
there is still much work to be done before we can l'.~Iement such a system ·- namely, 
the development of a case-mix adjuster that can explain a significant amount of 
variation in costs and the development of an appropriate definition of an episode of 
care. Our legislation seeks authority to request data. from HHAs to support these 
ongoing research and development efforts. While we continue to develop these 
essential features of an episodic PPS system. we Pi9pose to implement an interim '., 

14 

payment system that would allow us to achieve sor:h'e cost control. The 
Administration's interim payment system would rely on proven techniques of current 
law in an effort to achieve guaranteed. up-front sa~~ngs without disrupting the industry 
with a host of new payment methods. :1 

,i 

The interim system would superimpose a new C:QSt limit onto the existing·-eost-based 
relinbursement scheme. lbis new cost limit would.~build on agencies· actual experience 
(in a base year) in resource use per beneficiary. It would give agencies the flexibility 
to provide lhe appropriate amount of eare (duration of visits. number of visits, and skill 
level of caregiver) within this limit, and to share in!savings if agency costs fall below 
thfo limit. ;~ ., 

~~ . ~~ . 

To be more spec1tk, payment lO an HHA woulo!be the lesser of: (1) the agency's 
act1LJal costs, or (2) a per visit cost limit set at 105 ~rcent of the median national cost 
for free-standing HHAs, or (3) the new agency-specific per beneficiary annual limit. 
As soon as feasible. we would modify the agency·s?ecific per beneficiary limit to 
ret11ect regional or national variations in utilization. This proposal can be implemented 
im1nediately, with few administrative changes at negligible cost, and allow'fOf'a\·'· 
sensible phase-in to a prospective payment system. ~ 

We also proposed to eliminate periodic interim payments (PIP) for home health 
agencies simultaneous with PPS impl~mentation in ·~ 999. PIP was established to 
~nc.ourage new providers to participate in Medicare \by improving cash flow -- a set 
amount paid on a bi-weekly basis. With about 100.!oew HHAs joining Medicare eacl1 
month, access to home health is no longer a proble~. Further~ the Office of rhe 
Inspector General has found that Medicare tends tot9vcrpay providers who receive PIP, 
and has validated our contention that it is sometimeji difficult to recover these 

-':t 
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ove:rpaymcnts. We also propose to base rhe visit p~yment limitation on ~~.l_Q.C.._.~on 
whi!re services are rendered, not where services are billed. Many HHAs are 
established with a home office in an urban area and branches in raral areas. When 
HHAs bill Medicare, the payment limitation is based on the higher wage rate for the 
w-ban area even though the service delivery occurred in a rural area. 
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· In comparison, the Conference Agreement prowsal called for the inunediate 
implementation of a prospective payment system fQ~ home health. Agencies would be 
paid a per visit prospective rate subject to an ann~f dollar cap that would be calculated 
to approximate all covered service delivered to a b¢neficiary during a period of 120 
days. However, the payment cap would be impletiknted such that HHAs would be 
paid for providing 165 days worth of services with 120 days worth of dollars. Agencies 
thac keep total payments for the year below the anripal cap would be allowed,~to:~retain 
SO percent of the savings. Numerous outliers and ~xtended care exceptions would be 
paid outside of the cap on a per visit rate. ; 

The Administration opposes the Conference Agreement proposal for the following 
reasons. First. savings cannot be guaranteed since)he proposal relies wholly on an 
untested, unreliable new payment methodology lhat{uses an inappropriate case mix 
adjuster and would allow about 40 percent of visit.S·r;;- outliers -- to be paid a 
prc1spective rate subject to no utilization control. Tp the extent that savings do not 
reach the savings target, the Republican failsafe hammer would have come down hard 
on agencies. ·i 

Second. we fear that the proposal to pay 16S da~s of service with 120\·days'''WOrth of 
dollars creates an incentive for agencies to avoid c~nng_for heavy care and long-term 
car·e patients and thus would hurt access to, and continuity of care for, the sickest 
pat.ients with the greatest needs. 

.. 
•' 
i 

Third, the plan is built upon the false assumptioi?, that data and systems are in place 
to facilitate immediate implementation. In faet, we~are ccrrain that it would take 2-3 
years to develop the systems and gather the data mf&ssary to implement the payment 
scheme. tr · 

Fourth, the Conference Agreement prescribes ")>olicing" ofthe industry by HCFA 
to 1~msure that agencies do not circumvent the system. This policing would be 
buirdcnsome, add significant additional administratl,ve expense to HCFA;:'an'Cfae· very 
intrusive to the industry. ·if 

Finally, the Conference Agreement does not provide for an eventual transition to a 
' 
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comprehensive PPS that covers all HHA visits. 
~ .' ,,:\:'11 :·.~.;,J'···!!.."',.'·' 

We understand that the industry has put forth a hew proposal that may bavc gained 
SODtle attention by lawmakers. nus proposal would impose two interim reimbursement 
systems upon the industry until an episodic PPS can be introduced. The second phase 

·' is similar to the Conference Agreement and the concerns we had about that proposal are 
traitsferable. The first phase would entail a per visit PPS with some apparently weak 
utilization controls. Frankly, we have to do some,1*tore study on this new variant, but 
we continue to believe that our proposal is superiof!to the other proposals . 

. •:,: 

I know you are aware of our proposal to shift fiJiancing of a portion of the home 
he~1lth benefit from Part A to Pan B. Under our pf.oposal, the first 100 home health 
visits following a three-day hospital stay would be .~eimbursed under Medicare Pan A. 
All other visits, including those not following a hoipitalization, would be.'rcfintmrsed 
Wlder Part B. ·part B visits would not be subject to1 the Part B coinsurance or 
deductible. The transfer would not impact the Part B premium. The proposal would 
not alter general coverage or eligibility rules and ~us would have no change on access 
to 1the benefit by beneficiaries. i 

·' 1!, 

Clearly. by capping Part A financing of the ho#ie health benefit. we would be 
S&\'ing the financially vulnerable HI Trust Fund a1*)ut SS billion dollars over 7 years. 
This is an important motive, and I note that Repub}~can members once intended to 
achieve the same goal with an almost identical polf¢y. But there are other sound 
reatSons for this policy and, to explain them, I need'· to put this proposal into some 
historical context. :l 

,~.1 

~ 
.~ 

As I've already discussed. the home health benefit, like the SNF benefit, was 
originally designed to provide shon-term, recuperative, post-acute care services to 
beneficiaries after discharge from a hospital. The penefit was only available to those 
beneficiaries who were discharged from a hospital JoUowing a minimum 3-day stay. 
The benefit provided up to 200 home health visits Ciuring a calendar year. The first 100 
vis.its were financed under Pan A of Medicare. rtlerc was no beneficiary cost-sharing 

I 

during these visits. If beneficiaries exhausted all of these Pan A visits and carried Part 
B i[nsurance, they were then eligible to receive addl:uonal visits financed under Part B, 
up to a maximum of 100 visits. For these visits, ~ncficiaries bore some of the costs 
tluough a $60 deductible. (Until 1973 1 beneficiari~s also paid coinsurance-for Part B 
vi!:its). J ' -'·c ,, ;;• 

t . 
The limitation on Part A and B visits restricted 'access to the benefit such that some 

beneficiaries were forced to seek institutional care. For this reason, in OBRA-1980, 
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Congress removed the Part A and Part B visit n~;~s and eliminated the hospital stay 
requirement. Home health thus became an unlimi~ benefit. 

;.:.-
~ . 

An unintended consequence of the OBRA-1980.cbangc was to burden the Pan A 
Tn:ist F\Dld with approximately 99 percent of the financing for tile home he.alth t;>enefit1 

regardless of whether visits are of a post-acute carcS or long·tcrm care nature. the huge 
shift in financing to Pan A clearly was not consistent with the original intent of Pan A, 
which was designed to finance only acute and post-acute: care services that centered 
arci1und a hospitalization. 

\ 

The President's proposal to move a portion of the financing of home health back to 
Part B restores the original Part A coverage of posi~acute care services and allows Part 
B to finance all other home health services. It mai~tains Congressional intent for a 
home health benefit that is available to all benefici«Hes regardless of their Part A and 
Pan B coverage. And it maintains Congressional 1~t.ent to have a home health benefit 
that does not require out-of-pocket expenses borne by beneficiaries. Finally, it will 
allow us to beuer focus coverage policies for the t~o groups of home health use,rs --
pos.t·hospital and chronic users. ; 

Let me end the home healrh discussion with a note· of agreement. Both the 
Congress and the Administration wisely proposed to pennancntly extend the savings 
from the OBRA-1993 freeze on home health cost limits by not allowing for the inflation 
tha1t occurred during the freeze. In the absence of $is legislation, spending reverts to 
pre-freeze levels. Also, both the Congress and the;,rAdministratlon agreed that the home 
health re-certification survey cycle should have beep increased in order to allow the 
Secretary greater flexibility in targeting resources toward poor perfonning HHAs and 
to give relief to the current backlog of initial certifleation surveys. nus change became 
law when Congress passed our FY 1996 appropriatfons and we thank you for the relief 

.d ·~ ir prov1 es. \i· · .... · . ···• ~ ... 
~ 

SN.fl Pa)'ment Reform Proposa/.s 

Now let me turn to SNF payment reform. As with home health, both the 
Administration and the Congress agree that the savings of the OBRA-1993 cost limit 
free:ze should be permanently extended. t,.~~ 

~; ; ~;y 

·wim respect to SNF reimbursement refonn, wd;)~re further along with our research 
. and demonstration effons on SNF PPS and thus coiltd implement a system more 
quic~kly than in the case of home health. However, 1llke home health, we have a two-· 
stag:c proposal to allow us to transition to a fully prdspectivc PPS for SNPs·,'·· 

!) ... , ... , .. _ .... 
~: 
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We have a multi-part proposal for our interim system. First, we would establish an 
int1:rim prospective rate for routine costs. These r~tes would be based on facility­
spe:cific costs, subject to regional limits. The regitj~l limlts would be based on data 
from freestanding SNFs only. Under cWTCnt Jaw ,·~~ospital-based SNFs are allowed a 
higher cost limit to reflect the higher costs in these~SNFs; however, research has not 
substantiated a difference in the characteristics of p~tients treated in hospital-based and 
free-standing SNFs. · 

.. ~ 

"•J 

Second, we propose to eliminate immediately the new provider exemptions and new 
exc:eptions to the cost limits. The 3-4 year cost limit exemption for new providers 
wider current law allows SNFs to be reimbursed for inflated costs for several years. 
Mc:anwhile, the excepti.ons for atypical care or cxtr~ordinary circumstances effectively 
allc>w SNFs to fully bill Medicare for more costly S,~b-acute care services which 
Mt:dicare reimbursement would not otherwise completely cover. Under our proposal, 
SNFs that had exceptions in the base year would ~1 protected under a hold harmless 
prctvision. ·~, 

,. 
Vl 

Third, we would require SNFs to bill Medicare:~for all services their residents 
receive (except the services of physicians, certitied.1nurse midwives, psychologists, 
hO!;pice services, and nurse anesthetists), prohibiting payment to any entity other than 
the SNP for services or supplies fumished to Medi~are-covered SNF patients. This 
consolidated billing proposal is offered, in part, in response to Inspector General 
re~IOrts that some Part B suppliers bill Medicare for supplies that were never delivered 
to iriursing home residents. It would also reduce bepeficiary Part B copayments for 
services covered wider Part A. To ensure that Medicare doesn't overpay for these 
services, we would also establish limits on ancillar~ services based on amounts payable 
for similar se?Viees provided on a fee.for-service 6~sis under Part B. In order to 
imJPlement lhist we would require SNFs to include :J-ICFA Common Procedure Codes 
on their bills. This would also provide the data n~ssary to construct a SNF PPS rate 
that covers ancillary services. ·i; 

..... 

As an additional control on ancillary expendirure growth, we also propose"to· update 
the therapy guidelines for physical (PT) and respiritory therapy (RT), and establish 
similar therapy guidelines for occupational (OT) and speech· language pathology. As 
pa11 of their SNF care, Medicare beneficiaries are eligible for therapy services. While 
some SNFs employ their own therapists, many use contractors to provide these 
services. Salary equivalency guidelines detem1ine ,the maximum Medicare payment for 
the service, based upon an estimate of the costs of P,roviding the service via a salaried 
employee. We discussed this effort under our adclijllstrative efforts co control costs. 
B~:ause of the resource-intensive process we musfgo through to accomplish this 

~t ·_;, 
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We arc committed to implementing a fulJ PPS ~ginning in FY 1998, and our 
p:roposcd legislation reflects this commitment. The]prospective rate would be designed 
te> cover all three SNF cost categories·· routine, ancillary, and capital-related costs. 

g 
·' 

The Conference Agreement also proposes an interim and full prospective payment 
systems. The interim p~yment system remains cos~-based. Routine costs ,would-.be 
subject to the current limits which att. separate.ly ~-<?rnputed ft.Ir h~pir:tl-ha~ed and 
freesl811ding SNFs. However, the definition of routine costs would be expanded to 
include additional services. Ancillary services would be subject to a per eplsoele llmllS. 
Capital paymr.nu wonlct he reduced by lS percent. 

i 
One area of dlffcrence between the Congl'essio~ and Admiuislratiou vn:)Visions is 

tlle unit of paymeru for the prospective payment SY.~tems. TilC Administration's plan .. 1r.-
d·~s not specify whether PPS payments should be .Q1ade on a per episode basis, as in 
the Republican pl~1, vr 011 a ~1· diem basis. We J~vc decided not to S}"cify a unit of 
payment until further research and demonstration results can shed light on the 
appropriateness of one·or the other. We are concer:ned that the Conference.Agreement 
pJrovision i$ based on a system that has not been appropriately infonned ~y,,,~A9',~t;eh. 
HCFA has been testing a per diem prospective ·pay{ncnt on a demonstration basis in six 
states, and states have been implementing per diem prospective payment systems for 
y4;ars. There is no compnmble information for per episode payment system. Not only 
do we not have sufficient information to determine Jhe appropriate level of payment, no 
rc~scarch has been conducted on the effects of a per~pisode payment system on patient 
01:.atcome&, quality, or access to care. :;i 

· t~I 
The incentive under a per episode prospective ~'yment system could be for facllttles 

to discharge patients as quickly as possible H faci1lf~P.~ rP.ceive the !ilRme payment 
irrespective of how many days the beneficiary ren~1ns in the SNF. Earlier discharge 
may result in poor quality care and increased overall program costs as bendtclaries still 
ni~.r.rline c;e.rvtce~ may return to the hospital or initia[:t home health visits .... r.:.~~lY1ore. 
in the absence of an accurate case mix adjmter (wh1ch currently does not exist to 
p1re<11ct per-episode costs), SNPs would have an lneemivt= Lo zivuitl mvn: rc~ow·ce 
interisive patients and access to SNF care for the beneficiaries that need it the mo~t 
would be reduced. 

.. 

Another area of signiticant disagreement is the Gonference Agreement's provision 
1c1 place limits on ancillary (non-routine) payments7_il~ We are concerned that these limits 
ct>uld place pllticnts at risk of inadequate ~ervices. :~Facilities would have the incentive 

·~1 
\~ 
"' ~\I 
~( 
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to c~nsure that the cost of services their patients rec~ive do not exceed the limit, since 
they would receive no additional reimbursement for any additional service~. The 
Administration's proposal would provide some COD:irols on expendit~s for -~illary 
services by requiring facilities to bill for the servic~s its patients receive, establishing 
therapy guidelines, and limiting payment of other ancillary services to the Part B fee 
schedule, without placing beneficiaries at risk of inadequate services. 

Finally, the Conference Agreement would also fail to eliminate the differential in 
payments between freestanding and hospital-based ·SNFs. Research has indicated no 
significant differences between patients in freestan~ng versus hospital-based SNFs and 
PJ."C•Vided no justification for the payment differenti~l. The Administration's 
plan recognizes that this distinction is no longer justified and would apply the same cost 
limits to hospital-based and freeswiding SNFS. ''' 

Conclusion 

There is widespread agreement that SNF and HHA expenditures are growing 
rapidly. that continued growth of this magnitude is Wls~tainable, and that legislative 
effi)rts are needed to slow down this growth. l hav~ laid out for you today my vision 
for the future of post·acute care payment. Because.~we do not yet have all the tools to 

. ..'J 

implement this vision,· this Administration has put {orth concrete proposals to modify 
payment policies for SNFs and HHAs, and I have ~~scribed these for you today. 1bere 
arc significant differences between the payment proposals put forth by the 
Administration and by Congress. However, there Ire many commonalities. It is my 

,\ 

hope that we can work together to develop paymen~ policies that provide the right 
incentives -- incentives to provide quality care, pro~ote access to care, and inhibit 
fraud and abuse. Thank you for the opportunity to';testify today. · · ·· · ,. 
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