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Introduction

Thank you, Mr. Chairman, for the opportunity to testify today. I am pleased to
discuss the growth in skilled nursing facility (SNF) and home health agency (HHA)
expenditures and our plans for developing prospective payment systems for these
services. When I first encountered these issues in the late 1970s and early<1980s, >
Medicare was considered to be an acute benefit, and nobody would acknowledge that it
covered long-term care services. However, times have changed. In 1996, Medicare
will pay for more than $28 billion in post-acute services -- mostly SNF and HHA
services, but also mcluding rebabilitation and long-term hospital care. While Medicare
rules still limit these services to beneficiaries who reqmre skilled care, many of these
services are furnished to beneficiaries who are long-term care patients.

The 1997 President’s budget projects that, in 2002, expenditures for post-acute care
services will be more than $54.7 billion, or 16.7 percent of program expenditures, as
opposed to 3.5 percent of program expenditures in 1986. In fiscal year 1995, 23
percent of Medicare Part A and 1S percent of total- program dollars paid for post-acute
services. b o

{

Expenditures for post-acute care services are aimong the fastest growing components
of Part A and tota] Medicare spending. However, these expenditures represent just the
tip of the iceberg on spending for long-term care patients. Total Medicare expenditures
for 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 -- such as hospna] care, physician visits, and therapy
services.

The dramatic increase in Medicare expendituresifor post-acute services is. duetoa
number of factors, including the increase in the number of providers, decline in acute
hospital lengths of stay, changes in medical practice, and provider financial incentives.
The number of Medicare-certified SNFs has grown 38 percent since 1986, from 9066
to 12,536, including a more than 250 percent increase in hospital-based SNFs. Home
health agency growth has been even more dramatic:‘; In 1986, there were 5907 home
health agencies, compared to' 7363 currently -- a 20 percent increase. The increased
supply has permitted more utilization. We have seen a substantial increase in the

numbers of beneficiaries using both SNF and HHAJ care, In 1984, 298,000 Medicare
t
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beneficiaries used 9.6 million days of SNF service. In 1994, it is estimated that
925,000 Medicare beneficiaries used 36.9 million days of SNF care. Similarly, in
1934, 1.2 million Medicare beneficiaries had 31 million covered HHA visits. This
increased to 3.2 million beneficiaries having 209 million covered visits in 1994,
Further, we have seen evidence that the intensity of services per user is also increasing;
SNF patients are receiving more therapy and other services during their stays, and
HHA patients are using more services.

Reasons for the Growth in Post-Acute Care Utilization/Expenditures

Let me highlight just a few of the reasons why ‘such explosive growth in utilization
and expenditures occurred. These include policy changes, incentives created by
antiquated cost-based reimbursement systems, changing demographics, medical
advances, and increases in demand by beneficiaries’and physicians.

Policy Changes ;:

First, a number of policy changes have encourdgcd the use of post-acute care.
While some of these changes had unintended consequences, many of these changes
were undertaken with the belicf that they would reduce total costs by shifting resource
use from more expensive (hospital) w less expensive (post-acute) settings. For the
most part, these policy changes were not systematic attempts to reform Medicare;
rather they occurred piecemeal throughout the years to achieve specific objectives.
And, we have found, they have not reduced overall'program costs.

y
Example: Home Health Benefit Expansion '

Let me discuss the expansion of bome health coyerage and eligibility as an -
illustration. OBRA-1980 transformed the home bealth benefit into an unlimited benefit
-- one that serves the chronic, Jong-term needs of patients as well 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 hcalr.h visits per beneficiary per year,
from an average of about 27 visits per year in 1982 to about 70 visits per year in 1995.
Much of the growth in home health outlays is due to patients who receive more than
100 visits per year. For example, in 1994, 21 percent of home health users received
more than 100 visits, compared to only 9 percent in 1990. Incidentally, the OBRA-
1980 legislation resulted in the Part A Trust Fund financing approximately 99 percent
of the financing for the home health benefit, regardless of whether visits are of a post-
acute care or long-term care nature. As I'll explain Jater, this is a problem we seek to
fix in our legislative proposals. '.éf eoen

-
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OBRA-1980 also allowed for Medicare certification of for-profit home health
agencies. Proprietary agencies -- which now represent 48 percent of all certified
agencies -- are the fastest growing segment of Medicare hotne health expenditures. One
analysis suggests that beneficiaries receiving care from for-profit HHAs receive 21
more visits, on average, than those receiving care from non-profit agencics, after
controlling for the differences in health and ﬁmcuonal status of the beneficiary, as well
as age, sex, and living situation.

Other policies also contributed to the explosive growth in home health expenditures.
In 1989, to comply with the settlement of a court case, HCFA clarified our
interpretation of the “part-time or intermittent” chglblllly criteria which cxpandcd the
benefit’s coverage. The clarification of our interpretation has resulted in'an éstimated
38 percent annual increase in home health expenditures from 1988 to 1992, and a 16
percent increase in visits per beneficiary from 1989 to 1995.

Example: SNF Coverage Guidelines and the Impact of the Medncare Catastrophic
Coverage Act of 1988

SNF utilization and expenditures have also mcrcascd as a result of a number of
policy changes over the years. In April 1988, we clarified the SNF coverage guidelines
based on evidence that the existing guidelines wereiinterpreted inconsistently across
fiscal intermediaries, resulting in arbitrary and excéssively restrictive claims
determinations as well as geographic differences in°SNF coverage. In some areas,
bencficiaries did not apply or were not encouragedto apply for Medicare SNF coverage
becausc of the possibility of retroactive denial of their care. After implementation of
the new coverage guidelines, retroactive denials decreased significandy.

'I‘he Medicare Catastrophic Coverage Act of 1988 (MCCA) was designed to change
the Medicare benefit structure to more fully cover catasu'opluc conditions. Several
aspects of the SNF benefit were changed under the bill, including the elimination of the
3-day prior hospital stay requirement, changes in the copayment, and broadening of
coverage (to 150 days in a calendar year). As you; know the MCCA was subsequently
repealed in 1989. However, that was not before r.he industry responded to expand SNF
utilization. The elimination of the prior hospital stay requirement and the broadening
of coverage led to the potential that Medicare coveragc would be substituted for
Medicaid coverage of nursing home care. This was especially likely since OBRA-
1987 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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billion in 1986 to $3.9 billion 1990.) The increase m capacity that mdn‘ectly resulted
from MCCA., coupled with the clarification of coverage guidelines, led to explosive
growth in SNF utilization in the late 1980s. ¥

Example: Impact of Hospital PPS ”

Finally, the implementation of the Prospective Payment System (PPS) for-inpatient
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.

Hospitals responded to the incentives in PPS by shortening the lengths of stay. Patients
were discharged before complete recovery had been made, resulting in increased use of
post-acute services. There has been a significant Shifl in Medicare spending from PPS
hospitals to post-acute providers. While acute care’ hospltals received more than 9]
percent of Medicare Part A payments in 1986, thexr share decreased to less than 74
perecent in 1993. Concurrently, payments 10 post-acute care providers increased from
less than 9 percent to more than 26 percent,

In fact, PPS not only created incentives for hosf‘:fitals to discharge patichit$ &arlier,
but also to establish hospital-based units for post-acute services. In 1994, almost 60
pen.ent of hospitals had a post-acute care unit. These hospital-based units benefit
hospitals in two ways: first, hospitals are better able to discharge patients early, thus
profiting under the PPS payment system. Second, HCFA’s reimbursement rules allow
thern to allocate a portion of their overhead to the dxsnnct -part unit, and they receive
cost-based payment for these services. ﬂfgé
Example: Cost-Based Reimbursement Systems Provide Few Incentives for Cost-
Conscious Behavior, Invite New Market Niches, and Allow Room for Fraudulent
and Abusive Practices .

The result of these policy changes and the mcen%wes of PPS has been to provxdc an
opportunity for providers to exploit the areas of Medicare where expenditure growth is
less constrained, and where cwrent law offers relatively few incentives for cost-

conscious behavior. :

For example, payment for post-acute care scrvxccs is still based on cost
reimbursement subject to limits, and does not mcorporate utilization limits. Unlike
* bospitals, where therc arc well-estabhshcd norms of profcss:onal practice, such
standards to not exist in long-term care. Thus, uuhzanon limits may be more necessary
than in acute care. N
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These cost-based systems have had other outmoded policies such as the new
provider exemptions from.the cost limits for SNFs, rehabilitation, and long-term
hospitals, and the favorable presumption provision that applied to SNFs, HHAs;"and
hospices. The favorable presumption was designed as a shorthand means of carrying
out the limitation on liability protection that is afforded beneficiaries and providers
under-the law -- but it was a shortcut that went well beyond the intent of the limitation
on liability protection. It forced us to automatically pay for non-covered care and we
believe this was harmful to the best interests of Medicare program integrity.

The industry’s interest in dcﬁmng a subacute care benefit is another example of
providers pursuing opportunities in less constramcd areas of Medicare. Industry
proponents have created a subacute care “market” financed primarily by Medicare.
Providers market these services to patients who would traditionally have received an
inpatient hospital stay, and ar¢ generally sicker than traditional SNF pauems The
major providers of subacute care are hospital-based! SNFs, which receive exemptions
and exceptions from the payment limits to provide high level care to Medicare patients,
although free-standing SNFs and long-term and rchabnhtauon 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. In general, these industry studies
significantly overcstimate the potential for public sévings associated with subacute care.
Although a sub-acute benefit may have the potenual» to decrease hospital lengths of stay,
Medicare could end up paying for care twice -- once for the initial hospitalization and
again for the subacute care stay -- for patients who would have ordmanly remained in
the haospltal ;

~The current payment systems have created a clirate that, if not actually encouraging
abuse, does not do nearly enough to prevent abusive practices. Under 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 services provided to nursing home
residents. Certain supplies can also be billed duecr.ly by a supplier. These polices also
encourage abusive bxllmg practices where Mcdlcare is billed for services and supplies
that residents do not receive or services that are notf‘medlcally appropnate (e.g., do not
improve patients’ funcuomng) Further, these policies put beneficiaries at risk for Part
B coinsurance for services that could have been furmshed under Part A. In-an effort to0
ensure quality oversight consistent with the OBRA- 1987 reforms, we are secking to
change these policies. Our desire is to ensure that nu:smg homes coordinate the
provision of, and consolidate the billing for, all services that are provided to residents.

f}jw FUr
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But an important secondary effect of these changes would be to signal an intolerance of
abusive practices. .

i

Other Factors 1
] do not want to leave you with the impression that 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
physicians have all contributed to this phenomenon. Medical advances, for example,
have expanded the range of patients who can benefit from certain therapies, and have
made it possible to provide interventions (suchas intravenous drug therapy) in less
intensive settings. Certainly, shifts in demographics have had an immense impact on
the use of post-acute and long -term care services. For example, the over 85 age group
is the most likely to use nursing home services, and this age cohort has more than
doubled in § years. Studics also show that home health care is serving many more of

- the older elderly population who require longer term care. Physicians and beneficiaries
are increasingly showing a preference for home health care over other modalitics.
Finally, there has been a growth in marketing efforts toward physicians by HHAs to
stimulate demand.

HCFA Administrative Efforts to Stem the Growth of Inappropriate Utilization and
Costs e

HCFA has closely monitored the growth in utilization of the Medicare post acute
care benefits. Much of the growth in utilization and ¢xpenditures has resulted from the
industry responding to incentives created by the pohcy changes I've described.
However, some of this growth has been the result of inappropriate utilization of the
Medicare post-acute benefits. I want to reassure tHc Congress that we have intervened
where possible to stem the growth of inappropriate;t ‘itilization. The following are some
of the efforts we have undertaken, or are undertakmg, to address this concem.

vy

Home Health Care

f».-

Three years ago, 1 launched the Medicare Home Health Initiative, an agency w:de
comprehensive assessment of the home benefit. The Initiative involved consultation
with representatives from consumer groups, the home health industry, professional
organizations, fiscal intermediaries, and State agencnes The Initiative has spawned
various efforts to make a number of improvements | to the benefit and, where possible,
assert greater control over its utilization.
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| First, we are in the process of revising the home health Conditions of Participation
(CoPs) in order to hold agencies accountable for beu:r more accurate patient
assessment, care planning, coordination of service dehvery, and quality assessment and
perfommnce improvement. We hope to publish a notice of the proposed changes to the
CoPs shortly. We also recently overhauled our provider manual o provide better
guidance to agencies on the complex home health eligibility and coverage rules; 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 involvement 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 certification is merely a rubber stamp of*d plan of care that has been
completed by a home health agency. To achieve this goal, HCFA is now reimbursing
physicians for care plan oversight, and we hope that recent increases to the
reimbursement amount will further engage physicians in the careful planning of home
care services. We are also engaged in a number of:efforts to educate physicians about
the home care benefit. |

We’re also better educating beneficiaries about the benefit in an effort to help them
recognize instances of inappropriate care or fraud and abuse; we have published a new
home health brochure and have produced a video t6 be shown in hospital and office
settings. Beginning carly next year, we will be sending an explanation of medical
benefits statement to inform beneficiaries of the services being billed on their behalf so
that they can detect any aberrancies. Finally, HCFA is testing the impact of increased
sharing of information between State survey agcncxcs and regional home health
intermediaries on ensuring that HCFA pays only for services that meet homc bealth
coverage requirements. . :

f¥

The December 31, 1995 sunset of the so-called favorable presumption provision
gives us an opportunity to reduce the number of inappropriate claims that had
previously been automatically paid. We support continued limitation on liability
protcction for a provider where it can, on a post-demal basis, demonstrate that it and
the beneficiary did not know, or could not have known that the service furnished was
not covered by Medicare. However, we believe that the Jimitation on liability
protection should not be broadened once again 10 shleld abusive billing practices.

We will continue our diligence in attermpting lo"stem the tide of inappropriate home
health utilization. As the General Accounting Ofﬁce (GAOQ) noted in its March 1996
report on Medicare Home Health Growth ((:AO/I{EHS -96-16), HCFA is striving to
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gain greater control over the use of the home hcaltlj benefit. We appreciate the GAO
recommendation that the Congress consider proving additional resources to HCFA so
that controls against abuse of the home health benefit can be better enforced.

SNF Care _

For SNFs, we have considered establishing, by, regu]atxon guidelines for payment
of therapy services. Medicare has long had guidelines limiting the reasonable cost of
the physical and respiratory therapy services provxded by outside suppliers for clinics,
rehabilitation agencies, public health agencies, or other 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
employment relationship, plus an allowance for costs, such as travel, that-an individual
not working as an employee might incur, HCFA has been working to revise the

. existing salary equivalency guidelines for physical and respiratory therapy, and to
develop such guidelines for occupational therapy and speech language pathology. The
General Accounting Office has reported that these guidelines are necessary to prevent
abusive billing practices. We hope (o publish proposed salary equivalency guidelines
SOOI, ‘ 5

: N
We have also cnlisted the aid of physicians in ctimﬂmg the mappropnatc practice of
targeting a facility’s entire patient population for the indiscriminate provision of therapy
assessments and treatments en masse, without regard to whether each individual within
the group has an actual medical need for the semccs We have em:ouragcd physicians
to resist pressure to order or approve any therapy scrv1ccs that are not, in fact,
medically necessary to improve or maintain the mdw:dual resident’s functional status.

We are also using the additional funding provided through our Operation Restore
Trus: demonstration to compare all bills submitted for nursing home residents and o
identify services billed under both Part A and Part B.

W

Payment Reform Legislative Proposals i j
‘f‘:
Of course, control of post-acute care expenditu(; growth cannot be fully realized
without legislation, and both the Administration and the Congress have appropriately
- made payment reform to the SNF and HHA benefits a top priority in Medlcarc reform.
I will describe our payment reform proposals and wnll then compare and contrast them
with the proposals that appeared in the Conference: ’Agreement where appropriate.
There are important arcas of common agrecment and areas where our policies diverge.
But I believe that we have an opportunity to strike common ground on a number of

4
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issues, and I assume that when the Administration and Congressional leaders get back
to the budget negotiating table, the areas of common agrecmcm will be critical to a
successful budgct compromise.

The Broader Context for Payment Reform: A Bért;eﬁciary-Centered Delivery System
and, Perhaps, an Integrated Payment System

Before T delve into specific legislative proposals; I'd like to suggest that these
proposals should be viewed as means to an end, not an end in themselves. - Many 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 efforts to
develop prospective payment systems for each of the post-acute providers, we should
not be permanenuy wedded to separate payment syswms for each of the self-contained
benefits. Rather, we should strive to better understand the value of each post-acute
care provider type and how to better manage and coordinate carc across the health care
continuum.

:;}

Further, I would suggest that payment reform shOuld support an infrastructure of
post-acute and long-term carc delivery systems thatiis better integrated and more
flexible in meeting the needs of those with chronic conditions and disabilities. That is,
a guiding principle in any lasting reform of the Medicare post-acute care-bengfits
should be to make the system of services “beneficidry-centered.” To be beneficiary-
centered, an integrated delivery system needs a reliable and predictable stream of
financing. But, it also requires a system of maintaining information on clients that is
consistent and available to all service providers. "ﬂus 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. Beneficiary-centered services also rely on
inter-disciplinary casc management that involves formal and informal caregivers and
supports and encourages, where appropriate, beneficiaries to direct their own care,
Finally, a beneficiary-centered system needs relativély standardized service packages
typically provided by various health care professionals.

a3

il SCT LA

There is considerable overlap in the types of scmces provided and thé types of
beneficiaries that are treated in each of the post-acute settings. These distinctions are
be¢oming increasingly blurred with the advancing technology changes. For example,
physical therapy and other rehabilitation services can be provided in each of the
settings. A recent HCFA analysis shows that 53 percent of beneficiaries treated in the
hospital for hip fracture use SNF services, 14 percent use home health services, and 14
percent use rehabilitation hospital services. Slmllar]y, 25 percent of patients treated in
the hospital for stroke use SNF services, 26 percent use home health services, and 16

. o

¥



~>
~
[ENGY
[N

JUL-17-1836 10:34 T0:213 - J. KLEIN PROM:PRLLICCL, R ey

!
4
N
i

ass 10

percent use rehabilitation hospital services. While therc may be some clinical
differences in the patients who go to each of these scwngs and the outcomes as a result
of care provided in each of these settings, it is also: hkcly that paticnt and physician
preferences influence which type of post-acute servnce is used.

Despite the considerable overlap, Medicare’s pzi_ymem and coverage rules 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 seiting decisions. Medicare payment methods and amounts for
similar services provided in each of the post-acute settings differ. And more expensive
stays do not always imply more services or better outcomes. For example, some
provocative early research findings suggest that, for: some conditions, outcomes may be
no better for beneficiaries treated in one setting than another, even though Medicare
pay:mcm may be substantially different.

1 am hopeful that further research into the characteristics of patients that use care in
each of the post-acute settings, and an analysis of outcomes, can provide information
about the most appropriate setting for diffcrent typés of patients.

As I've suggested, any effort to control the utilization of post-acute care services
and ensure equity and appropriateness of payment must involve a mechanism to track
outcomes and services that address patient care needs. Such a mechanism ideally
begins with a valid and reliable assessment screeniig instrument that would provide a
preliminary asscssment of the patient’s needs and ttie types of services that would best
meet desired health outcomes at the lowest possuble cost. This type of instrument could
also be used to assess the individual’s valucs and p?“efcrences for continuing care, so
that if two or more types of care would typically provide the desired outcomes at
comparable costs, the individual could choose the type of care he or she would receive
under Medicare. Such an assessment instrument should also be made of up core data
elements (e.g., functional status, available care supports, etc.) that would be relevant
across the care continuum and that would support case mix payment sysiems.

As you may be aware, HCFA has been dcvelopf-ng assessment instruments -- the
Uniform Needs Assessment Instrument (UNAI), thé long-term care facility minimum
data set (MDS), and the Outcomes and Assessment Information Set (OASIS), which is

‘a core standard assessment data set for home care. [The next challenge is to identify
common elements among the instruments to suppon‘%ﬁ an integrated payment system.
&

Additionally, HCFA is evaluating case-mix systems to support prospective payment
reforms. The Multi-State Case-Mix and Quality démonstration for SNFs has. used the
&
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MD'S to classify Jong-term care patients according to the intensity of resource use.
Addidonally, 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 hospilals.

Under a possible future payment stenario, we would want to provide payments
sufficient to ensure that beneficiaries receive high quality care in the appropriate
scttings, and that any transfers among settings occur only when medically appropriate
and not in an effort to gencrate additional revenues.’

Jn an effort to make payment systems “site-neutral,” we might also consider
splitting apart payment of the “medical” services from the room and board services.
That way, payment for the “medical” services can be the same for similar patients
regurdless of whether they are delivered in the home or in a nursing facility. This
would help address problems related to the institutional bias (a complaint many
~ beneficiary groups have made) as well as clarify the allocation of responsibilities
between Medicare and Medicaid. i

This discussion addressed our general direction :regardm,g the future of post-acute
care payments. The message I mean to convey is that we are thm:kmg more broadly
about an integrated reimbursement system for post:acute care services even as we focus
our attention on the reform proposals that are currently on the table. In the meantime,
we will continue to develop prospective payment systcms for SNF and HHA prowdcrs
that will carry us through the¢ short-term. 3 SETR

- The prospective payment systems for SNFs and HHAs form the heart of our
payment reform proposals in the President’s Medicare balanced budget package. The
development of PPS systems for SNFs and HHAs is proceeding well, despite delays.
The delays have been largely due to the complcxity.-“,in developing casc mix systems.

Status of PPS Demonistrations and Studies -- Whai We've Learned to Date

f\‘i

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

Home Health J

" The National Home Health Agency Prospeclivc‘Paymcnt Demonstration i$ testing
two alternative methods of prospective payment. Phase I of the demonstration tested a
per-visit prospective payment. Phase II of the dcm‘onstration. which began in June

’ J

’J
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1995, is testing a per-episode prospective payment, and will last for 2 more years.

In Phase I, we tested a per-visit payment method that established a separatc payment
ratee for each of six types of home health visits (i.e., skilled nursing, home health aide,
physical therapy, occupalional therapy, speech therapy, and medical social services).
Although we found that agencies being reimbursed through prospeclive rates were more
likely than other agencies to keep their cost increases below inflation, the differences
were fairly small. The demonstration had no significant effect on the number of visits
provided, quality of care, access to care, and other Medlcare costs. Thus, we learned
that a per visit payment methodology is not eﬂ‘ecuve in controlling expenditure growth.

In Phase II, participating HHASs are receiving ap agcncy~spc¢:ﬁc episode payment
based on 120 days of carc and outlier payments fori episodes that extend beyond 120
days. Outlier visits are reimbursed at per-visit progpective rates. A new episode of
care 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.

1

The cplsodc rates are based on an agency’s cost'experience 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 inix 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 adjustments. If an agency serves patients '!_‘requiring relatively few services
during the base year period and then serves patients requiring more resources during a
demonstration ycar, the per-episode payment rate may not be sufficient. - The case-mix
adjuster would adjust payments for differences in patient characteristics.

‘We do not yet have results from this phase of the demonstration. Thus, we do not
yet know whether the definition of an episode chosen for the demonstration (120 days)
is an appropriate definition for & national payment system. This is because 120 days
captures only about 60 percent of all home health visits. If 120 days were to be used as
an episode, that would mean that almost 40 pcrcent-'of all home health visits would fall
outside the episode as outliers. i

.’.
Lt

SNF's !

LW

In July of 1995 we began our Mult-state Nursiffg Home Case Mix and Quility
Demonstration. This three-year demonstration is testing a per diem prospective
payment system and a quality monitoring system for SNFs. The payment system

]



JUL-17-1996 10:34 T0:213 - J. KLEIN FROM;BELLICCI, R P, 15/21

FL T

13

PO

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
routine costs were paid prospectively. Recently, we have begun incorporating payment
for therapy services furnished to Medicare beneﬁcxanes into the prospective payment.
Over SO0 nursing homes are participating in the demonst.ranon

To date, the demonstration has provided valuable insight into the proper design of a
PPS system for SNFs and informed us about how best to 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 subtieties in the elements’ that make up
the case-mix adjustor can send strong signals to providers -- that malcmg payment
contlngcnt on paticnts requiring services means that many more patients will receive
those services. We’ve learned that it is appropriate to use the same assessment
instrument for both Medicare and Medicaid. We’ve also learned that interrupted SNF
stays may be more common than previously thouglit (for example, one-third of stroke
patients are readmitted to the hospital under a di ffc‘rem DRG); this greatly complicates
the design of a per episode PPS.

Description of Administration’s Proposals for Pifyment Reform
. : 4
1 will now outline the Administration’s proposals for payment reform. -The
information we have gained from the demonstratlons thus far laid the foundation for the
payment proposals that were included in the FY 1997 Budget Proposal

Home Health Payment Reform Proposals

i

We pmposed a number of home health payment: reforms designed to achieve necded

cost control, improve financial management, and comrol fraud and abuse. The focus is
our plan to transition into a per-episode PPS in 1999 There is broad agreement among
industry represemanvcs and many members of Congrcss that a per-episode payment
system is the supenor way to constrain costs witholt sacrificing access or quality. We
have sketched out in our legislation some of the features that are desirable for such a
system. For example, we would anticipate that all services currently covered and paid
on a reasonable costs basis under the Medicare horr_lc health benefit, including‘medical
supplies, would be covered under the payment. The per episode payment amount
would be based on the most current audited cost report 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 portion of the episode amount would be
adjusted for geographic differences in labor-related’costs based on the most current
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ospita] wage index, The Secretary would have the authority to designate a payment
provision for outliers, recognizing the need to adjust payments due to unusual
variations in the type or amount of medically neuessary care. Finally, if a beneficiary
clects to transfer to, or receive services from, another HHA within an episode penod
the episode payment would be pro-rated between thc HHAs.

While we are quite convinced of the desxrablhty of a PPS system for home. health,
there is still much work to be done before we can implemem 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 1o request data from HHAs to support these
ongoing research and development efforts. While awe continue to develop these
essential features of an episodic PPS systern, we propose to implement an interim
payment systemn that would allow us to achieve sortie cost control. The
Administration’s interim payment system would rcly on proven techniques of current
law in an effort to achieve guaranteed, up-front savings without disrupting the industry
with a host of new payment methods. A

The interim system would superimposc a new cost Jimit onto the existing cost-based
reimbursement scheme. This new cost Jimit would!build on agencies’ actual experience
(in a base year) in resource use per beneficiary. It would give agencies the flexibility
to provide the appropriate amount of care (duration of visits, number of visits, and skill
level of carcgiver) within this limit, and t0 share mlsavmgs if agency costs fall below
this limit. ;

"é

To be more specific, payment to an HHA would be the lesser of: (1) the agency’s
actual costs, or (2) a per visit cost limit set at 105 pcrccm of the median national cost
for free-standing HHAs, or (3) the new agency-spccxﬁc per beneficiary annual limit.

As soon as feasible, we would modify the agency-specific per beneficiary limit to
reflect regional or national variations in utilization. This proposal can be 1mplemented
immediately, with few administrative changes at neglxgnble cost, and allow'for 4
sensxble phase-in toa prospective payment systcm

We also proposed to eliminate periodic interim payments (PIP) for home health
agencies simultaneous with PPS lmplcmcntauon in 1999. PIP was established 10
zncourage new providers to participate in Medxcare"by improving cash flow -- a set
amount paid on a bi-weekly basis. With about 1001 new HHAs joining Medicare each
month, access to home health is no longer a problcm Further, the Office of the
Inspector General has found that Medicare tends to‘overpay providers who receive PIP,
and has validated our contention that it is sometimes' difficult to recover these

bt oy
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overpayments. We also propose to base the visit payment limitation on the.location
where services are rendered, not where services are billed. Many HHAS are
established with a home office in an urban arca and branches in rural areas. When
HHAs bill Medicare, the payment limitation is based on the higher wage rate for the
urban area even though the service delivery occurr¢d in a rural area.

l

' In comparison, the Conference Agreement proposal called for the immediate

implementation of a prospective payment system for home health. Agencies would be
paid a per visit prospective rate subject t an annual dollar cap that would be calculated
to approximate all covered service delivered to a beneﬁc:ary during a period of 120
days. However, the payment cap would be 1mplemented such that HHAs would be
paid for providing 165 days worth of services with 120 days worth of dollars. Agencies
that keep total payments for the year below the anniial cap would be allowed:to-retain
50 percent of the savings. Numerous outliers and extended 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_;-.fthe proposal relies wholly on an
untested, unreliable new payment methodology thatiuses an inappropriate case mix
adjuster and would allow about 40 percent of wsnsf-- outliers -- to be pald a
prospective rate subject to no utilization control. To the extent that savings do not
reach the savings target, the Republican failsafe hammer would have come down hard
on agencies. 1

Second, we fear that the proposal to pay 165 days of service with 120+days worth of
dollars creatcs an incentive for agencies to avoid caring for heavy care and long-term
care patients and thus would hurt access to, and continuity of care for, the sickest
patients with the greatest needs.

Third, the plan is built upon the false aSSumpuon that data and systems are in place
to facilitate immediate implementation. In fact, we ‘are certain that it would take 2-3
years 1o develop the systems and gather the data nccessary o implement the payment
scheme. ‘

Fourth, the Conference Agreement prescribes pohcmg of the industry by HCFA
to ensure that agencies do not circumvent the system. This policing would be
burdensome, add significant additional adm:mstrauve expense to HCFA; "and"b& very
intrusive to the industry.

Finally, the Conference Agreement does not provide for an eventual transition to a
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cornprehensive PPS that covers all HHA visits.

We understand that the industry has put forth a hew proposal that may have gained
some attention by lawmakers. This 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
wransferable. The first phase would entail a per vxsxt PPS with some apparently weak
utilization controls. Frankly, we have to do some more study on this new variant, but
we continue to believe that our proposal is supenor 'to the other proposals.

I kmow you are aware of our proposal to shift ﬁnnncmg of a portion of the home
health benefit from Part A to Part B. Under our proposal, the first 100 home health
visits following a three-day hospital stay would be feimbursed under Medicare Part A.
All other visits, including those not following a hospuahzauon, would be reimbiirsed
under Part B. Part B visits would not be subject to'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 thus would have no change on access
to the benefit by beneficiaries. ;

Clearly, by capping Part A ﬁnancmg of the horne health benefit, we would be
saving the financially vulnerable HI Trust Fund about 55 billion dollars over 7 years.
This is an important motive, and I note that chublxcan members once intended to
achieve the same goal with an almost identical poliéy. But there are other sound
reasons for this policy and, to explain them, I need to put this proposal into some
historical context.

o G

As I've already discussed, the home health beneﬁt, like the SNF benefit, was
originally designed to provide short-term, recuperative, post-acuie care services to
beneficiaries after discharge from a hospital. The benefit was only available to those
beneficiaries who were discharged from a hospital followmg a minimum 3-day stay.
The benefit provided up to 200 home health visits dunng a calendar year. The first 100
visits were financed under Part A of Medicare. Therc was no beneficiary cost-sharing
during these visits. If bencficiaries exhausted all of these Part A visits and carried Part
B insurance, they were then eligible to receive addmonal visits financed under Part B,
up to a maximum of 100 visits. For these visits, bcncﬁclarles bore some of the costs
through a $60 deductible. (Until 1973, beneficiaries also paid coinsurance for Part B
visits). f .-

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 hmlts and eliminated the hospital stay
requlremcm Home health thus became an unlumtcd benefit.

=2

An unintended consequence of the OBRA—IQSO changc was 1o burden the Part A
Trust Fund with approximately 99 percent of the ﬁnancing for the home health benefit,
regardless of whether visits are of a post-acute care or long-term care nature. The huge
shift in financing to Part A clearly was not consistent with the original intent of Part A,
which was designed to finance only acute and post-acute care services that centered
around 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 post-acute care services and allows Part
B to finance all other home health services. It maifitains Congressional intent for 8
home health benefit that is available to all beneficidries regardless of their Part A and
Part B coverage. And it maintains Congressional intent to have a home health benefit
that does not require out-of-pocket expenses borne by beneficiaries. Finally, it will
allow us to better focus coverage policies for the two groups of home health users --
post-hospital and chronic users. ¢

Let me end the homc health discussion with a note of agreement. Both the
Congress and the Administration wisely proposed 10 permanently extend the savings
from the OBRA-1993 freeze on home health cost limits by not allowing for the inflation
that occurred during the freeze. In the absence of this legislation, spending reverts to
pre-freeze levels. Also, both the Congress and theiAdministration agreed that the home
health re-certification survey cycle should have been increased in order to allow the
Secretary greater flexibility in targeting resources toward poor performing HHAs and
to give relief to the current backlog of initial cextific ication surveys, This change became
law when Congress passed our FY 1996 appropnatmns and we thank you f0r the relief
it provides. g it

SNF Payment Reform Proposals

Now let me turn to SNF payment reform, As with hone health, both the
Administration and the Congress agree that the savings of the OBRA-1993 cost limit
freeze should be permanently extended. %

i
With respect to SNF reimbursement reform, We‘%lc further along with our rescarch
- and demonstration efforts on SNF PPS and thus could implement a system more
quickly than in the case of home health. However, ‘like home health, we have a two-'
stage proposal 1o allow us to transition to a fully prgﬁspcctlvc PPS for SNFs.”

&
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We have a multi-part proposal for our interim systcm First, we would establish an
interim prospective rate for routine costs. These rates would be based on facility-
specific costs, subject to regional limits. The rcglonal Jimits would be based on data
from freestanding SNFs only. Under current law ,:hospital-based SNFs are allowed a
higher cost limit to reflect the higher costs in theseafSNFs however, research has not
substantiated a difference in the characteristics of patlcnt.s treated in hospital-based and
free-standing SNFs., : )

Second, we propose to eliminate immediately the new provider exemptions and new
exceptions to the cost limits. The 3-4 year cost limit exemption for new providers
under current law allows SNFs to be reimbursed for inflated costs for several years.
Meanwhile, the exceptions for atypical care or extrgordinary circumstances effectively
allow SNFs to fully bill Medicare for more costly sub-acute care services which
Medicare reimbursement would not otherwise complctcly cover. Under our proposal,
SNFs that had exceptions in the base year would bc’ px ot¢cted under a hold harmless
provision. -4

i

Third, we would require SNFs to bill Medicare:for all services their residents
receive (except the services of physicians, certified nurse midwives, psychologists,
hospice services, and nurse anesthetists), prohibiting payment to any entity other than
the SNF for services or supplies furnished to Medicare-covered SNF patients. This
consolidated billing proposal is offered, in part, in response to Inspector General
reports that some Part B suppliers bill Medicare for supplies that were never delivered
to nursing home residents. It would also reduce beneficiary Part B copayments for
services covered under Part A, To ensure that Medicare doesn’t overpay for these
services, we would also establish limits on ancmary services based on amounts payable
for similar services provided on a fee-for-service bas:s under Part B. In order to
implement this, we would require SNFs to include HCFA Common Procedure Codes
on their bills. This would also provide the data nccessary to construct a SNF PPS rate
that covers ancillary services. :

As an additional control on ancillary expendlrure growth, we also propose:to update
the therapy guidelines for physical (PT) and resplratory therapy (RT), and establish
similar therapy guidelines for occupational (OT) and speech-language pathology. As
part 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 determine thc maximum Medicare payment for
the service, based upon an estimate of the costs of prov1dmg the service via a salaried
employee. We discussed this effort under our ad:mmstranvc efforts to control costs.
Because of the resource-intensive process we must go through to accomplish this

4
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administratively, we arc also proposing legislation to accornplish this more quickly.
lﬂ
We arc commiitted to implementing a full PPS bcgmnmg in FY 1998, and our
proposed legislation reflects this commitment. 'Ihejprospecuve rate would be designed
to cover all three SNF cost categories -- routine, anclllary, and capital-related costs.

The Conference Agreement also proposes an interim and full prospective payment
systems. The interim payment system remains cost-based. Routine costs ‘would-be
subject to the current limits which are separately computed for haspiral-hased and
freestanding SNFs. However, the definition of routine costs would be expanded to
include additional services. Ancillary services would be subject 10 a per episode limits.
Capital payments wonld he reduced by 15 percent.

i

One area of difference berween the Conglcssional and Admninistration provisions is
the unit of payment for the prospective payment systcms The Administration’s plan
does not specify whether PPS payments should be madc on a per episode basis, as in
the Republican plan, ur on a per diem basis. We havc decided not to specify a unit of
payment until further research and demonstration results can shed light on the
appropnatcncss of one or the other. We are concerned that the Conference Agreement
provision is bascd on a system that has not been appropriately informed by, resegrch.
HCFA has been testing a per diem prospective payment on a demonstration basis in six
states, and states have been implementing per dicm prospective payment systems for
ycars. There is no comparable information for per episode payment system. Not only
do we not have sufficient information to determine the appropriate level of payment, no
research has been conducted on the effects of a per«:pxsodc payment system on patient
outcomes, quality, or access to care. ;

mﬁ

The incentive under a per episode prospective payment system could be for facilities
to discharge patients as quickly as possible as fanliﬁn receive the same payment
irrespective of how many days the bencficiary remams in the SNF. Earlier discharge
may result in poor quality care and increased overall program costs as beneficiaries still
needing services may rerurn to the hospital or imUatc home health visits. Furthermore.
in the absence of an accurate case mix adjuster (whxch currently does not exist to
predict per-cpisode costs), SNFs would have an incenuve w avoid more resource
intensive patients and access to SNF care for the beneficiaries that need it the most
would be reduced. \

Another area of significant disagreement is the Confcrence Agreement's provision
to place limits on ancillary (non-routine) paymeme * We are concerned that these limits
could place paticnts at risk of inadcquate services. . Facxlmes would have the incentive
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to ensure that the cost of services their patients mcé'ive do not exceed the limit, since
they would receive no additional reimbursement for any additional services. The
Administration’s proposal would provide some controls on expenditures for arcillary
services by requiring facilities to bill for the semccs its pauents receive, cstablishing
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 faxl to eliminate the differential in
payments between freestanding and hospital-based SNFs. Research has indicated no
significant differences between patients in freestanding versus hospital-based SNFs and
provided no justification for the payment differential. The Administration’s
plan recognizes that this distinction is no longer justified and would apply the same cost
limits to hospital-based and freestanding SNFS. ¥

Conclusion 4

There is widespread agreement that SNF and HHA expenditures are growing
rapidly, that continued growth of this magnitude is unsustainable, and that legislative
efforts are needed to slow down this growth. 1 have 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
implement this vision, this Administration has put f forth concrete proposals to modify
payment policies for SNFs and HHAS, and I have dbscnbed these for you today. There
arc significant differences between the payment proposals put forth by the
Administration and by Congress. However, there are many commonalities. It is my
hope that we can work together to develop paymcnt policies that provide the right
incentives -- incentives to provide quality care, promote access to care, and mhxbxt
fraud and abuse. Thank you for the opportunity to’ tesufy today. =



